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Preface

‘m sure you've all heard the expression, “The more things change, the more they re-

main the same.” This is true when it comes to technical analysis. Although there have

been advances in technology since the first edition of Pattern, Price & Time was pub-
lished in 1998, the markets are still creating patterns, making percentage retracements,
or hitting cycle lows just as they were in 1998 and even before then.

With each new software program there seems to be another way to analyze and
trade the markets with some new oscillator or indicator in an attempt by the trader to
gain an edge. Unfortunately, this theme of smoothing out valuable information like the
Open, High, Low, and Close has, in my opinion, created more difficult trading conditions.
Today, despite all the new technical analysis tools and equations, the definitions of an
uptrend—higher tops and higher bottoms—and of a downtrend—lower tops and lower
bottoms—have remained unchanged for decades. Today, while traders remain fascinated
with smoothing out data in an effort to get the edge, the art of analysis of the simple basic
data has been cast aside.

As I wrote in the first edition of Pattern, Price & Time, my intention is not to write
about W. D. Gann, but instead to write a book about what I consider to be the major
themes of Gann’s work: pattern, price, and time. In addition, I wanted to write a book that
can be used by the analyst and trader who can apply Gann’s basic rules to the markets
without having to learn astrology or buy Gann wheels and plastic overlays. I wanted to
write a book that would introduce a trader to techniques that would allow a trader to take
basic data that is available every day and through study, experimentation, and practice
create sound market analysis.

My experience in the futures business has shown me that too often traders be-
come hooked on either pattern, price, or time in their analysis. They tend to weight
their analysis one way without an equal balance. The most common mistakes are sys-
tems built around time to enter and price to exit, or price to enter and time to exit. In
addition, traders who use pattern often enter or exit at poor prices or with poor tim-
ing. These observations provided further evidence that a combination of all three meth-
ods is necessary for success in the marketplace. It is on this premise that I have based
my book.
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As I outlined this edition of the book, I decided to maintain my original objective to
write about the simplest approaches that would demonstrate how each of Gann’s meth-
ods worked individually, and how each method worked in combination. In Pattern, Price
& Time, 2nd edition, I even decided to include other popular pattern, price, and time in-
dicators to show how they can be incorporated with Gann’s basic premise of balancing
price and time.

After a brief introduction as to why I choose to write about pattern, price, and time, I
introduce W. D. Gann and his theory. I follow this up with information on the importance
of having correct data and charts. This is followed by descriptions of the key elements
of technical analysis: pattern, price, and time. In the pattern chapters, I discuss trend in-
dicators and chart formations. In the price chapters, percentage retracements and Gann
angles are detailed, followed by a chapter on combining pattern and price. Finally, con-
cepts of time analysis finish the core analysis techniques. The last chapter demonstrates
the effects of combining pattern, price, and time into an analysis and trading tool.

After the last book was published, I received criticism that I was holding back on
Gann’s secrets. This could not be further from the truth. I stated in the book that teaching
financial astrology was beyond the scope of this book and could take years to learn and
apply. I stated it was not my intention to write or teach financial astrology. I can say that
if you understand the basics of this book then learn financial astrology, you will have an
edge over those who only know astrology because, after all, astrology is a time indicator.
Remember that although Gann said that time was most important in identifying changes
in trend, price and time and money management are just as important when trading. In
order to appease those who feel I am keeping secrets, I will publish a few surprises in
this book that will point those who want to study the metaphysical elements of Gann
analysis in the right direction. This includes what I believe is the source of his Law of
Vibration and a list of books that he recommended. In an effort to provide the reader with
more automation I've attached a link to the TradeStation code for my trend indicator at
www.wiley.com/hyerczyk. This will allow the reader to create swing charts in the same
manner as W. D. Gann.

In conclusion, this book is intended to be educational and informative. It is by no
means intended to replace the books and courses written by W. D. Gann. At times the
book may seem repetitive, especially in the chapters about the trend indicator. This is
done intentionally because I wanted to emphasize, just as Gann did in his books, that
the analyst must study, experiment, and practice these techniques over and over. If any-
thing, this book should be used by the novice as an introduction to the subjects of pattern,
price, and time. It should be required reading before computerized analysis is attempted.
It is very important to learn how pattern, price, and time techniques work before using
computerized trading indicators. This book will provide a good base for the analyst who
wants to use more sophisticated technical analysis techniques. The expert trader could
also use this book to enhance his or her analysis or trading abilities. While Gann analysis
concepts are discussed in this book, it is not intended to be a book solely on Gann anal-
ysis as many original ideas and techniques are introduced throughout the text. Gann,
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for example, left no record on how to trade stock indices, Treasury bonds, or Forex
markets. Although at times limited by page size in this book, I believe pattern, price, and
time analysis is presented in a detailed but clear manner. I hope that you find the ideas
in the book as useful as I have.

James A. Hyerczyk
Palos Park, Illinois
September 2008
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CHAPTER 1

Why Pattern, Price,
and Time?

cators and “new” ways to analyze the markets, I've come to the conclusion that
there really is not anything new under the sun and that all of these discoveries
can be placed into the categories of pattern, price, and time.

Ever since the early days of trading up until today, traders have been trying to create
ways to manipulate data in an effort to find an edge over everyone else. Today’s sophis-
ticated programs have the ability to smooth data and create sophisticated formulas to
make the market’s basic data appear to show anything the programs want to find. Some
programs create moving averages, while others try to break down the markets into os-
cillators that move between 0 and 100. All of these new ways to look at data may be fine
for some, provided that they understand how these numbers are created, and the pro-
grams create rules on how to use them, but I find working with the original Open, High,
Low, and Close data to be most beneficial. In addition, while I acknowledge that using
computer-generated oscillators or indicators may speed up the process of analyzing a
market, I have found that all of these smoothing tools will eventually collapse to or agree
with my simple analysis of the markets using the Open, High, Low, and Close.

This book, although it is concerned with the technical analysis approaches to trading
Forex, futures, and equities, should not be considered the definitive answer to making
tremendous amounts of money in trading. Instead it should be used as a guideline to give
the trader an edge as to what is actually taking place in the marketplace. My application
of pattern, price, and time analysis allows me to see and understand what is happening
in the markets. It does not hide anything in complicated formulas or computer number
crunching. Although this is a personal preference, I feel that the analyst who understands
how pattern, price, and time work independently and in unison with each other creates
an edge to trading the markets that computerized analysis cannot.

D espite the proliferation of trading analysis programs claiming to have “new” indi-
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Throughout the book the reader will see the phrase “study and experiment.” This is
because the reader is encouraged to learn as much as he can about the movements of
the markets, the characteristics of these movements, and how to make informed trading
decisions once this knowledge is applied.

The basic premise behind pattern, price, or time analysis is that these three factors
have not changed in the 100 or more years since Charles Dow unleashed his Dow Theory
to the world. In fact, if you want to go back even further, take a look at Candlestick
analysis which is said to have its roots back to the 1700s. This very popular analysis tool
is a study of pattern with basic Open, High, Low, and Close the major elements. Despite
the proliferation of today’s “new” trading analysis tools and trading systems as a result of
the personal computer and trading software, trading tools used today can nevertheless
still be categorized as pattern, price, or time.

Today’s pattern studies include stochastic indicators, relative strength indicators,
overbought/oversold indicators, moving average crossovers, and Candlesticks. Price is
categorized as moving averages, daily pivots, and retracements. Finally, time is used to-
day in the form of seasonality, cycles, and time of day studies.

Hang around a trading room long enough, and you will often hear, “I had the right
price, but was a little early” or “I've got a cycle low due at 11:00, I just don’t know where
the market will stop.” These are the types of problems that can be created by using only
price, or only time, or only a pattern. In this book I want to show the trader that there
is a way to bring the factors of pattern, price, and time together in an effort to improve
trading results.

When studying the history of technical analysis I came across several valid method-
ologies to analyze and trade the markets, but I found that these methods were weighted
toward only one of the three main components of pattern, price, and time. This cre-
ated problems for me because although at times one of these factors had control of
the market, I found I did not have control of the trade. This frustration caused me to
study the disciplines of Elliott and Dow, but I found personal issues with each. One
relied too much on the forecast and prevented me from changing my mind while in a
trade. My ego became too connected to the forecast, and I often failed to make neces-
sary adjustments to the trade. The other analysis technique took too long to develop.
I also tried to work with point and figure charts, and although I understood how to
use the formations, I still felt time was necessary to help me become a better trader.
When Candlestick analysis became readily available on the computer, I tried to use
it, but found some of the patterns occurred too frequently and at random places on
the chart, so I sensed that price and time would be necessary to improve this sort of
analysis.

All of this study and experimentation of these other analysis disciplines led me back
to the pattern, price, and time analysis of W. D. Gann. I chose Gann Theory as my primary
source of analysis because throughout his works he wrote about the balance of price and
time. This became very important to me because my work needed balance. I knew from
my analysis and trading that I could not just rely on pattern, or price, or time indepen-
dently. I knew that although I could use his techniques independently, I could improve
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my analysis and trading by finding a balance between his two or three key elements of
pattern, price, and time (Figure 1.1).

In summary, the purpose of this book is to inform the trader of the analysis tools
that are available just using the Open, High, Low, and Close. The other purpose is to
teach the trader to categorize his trading tools into pattern, price, and time techniques
and to apply combinations of the three to improve his analysis and trading. Finally, in an
effort to jump-start the reader’s study and experimentation of pattern, price, and time, I
have chosen to highlight the analysis and trading techniques of W. D. Gann because he
was one of the first to speak of the balance of price and time.






CHAPTER 2

Who Was W. D. Gann”?

cessful. Creating and publicizing a new approach to analyzing markets, Gann claimed

that he had set a world’s record in leverage and accuracy more than once, that he had
developed trading strategies for speculators, and that he could predict market moves to
exact price levels.

William Delbert Gann was born on a cotton ranch on June 6, 1878, in Lufkin, Texas.
He displayed a strong aptitude in mathematics during his early years, completed a high
school education, and started trading in 1902 at the age of 24. By his own admission,
Gann’s early trading was based on “hope, fear and greed,” all of which he later realized
were not compatible with a successful trading strategy.

After losing significant sums of money, Gann began to observe that markets followed
mathematical laws and certain time cycles. He was particularly interested in the connec-
tion between price and time, a relationship he referred to as the “square” of price and
time. He began studying this interaction diligently, even traveling to England, India, and
Egypt to research mathematical theory and historical prices.

In developing his theories, Gann was undoubtedly one of the most industrious tech-
nical analysts. He made thousands of charts displaying daily, weekly, monthly, and yearly
prices for a wide variety of stocks and commodities. He was an avid researcher, occa-
sionally charting a price back hundreds of years. At a time when most market analysis
was strictly fundamental, Gann’s revolutionary theories relied on natural laws of math-
ematics, time cycles, and his unshakable conviction that past market activity predicted
future activity.

Gann moved to New York City in 1908. He opened brokerage offices at 18 Broadway
and began testing his theories and techniques in the market. Within a year it was clear to
others that Gann’s success was based on more than just luck. A December 1909 article
in The Ticker and Investment Digest explained that “... Mr. Gann has developed an

I' fnot the first technical market analyst, W. D. Gann was certainly among the more suc-

5
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entirely new idea as to the principles governing stock market movements” (reprinted in
the W. D. Gann Commodities Course [Pomeroy, WA: Lambert-Gann Publishing, 178]).

In this article, Gann asserted that most traders enter the market without any knowl-
edge or study, and that most eventually lose money. He explained that he noticed a cyclic
recurrence in the rise and fall of stocks and commodities, and decided to study and ap-
ply natural laws to trading strategy. Gann indicated that months of studying at the British
Museum in London revealed what he called the “Law of Vibration.” This law determines
the exact points to which a stock would rise or fall, and predicts the effect well before
the Street is aware of either the cause or the effect. Beyond this vague explanation, Gann
was reticent about his strategies and unwilling to explain his theories in any detail.

Although past success is not an indication of future results, Gann’s trading was ex-
tremely successful, at least to a point. An analysis of his trading record over 25 market
days revealed that Gann made 286 trades, 264 of which were profitable. His success rate
of 92.31 percent turned an initial investment of $450 into $37,000. A colleague of Gann’s
said, “I once saw him take $130.00 and in less than one month run it up to over $12,000.00.
He can compound money faster than any man I ever met.” It is not surprising that the
press concluded “... such performances as these....are unparalleled in the history of
the street” (Gann Course, 180). Although Gann’s theories were apparently profitable at
times, he was equally subject to the potentially substantial risk of loss that is inherent in
commodities futures trading.

Gann issued annual market predictions of major moves and exact support and resis-
tance levels (Figure 2.1). Newspapers around the country kept track of his predictions
for 1921, 1922, and 1923, substantiating his accuracy. In January 1929, he issued an an-
nual forecast that read:

September—One of the sharpest declines of the year is indicated. There will be

a loss of confidence by investors and the public will try to get out after it is too

late. ... A “Black Friday” is indicated and a panicky decline in stocks with only
small rallies.

Truth of the Stock Tape (reprint Pomeroy, WA: Lambert-Gann

Publishing, 1976, 36).

His facility in analysis and prediction extended to areas other than the market.
He predicted the exact date of the Kaiser’s abdication, the end of World War I, and
the elections of presidents Wilson and Harding. Gann also predicted the occurrence of
World War II 13 years in advance and described the stealth bomber 61 years before its
invention.

Gann’s original reticence about his success later turned into an almost religious
fervor to share his knowledge. He had begun writing during his trading career, start-
ing with Truth of the Stock Tape, written in 1923 (originally published by Financial
Guardian Publishing Co.; reprinted by Lambert-Gann Publishing Co.). This book was
intended to help traders analyze market activity using a standard stock tape. In 1927, he
wrote The Tunnel Thru the Air: Or, Looking Back from 1940 (reprint Pomeroy, WA:
Lambert-Gann Publishing Co., 1976). This seemingly autobiographical novel provides
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insight into Gann’s trading theories and his morals. (It also includes his predictions of
World War II and the stealth bomber.) He went on to write books and courses explaining
his new discoveries, including New Stock Trend Indicator, How to Make Profits in
Commodities, and 45 Years in Wall Street (originally published in 1936, 1942 and
1949, respectively; all three books were later reprinted by Lambert-Gann Publishing
Co., 1976). He also created home study courses for stocks and commodities and taught
weekend seminars to explain the use of special price and time calculator tools he had
invented. These materials were considered valuable enough that in 1932 people were
paying $1,500 for his home study commodity course, and $5,000 for his master price and
time calculator seminar.

In the late 1940s Gann published a market letter covering advice on stocks, cotton,
and grain. The letter was produced weekly along with a daily version published three
days a week. The letter was written in a style that combined fundamentals with chart
points. There was no mention of important dates or time cycles, but it included com-
ments such as “We expect heavy selling during the next few days and much lower prices
before the end of the week.”

I have included two reprints of the letter in this chapter. Because the reprints may
be difficult to read I have typed the letter in full. When I studied these letters I looked for
references to astrology or other timing phenomena but found none. This does not mean
that Gann did not use it in his timing; it may just mean that Gann was a businessman
who wanted to sell a newsletter to earn income. He may have saved his advanced price
and time analysis for clients who had taken personal classes or purchased his expensive
courses (Figure 2.2).

COMMODITY LETTER: April 21, 1947

Wheat

All the Grain markets showed weakness today and from Secretary Anderson’s
statement today, it was evident that the Government realizes that there are go-
ing to be plenty surplus commodities later and that prices will have to come down
and parities lowered. The market will not wait for the Government to do something
to get prices down but will decline and discount future developments.

We are confident that the market has seen final highs and is now starting on the
long down-trend. We expect heavy selling during the next few days and much lower
prices before the end of the week. If you are not already short, sell short without
waiting for rallies.

May Wheat—Is showing more weakness and breaking 250 could decline quickly to
240-238. We favor selling the distant options.

July Wheat—Short sale at the market. Very little rally indicated before big decline
takes place. Breaking 218 will indicate lower and breaking 215 will be a signal for
very much lower prices.
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ues ll‘ﬂ'_lfﬂmﬂfll‘l Ju

It is getting into

CORN 301d aff Saturday and was woak and lower again today.
If you are

position for o fast decline as support levels have bean broken.
shott, atay shert. If not, a2gll at the martkat.

July Corn - Brecking 4634 Indicates 4s56-455.

dept., Corn — Breaking i52 could decline guickly te 145-444-

wsizy pan

1 saprirnll Jow op A ARA0) Bq O] ) aadjeq am
54 i

R

=, DATS Buyers are withdrawing from the market and offerings are increasing. Today's
g high prices are not liksly to be sxceaded before a decline te much lawar

“ lavels,

g July Cots - Brecking 78 indicatgs 72 or lower,

: Sapt, Gats — Breaking support at 72 will indicate 63 oT laweT.

= EGGS The market was weok on Saturday with prices recording the grestest declise
§' for several months,, Thaere waos very little rolly todoy and the market clonpd
£ wenk, The buying has heen overdeone ond the markst is in a pesition for 4 sharp

E decline. We odviss staving shert.

e October Eggs — Net iikely to cross  49¢ ond breaking 4785 indicates 2550—
g 4500.

COTTON The market ralliod on Zaturdoy ond tad a further rally early today, ond the

distant opticns sold off about 50 oDointe while the old crop options held up,
and closed strong. We cdvise short saleseof Cctober and December, Thesz options
ars nat likely to rally to todey's highest before going much lowsr. The weathet is
improving and planting is= making good arogress. Pripe cutting is going on in the
textil= industry, and the nld crop options are much tog high but might hold up &
while lohger whilo hedge selliny depresses the new crop options. We conzider this
a teal cpportunity te go shert of Detobor ond Lenembert.

Oct, Cotten — Braaking 2940 will indicate lower and breaking 2900 indicates
W\OD or lowar.

Dee, Cotton - Breaking 540 indicotes lower and
very weak position end could decline fast.

brooking 800 will be in a

W. D. GANN & SON, Inc.
FIGURE 2.2 Supply and Demand Letter, April 21, 1947
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Sept. Wheat—Short sale at the market. Breaking 213 will indicate lower and break-
ing 210 will indicate 205-203.

Corn

Sold off Saturday and was weak and lower again today. It is getting into position
Jor a fast decline as support levels have been broken. If you are short, stay short. If
not, sell at the market.

July Corn—Breaking 163/, indicates 156—155.
Sept. Corn—DBreaking 152 could decline quickly to 145-144.

Oats
Buyers are withdrawing from the market and offerings are increasing. Today’s
high prices are not likely to be exceeded before a decline to much lower levels.

July Oats—Breaking 78 indicates 72 or lower.

Sept. Oats—Breaking support at 72 will indicate 68 or lower.

Eggs

The market was weak on Saturday with prices recording the greatest decline for
several months. There was very little rally today and the market closed weak. The
buying has been overdone and the market is in a position for a sharp decline. We
advise staying short.

October Eggs—Not likely to cross 49 cents and breaking 4785 indicates
4550—4500.

Cotton

The market rallied on Saturday and had a further rally early today and the distant
options sold off about 50 points while the old crop options held up, and closed
strong. We advise short sales of October and December. These options are not likely
to rally to today’s highest before going much lower. The weather is improving and
planting is making good progress. Price cutting is going on in the textile industry,
and the old crop options are much too high but might hold up a while longer while
hedge selling depresses the new crop options. We consider this a real opportunity
to go short of October and December.

Oct. Cotton—DBreaking 2940 will indicate lower and breaking 2900 indicates 2800
or lower.

Dec. Cotton—Breaking 2860 indicates lower and breaking 2800 will be in a very

weak position and could decline fast.
W.D. Gann & Son, Inc.
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Gann also published a weekly market letter. In this letter he provided more informa-
tion on support and resistance for the reader as well as buy/sell recommendations and
stop loss suggestions (Figure 2.3).

COMMODITY LETTER: January 26, 1948

Grain

All grains declined near the close today in anticipation of a bearish Government
report on stocks of grain in trade channels. This report was not foreshadowed
by prior reports from the Southwest to the effect that elevator stocks had about
been “cleaned out” by Government purchases. It is too early to say for sure, but
if today’s action was caused by factors other than the Government report there is
substantial evidence that the end of the long bull market in grains is not far off.
And, if May wheat is unable to close above 298/ very shortly, we expect lower
prices for all grains. Corn behaved the best. It was followed by oats and wheat,
which were cleaned out yesterday, in that order.

We recommend short sales of May wheat on rallies with a stop that will reverse
your position it closes above 298/».

May Wheat—Will meet resistance on rallies at 296Y,-8/,, 300'/,—2 and 305-07.
Watch the market closely at these resistance points for indications of a change in
trend. After such points have been penetrated on the way up, they become support
points on subsequent declines. Move stops up under them after they have been
penetrated as protection against a reversal of trend.

Will meet support on declines at 2931/, 289/5-90"/> and 286'/,-8. Watch the mar-
ket closely at these support points for indications of a change in trend. After such
points have been penetrated on the way down, they become resistance points on
subsequent rallies. When short, move stops down over them after they have been
penetrated as protection against a reversal of trend.

July Wheat—Will meet resistance on rallies at 264-51/s, 2671/,-9/5, and 272—4.
Will meet support on declines at 260'/5-2, 257'/,-9, and 253%,-5. Closing below
253%, indicates lower. See May Wheat for comment on use of support and resis-
tance points.

May Corn—Will meet resistance on rallies at 268-9 and 269%,~71%,. Will meet
support on declines at 264'/,-5, 262-3, 258'/,—60. Closing below 258/ indi-
cates lower. See May Wheat for comment on use of support and resistance
points.

July Corn—Will meet resistance on rallies at 256-7 and 258'/,—60"/,. Will
receive support on declines at 251Y/,-21/, and 248'/o-50. Closing below 248'/»
indicates lower. See May Wheat for comment on use of support and resistance
points.
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Supply and Demand

CEmans

RISING PRICES
W.D.GANN RESEARCH, INC.* INVESTMENT ADVISERS - 82 WALL STREET, NEW YORK 5, N.Y.

cCoOMMODITY LETTER January 23, 1948

Advice Ffor the Heek Beginning January 26, 1948

GRA‘N All gralns declined near the close teday in antlcipatlon of a bearish Government report

on stocks of graln in trade channels. This report was not foreshadowed by prior repor:s

from the Southwest to the effect that elevator stocks had about been fcleaned ocut®" by Government

purchases. It 1s”too early Yo say for sure, but 1f today's actlon was caused by factors other than

the Government report there 18 substantial evidence that the end of the long bull market in grains

1g not far off. And, 1f May wheat is unable to close above 283f very shortly, we expect lower prices
for all grains., Corn behaved the vest. It was toilowed by oats
yesterday. in that orger.

pranee
e

and wheat, which were cleaned out

He retommend short sales of May wheat on railles with a stop that will reyerse your posi-

‘ lun 1f 1t closes abeve 298%. - - . e

May ¥heat - Wi1ll meet reslstance on rallles at 2864-8%, 3004-2 and 305~7. Watch the market
clogsely at these resistance points for incdlcatlong of & change in trend. After such peints have been
penetrated on the way up, they become support polnts on subsequent declines. Move stops up under them
after they have been penetrated as protection agalnst a reversal of trend.

W11l meet support on declines at £83-%, 2694~9C+ and 2863~B8. Watch the market closely at
these support polnts for lrdications of 3 change in trend. After gsuch points have been penetrated
on the way down, they Decome rosistance polnts on subsejuent rallles. When shert, move stops down
over them after they have Ween penetrated zs protectlon against a reversal of tread.

July Wheat - Will meet resistance on rallles at 264-54, 267k-0%, and 278-4. Will meet
support On declines at 2604-8, 25674-9 and B5633~5. Closing below 8533 indlcates lower. See May
wheat for comment on use of suppert and resistance poinhs.

Xay Corn - Will meet resistance on rallles at 268-9 and 2603-714.
4declines at Z2643-5, 282-3 and 2584~80, <Closing below 2564 1ndleates Iawer.
on use Of support and resjstance points.

Will meet support on
See May wheat for commént

July Corn - W11l meet resistance on rallies at 256-7 and 256%4-604. W11l recelve support on

declines at 2513-2; and 246%-30. Closing below 2484 indicates lower., Ses May wheat [OT comment on
nse 0f support and resistance points.

May Oats - W1ll meet resistance on rallies at 128 and 129-3.
clines at 126-%, 12435, 122-3 and 116§-20.
tance polnts.

Will recelve support op de-
See May Wheatl ror cogment on use of support and reslis-

July Outs - Will meet resistance on rallles
on declines at 1634-44, 108~%, 101 and $9:-100.

at 1054-6% and 108-104, W11l recelve sapport
resistance polnts.

GSee May wheat for comment on use of SUDFOrt and
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EGGS After an early rally, Jasuary eggs went off

the board low and weak. Egg futures rallied and
ciosed falrly firnm.

October Eggs - New purchases should be confined to reactions to 4990-5020.

commitments with a stop that will teke you, out If they break 494G or close below 487¢.
low 4970 Indilcates 4920-3C, and perkaps lower,

Protect long

Closing be-
Closing above 5085 lg first inalcacjun of higher
prices, Closing above 5128 indicates 5240-5300, and perhaps higher.

COTTON Rellled yesterday 1n response to General Marshal's testimony.  However

Spot market was very feeble (26 polnts), and 1t 1ost sll of this today.
in New York tonlght at 3552, or about B85 points over March,
The Urend of coticn is.down and shortu sales on rallies are advised.
March Cotton - Cressing 3500 tndicates 3510-30, a selling zone with & stop that wili take

you out 1f It crosses 3870 dar closes above 3540. Breaking 3415 indlcates 2340-75, Closing below
3340 1ndlcates lower,

the rally in the
8pot cotton closed

1ling 2 )
Hay Ootton - Crossling 3500 indlcates 3510- Bs.lwlth n%cnogﬁab will take you out if 1t
cTosses 3560, or closes above 3540, Breaking 3485 indlicates 3390-3400, and possibly 3320-70. Clos-
ing below 337C indlcates lower,

BEST TRADE ~  Se1l cotton on Rally as advised.

W. D, GAMN RESEARCH, INC.
FIGURE 2.3 Supply and Demand Letter, January 23, 1948
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May Oats - Will meet resistance on rallies at 128 and 129-7,. Will receive support
on declines at 1261/, 1241/,-5, 122-3, 119'/,-20. See May Wheat for comment on
use of support and resistance points.

July Oats—Will meet resistance on rallies at 105 1/2—6 1/2 and 108-10 1/2. Will
receive support on declines at 103%,—4 1/2, 102-1/2, 101 and 99 1/2—-100. See May
Wheat for comment on use of support and resistance points.

Eggs
After an early rally, January eggs went off the board low and weak. Egg futures
rallied and closed fairly firm.

October Eggs—New purchases should be confined to reactions to 4990-5020. Pro-
tect long commitments with a stop that will take you out if they break 4940 or
close below 4970. Closing below 4970 indicates 4920-30, and perhaps lower. Clos-
ing above 5095 is first indication of higher prices. Closing above 5125 indicates
5240-5300 and perhaps higher.

Cotton

Rallied yesterday in response to General Marshal’s testimony. However, the rally
in the spot market was very feeble (26 points), and it lost all of this today. Spot
cotton closed in New York tonight at 3552, or about 85 points over March.

The trend of cotton is down and short sales on rallies are advised.

March Cotton—Crossing 3500 indicates 3510-30, a selling zone with a stop that
will take you out if it crosses 3570 or closes above 3540. Breaking 3425 indicates
3390-3400, and possibly 3330-70. Closing below 3370 indicates lower.

Best Trade
Sell Cotton on Rally as advised.
W.D. Gann Research, Inc.

As you can see from these samples, Gann was all about the trend, support, resistance,
and a target. First he identified the trend, then he found prices that would accelerate
the move in the direction of the trend and a price that would change the trend. Note in
the first letter he signed it W.D. Gann & Son, Inc. and in the second letter W.D. Gann
Research, Inc. At some time between 1947 and 1948 he is said to have had a falling out
with his son John. Some Gann biographers cite his work ethic and intensity as too much
to handle by his son. Others claim his son quit when Gann married a woman many years
his junior.

Gann continued to refine his techniques and teach them to others until his death on
June 14, 1955. From notes and papers, some of which were dated just two weeks before
he died, it is evident that Gann was continuing his pursuit of a perfect trading system.
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For example, there is written evidence that he was developing a three-dimensional chart
that incorporated price, time, and volume, and how they applied to the market.

Since his death, rumors of a $50,000,000 fortune have circulated throughout the fu-
tures and stock industries. However, this figure is unsubstantiated by the material that
was left after his death. Also, brokerage statements indicate that he traded an account
with a balance in excess of $2,000,000, and his will, filed in Miami, indicates a figure
considerably below $50,000,000.

I have never seen any of Gann'’s actual account statements other than reprinted trade
confirmations in one of this courses, nor have I seen his tax returns. I have searched in
various places and spoken with individuals who may have known how much money he
made in the markets, but these people cannot prove the accuracy of his personal trading
profits. Throughout his books and courses he did mention being successful, but never
any mention of taking out as much as $50,000,000 from the markets. I can say this with
conviction, the first mention of Gann’s $50,000,000 fortune that I have seen is from a May
1982 Commodities Magazine article by Mr. Billy Jones, the man who purchased Gann’s
original material, books and courses from Ed Lambert. In the article one sentence was
written about the $50,000,000 fortune. The sentence said “Over the next half century,
Gann would take over $50 million in profits out of the markets—and keep most of it.”
This one sentence spawned a generation of Gann analysts and newsletter writers who
still advertise today anything from “Gann made $50 million in the markets” to “Gann
took $50 million from the markets from 1929 to 1932.” This sentence by Billy Jones could
be interpreted in many ways. Gann, for instance, may have had $50 million in profits
and $49 million in losses. It is also possible since he traded a long time that he took out
$1,000,000 or more per year for 50 years. No one will ever know without documentation
so I consider this a moot point and irrelevant to the book. Since this amount cannot be
proved, I choose not to believe it or write about how he may have accomplished it.

Most of the evidence of Gann’s trading success is found in the numerous articles by
newspaper writers who witnessed and verified his short-term trading activity. These ar-
ticles, which have been reprinted in many of his books, highlight his trading successes in
terms of both accuracy and trading results. Since Gann was a great promoter of his trad-
ing books and courses, only his successes are highlighted. Although his losing streaks
and major losses are never cited, Gann always warned about the danger of trading with-
out stop loss orders.

Following Gann’s work in chronological order shows that he experienced losses
when he first started to trade. In addition to trading losses, Gann also lost money in bank
and brokerage firm failures. These events probably played a major part in his desire to
succeed in the market. Like many traders today, Gann initially derived income from sell-
ing his advisory service and his books while simultaneously trading. His obituary lists
him as an author and a stockbroker; as his popularity and success grew, however, it is
probably safe to assume that he turned more of his attention to trading.

As he got older, his health began to fail, which made writing and lecturing very dif-
ficult. During this time he sold his publishing rights to Ed Lambert and formed Lambert-
Gann Publishing. Based on this business deal, he was able to maintain some income by
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reprinting his books and courses, but, in my opinion, he focused more attention on de-
riving an income from the market. In May 1954, he stated “I am nearing my 76th birthday
and am writing this new course of instructions, not to make money (for I have more
income than I can spend) ...” (Gann Course, 1).

Based on the physical evidence left behind and the substantiated articles highlighting
his trading activity, Gann did trade the markets successfully but did not amass the huge
fortune alleged by rumor.






CHAPTER 3

Gann Theory in
a Nutshell

ann Theory can be described as the study of pattern, price, and time relationships

and how these relationships affect the market. Gann Theory looks at pattern,

price, and time as the key important elements in forecasting the future movement
of the market. While each element has its own characteristics, each also has a unique,
overlapping quality.

The focus of Gann Theory is to find the interlocking relationship between these three
primary indicators of changes in trend and market direction. In other words, in certain
instances a pattern has a large influence on the market, while at other times price and
time exert their dominance. It is the balance of these three elements, especially price and
time, that creates the best trading opportunities that can lead to more success in the mar-
ket. Gann Theory helps the trader to determine the best combinations of pattern, price,
and time to initiate successful trades. While trades can be triggered by each element in-
dividually, a trader who weights his signal too much toward one of these elements may
experience a large number of losses, whereas a trader who is patient enough to wait for
a proper balancing of pattern, price, and time may experience more success.

Pattern study consists of the proper construction of minor, intermediate, and main
trend-indicator swing charts and closing-price reversal patterns. Price study consists of
Gann angle analysis and percentage retracements. Time study looks at swing timing,
cycle timing, and historical dates. The combination of these three time factors helps the
trader decide when and where to buy or sell. In this book, I describe techniques that help
the trader determine how to discover these elements through proper chart construction
and how they are related in trading activity.

While there is much material available about Gann Theory, very little of it explains
how to put the Gann tools to practical use in a trading system. [ used to think that this sort
of material was valuable until I placed a stop according to some huge astrophysical law.
In other words, information about the origins of cycles and price and time relationships

17
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is very interesting, but if it cannot be converted to practical use in a trading system then
I consider it essentially useless. Research that reveals that a sixty-year cycle bottom is
due in 2009 plus or minus two years does not help you trade soybeans profitably today.
This is why you have to focus your attention on the market and what pattern, price, and
time are telling you at the present.

It is my intention to focus you on the portions of Gann Theory that can be used
to create a profitable trading system. My studies of Gann’s original work show that he
primarily used swing charts, Gann angle clusters, and cycle counts from former tops and
bottoms. There also is evidence that he used astrology to initiate some trades. This latter
topic is not discussed in great detail, however, as it involves a great deal of background
research before it can be utilized. Since it does fall under the concept of time, which
is a key element of Gann analysis, I do discuss some simple examples of how Gann
applied financial astrology to the markets. In addition, Gann created and used a series
of master price and time charts, which he used to determine current and future support
and resistance points.

Many of his writings contain rules for trading hypothetical examples. The only ev-
idence I found of an actual trade recommendation was in his Master Egg Course. This
information, however, became the basis for my research, as it made clear to me what was
important and what was not in developing a Gann-based trading system. Each paragraph
highlighted how Gann combined pattern, price, and time into a trading strategy. In the
following paragraph,” he speaks of his use of the Master Chart (Figure 3.1).

Example: May 3, 1949, October Eqgs high 5025. This was on the timing of 168,
which is 14 years, and 169 is the square of 13. Note that the price of 5010 hits 7/16
point of the circle at 5010, which would make this a resistance and selling level
based on the Master Square Chart. See notes and time periods on the right hand of
this Master Chart.

This example concerns his use of support and resistance angles:

I wired Chicago last night that October Eggs was a sure sale today. The reasons
were as follows: Based on the angles on the daily high and low chart, the angle of
4 x 1, which moves 21/, points per day from the first top at 4760 made December
6, 1948, crossed at 5020. The 45 degree angle moving up from the low of 4685 on
March 16, 1949, crossed at 5020. The angle of 671/> degrees, which moves up 20
points per day from the low of 4785 on April 18, crossed at 5020 and the angle
moving up from 4735 on February 14 crossed at 5005, making 4 important an-
gles coming out at this high point. A sure point for great resistance because the
time from the starting of the option was over 6 months. The time from the first

*All quotations in this chapter about the Master Egg Course are from the W. D. Gann Commodities
Course, and are reprinted with permission per Nikki Jones of Lambert-Gann Publishing Co., Inc.,
Box O, Pomeroy, Washington 99347.
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FIGURE 3.1 October Egg Gann Chart
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important top on December 6, 1948, was close to 5 months and the angle from this
top called the top exactly.

In the next example, Gann speaks of the importance of a price scale:

Since receiving 1 letter stating that the contracts for Eggs were changed on Febru-
ary 1 and that 1 point now equals $1.44, I did some experimenting to adjust angles
to the money value because that is very important. I wanted to get something that
would work to an angle of 111/, angle and by multiplying 144 x 8 it gave 1152
or $11.52 profit on 8 points. This would give an angle 5 x 4 or about 39 degrees,
moving up at the rate of 8 points per day, instead of the 45 degree angle which
moves 10 points per day.

A discussion of the swing chart and angles appears in the following paragraph:

Years of this research and experience have proved that the first advance from which
a reaction runs more than 3 days will set an angle for an important top later. This
rule works on weekly and monthly charts also. After there is a second or third top
and when there is a greater decline from the third top, an angle from that bottom
must call bottoms and tops of the next advance. You will note that on the greatest
decline from January 24 to February 8, the price declined to the angle from the
extreme low of 4485, and the angle of 2 x 1 from the third top called the second
and also the last bottom at 4560. From this low of 4560 we start the angle moving
up at the rate of 8 points per day. It calls the low for March 2, next it called the top
at 4850 on March 30 from which a 2-day reaction followed, and finally on May 3
this angle in green crossed the first top angle at 5020, on May 3, 1949.

In the next paragraph, Gann combines a percentage retracement point, the swing

chart, and angles:

The market closed at the halfway [point of] the range of the day on May 3. May 4
was signal day. The opening was at 50 cents; the high was 5005, the low for the
day was 4980, the market closed at 4985. This was the first day since April 18 that
the market had broken the low of the previous day and closed under. The total time
Srom 4560 to 5025 was 58 market days in view of the fact that the option is over
6 months old a greater reaction can be expected. The 45 degree angle from the last
low of 4795 is the most important one to watch for support and a secondary rally.
The decline should run at least 5 days with not more than 1 day rally.

He then interprets the data obtained from the swing chart. Other reasons for the top

on May 3 were as follows:

First move up from 4485 to 4760—total gain 275 points.
First move down 215 points.
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Second move up from 4560 to 4850—total gain 290 points.

Second move down 4850 to 4775—loss 75 points.

Third move up 4775 to 5025—total gain 250 points. This was 25 points less than
the first gain and 40 points less than the second gain up.

In this paragraph, Gann discusses the importance of timing using the swing chart:

The greatest time period from January 24 to February 8 was 11 market days. And
the last advance from April 18 was 11 market days; therefore, when the market
declines more than 11 days, it will overbalance the greatest time period. When it
declines more than 75 points it will overbalance the last price declines or space
reversal, and indicate lower prices.

The next four paragraphs use the Master Chart (Figure 3.2) to interpret the market.
Also, time and price are discussed in geometric terms.
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Study the Master Chart against previous tops and bottoms and you will see how it
confirms the geometrical angles on other charts.

Example: 5010 is opposite 180 degrees from 60 cents, 4890 is on a 45 degree angle
Jrom 1050, the extreme low price. 4950 is 180 degrees from 45 cents. From 30
cents, which is half of 60, the 45 degree angle crosses at 48 cents. This is why the
market made 3 bottoms around 48 cents on April 13 to 18. The Master Chart shows
the same resistance levels and by using the time period with it youw will learn the
basic mathematical and geometrical law for market movement.

By going over back records and carefully studying all the important tops and bot-
toms you will see the working of the law.

Since the fluctuation of Eggs on the minimum of 5 points now equals $7.20 which
is 2 circles of 360 degrees, 1/5 of this is 360 and makes an angle moving at the rate
of 21/5 points per day very important. The fluctuations will now work better to the
circle of 360 degrees. In a few days I will send you another Master Chart showing
each 15 degree angle and the resistance levels which will help you to determine
resistance and turning points.

Finally, after analyzing swing charts, percentage retracements, support and resis-
tance angles, and the Master Chart, he is able to reach a conclusion and executes
the trade.

Example: The range in fluctuations and the life of the present option of October
Eggs is 4485 low and 5025 high, making a range of 540 points. Subtract from 540
and we have the balance of 180. This means that the market had advanced 1'/;
circles or cycles and was at a 180 degree angle on May 3, 1949. The writer sold
October Eqggs at 5015 on May 3, 1949.

Although this trade failed to live up to its expectations, I was more interested in
the thought process that led to determining the entry level. Studying Gann’s first-person
account, I discovered the trading techniques that he considered important in determining
a trade. When Gann started trading seriously, he used a combination of swing charts,
percentage retracements, and angles to determine price support, and swing charts and
anniversary (cycle) dates to determine timing. Later, he developed master charts of price
and time to trade. This technique is beyond the scope of this introductory book because
the more simple techniques need to be mastered before they can be used successfully. In
addition, specific analysis tools are required that are only available through the Lambert-
Gann Publishing Company. Additionally, a deep understanding of cycles and their causes
is required.

Generally speaking, however, Gann used a combination of pattern, price, and time
to generate his trades. As I said earlier, these are the main parts of Gann analysis that I
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consider important in developing a trading system. Therefore, although Gann demon-
strated an interest and proficiency in many other areas dealing with price and time anal-
ysis, pattern, price, and time are the major themes of this book.

THE BASIS OF GANN THEORY:
THE LAW OF VIBRATION

During an interview Gann once revealed that the secret to his trading was understanding
the vibration of a commodity. The “Law of Vibration,” as he called it, explains the cause
of the periodic recurrence of the rise and fall in commodities. The following excerpts are
from an article Gann wrote that covers this topic in greater detail.

I soon began to note the periodical recurrence of the rise and fall in stocks and
commodities. This led me to conclude that natural law was the basis of market
movements. After exhaustive researches and investigations of the known sciences,
I discovered that the Law of Vibration enables me to accurately determine the
exact points to which stocks or commodities should rise and fall within a given
time. The working out of this law determines the cause and predicts the effect long
before the Street is aware of either. Most speculators can testify to the fact that it
1s looking at the effect and ignoring the cause that has produced their losses.

It is impossible here to give an adequate idea of the Law of Vibration as I apply
it to the markets, however, the layman may be able to grasp some of the principles
when I state that the Law of Vibration is the fundamental law upon which wireless
telegraphy, wireless telephone and phonographs are based. Without the existence
of this law the above inventions would have been impossible.

In going over the history of markets and the great mass of related statistics, it
soon becomes apparent that certain laws govern the changes and variations in the
value of stocks and there exists a periodic or cyclic law, which is at the back of all
these movements. Observation has shown that there are regular periods of intense
activity on the Exchange followed by periods of inactivity. Mr. Henry Hall, in his
recent book, devoted much space to “Cycles of Prosperity and Depression” which
he found recurring at regular intervals of time. The law which I have applied will
not only give these long cycles or swings, but the daily and even hourly movements
of stocks. By knowing the exact vibration of each individual stock I am able to
determine at what point each will receive support and at what point the greatest
resistance is to be met.

Those in close touch with the markets have noticed the phenomena of ebb and flow,
or rise and fall in the value of stocks. At certain times a stock becomes intensely
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active, large transactions being made in it; at other times this same stock will
become practically stationary or inactive with a very small volume of sales. I
have found that the Law of Vibration governs and controls these conditions. I have
also found that certain phases of this law govern the rise in a stock and entirely
different rules operate on the decline.

I have found that in the stock itself exists its harmonic or inharmonic relationship
to the driving power or force behind it. The secret of all its activity is therefore
apparent. By my method I can determine the vibration of each stock and by also
taking certain time values into consideration I can in the majority of cases tell
exactly what the stock will do under given conditions.

The power to determine the trend of the market is due to my knowledge of the char-
acteristics of each individual stock and a certain grouping of different stocks un-
der their proper rates of vibration. Stocks are like electrons, atoms, and molecules,
which hold persistently to their own individuality in response to the fundamental
Law of Vibration. Science teaches “that an original impulse of any kind finally
resolves itself into periodic or rhythmical motion,” also, “just as the pendulum
returns again in its swing, just as the moon returns in its orbit, just as the ad-
vancing year ever brings the rose to spring, so do the properties of the elements
periodically recur as the weight of the atoms rises.”

From my extensive investigations, studies and applied tests, I find that not only
do the various stocks vibrate, but that the driving forces controlling the stocks are
also in the state of vibration. These vibratory forces can only be known by the
movements they generate on the stocks and their values in the market. Since all
great swings or movements of the market are cyclic they act in accordance with
the periodic law.

If we wish to avert failure in speculation we must deal with causes. Everything
in existence is based on exact proportion and perfect relationship. There is no
chance in nature, because mathematical principles of the highest order lie at the
Soundation of all things. Faraday said: “There is nothing in the Universe but math-
ematical points of force.”

Through the Law of Vibration every stock in the market moves in its own dis-
tinctive sphere of activities, as to intensity, volume and direction; all the essential
qualities of its evolution are characterized in its own rate of vibration. Stocks, like
atoms, are really centers of energies, therefore they are controlled mathematically.
Stocks create their own field of action and power; power to attract and repel, which
in principle explains why certain stocks at times lead the market and “turn dead”
at other times. Thus to speculate scientifically it is absolutely necessary to follow
natural law.
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After years of patient study I have proven to my entire satisfaction as well as

demonstrated to others that vibration explains every possible phase and condition
of the market.

Reprint The W. D. Gann Technical Review, 1, no. 11

(November 12, 1982): 1.

This information helps us to understand a little more about the type of research
W. D. Gann did to develop his analysis technique. The article should be read as back-
ground material, as it is beyond the scope of the material that is covered in this book.
In this book I accept Gann’s basis for market movement and that the markets are being
influenced by the Law of Vibration. I do not wish to explain how to prove the existence
of the Law of Vibration, but find it more useful to write about how to use the techniques
Gann used to trade the market. For example, I have assumed that cycles and vibrations
exist and, at this point, do not intend to prove either their existence or the existence of
their influence on the movement of stock and commodity prices.

The Origin of the Law of Vibration

I have often seen it printed that Gann “discovered” the Law of Vibration. This statement
may be misleading because based on my research it was “discovered” years before his
interview in Ticker Digest in 1909. I believe the proper way to present this information is
to give Gann credit for applying it to stock and equity markets.

While doing research on the Law of Vibration I came across two publications which
were published prior to the publication of the Ticker Digest article. The first book was
titled The New Knowledge: A Popular Account of the New Physics and the New Chem-
istry in Their Relation to the New Theory of Matter by R. K. Duncan (A. S. Barnes &
Company, 1905). On page 23 of this book I found a curiously familiar sentence: “. .. just
as the advancing year ever brings the rose of spring, so do the properties of the elements
periodically recur as the weights of the atoms rise....”

The sentence looked familiar because it was directly quoted in Gann’s Law of Vibra-
tion interview with Ticker Digest in 1909. I was completely stunned by the connection
between the article and the book and at first dismissed it as coincidence until I read more
excerpts from the book. Another intriguing sentence in the book caused me to think that
this was no coincidence and that W. D. Gann had read this book in order to formulate
his Law of Vibration. From the book I read the following, “It will also be seen that the
numbers of analogous elements generally differ, either by 7 or by some multiple of 7;
in other words, members of the same group stand to each other in the same relation as
the extremities of one or more octaves in music.” This reference to the number 7 and to
the octaves in music made me think about Gann even more since in his course he wrote
about the number 7 and the scale, rhythm, harmony, and period of the markets.

While continuing my research on the Law of Vibration, I also found the following
excerpt in the New England Medical Gazette from September 1909, “Briefly and techni-
cally, the law states the ‘properties of an element are a periodic function of its atomic
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weight.”” This statement formulates an extraordinary fact. To quote Duncan again, it
means no more nor less than this: “If you know the weight of an atom of the element you
may know, if you like, the properties, for they are fixed. Just as the pendulum returns
again in its swing, just as the moon returns in its orbit, just as the advancing year ever
brings the rose of the spring, so do the properties of the elements periodically recur as
the weights of the atoms rise.”

Since I saw this quote appear twice in textbooks and once in Gann’s Law of Vibration
interview, I had to conclude that the basis of Gann’s Law of Vibration was not planetary in
nature as some have believed, but may actually have something to do with the vibration
of the atomic weights of the elements. Since making this discovery I have found more
books that link to the Law of Vibration article.

Mathematics

Gann was a rare mathematician. He was a student of numbers, number theory, and the
progression of numbers. He often said his analysis theory was based on natural law and
mathematics.

Since time progresses as the earth turns on its axis, and time is measured by numbers
and progressions of numbers, and since prices in their movement upward and downward
are measured in numbers, we can understand why Gann had an intense interest in num-
bers, number theory, and mathematics. And remember ... he did not have a personal
computer, or even a handheld or desktop calculator—just a pencil.

Gann said his trading method was based on natural and mathematical law. For years
he refused to reveal any part of this method. The method was based on natural law, but
the theory behind it was based on mathematics. Since price and time are denoted in
mathematical terms (numbers), his system involved numbers and number progressions.
He simply said that he had researched far back into history and even went to India for
old pre-Hindu records and philosophies as well as the ancient archives of the pre-Hindu
period.

As we study Gann’s works, we begin to see that some numbers took a dominant place
in his trading method. The square of numbers was an important issue with him, namely:
16, 25, 36, 49, 64, 121, and 144. He thought that markets moved in patterns sensitive to the
price movement of these squares in terms of both price and time. For example, a rally
in a specific market may have a tendency to find resistance 64 cents or 64 days from a
bottom. Similarly, a decline in a market may find support 144 dollars or weeks from a
top. This technique was combined with others that he developed, and it became a major
part of his analysis tools (Figure 3.3).

Key Numbers

At this point, some of you may be discounting Gann’s methods because of their relative
obscurity, but I would ask you to suspend disbelief. Gann found several numbers sig-
nificant for a variety of reasons, some religious or spiritual, some historical, and some
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FIGURE 3.3 Gann Weekly Time Period Chart

psychological. Whether or not his belief was reasonable or based on provable fact is
largely irrelevant here—he used them as the basis for his trading, and they can work if
incorporated properly into a technical trading system.

Gann researched numbers and cycles in many unique ways. Much of his research
focused on the specific meaning of a number and how it relates to market movement.
His research included the study of early Egyptian writings as well as cycle information.
He also did extensive research of the cycles highlighted in the Bible. Records indicate
that the early Egyptians considered the number seven to be the symbol of both earthly
and eternal life. It is thought of as a number symbolizing a complete cycle, for seven
is denoted as the number of time and rhythm. This information was used by Gann to
develop a seven-day-cycle theory for short-term market moves.

Gann deemed 3!/, important, as it is half of 7, and in the Bible it occurs several
times—for example, in the Book of Revelation, where the woman was sent into the
wilderness for 3!/, years; during Daniel’s vision of 42 months (3!/; years); when the
Christ child was hidden in Egypt for 3Y/, years; and during Jesus’ public ministry, which
lasted for exactly 3!/, years. Gann used this information to study and research the 3V
-day, -week, -month, and -year cycle, and applied the knowledge he gained to trade the
market.

Gann also considered the number nine important, as it occurs in the nine beatitudes
recorded in Matthew’s Gospel, and he believed that nine corresponds with the number of
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stages of a disciple’s advance to a higher life. The number 12 was important to Gann, as
it denoted space for him. He found it recurring in the 12 tribes of Israel, the 12 disciples,
and the 12 houses of the Zodiac.

Other important Gann numbers are derived as follows: One year is 365 days, as this
is the time it takes the sun to enter a hemisphere, move to the opposite hemisphere, and
then return to the starting point. The movement of the sun produces definite seasons,
affects crops and weather, and therefore has a dominant effect on our lives. For this
reason the 30-day or sun cycle has dominance. Besides what has already been said about
the number seven, it is important because of its link to the lunar cycle.

The number 144 was also important to Gann, whether because of there being 1,440
minutes in a day (the decimal point is disregarded), it is 40% of a circle (360° x 0.40 =
144°), or because it is the square of 12. Numbers that occur repeatedly in the different
sciences—such as mathematics, geometry, physics—cycles, and other natural studies
were very important to Gann.

After studying mathematics and researching number patterns, Gann had to find
a practical use for his newly acquired knowledge. Armed with this information Gann
turned to the stock and commodity markets. After applying his strong background in
mathematics to these markets, he concluded that markets adhere to mathematical law.
From this conclusion he was able to develop his trading theory. This theory basically
stated that market movement is governed by the forces of pattern, price, and time.

PATTERN

In Gann Theory, pattern is defined as the study of market swings. Swing charts
(Figure 3.4) determine trend changes. For example, a trend changes to up when the mar-
ket crosses swing tops, and it changes to down when the market crosses swing bottoms.
The trader can also gain information from swing charts about the size and duration of
market movements. This is how price, which is size, and time, which is duration, are
linked to a pattern. In addition, the trader can learn about specific characteristics of
a market by analyzing the patterns formed by the swing charts. For example, the charts
delineate a market’s tendency to form double tops and bottoms, signal tops and bottoms,
and the tendency to balance previous moves.

PRICE

In Gann Theory, price analysis consists of swing-chart price targets, angles, and percent-
age retracement points.

Swing-Chart Price Targets

After constructing a swing chart, the trader creates important price information that can
be used to forecast future tops and bottoms. These prices can be referred to as price
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balance points. For example; if the swing chart shows the market has had a recent ten-
dency to rally 7-10 cents before forming a top, then from the next bottom, the forecast
will be for a subsequent 7-10 day rally. Conversely, if the market has shown a tendency
to break 10-12 points from a top, then following the next top, the trader can forecast a
break of 10-12 cents. If the swings equal previous swings, then the market is balanced.

Angles

Geometric angles are another important part of the Gann trading method (Figure 3.5).
The markets are geometric in design and function, so it follows that they will follow
geometric laws when charted. Gann insisted on the use of the proper scale for each
market when charting, to maintain a harmonic relationship. He therefore chose a price
scale that was in agreement with a geometric design or formula. He mainly relied on a
45-degree angle to divide a chart into important price and time zones. This angle is usu-
ally referred to as the “1 x 1” angle, because it represents one unit of price with one unit
of time. He also used other proportional geometric angles to divide price and time. These
angles are known as 1 x 2 and 2 x 1 angles because they represent one unit of price with
two units of time and two units of price with one unit of time, respectively. All of the
angles are important because they indicate support and resistance. They also have pre-
dictive value for future direction and price activity—all of which is necessary to know in
order to forecast where the market can be in the future and when it is likely to be there.
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Percentage Retracement Points

Just as Gann angles offer the trader price levels that move with time, percentage re-
tracement points (Figure 3.6) provide support and resistance that remain fixed as long
as a market remains in a price range. Gann is commonly acknowledged to have formu-
lated the percentage retracement rule, which states that most price moves will correct to
50 percent. Other percentage divisions are 25 percent and 75 percent, with the 50 percent
level occurring the most frequently.

Gann believed traders would become successful if they used price indicators such
as swing-chart balance points, angles, and percentage retracement points to find support
and resistance. In essence, however, the combination of the two price indicators provide
the trader with the best support and resistance with which to work. For example, while
the uptrending 1 x 1 angle from a major bottom and a 50 percent price level provide
strong support individually, the point where these two cross provides the trader with
the strongest support on the chart.

TIME

According to Gann, time had the strongest influence on the market because when time is
up, the trend changes. Gann used swing charts, anniversary dates, cycles, and the square
of price to measure time.
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Swing-Chart Timing

A properly constructed swing chart is expected to yield valuable information about the
duration of price swings. This information is used to project both the duration of future
up moves from a current bottom and the duration of future down moves from current
tops. The basic premise behind swing-chart timing is that market patterns repeat; this is
why it is necessary to keep records of past rallies and breaks. As a swing bottom or top is
being formed, the trader must utilize the information from previous swings to project the
minimum and maximum duration of the currently developing swing. The basic premise is
that price swings balance time with previous price swings. However, in strong up moves
the duration of a rally is greater than the duration of a break, and subsequent upswings
are equal to or greater than previous up moves. Conversely, in strong down moves the
duration of a break is greater than the duration of a rally, and subsequent downswings
are equal to or greater than previous down moves.

Anniversary Dates

Among the timing tools Gann used is a concept he referred to as “anniversary dates.”
This term refers to the historical dates the market made major tops and bottoms. The
information collected in effect reflects the seasonality of the market because often an
anniversary date repeats in the future. A cluster of anniversary dates indicates the strong
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tendency of a market to post a major top and bottom each year at the same time. For
example, in order to predict future tops and bottoms in wheat, Gann claimed to have
studied prices back to the twelfth century, noting not only the prices, but the dates of
the highs and lows. The dates and time spans between these anniversary dates—top to
top, top to bottom, bottom to bottom, and bottom to top—were fundamental factors in
this thinking. The information he learned from the research was very important to his
analysis, and these dates gave obvious clues to another of his approaches to the market:
time cycles.

Cycles

As mentioned earlier, Gann tried to build analysis tools that were geometric in design.
When looking at anniversary dates he saw a series of one-year cycles. In geometric terms,
the one-year cycle represented a circle or 360 degrees. Building on the geometric rela-
tionship of the market, Gann also considered the quarterly divisions of the year to be
important timing periods. These quarterly divisions are the 90-day cycle, the 180-day
cycle, and the 270-day cycle. In using the one-year cycle and the divisions of this cycle,
you will find a date where a number of these cycles line up (preferably three or more) on
a single point in time in the future. A date where a number of cycles line up is called a
time cluster. This time cluster is used to predict major tops and bottoms. Time cycles are
a major part of Gann analysis and should be combined with price indicators to develop
a valid market forecast.

SOQUARING THE PRICE RANGE WITH TIME

The squaring of price and time was one of the most important and valuable discoveries
that Gann ever made. In his trading course he stated “if you stick strictly to the rule, and
always watch when price is squared by time, or when time and price come together, you
will be able to forecast the important changes in trend with greater accuracy.”

The squaring of price with time means an equal number of points up or down, bal-
ancing an equal number of time periods—either days, weeks, or months. Gann suggested
traders square the range, low prices, and high prices.

Squaring the Range

When Gann angles are drawn inside a range, the angles provide the trader with a graph-
ical representation of the squaring of the range. For example, if a market has a range of
100 and the scale is 1 point, a Gann angle moving up from the bottom of the range at
1 point per time period will reach the top of the range in 100 time periods. A top, bot-
tom, or change in trend is expected during the time period when this occurs. This cycle
repeats as long as the market remains inside the range.
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Squaring a Low

Squaring a low means an equal amount of time has passed since the low was formed.
This occurs when a Gann angle moving up from a bottom reaches the time period equal
to the low. For example, if the low price is 100 and the scale is 1, then at the end of 100
time periods an uptrending Gann angle will reach the square of itself. Watch for a top,
bottom, or change in trend at this point. The market will continue to square the low as
long as the low holds.

A graphical representation of squaring a low price can be seen on a chart Gann called
a zero-angle chart. This chart starts an uptrending angle from price 0 at the time the low
occurred and brings it up at one unit per time period. When this angle reaches the original
low price, a top, bottom, or change in trend is expected.

Squaring a High

Squaring a high means an equal amount of time has passed since the high was formed.
This occurs when a Gann angle moving down from a top reaches the time period equal
to the high. For example, if the high price is 500 and the scale is 5, then at the end of 100
time periods a downtrending Gann angle will reach the square of itself. Watch for a top,
bottom, or change in trend at this point. The market will continue to square the high as
long as the high holds.

A graphical representation of squaring a high price can be seen on a zero-angle chart.
This chart starts an uptrending angle from price 0 at the time the high occurred and brings
it up at one unit per time period. When this angle reaches the original high price, a top,
bottom, or change in trend is expected.

Time analysis in Gann Theory requires the trader to study market swings, anniver-
sary dates, cycles, and the squaring of price and time to help determine future top, bot-
tom, and change in trend points.

While the previous time studies require the trader to derive the data from actual
charts, the basis of much of this analysis is drawn from Gann’s fundamental studies of
financial astrology and his proprietary master charts. In the next section a brief discus-
sion of the complexity of these two techniques is presented.

ADVANCED PRICE AND TIME TECHNIQUES

Natural Cycles and Financial Astrology

While this book covers the most conventional methods of time analysis, another impor-
tant tool Gann used to analyze time was the study of natural cycles (Figure 3.7). A natural
cycle is a cycle that cannot be altered by humans. For example, although a 28-day cycle in
a market can be discovered through analysis of historical price action, a naturally occur-
ring 14-day cycle is the moon cycle. While one cycle may be changed or altered as more
data becomes available, the moon cycle cannot change. Since the moon cycle follows a
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FIGURE 3.7 Gann Sun in Signs 1889 to 1951 Dow Jones 30 Index High and Low Chart

natural law, its position can be predicted well into the future. To Gann the division of
time by the natural cycles of the moon, the sun, and the planets was very important. For
example, his 30-day cycle was based on the sun cycle, and the 12-year and 84-year cycles
were based on Jupiter and Uranus cycles, respectively.

The study of natural cycles, their origins, and their influences on the markets led
Gann to develop a trading system based on financial astrology. Financial astrology is the
study of how planets and their phenomena affect commodity and stock markets. The
financial astrologer believes planetary influences are the cause of bull and bear markets.

Gann was often quoted as saying that there was nothing mysterious about his meth-
ods of prediction. He also claimed, in effect, that if he had the appropriate data, he could
use geometry and algebra along with the theory of cycles to predict when a certain event
would happen. This is ultimately the language of the astrologer. Also note that in much
of his work Gann used the term cycle as did the Greeks (to the Greeks the word “cycle”
meant circle, again an astrological term). Astrologers use math, geometry, and algebra
to find the locations of the planets and the moon, study past effects when the planets
were in certain positions relative to each other, the sun, and the earth, and then use their
calculations to make their forecasts.

For years Gann made charts predicting the future of prices, a year in advance (his
annual forecasts), and financial astrology was apparently the method he used in making
these forecasts. Included in them were the exact price, the time of the day, as well as the
day and month.

The fundamental principle behind financial astrology is that the planets’ orbits, ruler-
ships, groups of planets, and the sun and moon have an effect on the minds and actions of
people and events, and in particular, these planetary effects affect the cycles and prices
of stocks and commodities (Figure 3.8). That in sum is the meaning of financial astrology.
While you may wish to reserve judgment on this matter, the fact remains that Gann was
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expert at financial astrology, that he was totally committed to it, and that he used it as a
means of improving his trades (Figure 3.9).

He was careful not to publish anything whatsoever on his use of financial astrology
because he knew such a revelation would receive bad press and harm status and his
brokerage and advisory business.

Gann certainly broke new ground in financial astrology. Most astrologers are capa-
ble of using the longitude readings or time periods only. However, he was able to convert
longitude to price, and was thereby able to generate a methodology for support and re-
sistance levels. This was a new advance in financial astrology, and helps to explain how
he could allegedly make calls within one-eighth of a point on stocks for highs and lows.
You can begin to see how he was able to make long-range predictions, as well as minute-
to-minute forecasts.

Finally, the study of, but not necessarily the belief in, astrology played a major role
in the development of Gann’s forecasting technique. Rather than try to explain how he
used astrology, the following is an excerpt from a rare item that explains in great detail
how he converted astrological analysis into price and time analysis and a trading system.
Rather than write in his normal veiled language, in which astrological references were
replaced with market terms, Gann used terms unique to astrology.

In the first paragraph Gann explains how to convert degrees of the planets to price
to find support and resistance (Figure 3.10):

... 67 (cents), add 90 gives 157 or 7 degrees Virgo. Add 135 gives 202 or 22
degrees Libra. Add 120 gives 127 or 7 degrees Leo. Add 180 gives 247 or 7 degrees
Sagittarius. Add 225 gives 292 or 22 degrees Capricorn. Add 240 gives 307 or 7
degrees Aquarius. Add 270 gives 337 or 7 degrees Pisces. Add 315 gives 382 or 22
degrees Aries. Add 360 gives 427 or 7 degrees Gemini. Add 2711/, gives 438'/,.
High on May Beans was 436°/,. After that high the next extreme low was 201/s.
Note that 67 plus 125 gives 202, and that one-half of 405 is 202!/>, and 180 plus
221/, is 2021/,, which are the mathematical reasons why May Soy Beans made
bottom at 201/s.

All of the above price levels can be measured in Time Periods of days, weeks and

months, and when the time periods come out at these prices, it is important for a

change in trend, especially if confirmed by the geometrical angles from highs and
lows (Figure 3.11).

From a missive on Gann letterhead with the title, “Soy Beans: Price

Resistance Levels,” which originally came with the W. D. Gann Commodities

Course, but which was left out of later reprints of the course.

Here, Gann created support and resistance levels using the longitude of the position
of the sun. In the next excerpt, Gann used the longitude of the major planets to create
support and resistance levels.
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FIGURE 3.10 Gann Format Longitude Chart

Active Angles and Degrees
By live or active angles is meant Prices and Time Periods where the Longitude
of the magjor planets are or where the squares, triangles, oppositions are to these

planets.

The averages of the six major planets Heliocentric and Geocentric are the most
powerful points for Time and Price Resistance (Figure 3.11). Also the Geocentric
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FIGURE 3.11 Gann Astrological Average 6 Helio Planets Chart

and Heliocentric average of the five major planets with Mars left out, is of great
importance and should be watched.

You should also calculate the averages of eight planets which move around the Sun
as this is the first most important odd square. The square of “1” is one, and “1” is



40

PATTERN, PRICE & TIME

the Sun. 8 added to “1” gives 9, the square of 3 and completes the first important
odd square, which is important for Time and Price.

Examples of live, active angles: At the present writing, January 18, 1954, Saturn
Geocentric is 8 to 9 degrees Scorpio. Add the square or 90 degrees gives 8 to 9
degrees Aquarius and equals the price 308-309, for May Beans.

The planet Jupiter is at 21 degrees Gemint, which is 81 degrees in longitude from
“0” the square of 9. Subtract 135 degrees from Jupiter gives 306 or 6 degrees Aquar-
ius. This is why Soy Beans have met resistance so many times between 306 and
311'/,. The Price Resistance levels come out strong around these degrees and prices
and the Geometrical angles come out on daily, weekly and monthly, but the Power
of Saturn and Jupiter aspects, working out Time to these Price Resistance Levels,
is what halts the advance in Soy Beans.

Example: December 2, 1953, May Soybeans high 311'/,. This equaled 18 degrees
45" in Pisces, close square or 90 degrees of Jupiter, 135 degrees to Saturn and 180
degrees of the averages, and 120 degrees of Uranus.

300 price equals 30 degrees Virgo. 302 equals 30 degrees Libra. 304 equals 30
degrees Scorpio. On January 18, 1954, the planet Saturn Geocentric is 8 degrees
30 hours Scorpio, and 15 degrees Scorpio gives a price of 303, therefore when May
Beans decline to 302, they will be below the body or longitude of Saturn and will
indicate lower. At the same time, using the Earth’s revolution of 3651/, days to
move around the Sun, a price of 308'/5 is 90 degrees or square to Saturn. As long
as the price is below 308'/5 it is within the square and in position to go lower. But
by the 24th revolution, when the price breaks below 304, it is in the bear sign of
Scorpio, a fixed sign and will indicate lower prices.

Study and analyze all options of all commodities in the same way as we have
analyzed May Beans. Remember, when these Resistance Points are met you must
give the market time to show that it is making tops or bottoms and getting ready to
make a change in trend. Do not guess, wait until you get a definite indication buy
or sell against these resistance levels and place a stop loss order. Having before
you all the information outlined above, you would certainly have gone short of
May Soy Beans on December 2, 1953 and cover your shorts on December 17 at 296
because the price was down to the 45 degree angle from 44 on the Monthly high
and low chart.

To a trained astrologer and experienced trader, these excerpts reveal an important

link between pattern, price, and time. In addition, they also show that although using
financial astrology can be a useful trading tool, a trader should not abandon conventional
charting techniques, as both aspects have to be used together. For example, knowledge
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of astrology is necessary to interpret and convert the degrees of the planets, but knowl-
edge of technical analysis techniques is still needed to build charts, interpret tops and
bottoms, find support and resistance, and place stop orders. All of this information may
seem complicated to follow, but remember the overwhelming theme in each paragraph
is pattern, price, and time.

The Master Charts

Researching and trading required a tremendous amount of time, especially since Gann
had to chart everything by hand. At the same time, he sensed the need to simplify his
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42 PATTERN, PRICE & TIME

analysis by developing a pattern, price, and time chart that was universal and permanent.
This became the motivating force behind the design and invention of the master charts.

Over the years Gann developed a number of master charts, including the Square of
Nine, the Square of Four, and the Master 360 Degree Chart. These charts incorporated
the best features of his price and time techniques, and provided him with a quick and
easy way to forecast a market. The master charts can best be described as permanent
charts in the form of circles, squares, and spirals, which represent natural angles and
permanent resistance points for either price, time, or volume. Although it is claimed that
he used these charts exclusively to trade late in his career, the Master Egg Course ex-
ample demonstrates how he used his master charts in conjunction with his conventional
bar charts.

It should be noted that these charts probably represent Gann’s life work, and should
therefore not be used until the more conventional Gann analysis tools are mastered.
Since deep study and research are necessary to learn how to use the master charts,
a proper background in Gann analysis is necessary. This is why I consider the master
charts beyond the scope of this book. In addition, the master charts are only available in
his trading course.

GANN THEORY AND ITS APPLICATION
TO TRADING

Gann theory is based on the principle that price and time must balance. Markets are con-
stantly in a position of change and subject to movement, sometimes with great volatility.
Gann Theory states that there is order to this movement. By using the proper tools to
analyze this movement, an accurate forecast for future direction can be made.

Finding the balancing points is necessary to predict future prices and movement.
Gann developed a number of methods to help determine these balance points. The first
method uses patterns created by swing charts to find the balance points. The second
method uses angles and the squaring of price and time to find the balance points. The
third method uses time.

While the perfect market remains balanced all the time, it also proves to be uninter-
esting, because major moves occur when price is ahead of time or time is ahead of price.
The proper use of the various Gann analysis tools will help you to determine when these
major moves are most likely to occur.

Now that the theory has been explained, how can it be applied to trading?

The first step is to create the charts that properly demonstrate the concepts of pat-
tern, price, and time analysis. The second step is to create swing charts or trend indicator
charts that provide the trader with a way to analyze the size and duration of the rallies
and breaks. The third step is to use the information derived from the swing chart to fore-
cast future price and time targets. In addition to forecasting, this chart is also used to
determine the trend of the market.
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After the pattern has been analyzed in the form of the swing chart, the trader moves
to the fourth step, which is the creation of Gann angle charts. Using the tops and bottoms
discovered with the swing chart, the trader draws properly scaled geometric angles up
from bottoms and down from tops. Since these angles move at uniform rates of speed,
the trader uses the angles as support or resistance, and attempts to forecast the future
direction and price potential of the market.

Percentage retracement levels are also created using the information derived from
the swing charts. Each paired top and bottom on the swing chart forms a range. Inside
of each range are the percentage retracement levels, the strongest being the 50 percent
price level. The fifth step is to draw the percentage retracement level inside of each range.
At this point the trader can judge the strength or weakness of the market by relating
the current market price with the percentage levels. For example, a strong market will
be trading above the 50 percent price and a weak market will be trading below the 50
percent price.

Time studies are then applied to the market in the sixth step. Traders should use
historical charts to search for anniversary dates and cycles that could indicate the dates
of future tops and bottoms. The swing chart is used to forecast the future dates of tops
and bottoms based on the duration of previous rallies and breaks. Gann angle charts
are used to predict when the market will be squaring price and time. Now the percentage
retracement chart indicates the major time divisions of the current range, with 50 percent
in time being the most important.

In the seventh step, the information obtained from the pattern, price, and time charts
is combined to create a trading strategy. This is the most important step because it
demonstrates where the three charts are linked. For example, the swing chart tells the
trader when the trend changes. If the trend changes to up, the trader uses the previous
rallies to forecast how far and how long the rally can be expected to last. The Gann
angles drawn from the swing chart bottom show the trader uptrending support that is
moving at a uniform rate of speed. In addition, the Gann angle chart shows the trader
the time that will be required to reach the swing chart objective based on the speed of
the Gann angle. The 50 percent price level acts as support when the market is above it,
and as resistance when it is below it. The strongest point on the chart will occur at the
intersection of the uptrending Gann angle and the 50 percent price. Finally, time indica-
tors are used to prove to the trader that the upside target is possible because anniversary
dates and cycles can verify the existence of similar market movement in the past.

Combining pattern, price, and time, the trader creates a trading strategy. This trading
strategy is based on the principle of price and time balancing at certain points on the
chart. The three methods of analysis draw this information out of the chart. Without
the proper application of the three analysis tools, valuable information would be lost to
the trader. This is the essence of Gann Theory, which states that there is order to the
market if the proper tools are used to read the charts.






CHAPTER 4

Chart Basics

hroughout this book, many references will be made to charts, and it will become
clear to the reader that certain charts are more important than others. It is my in-
tention to make you aware of as many different types of charts as space allows be-
cause traders find some charts easier to “read” than others. Such preferences are mainly
psychological, probably based on an individual’s thought process. These charts use the
data generated by the market action and are not created by oscillators or averages, which
sometimes smooth out the important price activity taking place in the market. As stated,
our primary theme is pattern, price, and time. Each time a chart is created or analyzed,
references are created that highlight these three main points. Some traders pick out the
key information contained in the swing charts, others find angle charts easier to use,
while a small percentage is able to use the information produced by a combination of the
two types of charts. Finally, even if you find this type of analysis too difficult to grasp, you
should be aware that these types of charts are absolutely necessary in technical analysis.
Charts are the tools of the Forex, futures, and equity market analyst. Just like the
doctor who relies on special instruments to perform complex medical procedures, the
lawyer, who relies on law books and court precedents, and the architect, who uses form
and structure to create magnificent buildings, the chartist must have the necessary instru-
ments to correctly analyze, forecast, and trade the Forex, futures, and equities markets.

GANN=FORMAT CHARTS

The main charts to be used for technical analysis should contain the following data: the
open, the high, the low, and the close. The charts can be simple bar or Gann-style that
feature a vertical line for the range with a hook to the left on the high, a hook to the left
on the low, a dot to the left of the range for the opening, and a dash to left of the range
for the close (Figure 4.1). Both charts contain the same data, but since much of charting
is perception, some chartists may prefer one look over the other.

45
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Scale

The scale of the chart is important in price and time charting because of the sensitivity
of the price movement per time period. Price and time or Gann-format charts need to
have a one-to-one scale or an equal number of squares in the grid up and to the right. For
example, Gann preferred 8 grid and 12 grid to the inch chart paper. This gives the market
a square look that is necessary when drawing Gann angles from tops and bottoms. A line
drawn diagonally from one corner to the next corner on this type of chart cuts the square
exactly in half and produces a true 45-degree angle.

If you do not have the Ganntrader 2 program or have no desire to make your charts
by hand, then you will have to use charts created by other charting software. These types
of charts often cause problems for Gann analysts because they are created to fit a rectan-
gular screen shape. When using programs such as Genesis Financial Technologies Trade
Navigator or TradeStation, it is important for the analyst to adjust the scale of the chart
on the screen to the proper price and time scale of the market being analyzed. Make sure
your charting program gives you the opportunity to adjust the point value. Do not place
angles set by degrees on your chart unless you are sure the X and y axes are at equally
spaced intervals. This means that one unit on the x-axis must be the same distance as
one unit on the y-axis. For example, a soybean chart should be charted at 1 cent per
day or a Treasury bond should be charted at 442 per day. Although Gann angles drawn
from tops and bottoms on a square chart produce 45-degree angles, simply drawing a
45-degree angle from tops or bottoms on an improperly scaled chart does not produce
angles at the same points as on a properly scaled chart, which means the market is not
likely to follow the up- and downtrending angles. When this occurs, the trader loses the
ability to accurately forecast future price movement as well as support and resistance.

Observe the details on Gann’s October Egg Chart (Figure 4.2). This chart is a Gann
angle chart. Notice on the chart that he identified price levels on the left of the chart
moving up and down and time along the bottom of the chart moving left to right. Gann
also indicated on the chart the scale of the Gann angles which is 45 degrees equals 45
points. Notice also that after the first range was made Gann identified the 50 percent
price and other retracement levels on the chart. Finally, observe the turning points in
this market. Just like today’s markets the October Egg market turned where two or more
angles crossed and even accelerated to the downside when two or more angles were
penetrated. These are good examples of what is meant by a price cluster. At the top, the
downtrending angle provided resistance while the penetration of the uptrending angle
helped accelerate the move to the downside.

Size

A small chart tends to cloud the chart pattern, as all of the major support and resistance
points are compressed into a compact area (Figure 4.3). Although many chart programs
have the ability to focus on identifiable points on the chart, there are usually too many
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steps in the process. This is one of the reasons why charting on paper and off the com-
puter is the best way to chart a market using Gann-based price and time analysis. Al-
though it takes time to manually update markets each day, week, or month, the benefits
derived by having the ability to give the chart predictive value by drawing support and
resistance into the future outweighs by far the time used to update the chart manually
(Figure 4.4).

A large chart is therefore a must. All of the relevant angles must be visible on the
chart, not just the nearby angles. This is because angles drawn from historical tops and
bottoms often have an effect on current market conditions. Also, simply charting nearby
angles can distort the support and resistance levels because the analyst will not be able
to note clusters of support and resistance angles. If all of the relevant angles cannot be
seen, the analyst may mistakenly perceive chart points as weak support or resistance
when they are actually strong points.

PROPER CHART CONSTRUCTION

When making long-term charts the analyst should be aware of variations in the chart
format. Gann insisted on the proper construction of the long-term chart. For example, he
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recommended combining same-contract months as opposed to the very popular nearby
market continuation chart. Thus, when the 2008 November Soybean Chart expired, the
analyst would begin to chart the 2009 November Soybean Chart on the same long-term
chart, and so on with future contracts. This is different from combining near-term charts
such as November Soybeans with January Soybeans with March Soybeans and so on.

The reason for long-term charting is to maintain the mathematical relationships of
the tops and bottoms of the same-contract months. Furthermore, it avoids the mixing
of old-crop and new-crop commodity contracts, which often produced large gaps in the
chart. Although large gaps also appear in same-contract continuation charts, the market
usually begins trading at or near important reference points unique to the specific con-
tract, such as the 50 percent price of the all-time range. Major tops and bottoms, which
may not have shown up in the deferred contracts, may have occurred in nearby contracts.
By charting the market same-contract month to same-contract month instead of nearby
to nearby, historical tops and bottoms unique to a specific contract can more easily be
compared, as also can cycles and trading swings.

At this point I differ somewhat with Gann’s charting style. My research suggests that
this type of charting is fine for long-term observation of the market, but not necessarily
for short-term trading. This is because the majority of the trading public will be focusing
on the price action of the current active contract. Furthermore, during Gann’s trading
days, data were sparse, and most of the time the contract traded for only three to six
months. Today a trader is able to create Gann-format charts of over two years for most
contracts before the contract becomes actively traded. Valuable information can be lost
if these data are combined with data from a previous time period. Research shows that
creating monthly, weekly, and daily charts of a contract from its first trading day can
yield valuable information in regard to cycle timing as well as the main trend and major
support and resistance levels. My research strongly suggests that a specific-year contract
be charted from the first day of trading if the data are available for at least 12 months. For
example, creating a monthly, weekly, or daily chart of the 2009 November Soybeans from
the first trading day in November 2009 can at times provide more precise and relevant
data in terms of both price and time than can combining the 2008 November Soybean
Chart with the 2009 November Soybean Chart.

I am not advocating abandoning Gann’s style of combining same-contract month
with same-contract month. The trader should continue to do this in order to find histori-
cal tops and bottoms as well as major cycle and seasonal dates. In order to produce more
precise information for trading, however, it is strongly recommended that the chartist use
all of the price and time information available from the currently traded active contract.
Additional support for this conclusion can be found by analyzing and trading the 2009
November Soybean contract while the 2008 November Soybean contract is most active.

If you were trading the 2009 November Soybean contract, why would you need to
know what the 2008 November Soybean contract was doing? Because all of the informa-
tion you would need to trade is contained on the 2009 November Soybean chart. Gann
was not wrong in recommending the same-contract roll because during his day the con-
tract years did not overlap as they do today.
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Remember, continue to build same-contract continuation charts for observation for
major tops and bottoms and cycles, but use the currently active contract from the first
trading day to trigger trading opportunities.

The continuation method is not recommended for markets that do not have an “old
crop” or a “new crop,” for example, foreign currencies, stock indices, precious metals,
and financial instruments. The rollover from one month of a financial contract to the next
month does not have as great an impact on the chart pattern as does a rollover from old-
crop cotton to new-crop cotton. This is not to suggest you not chart the same-contract
to same-contract for the financials. This type of contract may still be used to identify
major tops and bottoms that are contract specific. For trading purposes, however, the
long-term charting of the current active contract is highly recommended.

One other difficulty of contract-to-contract long-term charting is the rollover. These
charts can be rolled on the first notice day or the last trading date or somewhere in
between. Often markets get quite active during the delivery month. This activity can lead
to high volatility, which can run a market sharply higher or lower. The spike moves that
can be produced can distort the chart picture.

Although Gann had good intentions when he suggested rolling over same-contract
month to same-contract month, conditions have changed since he was trading. His tech-
nique was not wrong, because valuable information can be obtained from the chart style
he suggested, but this style is not functional in today’s trading markets. Gann encouraged
traders to research and experiment, and often changed his techniques to fit changes in
contract specifications and market activity. In order to keep up with conditions that exist
today, the trader must be flexible in her analysis. The chartist is therefore strongly en-
couraged to use all of the data that are available for each contract. Based on current mar-
ket conditions, the trader should build monthly, weekly, and daily charts with the most
actively traded contract from the first day of trading along with Gann continuation charts.

Price and Time Charting Requirements

Price and time charting also requires the analyst to chart the market on all of the days
the futures contract traded (Figure 4.5). Therefore, no spaces are left for holidays or
weekends. This is because each day has a specific point value, so allowing space for
nontrading days can distort the future value of the angle. For example, if today is January
5, a Gann angle drawn from a bottom a few days before Thanksgiving on an improperly
spaced chart will give value to holidays such as Thanksgiving, Christmas, and New Year’s
Day. If the value of the grid is 2 cents per day, the angle will then be off by as much as
6 cents on January 5. By being off this much, a trader may inadvertently buy a market
that is 6 cents too high. The main rule to follow is to chart the market on an open trading
day and skip the days when the particular exchange is closed from trading. During the
early life of a contract, there may only be one price for the open, high, low, and close. On
these days, simply mark the close on the proper day (Figure 4.6).

A calendar day chart has a different look from a market day chart. It also distorts the
future value of the angles as it will include the value of the nontrade days.
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Pit and Electronic Combinations and 24-Hour Trading

Traders have more price data in different formats available to them today than ever be-
fore. In addition, traders now have the opportunity to trade 24 hours per day, thereby
eliminating trading gaps caused by after-hours news. Although these two developments
have revolutionized trading, they have caused some issues for the analyst and trader. The
main issues concern pit versus electronic trading and day-session trading versus 24-hour
trading.

In staying with the rule to use as much data as possible, it is highly recommended
to use a combination of pit and electronic data as well as 24-hour charts. If one chooses
to use pit data, then it is important that the analyst not combine it from time to time
with 24-hour data. The key is to maintain consistency in the data that you use This is
in keeping with Gann’s requirement to maintain the mathematical relationships between
tops and bottoms of similar contracts. Furthermore, the trend in the industry is toward
the elimination of pit-trading so this issue may be eliminated within a few years.

As mentioned earlier, consistency in charting is the key to proper analysis. Combin-
ing the day session and overnight trading open, high, low, and close on a chart made up
primarily of day-session-only ranges will yield improperly constructed ranges, percent-
age retracement points, swing charts, and Gann angles. If an ambitious chartist creates
a full-day chart and a day-session-only chart, he must designate the difference between
the two charts. Although the day-session range may at times be the same as the 24-hour
range, it is very important not to mix the two time periods.

Traders should pay particular attention to what appear to be gap openings on day-
session charts. They should know whether the opening is a true gap or just a gap caused
by choosing one chart over the other. This will often make a difference in trading results
because traders have a tendency to fade gap openings. A good analyst must be able to
distinguish between a true gap opening, and a continuation of an overnight move.

The Importance of Using Clean Data

Good analysts have to be aware of many factors, but the most important is working with
clean data. During the course of the trading day bad ticks can occur, which alter chart
formations. Sometimes a high or low for the day is different from the high or low on the
intraday chart. Other times, connections go down, and data are missing. The analyst has
to be aware that these things occur, and they must be handled quickly and properly.
One of the most common problems is with the settlement. Most data vendors claim
to use the exchange settlement as their settlement. This should be checked from time
to time to verify its accuracy. The settlement is the most important price of the day. If
the settlement is incorrect, then signals that relay on this price will be incorrect, causing
missed trading opportunities or overtrading. The charts are sometimes wrong, too. Some
charts are set to pick up the last price traded. Often this is not the settlement for the day.
When back-testing trading systems make sure the data used in the test will be the same
used in live trading. Traders often discard well-thought-out trading systems because a
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bad price here or there caused a losing trade by triggering an entry that should not have
existed or by missing a signal on a potentially winning trade.

Major highs and lows should also be verified because Gann angles will be drawn
from these prices, and over time these Gann angles will be at incorrect prices on the
chart, causing problems with support, resistance, and timing. Furthermore, incorrect
highs and lows will cause percentage retracement prices to be miscalculated. Traders
will encounter problems with bad percentage retracement prices because they will
either buy or sell too early or be waiting for a price that never existed.

Intraday Charting Techniques

An intraday chart poses a similar time-period problem. The chartist must designate
an intraday chart “full session” or “day session.” Incorrectly charting the intraday full
session and day-session will yield improperly constructed ranges, percentage retrace-
ment points, swing charts, and Gann angles. If the chartist chooses full session only,
then she must connect the data properly when combining the overnight session with the
day session. There should be no spaces on the charts for periods when thinly traded mar-
kets did not post a price during overnight action when the market was open. This is in
keeping with the rule that each grid has a point value when the market is required to be
open. On days when the trading session ends early, such as the day before a holiday in the
financial markets, the chartist must end the chart when the market stops trading for the
day and begin the chart on the very next bar when trading resumes. The basic idea is to
avoid leaving holes in the intraday chart unless the data are unavailable because they are
corrupted or, in the case of computer charts, off-line at the time of retrieval.

CHARTING PROGRAMS

As mentioned before, the larger the chart, the better. A program such as Ganntrader 2 can
produce very large Gann-format charts. This program reads CSI (Commodity Systems,
Inc.) data and can easily create charts with or without Gann techniques applied to the
body of the chart. Chartists using this program have the option of creating either charts
with full details already applied at printing time or bare Gann-format charts. Charts
printed with full analysis techniques applied are fine for observation of the market,
but at some point the charts will have to be re-created each time a bar changes. These
charts can also be created with plenty of room to update. When using programs such
as Genesis Financial Technologies Trade Navigator, or TradeStation, the chartist has
the ability to save the angles on the chart for future use. These chart programs are also
able to update the angles as the market trades into the future. A large chart enables the
chartist to see all of the relevant information and also allows for the ability to draw Gann
angles, percentage retracement points, and tops and bottoms into the future. This is one
of the major benefits of these three programs. The ability to extend all of the important
analysis tools into the future, makes it possible to forecast future market activity.
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At this point the chartist should note that the programs mentioned for creating Gann
charts and Gann analysis tools simply place the information on the charts where in-
structed. For example, Ganntrader 2 has the ability to draw angles from charts once the
desired top or bottom is identified. There are functions that allow for the automatic gen-
eration of swing charts and Gann angles, but at some point these points must be filtered
to make the data obtained relevant to the current market conditions.

In addition, Trade Navigator and TradeStation simply draw Gann angles from the
places on the chart where the user tells them to begin drawing. These points are not
predetermined by the program. It is therefore necessary to have a strong background in
Gann Theory if these programs are to be utilized to their full extent.

These programs provide the analyst with quick snapshots of the market with Gann
techniques applied, but they cannot replace the need to study and practice Gann Theory
on charts generated manually.

TYPES OF CHARTS

Yearly and quarterly charts can be constructed primarily to show major long-term tops,
bottoms, and percentage retracement points for the purpose of long-term forecasting.
Trading using these charts is not recommended because the trend changes take too long
to develop. Instead these charts should be used to identify the beginning or ending of
major trends or cycles with the short-term charts used to pinpoint entries and exits. Gann
incorporated a top-down approach to trading. In other words, he started his analysis with
the big picture charts then made a more precise trade entry with the smaller time period
charts, even using tape reading at times for entry. Since most of this book is dedicated
to developing trading techniques and strategies, I chose to focus on the monthly, weekly,
and daily charts for developing a trading system (Figure 4.7).

Monthly Charts

The monthly chart (Figure 4.8) is an important chart to observe if the database contains
at least five years of data. Gann-style charts are highly recommended, however, indi-
vidual charts may be used when there is at least two years worth of data. This is espe-
cially true with Crude Oil and Eurodollar charts, which trade for almost five years. Study
and experimentation is necessary to determine the relevance of each chart. The monthly
chart consists of the open, high, low, and close of each month of the year. With this chart
the trader can observe the major tops, bottoms, and percentage retracement points. In
addition, traders can note the dates of tops and bottoms in order to track the long-term
cyclical and seasonal movement of a market. The monthly chart identifies the major tops
and bottoms on the weekly and daily charts as well as smoothing out the swings. Using
this chart, the trader will have an excellent opportunity to track the size and duration of
the swings of the market from top-to-bottom, bottom-to-top, top-to-top, and bottom-to-
bottom. Finally, traders can see where and how major moves begin and end.
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Weekly Charts

The weekly chart (Figure 4.9) is an important chart to observe if the database contains
at least two years of data. This amount of data is especially important if analyzing an
individual contract. There are two options available to the analyst: a Gann format weekly
chart or an individual contract, provided that this contract has at least two years of data.
This will allow the trader to identify developing long-term trends well before the contract
becomes the most actively traded. In addition, if the trader is in a long-term position, the
trader will not have to worry about rollover issues. The weekly chart consists of the open,
high, low, and close on a weekly basis. With this chart the trader can observe the major
tops, bottoms, and percentage retracement points. In addition, traders can note the dates
of tops and bottoms in order to track the intermediate cyclical and seasonal movement of
a market. The weekly chart smoothes out the swings and emphasizes the major tops and
bottoms on the daily chart. Using this chart, the trader will have an excellent opportunity
to track the size and duration of the swings of the market from top-to-bottom, bottom-
to-top, top-to-top, and bottom-to-bottom. Finally, traders can see where and how major
moves begin and end.

Daily Charts

The daily chart is an important chart to observe if the database contains at least one year
of data. It is recommended to begin tracking a contract when it comes on board, but at
least six months before expiration if possible. Watching a contract from its first day of
trading allows the trader to observe the size and duration of swings and the important
Gann angles. The daily chart consists of the open, high, low, and close. With this chart
the trader can observe the major tops, bottoms, and percentage retracement points. In
addition, traders can note the dates of tops and bottoms in order to track the short-term
cyclical and seasonal movement of a market. The daily chart is also used to identify
the major tops and bottoms on the intraday charts and to smooth out the multiple
swings. Using this chart, the trader will have a great opportunity to track the size and
duration of the swings of the market from top-to-bottom, bottom-to-top, top-to-top, and
bottom-to-bottom. Finally, traders can see where and how major moves begin and end.

Intraday Charts

It is recommended for intraday charts to begin with a weekly swing top or weekly swing
bottom. At a minimum, a daily chart main top or main bottom should be the starting
point. This is important because it will allow the trader to participate in a move at the
beginning or end when the best trading opportunity exists. The swing tops and bottoms
on the daily chart are the major tops and bottoms on an intraday chart. In order to main-
tain a clear intraday chart, at a minimum, identify the major tops and bottoms from the
daily chart on the intraday chart. This helps the trader because he will know at all times
where the market is trading on an intraday basis in reference to the daily chart’s major
support and resistance levels.
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Horizontal, Diagonal, and Vertical Charts

The basis of Gann Theory is the interlocking relationships between pattern, price, and
time. At certain times a pattern may be most influential to the market. At other times price
and time wield the biggest influence. These points may be a time cycle or a Gann angle. It
is the balance of these three factors, however, that creates the best trading opportunities
that can lead to more success in the market. Using the proper tools can help an analyst
determine the best combinations of pattern, price, and time.

Throughout his writings, W.D. Gann implied that in order to learn the markets you
must study its horizontal, diagonal, and vertical movements. Horizontal movements are
tops and retracement prices. Diagonal movements refer to Gann angles. Finally, vertical
movements are time. Learning how to combine pattern, price, and time into something
useful is really the goal of the analyst.

The three main concepts can be categorized this way:

Pattern: Horizontal indicators, trend indicators or swing charts, chart formations, swing
tops and bottoms, and percentage retracements.

Price: Diagonal indicators, Gann angles, and planetary longitude.

Time: Swing chart counts, cycle timing, seasonals, historical dates, square dates, and
astrological phenomena.

The Trend Indicator or Swing Charts

After observing the trading pattern of a market, the analyst has to work on the chart
to produce useful information. The first chart the analyst must construct is the trend
indicator or swing chart (Figure 4.10). All other charts are based on the information
created and observed on this chart. The swing chart, which follows the up and down
movements of the market, can be created for all time periods—that is, monthly, weekly,
daily, and intraday. This is because all markets make swings and all markets have trends.
The swing chart is necessary because when properly constructed it provides the trader
with valuable price and time information that can be useful in forecasting future price
movement, cycle tops and bottoms, and for building mechanical trading systems.
Swings can be created in terms of both price and time. The most popular forms of
swing charting are the one-time-period or minor-swing chart, the two-time-period or in-
termediate swing chart, and the three-time-period or main-trend swing chart. Some ana-
lysts also refer to the daily chart as the minor-trend chart, the weekly as the intermediate-
trend chart, and the monthly as the main-trend chart. Either way, all charts make swings,
and all swings can be traced and marked on a chart regardless of the time period charted.
After studying market movement according to the three swing charts, the trader will
begin to learn the characteristics of a market. These characteristics include which mar-
kets have a tendency to make double or triple tops and bottoms, which markets have a
tendency to post signal tops (closing price reversal tops) or signal bottoms (closing price
reversal bottoms), and which markets can be pyramided. In addition to the support and
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Copyright © TradeStation.

resistance (price information) that are contained on the swing chart, the trader will also
find time information readily available. This time information includes anniversary dates
(cycle dates), length of swings up and down, and the seasonality of the market. It is im-
portant to derive all of the pattern, price, and time information the market is offering, so
a properly constructed swing chart must be maintained at all times.

Besides the pattern, price, and time information that appear on the swing chart, the
trader must know that this information is what the author refers to as “horizontal and ver-
tical” information. The horizontal information are the tops and bottoms. This is because
aline drawn into the future from these tops and bottoms is always horizontal. These lines
move out to infinity. On the other hand, time is always expressed as a vertical line on the
chart, and traces the dates of important tops and bottoms into the future. The points at
which these lines cross are important support, resistance, and timing zones into infinity.

Percentage Retracement Charts

Another chart to be observed and constructed is the percentage retracement chart.
This chart is also constructed from the swing chart. The swing chart tops and bottoms
form ranges. Inside these ranges are percentage retracement points such as 33 percent,
50 percent, and 67 percent. These points represent potentially important support and re-
sistance prices. Some traders prefer to use eighths and tenths to divide the market while
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others prefer Elliott Wave retracements with a Fibonacci retracement. When these per-
centage retracement points are combined with former tops and bottoms and angles, they
create very strong impact points that can turn a market or change a trend.

The range created by a top and bottom also forms important timing points such as
the end of the range and the percentage retracement points of time inside the range. The
combination of the strong price and time points forms a tool that is useful in predicting
and easily identifying support and resistance points.

Gann-Angle Charts

Inside the horizontal and vertical zones the market also moves diagonally. These diagonal
lines or angles represent both price and time and create patterns that have to be judged
to determine the strength and direction of the market. Because of the price and time
nature of these angles, they have predictive value, which gives the trader the ability to
forecast future price movement (Figure 4.11).

The angles are drawn from tops and bottoms (Figure 4.12). Each angle drawn from
a top or bottom carries the characteristics of that top or bottom. For example, an angle
drawn from a three-day main bottom will have more strength than an angle drawn from
a minor bottom, and an angle on a monthly chart will be stronger than an angle from a
weekly or daily chart. This is another reason why the major tops and bottoms have to
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be identified properly on the swing charts. Missing or failing to update just one swing
top or bottom can have future ramifications. This is because the past, present, and future
all exist on the angle at the same time: they are drawn from the past, we know where
they are currently, and can extend them into the future. This is in keeping with Gann’s
statement from his Master Egg Course that was quoted earlier:

Years of this research and experience have proved that the first advance from which
a reaction runs more than 3 days will set an angle for an important top later. This
rule works on weekly and monthly charts also. After there is a second or third top
and when there is a decline from the third top, an angle from that top must call
bottoms and tops of the next advance.

In order to have a properly constructed angle chart, the chartist must know the cor-
rect scale for each market traded. Without the correct scale, price and time will be in-
correct and predictive information will be lost. Finally, the crossing of two or more inde-
pendently determined support and resistance points must be noted, as these price levels
become the strongest support and resistance zones on the chart. These support and resis-
tance points can come from the same chart, for example, the daily main trend-indicator
chart with angles, or they can be combinations of time periods such as support angles
from the monthly and daily charts.
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Time Charts

On a separate chart or on a working chart, the analyst must mark time. Time is identified
by vertical lines or arrows. Time can consist of divisions of the circle counts (that is, 30,
60, 90, 120 days), anniversary dates of major tops and bottoms (5-year top), beginning
and ending seasonal dates, Fibonacci counts, or astrological dates (conjunctions,
squares, oppositions). Sometimes marking on a chart the dates of major economic
releases or central bank meetings can help identify trend objectives.

SUMMARY

Price and time data come in two forms: (1) tabular data and (2) visual data. The first
type is the raw data that are contained in computer files, which list the date, open, high,
low, close, volume, and open interest. Anyone with a computer is most familiar with this
type of data. The second is a graph representation of these tabular data. The three main
elements of tabular and graphic data are price, time, and volume. The main topics in this
book are price and time and the combination of the two, which forms pattern. Volume
and open interest, which can be major determinants of pattern, trend, and trading, are
not discussed in great detail in this book.

Traders are encouraged to study and experiment with the massive amount of data
available. It is important to be consistent with the data being used, particularly when
it comes to deciding whether to use 24-hour charts or day-session-only charts. Good
analysts should try to use all of the available data to make a sound analysis of market
conditions. This may mean making a decision to chart combinations of pit/electronic
trading activity. Accuracy in data is important. Confirm that the data are clean and error-
free before they become an issue. Candlestick patterns to Gann angles can be incorrectly
identified if open, high, low, and settlement data are posted in error.

Price can be charted in various increments: Euros/Dollar, Dollars/Bushel, or Dollars/
Ounce, to name a few. When it comes to price and time analysis, the price scale used
on a chart is most important because the trader must have control of the chart, and
using the correct price scale per grid helps the chartist accomplish this task. Studying
the market movement on a chart can help the chartist determine quite accurately which
price scale to use. An incorrect price scale will make a trade use incorrect support and
resistance points as well as force the chartist to mistime the market while looking for
specific price and time matchups. It cannot be overemphasized how important it is to
properly scale a chart.

Time is another important factor that must be considered when constructing charts.
The chartist must give herself an opportunity to observe the market in as many time pe-
riods as possible. These time periods should range from long-term (yearly) to short-term
(five minutes). Creating charts in various time periods can help the trader to understand
the nature of the market being analyzed. This can then help her determine when the
market will turn with reasonable accuracy.
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A properly constructed chart consists of price and time factors that, when combined,
produce easily identifiable patterns that can help a person trade with reasonable accu-
racy. In addition, successful trade-system design and money-management techniques are
better applied when the trader is working with a consistently designed chart. Records
are necessary in a well-run business, and without them, the business will fail. Charts are
records that must be designed and maintained properly or the trader will fail. Care should
be taken to create usable charts. The past must be studied to determine the future, and
the charts are the records of past market action. Just as markets take time to develop,
the chartist must take time to develop the necessary charts to study the development of
bull or bear markets. In order to move on and learn some of the finer points of pattern,
price, and time analysis, the trader must make a commitment to maintaining first-rate
charts.

From the simple bar chart the trader can create the swing chart that identifies the
trend, tops, and bottoms. The swing chart also creates patterns that the trader can use to
identify when and how a trend is likely to begin or end. In addition, the swing chart offers
the trader a chance to discover the important timing points of the current contract that
can be used for future trading, and it records the horizontal support and resistance points
in a market (Figure 4.13). Angle charts created from the swing charts show diagonal
movement in a market and carry the characteristics of the bottom or top from which the
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FIGURE 4.13 2008 December Cocoa Percentage Retracement Chart
Copyright © TradeStation.
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angle was drawn. In other words, the stronger the original top or bottom, the stronger
the angle from which it was drawn. Each set of swings forms a range, inside of which are
percentage retracement points. The combination of the horizontal and diagonal points
form impact points that can turn a market or change a trend. These points can be created
by the various analysis tools or by combining time periods. Time can also be combined in
the same manner to provide the trader with key cycle dates. Finally, combining pattern,
price, and time can become the basis for the development of a trading system.



CHAPTER 35

Pattern: Trend
Indicator Charts

rend indicator charts also known as swing charts are used to identify the tops

and bottoms in the market for any time period. In order to avoid confusion about

whether we are speaking exclusively of the monthly, weekly, daily, or intraday
charts, we will call each trading time period a bar.

The trend indicator chart follows the up and down movements of the market. Basi-
cally, from a low price each time the market makes a higher-high than the previous bar,
a trend line moves up to the new high. This action makes the low price a bottom. From
a high price each time the market makes a lower-low than the previous bar the trend
line moves down from the high to the new low. This action makes the high price a top.
The combination of a trend line from a bottom and a trend line from a top forms a swing,.
This is important information, because when stop placement is discussed, traders will be
told to place stops under swing bottoms, not under lows, and over swing tops, not over
highs. Learn and know the difference between a low and a swing bottom, and a high and
a swing top.

Once the first swing is formed, the trader can anticipate a change in the trend. If the
swing chart begins from the first trading month, week, or day, and the trend line moves
up to a new high, this does not mean that the trend has turned up. Conversely, if the
first move is down, this does not mean the trend is down. The only way for the trend
to turn up is to cross a top, and the only way for the trend to turn down is to cross a
bottom. In addition, if the trend is up and the market makes a swing down that does not
take out the previous swing bottom, this is a correction. If the trend is down and the
market makes a swing up that does not take out the previous swing top, this is also a
correction. A market is composed of two types of up and down moves. The swing chart
draws attention to these types of moves by identifying trending up moves and correcting
up moves, as well as trending down moves and correcting down moves.

69



70 PATTERN, PRICE & TIME

In summary, when implementing the swing chart, the analyst is merely following the
up and down movements of the market. The intersection of an established downtrending
line with a new uptrending line is a swing bottom. The intersection of an established
uptrending line with a new downtrending line is a swing top. The combination of swing
tops and bottoms forms the trend indicator chart. The crossing of a swing top changes
the trend to up. The penetration of a trend bottom changes the trend to down. The market
is composed of uptrends, downtrends, and trend corrections.

MINOR TREND INDICATOR

While studying Forex, equity, and commodity market charts, the trader will inevitably
discover the small fluctuations of the market. These small fluctuations collectively make
up the minor trend. Although they are minor in nature, these trends provide useful infor-
mation the trader can use to determine what the minor trend of a market is and when it
will change.

The fascination with the minor trend makes this indicator quite popular, as traders
envision vast profits seemingly available from capturing the minor swings of the market.
Unfortunately, traders who attempt to make a quick buck at trading the minor trend find
the situation to be the opposite because of the numerous false signals and prohibitive
costs of doing business. Although it is necessary to construct this chart to become aware
of the role the minor trend plays in the intermediate- and long-term trends, it is not rec-
ommended to be the sole source of trend information.

Traders accustomed to a gambling mentality can find themselves in a situation where
they are hooked on the pure emotion of trading the minor swings, the greed stemming
from capturing the “whole move,” and the fear of missing out on the “big move.” The
trader who relies exclusively on the minor swings of the market is likely to develop
doubts in his trading ability, and most often will abandon or fade his system after a series
of losses or missed moves. This loss of confidence can have major ramifications on the
future of his trading, as there will always be doubt lurking in his head as he develops
more sophisticated systems.

The pitfalls of trading exclusively with the minor trend have to be addressed, not to
discourage the use of the minor trend as an indicator of future market movement, but
to make the trader aware of the part the minor trend has in creating successful trading
tools. At this time it should be noted that the minor trend should be used to learn more
about the intermediate and main trends. This is its most beneficial use unless the trader
is forced because of her career decision to trade the minor trend on an intraday or day-
to-day basis. While it can be shown that more money is made over the long run by trading
the major market swings, those who can afford the risk, have low trading costs, instan-
taneous access to the market, and the time to develop an optimized trading system can
have positive results.

Trading the minor trend is a full-time job. The trader has to maintain a properly
constructed chart at all times. This is because a major move can occur at any time, and
the trader has to be ready. Those who find success at trading the minor trend are those
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who can control risk and are willing to take a series of losses in exchange for a few trades
whose profits are far greater than the losses. Traders who cannot handle the prospect of
having more losing trades than winning trades, who have a closed mind and the inability
to accept changes in trend quickly should avoid trading the minor trend.

Given the noted pitfalls of using the minor trend as the sole indicator of future market
direction, the reader invariably asks: “Why the minor trend indicator chart?” Following
the proper construction of this chart, the trader will have before him a chart depicting
each minor top and minor bottom and the date each one occurred. In addition, the trader
will also be able to determine when minor trend changes have taken place and the dura-
tion of the swings in terms of price and time.

Minor Trend Definition

Since the minor swing chart can be used to identify the minor tops and bottoms for any
time period, in order to avoid confusion about whether we are speaking exclusively of
the monthly, weekly, daily, or intraday charts, we call each trading time period a bar.
The minor swing chart, or one-bar chart, follows the one-bar movements of the mar-
ket. From a low price each time the market makes a higher-high than the previous bar,
a minor trend line moves up from the recent low to the new high. This action makes the
previous low price a minor bottom (Figure 5.1). From a high price each time the market
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FIGURE 3.1 Minor Bottoms at 113.17 and 115.00. A low price becomes a minor bottom when
the market posts a higher-high.
Copyright © TradeStation.
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FIGURE 3.2 Minor Tops at 125.35 and 125.45. A high price becomes a minor top when the
market posts a lower-low.
Copyright © TradeStation.

makes a lower-low than the previous bar, a minor trend line moves down from the recent
high to the new low. This action makes the previous high price a minor top (Figure 5.2).
The combination of a minor trend line from a bottom and a minor trend line from a top
forms a minor swing. This is important information, because when stop placement is dis-
cussed, traders will be told to place stops under minor swing bottoms, not under lows,
and over minor swing tops, not over highs. Learn and know the difference between a low
and a minor swing bottom, and a high and a minor swing top. This will help you take
losses faster and stay in moves longer.

Once the first minor swing is formed, the trader can anticipate a change in the minor
trend (Figure 5.3). If the minor swing chart begins from the first trading month, week,
or day, and the minor trend line moves up to a new high, this does not mean that the
minor trend has turned up. Conversely, if the first move is down, this does not mean the
minor trend is down. The only way for the minor trend to turn up is to cross a minor
top (Figure 5.4), and the only way for the minor trend to turn down is to cross a minor
bottom. In addition, if the minor trend is up and the market makes a minor swing down
that does not take out the previous minor swing bottom, this is a correction. If the minor
trend is down and the market makes a minor swing up that does not take out the previous
minor swing top, this is also a correction. A market is composed of two types of up
and down moves. The minor swing chart draws attention to these types of moves by
identifying trending up moves and correcting up moves, as well as trending down moves
and correcting down moves.
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FIGURE 5.3 Minor Trend Indicator Bars from a High Price. Minor tops are formed by the 1-bar

swings of the market. From a high, the minor trend line moves down to the lower-low.
Copyright © TradeStation.
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FIGURE 5.4 Minor Trend Indicator Bars from a low price. Minor bottoms are formed by the 1-bar

up swings of the market. From a low, the minor trend line moves up to the higher-high.
Copyright © TradeStation.
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FIGURE 3.3 Monthly Minor Trend Indicator Chart from a High Price
Copyright © TradeStation.

In summary, when implementing the minor swing chart (Figure 5.5), the analyst is
merely following the one-bar up and down movements of the market. The intersection
of an established downtrending line with a new uptrending line is a minor swing bottom.
The intersection of an established uptrending line with a new downtrending line is a
minor swing top. The combination of minor swing tops and bottoms forms the minor
trend indicator chart. The crossing of a minor swing top changes the minor trend to up.
The penetration of a minor trend bottom changes the minor trend to down. The market
is composed of uptrends, downtrends, and corrections (Figure 5.6).

INTERMEDIATE TREND INDICATOR

After studying the minor swing chart and learning some of its disadvantages, the analyst
may naturally be drawn to the intermediate swing chart (Figure 5.7). After being made
aware of the exigencies relating to the minor trend chart, the trader may feel that trading
the intermediate swing chart offers a better opportunity to trade successfully. In addition,
the intermediate trend chart offers the trader more “true” changes in trend and is less
likely to whipsaw. Finally, the cost of trading is decreased considerably because fewer
signals are generated by the intermediate trend chart as compared to the minor trend
chart.
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FIGURE 3.6 Monthly Minor Trend Indicator Chart from a Low Price
Copyright © TradeStation.
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FIGURE 5.7 Intermediate or 2-bar Swing Bottoms at 97.04, 98.50 and 103.83
Copyright © TradeStation.
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FIGURE 5.8 Intermediate or 2-bar Swing Tops at 130.93, 129.50 and 129.97
Copyright © TradeStation.

Following are some of the major benefits of trading using the intermediate swing

chart (Figure 5.8):

<]}

. Intermediate trend opportunities occur less frequently than minor trend opportuni-

ties. This keeps the cost of trading to a minimum.

. Trading less frequently than the minor trend indicator makes the trader less likely to

be whipsawed and also makes the possibility of a long series of losses less likely.

. Intermediate trend trading opportunities develop more slowly and more predictably

than minor trend opportunities. This gives the trader time to watch the formation
and to make adjustments when necessary.

. Although the same technique is required to create the intermediate trend chart, and

the minor trend chart, the amount of time devoted can be less especially if the market
is currently in a steep uptrend or downtrend.

. The mental exhaustion caused by frequently changing direction, overtrading, and

taking a series of losses is not as common for the intermediate trend trader as it is
for the minor trend trader.
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6. Study of the minor trend chart is helpful in determining upcoming trend changes on
the intermediate trend chart. Additionally, study of the intermediate trend chart is
helpful in determining trend changes in the main trend chart.

After learning the disadvantages of the minor trend chart and learning some of the
advantages of the intermediate trend chart, the trader often chooses the intermediate
trend chart as her sole source of trend data and information. Following the proper con-
struction of this chart, the trader will have before her a chart depicting each intermediate
top and intermediate bottom and the date on which each of them occurred. In addition,
she will be able to determine when intermediate trend changes have taken place and the
duration of the intermediate swings in terms of price and time. From this information a
simple trading system can be developed.

Intermediate Trend Definition

The intermediate swing chart can be used to identify the intermediate tops (Figure 5.9)
and bottoms (Figure 5.10) for any time period. In order to avoid confusion about whether
we are speaking exclusively of the monthly, weekly, daily, or intraday charts, we will
refer to each trading time period as a bar.
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FIGURE 5.9 Daily Intermediate Trend Indicator from a High Price
Copyright © TradeStation.
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FIGURE 5.10 Daily Intermediate Trend Indicator from a Low Price
Copyright © TradeStation.

The intermediate swing chart, or two-bar chart, follows the two-bar movements of
the market (Figure 5.11). From a low price each time the market makes a higher-high
than the previous bar for two consecutive time periods, an intermediate trend line moves
up from the low two bars back to the new high. This action makes the low price from
two bars back an intermediate bottom. From a high price each time the market makes a
lower-low than the previous bar for two consecutive time periods, an intermediate trend
line moves down from the high two bars back to the new low. This action makes the high
price from two bars back an intermediate top. The combination of an intermediate trend
line from an intermediate bottom and an intermediate trend line from an intermediate
top forms an intermediate swing.

It is important that the trader distinguish between a low and an intermediate bottom
and a high and an intermediate top. Too often the trader is tempted to buy with a stop
placed under the previous day’s low or short with a stop placed above the previous day’s
high. This stop placement is incorrect and most likely to be caught. Although this matter
will be discussed later in the chapter, it is important that buy stops be placed above
intermediate tops and sell stops below intermediate bottoms.

Once the first intermediate swing is formed, the trader can anticipate a change in
the intermediate trend. If the intermediate swing chart begins from the first trading
month, week, or day, and the intermediate trend line moves up to a new high, this
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FIGURE 5.11 Daily Intermediate or 2-Bar Trend Indicator. Note how the intermediate trend line
moves down after two consecutive lower-lows.
Copyright © TradeStation.

does not mean that the intermediate trend has turned up. Conversely, if the first move is
down, this does not mean the intermediate trend is down. The only way for the intermedi-
ate trend to turn up is to cross an intermediate top, and the only way for the intermediate
trend to turn down is to cross an intermediate bottom. In addition, if the intermediate
trend is up and the market makes an intermediate swing down that does not take out
the previous intermediate swing bottom, this is a correction. If the intermediate trend is
down and the market makes an intermediate swing up that does not take out the previ-
ous intermediate swing top, this is also a correction. A market is composed of two types
of up and down moves. The intermediate swing chart draws attention to these types of
moves by identifying trending up moves and correcting up moves, as well as trending
down moves and correcting down moves.

In summary, when implementing the intermediate swing chart, the analyst is merely
following the two-bar up and down movements of the market (Figure 5.12). The intersec-
tion of an established downtrending line with a new uptrending line is an intermediate
swing bottom. The intersection of an established uptrending line with a new downtrend-
ing line is an intermediate swing top. The combination of intermediate swing tops and
bottoms forms the intermediate trend indicator chart. The crossing of an intermediate
swing top changes the intermediate trend to up. The penetration of an intermediate trend
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FIGURE 3.12 Weekly Intermediate or 2-Bar Swing Chart. The intermediate trend chart ignores
the minor or 1-bar moves and focuses on the 2-bar moves.
Copyright © TradeStation.

bottom changes the intermediate trend to down. The market is composed of intermediate
uptrends, intermediate downtrends, and intermediate trend corrections.

MAIN TREND INDICATOR

After studying the minor and intermediate swing charts and learning some of their ad-
vantages and disadvantages, the analyst may naturally be drawn to the main swing chart.
After being made aware of the exigencies relating to trading the minor trend chart and
experiencing the relative ease of using the intermediate trend chart, the trader may want
to develop an indicator for a longer-term view of the market. While the minor trend in-
dicator is the most active, followed by the intermediate trend indicator, the main trend
indicator is the least active. This does not necessarily make it better, however, as the
objective of creating these charts is to trade for profits. The minor trend chart has too
many sudden changes in trend along with high trading costs, while the main trend chart
has low trading costs in terms of commissions, but high costs in terms of missed oppor-
tunities. The best way to use this chart is in conjunction with the intermediate trend indi-
cator. For example, in a bull market as determined by the main trend chart (Figure 5.13),
it is better to use the intermediate trend indicator for buying opportunities following
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FIGURE 3.13 Main or 3-Bar Trend Indicator from High Prices at 21.55, 19.05 and 18.59. The
trend line will move down following three consecutive lower-lows.
Copyright © TradeStation.

corrections. Conversely, in a bear market as determined by the main trend indicator, it is
better to use the intermediate trend indicator to enter the market following corrections.
The construction of the main trend chart should not be treated lightly, as the main trend
of every market should be the trader’s primary concern.

To be able to analyze a market and trade successfully, the analyst must construct the
main trend chart, the intermediate trend chart, and the minor trend chart. The swings of
the shorter-term charts make up the swings of the longer-term charts. While each chart
has its advantages and disadvantages, combining the charts to generate trades is the best
use of these charts. The best way to use these charts is to always trade in the direction
of the main trend; use the intermediate trend chart to enter and exit the market in the
direction of the main trend; and the more aggressive traders can use the minor trend
chart to trigger buys and sells in the direction of the intermediate and main trends. Do
not use any one chart as the sole reference for trading. Use a combination of the charts
in the direction of the main trend. Following the proper construction of the main trend
chart, the trader will have before him a chart that shows each main top and main bottom
and the date when each main top and main bottom (Figure 5.14) occurred. In addition,
he will be able to determine when main trend changes have taken place and the duration
of the main swings in terms of price and time. From this information a simple trading
system can be developed.
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FIGURE 5.14 Main or 3-Bar Swing Bottoms from Low Prices at 1.2865, 1.2876, and 1.2911. A
high price becomes a main top when the market posts three consecutive lower-lows.
Copyright © TradeStation.

Main Trend Definition

Since the main swing chart can be used to identify the main tops and bottoms for any
time period, in order to avoid confusion about whether we are speaking exclusively of
the monthly, weekly, daily, or intraday charts, we call each trading time period a bar
(Figure 5.15).

The main swing chart follows the three-bar movements of the market from a low
price each time the market makes a higher-high than the previous bar for three consec-
utive time periods, a main trend line moves up from the low three bars back to the new
high. This action makes the low price from three bars back a main bottom. From a high
price each time the market makes a lower-low than the previous bar for three consecu-
tive time periods, a main trend line moves down from the high three bars back to the new
low. This action makes the high price from three bars back a main top. The combination
of a main trend line from a main bottom and a main trend line from a main top forms a
main swing. This is important information, because when stop placement is discussed,
traders will be told to place stops under main swing bottoms, not under lows, and over
main swing tops, not over highs. Learn and know the difference between a low and a
main swing bottom, and a high and a main swing top.

Once the first main swing is formed, the trader can anticipate a change in the main
trend. If the main swing chart begins from the first trading month, week, or day and the
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FIGURE 5.15 Main or 3-Bar Trend Indicator
Copyright © TradeStation.

main trend line moves up to a new high, this does not mean that the main trend has
turned up. Conversely, if the first move is down, this does not mean the main trend is
down. The only way for the main trend to turn up is to cross a main top, and the only
way for the intermediate trend to turn down is to cross a main bottom. In addition, if
the main trend is up and the market makes a main swing down that does not take out
the previous main swing bottom, this is a correction. If the main trend is down and the
market makes a main swing up that does not take out the previous main swing top,
this is also a correction. A market is composed of two types of up and down moves.
The main swing chart draws attention to these types of moves by identifying trending
up moves and correcting up moves, as well as trending down moves and correcting
down moves.

In summary, when implementing the main swing chart (Figure 5.16), the analyst is
merely following the three-bar up and down movements of the market. The intersection
of an established downtrending line with a new uptrending line is a main swing bottom.
The intersection of an established uptrending line with a new downtrending line is a
main swing top. The combination of main swing tops and bottoms forms the main trend
indicator chart. The crossing of a main swing top changes the main trend to up. The pene-
tration of a main trend bottom changes the main trend to down. The market is composed
of main uptrends, main downtrends, and main trend corrections.
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FIGURE 35.16 Main or 3-Bar Trend Indicator
Copyright © TradeStation.

TREND INDICATOR CONSTRUCTION

There are two ways to construct the trend indicator chart. The first way is to create the
chart manually. The second is to have a charting program create the chart. It is highly
suggested to create the chart manually at first to get a feel for the information the chart
is revealing. Only after mastering the creation and interpretation of the trend indicator
chart should one computerize this technique. Once computerized, the trader will have
the ability to analyze quickly more markets and time periods. This will help the trader
learn more about the characteristics of each market especially the size and duration of
the swings.

In order to manually construct a trend indicator chart the following must be avail-
able: a bar chart, price and time data, a red pen, a green pen, a black pen, and a ruler.
The black pen is used to update the chart, the green pen is used to track the upward
movement of the trend line, and the red pen is used to track the downward movement of
the trend line. Since a poorly drawn line may be misinterpreted, the ruler is used to keep
the lines straight. Use the price and time data to ensure the proper marking of highs and
lows, as relying on visual estimation invites faulty identification, which can also have an
adverse effect on the research.
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It is best to start the trend indicator chart from the first trading bar of the contract,
because by the time the contract being analyzed becomes the actively traded market,
the analyst will have constructed all of the swings of the contract and derived valuable
information about price and time from the activity charted. This chart serves as a finger-
print of the market, because each individual market has unique patterns contained in the
total chart by which it can be identified. This is why precise and accurate data must be
maintained at all times.

The Inside Bar

An important fact to note when tracking the swings of the market is the occurrence of
the inside move and the outside move. Since this chart pattern holds true for all time
periods (monthly, weekly, and daily) and all trend indicators (minor, intermediate, and
main), we refer to it as an inside bar (Figure 5.17). The inside bar occurs when the high is
lower than the previous high and the low is higher than the previous low. When charting
the swings of the market, the analyst ignores the inside bar and waits to see the trading
range of the next bar. Since the inside bar is ignored, the analyst must always look at
the preceding bar to determine if the trend line should be moved up or down. This bar is
known as the last active bar or reference bar. If the trend line was moving up before the
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FIGURE 5.17 Inside Moves. Inside moves are ignored during the construction of the trend indi-
cator chart.
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inside bar and the current rally takes out the high of the last active bar, then the trend line
moves up. If the trend line was moving up before the inside bar and the market moves
below the low of the last active bar, then depending on the type of swing chart being
used the trend line moves down. If the trend line was moving down before the inside bar
and the break takes out the low of the last active bar, then the trend line moves down.
If the trendline was moving down before the inside bar and the market moves above the
high of the last active bar, then depending on the type of swing chart being used the trend
line moves up. In summary, the trader ignores the inside bar and refers to the last active
bar to determine the direction of the trend line’s movement.

The Outside Bar

The outside time period (Figure 5.18) occurs when the high of the current time period is
higher than the previous time period and the low of the current time period is lower than
the low of the current time period. Contrary to the inside bar, the order of occurrence
of the high and low on an outside move day is critical and should be noted. If the minor
trend line is moving up and the first move of the outside move day is to the high, the
minor trend line moves up to the high, then down to the low. The intermediate and main
trend indicator charts will read this move as 1-bar up. If the minor trend line is moving
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up and the first move of the outside move day is to the low then up to the high, the minor
trend line moves down to the low then to the high. This action moves the intermediate
and main trend indicator line up while the down move is ignored. Furthermore, if the
minor trend line is moving down and the first move of the outside move day is to the
high, the minor trend line moves to the high, then to the low. The intermediate and main
trend indicator charts treat this action as a one-day move up. Finally, if the minor trend
line is moving down and the first move of the outside move day is to the low, the minor
trend line moves to the low, then to the high. The intermediate and main trend indicator
charts follow the first move down to the low.

It is critical that the correct order of the high and low of an outside move day be
recorded properly, because the market will either be continuing the trend or the trader
will be forced to move the stop to a new level. When back-testing the minor trend indi-
cator on historical data and the order of an outside day cannot be confirmed, it is safe to
assume that the price closest to the opening occurred first and the price closest to the
close occurred last.

Pay close attention to the intermediate and main trend indicator charts when the
market has an outside move because a swing top or swing bottom may be taken out if
the outside move is large. This action will change the trend to up or down without having
a 2- or 3-bar move.

STOP ORDERS

Although stop orders are discussed later in the book with more specific examples, the
general rule to follow is to place them under bottoms and above tops. This is because
when the stop is hit, the trend will change. On the other hand, stop loss orders that are
placed under lows and above highs are caught more often and simply take the trader
out of the market. Another, more basic reason why this type of popular stop should be
avoided is that the trader is simply placing the stop within the normal swing of the mar-
ket. When using the swing chart to enter a market to trade the trend, never consider using
a stop set at a specific dollar amount, as it will almost certainly get taken out during the
normal course of trading. If using the swing chart to trade a breakout to the upside, then
the trader is encouraged to test various stop loss points under the breakout price since
he is trading market momentum. If using the swing chart to trade a breakout to the down-
side, then the trader is encouraged to test various stop loss points over the breakdown
price. Since the trader is entering such a move because of downside momentum, any
rally that regains the old swing bottom should be stopped out.

The stop points established are set by the market. The construction and study of the
swing chart in advance will therefore help a trader determine if the specific market he
wants to trade creates price swings he can afford to trade. If the trader cannot afford the
stop generated, then he is undercapitalized to trade the specific market and should find
another one he can afford to trade in with his limited capital.
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The price level the market is trading at often determines the size of the swing and ul-
timately the size of the stop. For example, markets trading near highs have wider swings
than markets trading near low prices. Stops should be placed one, two, or three price
units above or below swing tops and bottoms. Which stop placement is indicated de-
pends on the position of the market relative to the price level and the current market
volatility. For example, when the market is trading at a historically low level, a stop
should be placed closer to the swing top or swing bottom than when a market is trad-
ing at a historically high level. Use the long-term charts to determine the position of the
market, and place the stop accordingly.

When specific markets are discussed, rules should be created to determine the
proper stop placement relative to the swing top or swing bottom and in accordance with
the current trading level of the market.

USING THE INFORMATION GENERATED

Keep arecord of all swings, as these points can become important support and resistance
points during the life of the current market or historical support and resistance points
in future years. Besides being important price points, the dates of the swing tops and
bottoms can become important timing points during the life of the current market or
historical timing points in future years.

Now that the swing tops and bottoms have been identified, record the swings in
terms of price and time from top-to-top, top-to-bottom, bottom-to-top, and bottom-to-
bottom. This information can be used to determine whether or not a market is expand-
ing or contracting. Swings should also be grouped by price levels and calendar dates.
This will give the trader an idea of the behavior of the market at various price levels dur-
ing particular periods. In addition to cyclical information, this chart contains important
seasonal data. Traders should also analyze the strength of up moves from various price
levels as well as their corresponding corrections. Conversely, traders should study the
strength of down moves from various price levels and their corresponding corrections.
A spreadsheet program can be used to organize this information so that the changes in
price and time can be easily calculated. It is important to keep a record of these swings
because they can become valuable in forecasting future price and time swings.

Depending on the trader’s perspective, the minor, intermediate, and main swing
charts should be created in order to determine the trend of every time period studied.
This means the trader should create a minor, intermediate, and main trend indicator for
the intraday charts he uses as well as the longer time periods. The general rule is to
gather as much information about the trading characteristics of the market as possible.
Further analysis will show that all of these charts are interrelated. Thus, creating all of
them will not be wasted effort. By creating these charts the trader is given a top-down
perspective: a top or bottom on the monthly chart is the most important, followed by a
top or bottom on the weekly chart, then a top and bottom on the daily chart, and finally
a top and bottom on the hourly chart.
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CHARACTERISTICS OF THE TREND
INDICATOR CHART

After creating a trend indicator chart and studying the tops and bottoms, the follow-
ing should be strongly noted in order to understand the interrelationship of the charts.
This concept is addressed again when percentage retracements and Gann angles are
discussed.

Interrelationships of Time Periods and Swings

A swing top on a monthly chart is always a top on the weekly, daily, or hourly charts.
A swing top on a weekly chart is always a top on the daily and hourly charts, but not
always on the monthly chart.

A swing top on the daily chart is always a top on the hourly chart, but not always on
the weekly or monthly charts.

A swing top on the hourly chart is not always a top on the daily, weekly, or monthly
charts.

A swing bottom on a monthly chart is always a bottom on the weekly, daily, or hourly
charts.

A swing bottom on a weekly chart is always a bottom on the daily and hourly charts,
but not always on the monthly chart.

A swing bottom on the daily chart is always a bottom on the hourly chart, but not
always on the weekly or monthly charts.

A swing bottom on the hourly chart is not always a bottom on the daily, weekly, or
monthly charts.

Uptrends and downtrends on the monthly chart are composed of a series of swings
from the weekly, daily, and hourly charts. Study how many weekly, daily, or hourly
swings on average it takes to form a monthly uptrend or downtrend.

Uptrends and downtrends on the weekly chart are composed of a series of swings
from the daily and hourly charts. Study how many daily or hourly swings on average
it takes to form a weekly uptrend or downtrend.

Uptrends and downtrends on the daily chart are composed of a series of swings from
the hourly chart. Study how many hourly swings on average it takes to form a daily
uptrend or downtrend.

Uptrends and downtrends on the hourly chart are composed of a series of swings
from the other intraday time periods, such as the 30-minute, 15-minute, or 5-minute
chart. Study how many time period swings on average it takes to form an hourly
uptrend or downtrend.

Interrelationships of Types of Swings

A minor swing uptrend is made up of a series of minor swings.

A minor swing downtrend is made up of a series of minor swings.

An intermediate swing uptrend is made up of minor and intermediate swings.
An intermediate swing downtrend is made up of minor and intermediate swings.
A main swing uptrend is made up of minor, intermediate, and main swings.



90 PATTERN, PRICE & TIME

¢ A main swing downtrend is made up of minor, intermediate, and main swings.

¢ An intermediate swing top is always a minor top, but a minor top is not always an
intermediate top.

e An intermediate swing bottom is always a minor bottom, but a minor bottom is not
always an intermediate bottom.

¢ A main swing top is always a minor top and an intermediate top, but a minor top and
an intermediate top are not always a main top.

¢ A main swing bottom is always a minor bottom and an intermediate bottom, but a
minor bottom and an intermediate bottom are not always a main bottom.

SUMMARY

The Trend Indicator or Swing Chart, which can be used for any time period, can be
created for the Minor or 1-Bar Swing, the Intermediate or 2-Bar Swing, or the Main or
3-Bar Swing.

The trend indicator chart follows the swings of the market. Traders simply follow
the up-and-down movements of the market by raising or lowering the trend line. The
crossing of the top and the bottom changes the trend to up or to down, not the movement
of the trend line. This action creates uptrends, downtrends, and corrections. Changes in
direction turn lows into bottoms and highs into tops. Inside bars should be ignored during
the construction of the trend indicator chart. In contrast, outside-bar moves should be
watched carefully, as the order of the high or low of the outside bar is critical to the
structure of the trend indicator chart. When an outside bar occurs, traders should note
which came first, the high or the low.

Avoid placing stops over highs and under lows; instead, place them over tops and un-
der bottoms. The placement of the stop should also be relative to the historical trading
position of the market. Studying and analyzing the data created by the swing charts can
help the trader determine the duration of the swings in terms of price and time from top-
to-top, top-to-bottom, bottom-to-top, and bottom-to-bottom. This information can then
be used to judge whether a market is expanding or contracting. In addition, market be-
havior at various price levels and time periods can help a trader determine the nature of
a market. Finally, the trader should have a working knowledge of the interrelationships
of the monthly, weekly, daily, and intraday charts and the minor, intermediate, and main
trends to gain a better understanding of support and resistance.



CHAPTER 6

Pattern: Swing
Chart Trading

next step is learning how to build a simple trading system. The simplest system

to build is one that places the trader in the trade mechanically. Learning the char-
acteristics of a market and each trend indicator is the key to success when using the
swing trading method to enter and exit the market. This chapter focuses on the tech-
niques for building trading strategies using the swing charts. Initiating trades from ex-
treme levels, initiating a trade on a reversal stop, and various methods of trading are
discussed.

Q fter building a trend indicator chart and watching how the market performs, the

REVIEWING THE TREND INDICATOR CHART RULES

Minor Trend Indicator Charts

The minor or one-day trend indicator chart is easy to construct, as it simply follows the
one-day up and down movement of the market (Figure 6.1).

The minor trend line moves up from a low price following a higher-high than the
previous bar. When this occurs, a line is drawn from the low one bar back to the high
price on the current bar. This action makes the low one bar back a minor bottom. As
the market continues to move higher, the trend line moves up to each new high. This
process continues until the market posts a price lower than the previous low. When that
happens, the minor trend line moves down from the high on the previous bar to the low
on the current bar, which makes the last high a minor top. This is the basic formation
needed for trading the one-day or minor trend indicator.

91
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FIGURE 6.1 Minor Trend Indicator Chart
Copyright © TradeStation.

Intermediate Trend Indicator Charts

The intermediate or two-day trend indicator chart is also easy to construct. It is very
similar to the minor or one-day trend indicator chart except that it follows the two-day
movement of the market (Figure 6.2).

The intermediate trend line moves up from a low price following two consecutive
higher-highs than the previous bar. When this occurs a line is drawn from the low two
bars back to the high price on the current bar. This action makes the original low
two bars back an intermediate bottom. At this point it is no longer necessary to have
two consecutive higher-highs to move the trend line up. As the market continues to move
higher, the trend line moves up to each new high. This process continues until the market
posts two consecutive lower-lows. When that happens, the intermediate trend line moves
down to the lower-low on the current bar, which makes the high two bars back an inter-
mediate top. This is the basic formation needed for trading the two-day or intermediate
trend indicator.

Main Trend Indicator Charts

The main or three-day trend indicator chart is built in a similar fashion to the one-day
and two-day trend indicator charts except that it follows the three-day movement of the
market (Figure 6.3).
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FIGURE 6.2 Intermediate Trend Indicator Chart
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E-mini S&P 500 Sep 2008 ESU08 - Daily

1320 1320
[1313.50]
1310 4 L1310
[1303.50]
1300 1300
1290 4 1290
1280 - 1280
1270 1270
1260 71260501 1260
1250 4 11250
1240 1240
1230 - [1231.50] =1230
1220 1220
1210 4 1210
28 Aug’08 1 18 25 Sep’08

4] _ +

Created with TradeStation

FIGURE 6.3 Main Trend Indicator Chart. The main or 3-day trend indicator chart follows the
3-day movement of the market.
Copyright © TradeStation.



91 PATTERN, PRICE & TIME

The main trend line moves up from a low price following three consecutive higher-
highs than the previous bar. When this occurs, a line is drawn from the low three bars
back to the high price on the current bar. This action makes the original low three bars
back a main bottom. At this point it is no longer necessary to have three consecutive
higher-highs to move the trend line up. As the market continues to move higher, the
trend line moves up to each new high. This process continues until the market posts
three consecutive lower-lows. When that happens, the intermediate trend line moves
down to the lower-low on the current bar, which makes the high three bars back a main
top. This is the basic formation needed for trading the three-day or main trend indicator.

Common Characteristics

It is best to start the three trend indicators from the first day the contract comes on the
board. This way the trader charts all of the price swings, and the trend will be known
before the contract becomes active. During periods of inactivity or light trading, such as
during the first few months of trading, the market sometimes only has a closing price.
Treat this price as a high or a low, depending on whether it is above or below the last
trading day’s range. As this chart is being developed, write in the prices and their dates
above the swing tops and below the swing bottoms. If using a computer program, make
sure the price of the top or bottom as well as the size and duration of the swing is iden-
tified on the chart. This information is necessary because it provides the trader with a
permanent history of the financial instrument’s main tops and bottoms.

Enter the history on a spreadsheet where the distance in terms of price and time
can be calculated. It is important to record this information so that the trader can see
the changes from top-to-bottom, bottom-to-top, top-to-top, and bottom-to-bottom. This
information should be maintained in terms of both price and time so that the trader
learns the duration and distance of each swing, which she needs to know for forecasting
future market swings. In addition a permanent record of the tops and bottoms can be
used for cycles and historical tops and bottoms.

The trader should also be aware of market activity at various price levels. For exam-
ple, the size and duration of the swings at both low and high levels should be noted. The
most likely observation is that trading activity is tight and narrow at lows and wide at high
levels. This information helps the trader determine in which section of the move the mar-
ket is trading. By gathering swing data and studying the size and duration of the swings
from top-to-top, the analyst can learn from the characteristics of a market at a top when
arally is coming to an end, which can prevent him from entering a new position at a very
high level or at the end of a major swing. Conversely, similar information can be gleaned
from studying the size and duration of bottoms-to-bottoms, and can prevent the trader
from initializing a position at an extremely low level or at the end of a major down cycle.

In regard to these three trend indicators, the same rules govern when a trader enters
and exits a market. For instance, the trader enters the market on the long side when the
market crosses the last swing top. She continues to maintain her long position as long
as the market continues to make higher tops and higher bottoms, with a protective and
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reversal stop under the last swing bottom. She does the opposite for a short position, for
example, entering the market on the short side when the market crosses the last swing
bottom. This type of trading technique is encouraged when the market has reached an
extreme level in terms of price and time.

BASIC TRADING INSTRUCTIONS

After constructing the trend indicator charts and studying the swing tops, swing bottoms,
and stop placement, it is fairly simple for a trader to initiate trades using this trading tool.
Following is a generic explanation of how to use the trend indicator to enter the market.

Using the trend indicator only to enter a market allows the trader to be guided in
and out of the market by the changes in the trend. Following the proper construction
of the trend indicator charts, determine the current position of the market relative to its
historical range or the range of the current active contract, as this trading tool works best
when the market is at a historical high or low or following a prolonged move up or down.

The trend indicator can be initiated at any point on the chart, but certain levels have
proved to be more successful than others. Starting the trend indicator from an extreme
level will probably be more successful than starting the trend indicator in the middle of a
major campaign. The following are explanations of trend indicator trades initiated from
two major price levels.

Initiating a Trend Indicator Buy Signal from an Extreme Low. From a flat position
and following a prolonged move down in terms of price and time and when the mar-
ket is at an extremely low price level, place a buy stop for one contract or 100 shares
over the last swing top, then wait for the market action to reach the stop and fill
the order (Figure 6.4). After receiving the fill, place a sell stop order under the last
swing bottom. If the market continues to rally, then stay in the position as long as
the market continues to make higher-highs and higher-lows, with the sell stop main-
tained under the last swing bottom. Throughout the life of the rally, the market may
develop a series of higher-tops and higher-bottoms. When this happens, continue to
follow the market up by moving the sell stop and placing it under each new swing
bottom and locking in profits along the way. Once the market forms a swing top and
breaks the last swing bottom, the position is stopped out, and the trader is flat.

Initiating a Trend Indicator Sell Signal from an Extreme High. From a flat position
and following a prolonged move up in terms of price and time and when the market
is at an extremely high price level, place a sell stop for one contract or 100 shares
under the last swing bottom, then wait for the market action to reach the stop and
fill the order (Figure 6.5). After receiving the fill, place a buy stop order over the last
swing top. If the market continues to break, then stay in the position as long as the
market continues to make lower-lows and lower-highs with the buy stop maintained
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over the last swing top. Throughout the life of the break, the market may develop a
series of lower-tops and lower-bottoms. When this happens, continue to follow the
market down by moving the buy stop and placing it over each new swing top and
locking in profits along the way. Once the market forms a swing bottom and breaks
the last main top, the position is stopped out, and the trader is flat.

Reversal Stops

Initiating a Buy Signal with a Reversal Buy Stop As mentioned earlier, the
safest time to initiate a buy is following a prolonged move down in terms of price and
time or when the market has reached an extremely low price level (Figure 6.6). While
this is often the most successful pattern to trade, more active traders may choose to buy
following the liquidation of a short position. After a buy stop and reversal is reached, the
trader simply follows the upward swings of the market and moves the sell and reversal
stops up each time a new swing bottom forms. He maintains the same long position
as long as the market continues to make higher tops and higher bottoms. The trade is
liquidated, and the position reversed when the last swing bottom is crossed and the sell
stop is hit.

A long position triggered by a buy stop and reversal is often more risky than a buy
signal generated following a prolonged move down in terms of price and time or from an
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FIGURE 6.6 Initiating a Buy Signal with a Reversal Buy Stop
Copyright © TradeStation.



98 PATTERN, PRICE & TIME

extremely low level. This is because the buy is often triggered at a poor price level such as
the middle of the contract range. Choppy, two-sided trading may occur at this level, and
whipsaw-like trading may be common. The frequency of loss therefore increases because
of losing trades and high commission costs. It should be noted that the characteristic
described is more common with the minor trend indicator than with the intermediate
and main trend indicators. Through study and research the trader will determine which
trend indicator is best suited for her trading style. This topic was discussed in more detail
in Chapter b.

The best time to enter a long position on a buy reversal signal is following a pro-
longed move down in terms of price and time that has taken the market to a historically
low price level while the trader was in a short position and riding the trend indicator
down. In this case, the trader will have excess capital to work with, since the original
position was a profitable short position. In other words, the trader is risking the market’s
money.

Initiating a Short Signal with a Reversal Sell Stop Just as with the reversal
stop buy signal discussed earlier, initiating a short signal with a reversal sell stop is more
risky than initiating a short position from an extremely high level (Figure 6.7). This is
because the trader has little control over the price level at which the position may be
triggered. If the short is triggered at or near a historical support level or major percentage
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FIGURE 6.7 Initiating a Short Signal with a Reversal Sell Stop
Copyright © TradeStation.



Pattern: Swing Chart Trading 99

retracement zone, the trader may find himself trading on both sides of the market for
several time periods until the market can break away from the support prices. This type
of signal is recommended for aggressive traders who wish to trade more actively and can
withstand whipsaw trading activity and increased commission costs.

The best time to use a short reversal signal is following a prolonged move up in terms
of price and time that has taken the market at or near a historically high price level while
the trader was in a long position and riding the main trend indicator up. Traders using
both long and short reversal signals must always be aware of the fact that swing trading
can be adversely affected by whipsaw markets and that it may take a series of several
small losses before the trade develops into a long-term move.

TWO WAYS TO DETERMINE A CHANGE IN TREND

After careful study and analysis I have determined two different ways to set up a change
in trend. Although both involve the crossing of a previous swing top or bottom, one in-
dicates a change in trend that is likely to be followed by a retracement while the other
indicates a follow-through move following the change in trend.

The basic definition of a change in trend is from a downtrend the market crosses the
last swing top and from an uptrend the market crosses the last swing bottom. The basic
definition of an uptrend is a series of higher-tops and higher-bottoms and of a downtrend,
a series of lower-tops and lower-bottoms. Remember this is not just higher-highs and
higher-lows or lower-highs and lower-lows.

A change in trend to down occurs when the market breaks the last trend bottom.
This bottom can either occur before the last swing top or after the last swing top. It is
very important to note that when a market crosses the last swing bottom before the last
swing top, the trend changes to down, but this formation is likely to be followed by a
sharp retracement up to set up a secondary lower top (Figure 6.8). This retracement is
safe to short with a stop loss above the last swing top. The key to utilizing this formation
is to anticipate a retracement before the down move continues.

The second type of change in trend to down occurs when the market breaks the last
swing bottom made after the last swing top (Figure 6.9). When this pattern takes place,
the last swing bottom is crossed following a retracement of the break from the top. The
market not only changes the trend to down, but simultaneously forms a secondary lower
top. This pattern often leads to an immediate breakdown in the market.

Think of the reversal of this pattern when the market is forming a bottom. A change
in trend to up occurs when the market crosses the last trend top. This top can either oc-
cur before the last swing bottom or after the last swing bottom. It cannot be emphasized
enough that it is very important to watch how the trend changes to up following a pro-
longed move down. Note that when a market crosses the last swing top created before
the last swing bottom, the trend changes to up, but this formation is likely to be followed
by a sharp retracement down to set up a secondary higher bottom (Figure 6.10). This
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FIGURE 6.8 Two Ways to Determine a Change in Trend
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FIGURE 6.10 Two Ways to Determine a Change in Trend. The market crosses a swing top made
after a swing bottom.
Copyright © TradeStation.

retracement is safe to buy with a stop loss below the last swing bottom. The key to
utilizing this formation is to anticipate a retracement before the up move continues.

The second type of change in trend to up occurs when the market breaks or crosses
the last swing top made after the last swing bottom. When this pattern takes place,
the last swing top is crossed following a retracement of the rally from the bottom
(Figure 6.11). The market not only changes the trend to up, but simultaneously forms
a secondary higher bottom. This pattern often leads to a breakout to the upside.

It is very important for the analyst and trader to distinguish between these two types
of bottoming or topping action. The logic behind these two patterns is based on how
traders look at risk in the market. Most professional traders do not try to pick bottoms in
falling markets or tops in runaway markets, but instead allow the market to stop moving
in the direction of the prevailing trend before trading in the direction of the change in
trend. This is the equivalent of a soccer player stopping the ball before kicking it. If the
player tries to kick a moving ball, he usually does not have as much control over its
direction. Instead he settles the ball with his foot, then kicks it while he has control.

Before a trader initiates a new position he usually looks for a “lean” or a big order
he can lean on in case the position moves against him. I like to say that “a trader finds
his out or exit on the trade by looking to the left on the chart.” This being said, in the
first explanation of a change in trend to up when the last top before the last bottom is
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FIGURE 6.11 Two Ways to Determine a Change in Trend. The market crosses a swing top made
after a swing bottom.
Copyright © TradeStation.

crossed, that rally is caused by shorts being taken out or buy stops being hit. After these
short sellers are taken out of the trade, the market breaks back, and the new buyers step
in because they have the last main bottom to lean on.

In the second type of bottoming action, the buyers have already come in on the re-
tracement of the first leg up from the bottom. They used the last main bottom as their
lean and are now getting long ahead of the change in trend to up. What is basically hap-
pening when tops or bottoms are being formed on a swing chart is that order size has
shown up on either the bid or the offer to stop the move causing traders to take action.

OTHER SWING CHART TRADING STRATEGIES

After building a swing chart and watching how the market performs, the trader often
begins to think of different ways to trade the swings. This is because the perception of
higher volatility and shorter swings in today’s markets has put the fear of getting caught
with a large position in a whipsaw market into the trader’s head. This fear often discour-
ages traders from considering a long-term trend position. Buying strength and selling
weakness has also discouraged many traders out of fear of buying the top or selling the
bottom. Traders need to study and research the market in order to learn how to apply
swing trading strategies, and a properly constructed swing chart along with market tim-
ing can help them plan a strong long-term trading campaign.
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Swing trading strategies often fail today because the trader does not give the market
enough time to develop the long-term trend. This is because many traders only look at
the nearby contract to trade and ignore the deferred contracts because they believe that a
market with low open interest cannot be traded. Deciding which market to trade depends
on individual trading style. Thus, short-term or day traders have to trade in the market
that has the most liquidity, while fear of poor fills and slippage keeps many traders out
of deferred contracts.

If you want to attempt to trade the longer-term, then you have to look to the deferred
contracts, which means you cannot be afraid of trading a futures contract six months to
one year in the future. Forex traders should note that long-term swing trading seems
suited for this market because of the size and duration of the moves that take place
(Figure 6.12). As we have just said, this confidence is gained through study and research
of the market. In other words, for a trader to be successful at swing trading he must
overlook the possibility of a short-term bad fill and focus on the long-term potential of
the market.

The action of the market is relative. Short-term traders rely on fast-moving markets
because it is their intention to move in and out quickly, and they need the volatility to
accomplish this. A swing trader, on the other hand, accepts the fact that the position may
take time to develop and is not worried about day-to-day market activity. Thus, if your
intention is to trade the long term, you must buy the data and build the charts to study.
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FIGURE 6.12 Swing Chart Trading Strategies
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When analyzing futures markets, traders often spend the majority of their time with
the most actively traded commodity market. Ideally, however, the trader should be look-
ing at the most actively traded and another chart at least six months out. The longer
the time frame, the more likely the trader will find a futures contract to swing-trade.
With stocks and Forex markets since there is no expiration, the trader does not have
this problem. The monthly and weekly charts usually offer the best indication of which
market to swing-trade. These charts offer the trader the ability to see which markets are
trading at extreme levels and so are most likely to lead to valid long-term swings.

As mentioned earlier, swing trading today often fails because the trader does not
allow enough time for the trend to develop. If you trade the nearby contract, a swing
position will often fail because the rollover occurs too soon in the development process.
When trading soybeans, for example, a swing that started in October with November
soybeans will not have enough time to develop as it will be interrupted by the rollover
to January soybeans. If you are going to attempt to swing-trade a position in November
soybeans, it makes sense to start trading in at least April or May to give yourself a chance
to catch a meaningful continuous move. The process of rolling from one contract to the
other often confuses the trader, especially when rolling from old crop contracts to new
crop contracts. This constant rollover can force the analyst to concentrate on properly
rolling from one contract to the next rather than on the actual trading action.

In summary, if you want to have success in swing trading the long-term trend of a
market, you must trade a deferred contract, accept the possibility of a short-term bad fill
due to low liquidity, and research and plan the trading strategy.

SWING TRADING RULES

When deciding to trade the long-term swings, look for a market at or near a historically
low or high level. Volatility is often low at or near an extremely low level, especially if
the market is completing a prolonged move down. With the volatility low and trading
ranges tight, stop loss orders can be more easily controlled. Volatility is usually high and
ranges wide at or near an extremely high price. This means that stops will be wider so
adjustments may have to be made to maintain control of the position in order to control
the initial risk. This is one of the characteristics you learn when you study the swing size
and duration data you create each time you make a swing chart.

Swing Trading Strategies

There are several different ways to swing-trade with the Trend Indicator Charts. Remem-
ber these trading strategies can be used with the Minor, Intermediate, and Main Trend
Indicator Chart. They include the following four strategies:

1. Buy/sell when a trend top/bottom is crossed.

2. Buy/sell at fixed price intervals in the direction of the trend.
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3. Buy/sell at fixed time intervals in the direction of the trend.

4. Buy/sell a combination of the three trend indicator charts.

Buy/Sell When a Trend Top/Bottom is Crossed The long swing trade begins
with a simple crossing of a swing top following a prolonged down move in terms of both
price and time (Figure 6.13). The short swing trade starts with the penetration of a swing
bottom at or near an extremely high price or after a prolonged rally in terms of price
and time.

A successful swing trade does not just happen by accident, but must be planned.
After executing the first trade to begin the swing, the trader simply follows the swings
of the market by adding to the initial position in the direction of the trend as the market
takes out higher tops or lower bottoms in the case of a short swing trade.

A long swing trade means the trader is buying strength. A short swing trade involves
selling weakness (Figure 6.14). In each case, the trader must be aware that there will be
normal countertrend upswings and countertrend downswings in the market that will not
change the trend. This action can turn a profitable position into a breakeven or losing
position because of the average price of the total position.

During the normal course of a prolonged trend trade there will be several swings.
The trader has the choice to add to his initial position at each subsequent swing point or
the trader may choose to maintain only his initial position. In this case, the trader merely
follows the swing up or down by trailing a stop below swing bottoms for long positions
or above swing tops for short positions.

Swing Trading at Fixed-Price Levels A second way to trade the swing charts is
to buy or sell at fixed price levels after the first buy or sell signal has been triggered. The
safest way to determine which fixed interval to use is by studying the past history of the
stock’s swings (Figure 6.15). Remember, in a swing trade from a trend bottom the trader
is buying strength, and in a swing trade from a trend top the trader is selling weakness.
If the average upswing in a stock is $5.00, then do not start trading the swing after a
$5.00 rally. Instead look to buy at a price such as the midpoint of the current upswing
from which the market is likely to accelerate to the upside. The idea is to buy with the
trend, but at a better price than buying on a breakout over a swing top. This better price
can be a predetermined price increment, such as a percentage retracement point, a Gann
angle, or a fixed increment. (Retracement points and Gann angles are discussed in more
detail in Chapters 8, 9, and 10.) The information learned from building and studying the
historical swings of a specific market is necessary for building a successful swing trading
strategy. Use the historical data to learn the characteristics of the swings.

When using this strategy in a down trending market, the trader is looking to estab-
lish his position by shorting at a better price than selling under the next swing bottom
(Figure 6.16). This order entry area may be a percentage retracement level, a Gann angle,
or at a fixed increment.
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FIGURE 6.13 Swing Chart Trading Strategies. Buy when a trend top is crossed.
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FIGURE 6.14 Swing Chart Trading Strategies. Short when a trend bottom is crossed.
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FIGURE 6.13 Swing Chart Trading Strategies. Buy a fixed price interval in the direction of the
trend.
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FIGURE 6.16 Swing Chart Trading Strategies. Short a fixed price interval in the direction of the
trend.
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Using this swing trading method often exposes the trader to normal swings against
the trend. This can turn profitable positions into breakeven or losing positions. Before a
trade is initiated a trader must assess his stop loss order against his entry. Developing a
position-sizing model based on sound money management rules is suggested.

Swing Trading at Fixed Time Intervals The expression “beating the market” is
often used in trading. However, fixed-time interval swing trading actually goes with the
rhythm of the market rather than trying to beat it. If, as determined by the information
gathered from previous swings, the market has tended to correct a certain number of
time periods from a top, then if the trend is up, buy when the market trades lower for an
equal amount of time as the previous break (Figure 6.17). For example, if the first swing
is 10 days up and 4 days down and the second swing is 15 days up and 4 days down, then
look to buy the next 4-day break following a rally.

After the trend has turned down, the trader should look to initiate short positions
when the market rallies an amount of time equal to the previous rally (Figure 6.18). For
example, if the first swing is 10 days down and 4 days up and the second swing is 10 days
down and 4 days up, then look to short the next 4-day rally following a break.

Wal-Mart Stores WMT - Daily
62 Swing Chart Trading Strategies: | -62
Buy at fixed time intervals in the direction of the trend.
60 | ' .60
L4 A | I
|| |I“| i Ui\ ‘ : ‘ ' 4D
56 1 2D -56
-8D -4D
| | | -3D -5D
54_ '14 D '4 D _54
-4D
52+ It is important to learn the size of the swings in terms of time. This -52
information may help you determine when swing bottoms are due.
-5 Days
50 -50
Apr08 May’08 Jun’08 Jul'08 Aug’08 Sep’08
L4 b

Created with TradeStation

FIGURE 6.17 Swing Chart Trading Strategies
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FIGURE 6.18 Swing Chart Trading Strategies
Copyright © TradeStation.

For this swing strategy to work, it is important that the market continue to trade in
the same manner as previous swings. If a rally fails, for example, to equal a previous rally
in terms of time, or the subsequent break is greater than the previous break, then time is
indicating a possible change in trend to down.

If a market fails to break more than or equal to a previous break in terms of time,
or the subsequent rally is greater than the previous rally, then time may be indicating a
developing change in trend to up.

Keep in mind that you are attempting to trade with the time movement of the market.
When time is up or the pattern changes, then consider that the trend has changed.

Buy/Sell a Combination of the Three Trend Indicator Charts

Swing Trading Using a Combination of the Minor Trend Indicator and the Intermediate
Trend Indicator Another way to swing-trade the market is to use the minor trend in-
dicator to enter the market in the direction of the intermediate trend (Figure 6.19). All
trades triggered by the minor swing chart will be in the direction of the intermediate
trend. Protective stops can be placed below the last intermediate trend bottom or be-
low the minor bottom. Stops placed under the intermediate trend bottom are less likely
to get caught. Stops placed under minor trend bottoms may get caught under choppy
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FIGURE 6.19 Swing Chart Trading Strategies
Copyright © TradeStation.

conditions although the intermediate trend remains intact. It becomes a matter of per-
sonal preference in deciding under which bottom to trail the stop. The answer relies on
the trader’s study, experimentation, and back-testing of this strategy.

Initiating a short position is just the opposite of the long position strategy. For a
short position, the swing trader waits for the intermediate trend indicator to signal a
downtrend and then uses the minor trend indicator to enter a short position (Figure 6.20).

This is an aggressive trading style and should be initiated at extremely low price
levels for longs or extremely high price levels for shorts. This type of strategy is often
used when the intermediate trend has produced a wide range and the trader wants to
use a smaller risk to enter the position.

Swing Trading Using a Combination of the Minor Trend Indicator and the Main Trend
Indicator The entry technique for this strategy is the same as the intermediate/minor
trend indicator combination (Figure 6.21). In this strategy, the trader waits for the main
trend to turn up or down and uses the minor trend indicator to initiate the entries. This
strategy is popular because often the main trend swing is very wide and the trader would
rather risk taking a few small losses than one big loss if wrong. Often when using this
entry strategy the minor trend bottom or top will form in an important retracement area
or on a Gann angle. This is just one example of how the swing, retracement, and Gann
angle charts get linked together.
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FIGURE 6.20 Swing Chart Trading Strategies. Short a combination of the intermediate and minor

trend indicators.
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FIGURE 6.21 Swing Chart Trading Strategies. Buy a combination of the main and minor trend

indicators.
Copyright © TradeStation.



112 PATTERN, PRICE & TIME

Merrill Lynch MER - Weekly
Main Top .
100~ Main Top 98.68 95.00 Once the main trend has turned down, +100
use the minor trend indicator for
95 1 new entries and tighter stops. - 95
90 t 90
85+ -85
+

80- | | 80
75- L

8 76.85 Main Bottom &
70 70
65 - 65
60- Minor Swings L 60
55 -55
50 The main trend turned down on the trade - 50

through the swing bottom at 76.85.
45- 45
T v E ] ! 5 ! i’ X I’ |
07 Apr’o7 Jul’07 Oct’07
4] 4 i)

Created with TradeStation

FIGURE 6.22 Swing Chart Trading Strategies. Short a combination of the main and minor trend
indicators.
Copyright © TradeStation.

This trading strategy is quite popular when a market is in a prolonged uptrend and
downtrend and the stop loss order is too far away for reasonable risk. The trader waits
for a minor swing to set up in the direction of the main trend then goes long or short
when the minor trend top or bottom is crossed (Figure 6.22). Traders have to remember
that although they are trading in the direction of the main trend, this entry is based on
the minor trend entry rules, which could mean a series of small losses or choppy trading
until the uptrend or downtrend resumes.

Swing Trading Using a Combination of the Intermediate Trend Indicator and the Main Trend
Indicator This swing trading strategy may produce the strongest results because of the
strength of the two trend indicators. Using the intermediate trend indicator as the trigger
for the trade in the direction of the main trend may produce better results because this
type of entry produces fewer false breakouts than the minor trend entry (Figure 6.23).

To make this strategy a success it is suggested that the trader know something about
the swing characteristics of the intermediate main trend indicators. Ideally this trade
will be initiated at a key support level such as a retracement zone or on a Gann angle.
Knowing how much and how long the intermediate swings have been may also help the
trader determine the validity of the buy or sell signal (Figure 6.24). Again learning how
to combine different charts, retracement zone, Gann angles, and price and time swing
information will help improve the success of the trade.
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FIGURE 6.23 Swing Chart Trading Strategies. Buy a combination of the main and intermediate
trend indicators.
Copyright © TradeStation.
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FIGURE 6.24 Swing Chart Trading Strategies. Short a combination of the main and intermediate
trend indicator.
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Other Trend Combinations Another way to trade the trend is to use the monthly, weekly,
and daily charts as substitutes for the main, intermediate, and minor trend indicators.

In this strategy use the same trend indicator, but vary the time period. For example if
the monthly intermediate trend is down, then use the weekly intermediate trend indicator
to look for sell signals. In another example, if the weekly main trend indicator is up, then
use the daily main trend indicator to search for buy signals. The top-down approach is
used to apply this strategy. In other words, the trader starts at the highest time period
and then works down to the next time level for the actual trade execution. This can be
done for time periods such as monthly down to weekly or daily down to hourly.

On this chart (Figure 6.25) the monthly intermediate trend is up. The trader will use
the weekly chart to enter the long side of the market in the direction of the monthly
trend. If the trader enters the trade on the monthly swing chart at 407!, the suggested
stop is 370. Using this technique the trader has the option to use the weekly chart to try
to enter at a better price or use the weekly chart to trail stops tighter. The idea is to trade
the weekly chart in the direction of the monthly trend while attempting to improve the
entry price or lock in profits by trailing stops more frequently.

The monthly chart of General Motors (GM) turned down when the market crossed
29.10 (Figure 6.26). Once this trend is determined by the higher time period, the trader
uses the lower time period chart to enter the short position. The position may be added
at the old bottom, a percentage retracement point, or at fixed price and time intervals.
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799 1/4
Once the monthly trend turns up on the trade through
768 406 1/4, the trader uses the weekly chart for entries - 768
to obtain a better price and to possibly limit losses.
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512 -512
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Mo. Top 434 3/4
448 406 1/4 The monthly trend turns up 1 448
384 - 384
371 3751/2
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FIGURE 6.25 Other Trading Strategies. Monthly trend up; Buy using the weekly chart.
Copyright © TradeStation.
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FIGURE 6.26 Other Trading Strategies. Monthly trend down; short using the weekly chart.
Copyright © TradeStation.

Alternatively, if the short is executed at 29.10 with a stop loss at 43.20, the trader has the
option to trail stops using the faster-moving trend indicator on the weekly chart rather
than leave the stop above the slower-moving monthly trend indicator.

In this example, the McDonald’s Corp. (MCD) monthly chart (Figure 6.27) has been
clearly in an uptrend since the trade through 35.99. Once the trader determines the domi-
nant trend he wants to use, he uses the shorter time period to execute entries. The trader
can use the daily chart to wait for buying opportunities on fixed price or time pullbacks as
well as new breakouts on the swing chart. This combination may be popular with those
who like a lot of activity as the daily chart has a tendency to show numerous swings.
Staying focused on only accepting trades in the direction of the monthly trend is the key
to using this strategy successfully.

Some markets, like the AT&T (T) chart, have wide ranges on the monthly chart
(Figure 6.28). This turns off many traders as the large spread, although correct in de-
termining the change in trend points, is often too wide to accept for risk management
purposes. Traders who prefer to use monthly/daily combinations must accept a higher
frequency of trades. Focusing on key retracement levels and having the patience to wait
for trades to these levels often helps the trader to become more successful. Once again
the idea is to determine the main trend and only then trade in the direction of that trend.

The intermediate trend on the 2008 December U.S. Treasury Bond chart (Figure 6.29)
turned up on the weekly chart when the market crossed 115°04. The top at 115’04 was a
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FIGURE 6.27 Other Trading Strategies. Monthly trend up; buy using the daily chart.
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FIGURE 6.28 Other Trading Strategies. Monthly trend down; short using the daily chart.

Copyright © TradeStation.
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FIGURE 6.29 Other Trading Strategies. Weekly trend up; buy using the daily chart.
Copyright © TradeStation.

top made before the last swing bottom at 110’25 so the trader should expect a pull back
to set up a secondary higher bottom. Once the intermediate trend turned up the trader
should start watching the daily chart to find a better entry than 115’04. The trader can
use a fixed price such as a 50 percent retracement of the last intermediate swing, a fixed
time interval such as a previous swing, or the crossing of a swing top inside of the last
swing. All of these entries are valid as long as the trader can enter at a price better than
his original entry on the weekly chart. The trader can also use the daily swing chart
breakouts to enter with stops under the daily swing bottoms.

In some cases like the 2008 Daily September Euro contract (Figure 6.30), once the
weekly trend turns down, the market accelerates to the downside. Often the trader is un-
able to trail his initial stop using the larger time frame chart. In this example, the trader
would shift down to the daily chart to trail his stops on the initial short position. If the
trader were unable to do this in a logical fashion, then he risks giving back a substan-
tial amount of the gains or placing the stop in a poor position, which would cost him
further gains.

The next example (Figure 6.31) shows a combination of the daily/hourly 2008
September E-Mini S&P chart. Traders often choose to trade the trend of the larger time
frame. This is because trading in the direction of the larger time frame gives the trader
the ability to trade with more clarity and conviction. On this chart the daily trend took
a long time to turn up. This type of countertrend rally is often followed by a correction
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FIGURE 6.30 Other Trading Strategies. Weekly trend down; short using the daily chart.
Copyright © TradeStation.
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FIGURE 6.31 Other Trading Strategies. Daily trend up; buy using the hourly chart.
Copyright © TradeStation.
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FIGURE 6.32 Other Trading Strategies. Hourly trend down; short using the 15-minute chart.
Copyright © TradeStation.

because early longs take profits at the old top. Day traders using this strategy have to be
aware of the retracement of the last swing up on the daily chart and use the hourly chart
to enter at a favorable price level. In this example the target zone was the 50 percent to
61.8 percent area.

Finally, traders can also use a combination of the Hourly/15-minute chart. This strat-
egy is in keeping with the top-down approach to trading. The higher time period hourly
trend (Figure 6.32) turned down on the trade through 11527. Day-traders should be aware
of the points where the larger time periods change trend, as these prices often become
new support or resistance. Since the old main bottom on the hourly chart was 11527,
this price has to be watched on the 15-minute chart for potential resistance and shorting
opportunities.

SWING CHART NEGATIVES

The Whipsaw Market

The biggest negative factor affecting the swing chart trader is the whipsaw market. A
whipsaw is a series of false changes in trend characterized by rallies and breaks that do
not follow through to the upside or downside and change direction after one or two bars
following the last change in trend (Figure 6.33).
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FIGURE 6.33 Whipsaw Market: Topping Action
Copyright © TradeStation.

In order to prevent this from happening, filters can be built. Such a filter can be as
simple as increasing the size of the stop placement above a top or below a bottom. This
would require that the market make a minimum price move before you shift the trend
line indicator or change the minor trend indicator from one day to two or three days.

Filters have to consider the price level at which the market is currently trading. High
price levels, for example, need wider stops above swing tops because of greater volatility
and wider ranges. At low price levels, ranges tend to be narrower, and volatility is not as
great (Figure 6.34).

Other filters that could be considered would be conventional overbought/oversold
indicators such as the Relative Strength Indicator (RSI) or the Slow Stochastic Oscillator.
For example, if the main trend was in a prolonged decline and the trader noticed that
the RSI was showing an oversold condition, then the trader may begin to watch for a
change in trend on the swing chart. Any combination of overbought/oversold indicator
and swing chart could prove beneficial as long as the trader does not initiate a position
until the trend indicator has officially turned up or down.

Lost Motion

When researching filters to use with swing charts, the trader will encounter a concept
Gann referred to as “lost motion.” Lost motion can best be defined as the amount of
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FIGURE 6.34 Whipsaw Market: Bottoming Action
Copyright © TradeStation.

penetration a market allows above a swing top without changing the trend to up or below
a swing bottom without changing the trend to down (Figure 6.35).

As we said in the generic examples of how the swing chart operates, you should buy
when the market crosses a swing top and sell when the market crosses a swing bottom.
The word “crosses,” however, was not defined. This is because each market has its own
lost-motion figure.

In the soybean market, for example, a swing top is often crossed by between 3 and 5
cents before the market turns down and resumes the downtrend. This means that stops
placed 1 to 3 cents over a swing top can get caught without continuing higher.

The same is true for a stop placed under swing bottoms. At times the market will
take out a swing bottom by as much as 5 cents before turning around and resuming the
main uptrend.

It is important that the trader record the occurrences of lost motion so that she can
strategically place stops that when hit will change the trend to up or down. This can
be accomplished by keeping accurate charts of this “false breakout.” Mark on the chart
when failed breakouts occurred. They are most likely to show up near extreme tops and
extreme bottoms. The analyst should note that these figures can be kept historically, so
that a large database of these phenomena can be developed and kept for reference. From
these data, the analyst should be able to determine the maximum, minimum, and average
of lost motion for each market.
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FIGURE 6.35 Lost Motion: Bottoms
Copyright © TradeStation.

In addition to the historical perspective, the chartist should keep a record of the lost
motion unique to the current active chart. By charting the swings of a market from the
first day of trading, the trader will have an accurate record of its lost motion before it
becomes the actively traded contract.

Traders should also note the lost motion of a market at particular price levels. For
example, the lost motion of a particular stock may be higher when the equity is trading
in the $40.00 to $50.00 range than it is when trading between $20.00 and $30.00. Lost
motion seems to be a function of the volatility of the market. Therefore studies of volatil-
ity and Average True Range may be helpful in determining the proper stop placement
(Figure 6.36).

The concept of lost motion is very important because it also occurs when using
percentage retracements and Gann angles to find support and resistance. For instance,
a market will often penetrate a 50 percent price or Gann angle, then recover and resume
the trend. The lost motion discovered by studying the swing charts can often be used
as a starting point when researching this phenomenon on a percentage retracement or
Gann angle chart.

SUMMARY

This concludes our discussion of swing charts and how to use them to trade. It is im-
portant to know that swing trading can be accomplished with all three trend indicator
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FIGURE 6.36 Lost Motion: Price Levels
Copyright © TradeStation.

charts individually or in combination. To be successful using these trading strategies the
trader must know the swing characteristics of each market he trades. This includes size
and duration of rallies and breaks and lost motion. Knowledge of lost motion helps the
trader avoid whipsaw conditions and aids in the proper placement of stops. All of the sug-
gested swing trading strategies work best at extreme low or extreme high levels. Buying
or shorting from these levels allows traders to trade in moves as they develop from the
beginning and gives them the opportunity to trade the entire trend. All the suggested trad-
ing strategies emphasize trading with the trend by buying strength and selling weakness
according to the swings, buying and selling at fixed price intervals, buying and selling at
fixed time intervals and buying and selling combinations of the trend indicators.

The swing chart technique is a very important part of Gann analysis, as all of the
other charts begin with the construction of the swing chart. In order to draw Gann an-
gles properly, you must have properly identified tops and bottoms. To find percentage
retracement levels, you must have identified tops and bottoms. Finally, in order to count
time periods for cycles, you must have the proper starting points in the form of swing
tops and swing bottoms.






CHAPTER 7

Pattern: Other
Chart Formations

ing them for trading and stop placement was discussed in a simplified manner. The

method explained was mechanical and assumed the trader would follow the swings
of the market exclusively. Because conditions change based on market conditions, the
trader must be aware of certain situations that give her the option to ignore the trend
indicator stops and move the stops prematurely. The following are examples of times
when the trend indicator may be overruled. These situations include double bottoms and
tops, prolonged moves in price, swing balancing, and signal tops and signal bottoms.

I'n Chapters 5 and 6, covering the construction of the trend indicator charts and us-

THE DOUBLE BOTTOM

After making a trend indicator chart, the analyst will notice that this swing chart makes
some common chart patterns more easily identifiable. One of the easiest patterns to rec-
ognize is the double-bottom formation. Buying against a double bottom is often safest,
because a stop placed under a double bottom is caught less often. This is especially true
if the double bottom was formed at an extremely low level or following a prolonged move
down in terms of both price and time. An exact match of the bottoms is not necessary
to form a double bottom: for example, the second bottom may be slightly above the first
bottom. Studying historical charts on how a double bottom is formed on each trend indi-
cator chart can provide the chartist with the correct amount of tolerable price difference.
A double bottom that has the second bottom slightly above the first bottom is known as
a secondary higher bottom, and it often indicates that higher markets are to follow. This
is a very common pattern before the start of a big rally, especially after the first bottom
was followed by a large spike to the upside (Figure 7.1).

125
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FIGURE 7.1 The Double Bottom. The double-bottom pattern is also referred to as a “W” bottom.
Copyright © TradeStation.

The double-bottom pattern is also referred to as a “W” bottom because the combina-
tion of a trend indicator bottom, trend indicator top, and trend indicator bottom forms
a W. This pattern can trigger two trading opportunities: a countertrend buy following the
formation of the second bottom and after a breakout over the last swing top. In each
trade, stop loss protection is placed under the last trend indicator bottom.

When deciding to use the double-bottom formation to trigger trading signals, the
trader must remember that although this formation can be described the same way for
each time indicator from minor to main, the strength of each bottom is different.

Double bottoms on the minor trend indicator chart occur more frequently than on the
intermediate and main trend indicator charts. They are also not as strong compared to
this formation on the intermediate and main trend indicator charts due to the frequency
of the indicator.

Double bottoms on the intermediate trend indicator chart occur less frequently than
on the minor trend indicator chart, but more frequently than on the main trend indicator
chart. A double bottom on the intermediate chart is stronger than the same formation on
the minor trend indicator chart, but weaker than the same formation on the main trend
indicator chart.

Double-bottom formations on the main trend indicator chart occur less frequently
than on the minor trend indicator chart and the intermediate trend indicator chart, and
are stronger than on these other charts.

The strength of the double bottom is once again a function of time. The greater the
distance between double bottoms, the more important the formation. This is especially
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true if the double bottom has started after a prolonged move down in terms of price and
time or at a historically low level. A double bottom formed at an extremely high price
level often sets up the first selling opportunity when penetrated. Traders should watch
for elongated double-bottom formations, and pay particular attention to where they are
taking place.

THE DOUBLE TOP

Another formation easily recognizable following a properly constructed trend indicator
chart is the double-top formation. Selling against a double top is often safest, because a
stop placed over a double top is caught less often. This is especially true if the double
top was formed at an extremely high level or following a prolonged move up in terms
of both price and time. An exact match of the tops is not necessary to form a double
top, for example, the second top may be slightly below the first top. Studying historical
charts on how a double top is formed can provide the chartist with the correct amount
of tolerable price difference. A double top that has the second top slightly below the first
top is known as a secondary lower top, and it often indicates that lower markets are to
follow. This is a very common pattern before the start of a large break, especially after
the first top was followed by a large spike to the downside (Figure 7.2).
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FIGURE 7.2 The Double Top. The double-top pattern is also referred to as an “M” top.
Copyright © TradeStation.
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The double-top pattern is also referred to as an “M” top because the combination of
a trend indicator top, trend indicator bottom, and trend indicator top forms an M. This
pattern can trigger two trading opportunities: a countertrend sell following the formation
of the second top and after a breakout under the swing bottom. In each trade, stop-loss
protection is placed over the last trend indicator top.

When deciding to use the double-top formation to trigger trading signals, the trader
must remember that although this formation can be described the same way for each
time indicator from minor to main, the strength of each top is different.

Double tops on the minor trend indicator chart occur more frequently than on the
intermediate and main trend indicator charts. They are also not as strong compared to
this formation on the intermediate and main trend indicator charts due to the frequency
of the indicator.

Double tops on the intermediate trend indicator chart occur less frequently than on
the minor trend indicator chart, but more frequently than on the main trend indicator
chart. A double top on the intermediate chart is stronger than the same formation on
the minor trend indicator chart, but weaker than the same formation on the main trend
indicator chart.

Double-top formations on the main trend indicator chart occur less frequently than
on the minor trend indicator chart and the intermediate trend indicator chart, and are
stronger than on these other charts.

The strength of the double top is once again a function of time. The greater the dis-
tance between double tops, the more important the formation. This is especially true if
the double top has started after a prolonged move up in terms of price and time or at
a historically high level. A double top formed at an extremely low price level often sets
up the first buying opportunity when penetrated. Traders should watch for elongated
double-top formations, and pay particular attention to where they are taking place.

PROLONGED RALLY OR BREAK RULE

Although trading using the trend indicator charts is rule-based and almost completely
mechanical, at times existing market conditions overrule these factors. This is especially
true when placing trailing stops following a prolonged move up in terms of price and
time: for example, seven consecutive bars of trading in the same direction.

Gann suggested that after seven consecutive bars of higher-highs and higher-lows,
traders should move the sell stop from below the last trend indicator bottom to below
the low of the seventh day up. Conversely, he suggested that following seven consecutive
bars of lower-highs and lower-lows, traders should move the buy stop from over the last
trend indicator top to above the high of the seventh day down.

The stop selection can vary depending on the personal preferences of the trader.
For example, following a seven-day rally the trader may want to enter a stop close only
under the close of the seventh day instead of the low. In the case of a seven-day break,
the trader may want to enter a stop close only over the close of the seventh day instead
of the high.
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Each market has specific characteristics. For example, some markets have a ten-
dency to rally only five consecutive days instead of seven before topping, or five con-
secutive days instead of seven before bottoming. By studying the historical swing charts
of a specific market, a trader can determine the optimal stop required. The number of
completed swings a market has made may also trigger the early movement of a stop. For
example, the swing action of a market may have a tendency to move in groups of three
or five. In this case, a trader may elect to move the stop up to under a low instead of a
swing bottom following a three or five swing up move or over a high instead of a swing
top following a three or five swing down move.

BALANCING SWINGS

There is another exception to the stop placement rule, the balanced swing chart, which
involves the calculation of previous swing moves. For example, if the last swing was
19 cents up and 6 cents down, then following the next 19-cent rally, the stop would be
moved up from below the last swing bottom to just under a 6-cent correction from the
last high price. This type of trailing stop would require the trader to constantly monitor
a market making new highs in order to move the stop to the correct place. This stop is
designed to get caught after a rally equals or exceeds a previous rally and breaks more
than the previous break (Figure 7.3).
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FIGURE 7.3 Balancing Swings
Copyright © TradeStation.
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The situation is reversed for buy stops. For example, if the last swing was $10.00
down and $3.00 up, then following the next $10.00 break, the stop would be moved down
from above the last swing top to just over a $3.00 correction from the last low price.

Overbalancing Price and Time

From the swing charts, the trader should calculate the size and duration of the swings. In
a declining market, by definition the declines tend to grow longer and the rallies shorter
in terms of both price and time. As a market nears a bottom, the frequency of the swings
begins to increase, as do the duration of the rallies in terms of both price and time. This
action should be observed and noted as a clue to when a market will bottom; it should
be watched particularly when a market has reached a historically low price level.

Note the formation of the bottoming action in the Weekly U.S. Dollar/Japanese
Yen market in Figure 7.4. After two prolonged moves down in terms of price and time
of —16.93 and —18.93, this market posted a rally of 9.98. The rally was greater than the
previous rally of 7.45. This was the first clue that a good bottom was formed and the mar-
ket was getting ready to rally. The second sign that this market was ready to move higher
was the break of —3.13. This move was less than the previous down move in terms of
price and time. Although this market could not maintain the same size of the first rally
from the low, the rally remained intact for several weeks as each subsequent rally made
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a higher swing top and a higher swing bottom while exceeding each break in terms of
price and time.

Often the first clue to a bottom is an expanded range day to the upside. This move
may occur in one, two, or three days from the bottom. Even before it crosses a swing
top, the market shows signs of a bottom. Traders should keep a record of the first swing
up from a bottom. This information often repeats from year to year and could be called a
characteristic of a particular market, each market having its own. Records should be kept
of these characteristics, as they are often a clue to the size and duration of an impending
rally. This type of move often occurs seasonally or cyclically. This is why historical dates
of bottoms must be kept. The longer the first rally from a bottom in terms of price and
time, the stronger the impending rally. Confidence can be gained by knowing that the
size of the rally from a bottom often determines the strength of the next rally. This is
important for trading against the trend, when buying the next break in anticipation of a
double bottom.

Overbalancing means that the current rally has exceeded the previous rally in terms
of price and time. An overbalance of time is the most important indication of a change
in trend. Although the price movement of a market from a bottom is a good indicator of
a near-term change in trend, the longer the market spends above the last swing bottom
in terms of time, the greater the probability of a change in trend in the near term. This is
known as building a support base of time instead of using price alone to build it.

A quick rally that overbalances or crosses a swing top fails more often if a solid time
base has not been formed. Sometimes this is called a quiet market. Traders are often
quoted as saying, “Never short a quiet market.” When setting up the bottom for the next
rally, it is better for the market to build a support base over several time periods with
small ranges rather than with one large move over a short period of time.

Although it was noted earlier that inside bars should be ignored when building a
swing chart, it does not mean that they have no importance. Disregarding the inside bar
is only valid during the construction phase of the swing chart, as valuable information
can be obtained from a series of inside days.

The same is true for a top. Following a strong, long-lasting uptrend in terms of both
price and time, a market often has a day when the first break from the high exceeds the
previous break from a high in terms of both price and time. If the first break from a top
is an expanded range day, or if the last day of a two- or three-day break from an extreme
high is an expanded range day, then watch for a series of inside days to overbalance
time in order to set up the impending break that is likely to lead to a change in trend.
Remember that despite a sharp break from a top that exceeds a previous break in terms
of price, the market needs to overbalance time in order to trigger an acceleration to the
downside, which can change the trend.

This agrees with what was said about support-base building. Inside days usually fol-
low an expanded range day. An expanded range day from an extreme bottom is often
indicative of a major bottoming formation. This may not be enough, however, to attract
new buying that can change the trend to up and cause an acceleration to the upside. This
is because the market needs to overbalance time. The series of inside days that usually
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follow an expanded range day from an extreme bottom help accomplish this formation.
It is important that the trader watch for a series of inside days near a bottom for a sign
that the main trend is getting ready to turn higher and that the market is getting ready to
accelerate to the upside.

Outside moves can be used to indicate impending trend changes. An outside move
tends to temporarily stop a rally or break, thus allowing time or price to catch up with
the current trading situation. Often a series of inside moves occurs within the framework
of the outside range. This formation should be watched carefully for indications of base
building, which could lead to the start of a rally, or top building, which could trigger a
decline. Crossing the high end of the outside move day can lead to the start of an uptrend,
while crossing the low of the outside move day can lead to the start of a downtrend. Once
again, the position of the market in terms of price and time often determines the strength
of the breakout move.

In summary, the height of the market is often determined by the length of the base,
and vice versa for tops. Following a prolonged move down in terms of price and time,
especially following an expanded range down, watch for a series of inside moves to signal
bottoming action. Conversely, following a prolonged move up in terms of price and time,
watch for a series of inside moves to signal topping action. The same is true of a series
of inside moves following an outside move.

It should be noted here that buying and selling based on breakouts over these types
of tops or bottoms do not change the trend to up or down, but are actually exceptions
to the strict trend indictor rules. Buying or selling breakouts in the direction of the trend
most often leads to a successful trade; however, totally ignoring the formation is not
recommended. To make it successful, this formation needs to be studied and practiced.

Forecasting Price Moves

Learning how to read the swings of a market can also be an important forecasting tool.
Forecasts started from major tops and bottoms can use previous swing price data to
determine with reasonable accuracy where a market could go and when. This technique
also helps the trader identify whether a market is behind and has to catch up with the
trading pattern, or if it is behind and has to make an adjustment to once again balance
the formation.

For example, if the last rally was 40 points in 5 days, then from a bottom, the trader
can anticipate a 40-point move in 5 days. If the market moves 60 points in 2 days, then the
trader can anticipate a 20-point correction over the next 3 days, before the trend resumes.
In addition, if a market rallies only 30 points in 4 days, then the trader can anticipate a
10-point rally the last day of the swing so the market can balance. It takes time to make
this type of analysis, because the trader has to know the swing characteristics of the
market being traded, and these can only be discerned from records of the swings.

Once a trader becomes proficient with this form of analysis, he should be able to
forecast expanded range days or inside days. In other words, he should be able to fore-
cast when a market is likely to move and when it is likely to sit in a range. This can be
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FIGURE 7.5 Forecasting Price Moves
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accomplished either by trading on active days or by sitting in a range before the market
takes off.

In Figure 7.5 one can see the importance of keeping records of previous up and down
swings as they often forecast the next up or down move. The idea behind knowing the
size and duration of the swings is to give the trader clues as to what to expect from each
rally or break. A trader who maintains good records of the swings can often anticipate
the start of a top or a bottom before the market actually turns. In the Australian Dollar/
U.S. Dollar chart in this example one can see the consistency of the .03+ rally in 5 to
7 days. If the trader is trading the uptrend and wants to attempt to capture large portions
of the swing instead of trading under each swing bottom, he must know the size and
duration of the previous swings. This methodology works well with longer-term charts
because of the infrequency of the minor swings. The longer-term chart allows the trader
to focus his attention on the larger moves.

SIGNAL TOPS AND SIGNAL BOTTOMS

The two most important exceptions to the trend indicator rules are the signal top and the
signal bottom. I have studied this formation extensively and have concluded that this is
a universal pattern. In other words, it does not matter which market is traded: at some
point they all post either a signal top or signal bottom at major tops or major bottoms.
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The Signal Top

A signal top can be defined as follows: following a prolonged move up in terms of both
price and time, a market has a higher-high than the previous time period, a lower-close,
a close below the time period’s midpoint, and a close below the opening. If this occurs,
consider it as a sign that the market has topped and that the trend is getting ready to
turn down.

The signal top is one of the most powerful indicators of a major top formation. It
most often occurs at or near historical tops and often becomes the contract high, which
is why it is important to chart, observe, and note the historical tops of a commodity
market. As was said earlier, this is accomplished using the yearly, quarterly, monthly,
and weekly continuation charts of the same contract month. These charts come into
play most often when a market has had a strong vertical rally and is trading at an area
that has not yet been identified as resistance on the current active chart. In other words,
this type of top most often occurs following a breakout over an old contract high and at
a new contract high.

This signal alone may not be enough to trigger a sell, because often there is no follow-
through break, and the uptrend resumes. The follow-through break is necessary, as it
confirms the signal top formation. The signal top is often called a closing price reversal
top or a key reversal top, but these terms are not as specific as signal top, as neither
mentions the close below the day’s midpoint, the close below the opening, or the follow-
through break, nor the prolonged move up in price and time.

To understand its importance, we need to break the signal top down into its
components.

A prolonged move in price is an important part of determining the significance of a
signal top. This type of signal must occur following a strong rally in terms of price. As
stated earlier, a record should be kept of the size of past rallies in terms of price, because
a market often repeats them. Study the past to see if the current rally equals or exceeds
a previous rally at the time of the signal top day. Knowing these historical swings in
advance can help the trader anticipate the signal top day. In addition to studying the size
of the price swings, a trader should know if the market is approaching a historically high
price level.

A prolonged move in terms of time is also an important indication of an impending
signal top day. As stated earlier, time is most important in determining a change in trend
or a top, so knowing the past history of a market’s rallies in terms of time can provide
important information as to when or if a valid signal top is or will be taking place. His-
torical swing chart data such as the duration of bottoms to tops and tops to tops can
provide this information. If a market is approaching a swing level in terms of time, which
has stopped a rally before, then anticipate a signal top.

A higher-high and a lower-close occur quite often even in the midst of a strong rally.
Without a prolonged move in price or time and a follow-through break, this pattern may
trigger a false topping signal. Research will show that when this pattern fails it is because
the market has failed to achieve at least one of the following: a balancing of a price
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swing, a balancing of a time swing, or a follow-through to the downside the next time
period.

Although a reversal down can occur following a prolonged move up in terms of price
and time, a higher-high and a lower-close, and a follow-through the next time period,
there can be different degrees of strength to this signal. For example, the market may
have all of the preceding factors, and a close below the day’s midpoint, but not be below
the opening price. While the best signal top is called a triple-signal top, a higher-high
and lower-close, with only a close below the midpoint or only below the opening price,
are called a double-signal top.

Tops with this type of formation should be studied to determine the strength of the
signal in predicting major top formations. The same is true for the signal top days that
close lower and below the opening price, but not below the day’s midpoint.

The following is a list of the various strengths of signal tops, from strongest to weak-
est, and assuming a prolonged rally in terms of price and time:

1. A higher-high and a lower-close, a close below the opening, and a close below the
day’s midpoint.

2. A higher-high and a lower-close, and a close below the day’s midpoint.

3. A higher-high and a lower-close, and a close below the opening.

4. A higher-high and a lower-close.

The main thing to watch for is a higher-high and a lower-close following a prolonged
move up in terms of price and time and a follow-through break. The degree of strength of
the top should be determined by whether or not the close is below the midpoint and/or
below the opening. Once again, records of how a major top was formed should be kept.
These tops should be referred to frequently to determine the strength and reliability of
the expected break.

Remember also that while there is an important signal as to the top of the market,
it does not automatically change the trend to down, but only temporarily freezes the
market and puts it in a position to break to the downside. This break is not a change in
trend, although it can lead to one. Records should be maintained to determine how much
penetration of the low at the time of the signal top is needed to confirm a valid signal top.
This amount varies by market and must be known to avoid false sell signals.

When using the trend indicators to enter and exit positions, traders should move
the stops up from under swing bottoms to just below the low of the signal top bar to
lock in any profit and to get taken out when the market confirms the signal top with a
follow-through break.

Variations in the signal top formation can provide different results. For example, a
close below the period’s midpoint is suggested, but further filtering of the strength of this
signal can be determined if the market closed in the lower 25 percent or 10 percent of the
day’s range. To make this signal more useful in forecasting major tops, the signal should
be observed and tested using a program such as TradeStation.
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Time indicators can also be strengthened. Besides looking at the duration of the
rally in terms of price, a trader may want to compare signal tops that occur at cyclical or
seasonal times. Price analysis may also be filtered by observing and testing signal tops
that occur at historical price levels, major percentage retracement points, and major
Gann-angle formations.

Although a signal top does not actually change the trend to down mechanically, coun-
tertrend traders who are comfortable with their market research on this signal can enter
into a countertrend short-term position by selling weakness upon confirmation of the sig-
nal top. This often carries a large dollar risk because it is against the trend and because
a stop loss has to be placed above the signal top.

An additional countertrend selling strategy is to sell a 50 percent retracement of the
first leg down from the signal top. This move may take two or more days to develop,
but is one of the most common trading patterns. This strategy can be altered to include
33 percent or 67 percent retracements. Combined with former main tops, balance points,
or Gann angles, retracement sells can produce major entry or exit points that can turn a
market or change the trend from up to down.

Figure 7.6 is a good example of the signal top. Following a prolonged move up in
terms of price and time, the 2008 December Corn reached a record high and posted
a signal top. By identifying the signal top, the long trader is able to exit his trade
by moving his stop to under the low of the signal top day instead of waiting for the
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swing bottom to be violated. This allows the trader to capture more of the swing and
eliminates some of the giveback that is associated with trailing stops according to the
swing chart.

The Signal Bottom

A signal bottom can be defined as follows: following a prolonged move down in terms of
both price and time, a market has a lower-low than the previous time period, a higher-
close, a close above the time period’s midpoint, and a close above the opening. If this
occurs, consider this a sign that the market has bottomed and that the trend is getting
ready to turn up.

The signal bottom is one of the most powerful indicators of a major bottom forma-
tion. It most often occurs at or near historical bottoms and often becomes the contract
low, which is why it is important to chart, observe, and note the historical bottoms of
a commodity market. As was said earlier, this is accomplished using the yearly, quar-
terly, monthly, and weekly continuation charts of the same contract month. These charts
come into play most often when a market has had a strong vertical break and is trading
at an area that has not yet been identified as support on the current active chart. In other
words, this type of bottom most often occurs following a breakout under an old contract
low and at a new contract low.

This signal alone may not be enough to trigger a buy, because often there is no follow-
through rally and the downtrend resumes. The follow-through rally is necessary, as it
confirms the signal bottom formation. The signal bottom is often called a closing price
reversal bottom or a key reversal bottom, but these terms are not as specific as signal
bottom, as neither mentions the close above the day’s midpoint, the close above the
opening, or the follow-through rally, nor the prolonged move down in price and time.

To understand its importance, we need to break the signal bottom down into its
components.

A prolonged move in price is an important part of determining the significance of a
signal bottom. This type of signal must occur following a strong break in terms of price.
As stated earlier, a record should be kept of the size of past breaks in terms of price,
because a market often repeats them. Study the past to see if the current break equals or
exceeds a previous break at the time of the signal bottom day. Knowing these historical
swings in advance can help the trader anticipate the signal bottom day. In addition to
studying the size of the price swings, a trader should know if the market is approaching
a historically low price level.

A prolonged move in terms of time is also an important indication of an impending
signal bottom day. As stated earlier, time is most important in determining a change in
trend or a bottom, so knowing the past history of a market’s breaks in terms of time can
provide important information as to when or if a valid signal bottom is or will be taking
place. Historical swing chart data such as the duration of bottoms to tops and bottoms to
bottoms can provide this information. If a market is approaching a swing level in terms
of time, which has stopped a rally before, then anticipate a signal bottom.
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A higher-high and a higher-close occur quite often even in the midst of a strong
break. Without a prolonged move in price or time and a follow-through rally, this pat-
tern may trigger a false bottoming signal. Research will show that when this pattern fails
it is because the market has failed to achieve at least one of the following: a balancing
of a price swing, a balancing of a time swing, a follow through to the upside the next
time period.

Although a reversal up can occur following a prolonged move down in terms of price
and time, a lower-low and a higher-close, and a follow-through the next time period,
there can be different degrees of strength to this signal. For example, the market may
have all of the preceding factors, and a close above the current range’s midpoint, but not
be above the opening price. While the best signal bottom is called a triple-signal bottom,
a lower-low and higher-close, with only a close above the midpoint or only above the
opening price, are called a double-bottom top.

Bottoms with this type of formation should be studied to determine the strength of
the signal in predicting major bottom formations. The same is true for the signal bottom
days that close higher and above the opening price, but not above the current range’s
midpoint.

The following is a list of the various strengths of signal bottoms from strongest to
weakest, and assuming a prolonged break in terms of price and time:

1. A lower-low and a higher-close, a close above the opening, and a close above the
day’s midpoint.

2. A lower-low and a higher-close, and a close above the day’s midpoint.

3. A lower-low and a higher-close, and a close above the opening.

4. A lower-low and a higher-close.

The main thing to watch for is a lower-low and a higher-close following a prolonged
move down in terms of price and time and a follow-through rally. The degree of strength
of the bottom should be determined by whether or not the close is above the midpoint
and/or above the opening. Once again, records of how a major bottom was formed should
be kept. These bottoms should be referred to frequently to determine the strength and
reliability of the expected rally.

Remember also that while there is an important signal as to the bottom of the mar-
ket, it does not automatically change the trend to up, but only temporarily freezes the
market and puts it in a position to break to the downside. This break is not a change in
trend, although it can lead to one. Records should be maintained to determine how much
penetration of the high at the time of the signal bottom is needed to confirm a valid signal
bottom. This amount varies by market and must be known to avoid false buy signals.

When using the trend indicators to enter and exit positions, traders should move the
stops down from above swing tops to just above the high of the signal bottom bar to lock
in any profit and to get taken out when the market confirms the signal bottom with a
follow-through rally.
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Variations in the signal bottom formation can provide different results. For example,
a close above the signal bottom range’s midpoint is suggested, but further filtering of the
strength of this signal can be determined if the market closed in the upper 25 percent
or 10 percent range of the signal bottom time period. To make this signal more useful
in forecasting major bottoms, the signal should be observed and tested using a program
such as TradeStation.

Time indicators can also be strengthened. Besides looking at the duration of a break
in terms of price, a trader may want to compare signal bottoms that occur at cyclical
or seasonal times. Price analysis may also be filtered by observing and testing signal
bottoms that occur at historical price levels, major percentage retracement points, and
major Gann-angle formations.

Although a signal bottom does not actually change the trend to up mechanically,
countertrend traders who are comfortable with their market research on this signal can
enter into a countertrend short-term position by buying strength upon confirmation of
the signal bottom. This often carries a large dollar risk because it is against the trend and
because a stop loss has to be placed below the signal bottom.

Figure 7.7 is an example of a signal bottom in the 2008 December 30-Year Treasury
Bond market. Note how the market went through a prolonged move down in terms of
price and time and traded near an extreme low, in this case the contract low. After the
signal bottom was formed the market had the all-important follow-through rally. This
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FIGURE 7.7 The Signal Bottom
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rally triggered short-covering all the way through the previous swing top and changed
the trend to up. After the trend was changed to up, the market retraced about 50 percent
of the first leg up from the reversal bottom. This is a very common pattern as the first leg
up is short-covering and the new buyers come in after the break.

An additional countertrend buying strategy is to buy a 50 percent retracement of the
first leg up from the signal bottom. This move may take two or more days to develop,
but is one of the most common trading patterns. This strategy can be altered to include
33 percent or 67 percent retracements. Combined with former main bottoms, balance
points, or Gann angles, retracement sells can produce major entry or exit points that can
turn a market or change the trend from down to up.

These two exceptions, signal tops and signal bottoms, to the standard stop rule are
designed for aggressive traders who want to lock in profits before the market retraces
all the way up over a swing top or through a swing bottom. It should be noted that these
stops when executed do not represent a change in trend, but are often important indica-
tors of changes in trend that are going to take place in the very near future. These stops
are also very effective in active, fast-moving markets when the market makes several
large swings over a short period of time.

OTHER IMPORTANT FORMATIONS

In addition to the signal top and signal bottom formations, the market often indicates an
impending change in trend by closing on or near a low or high.

Closing Near a Low

Following a prolonged move down in terms of price and time, or when the market is
trading near a historically low level, the market will often have an expanded range bar
down and settle on the low or within one or two price units of the low. The next period
the market opens higher and never trades under the close of the low day.

This action does not change the trend, but is a strong sign that the market is getting
ready to change trend or build a support zone.

Closing Near a High

Following a prolonged move up in terms of price and time, or when the market is trading
near a historically high level, the market will often have an expanded range bar up and
settle on the high or within one or two price units of the high. The next period the market
opens lower and never trades over the close of the high day.

This action does not change the trend, but is a strong sign that the market is get-
ting ready to change trend or build a resistance zone. These top formations should be
researched and studied for the accuracy of their forecasting ability.
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OTHER POPULAR PATTERNS

One key to successfully trading the markets is to study and experiment with differ-
ent trend indicators and patterns. Gann often mentioned in his books and courses the
importance of study and experimentation. He was constantly looking for new ways to
analyze and trade the markets. The theme that developed over time, however, was the
importance of the trend indicator. Because of computers today, the trader is offered the
opportunity to study and experiment with many different trend indicators and pattern
recognition programs. If a trader settles on the Gann Swing Indicator, as his main trend
indicator then he may want to experiment with other technical tools to confirm the trend
or to exit the trend.

Confirmation of the trend may come in the form of a moving average crossover used
in conjunction with the Gann Swing Indicator for example. Other chart patterns may be
used to identify exits to established swings. In this chapter, the use of exceptions to the
trend indicator rules was mentioned. These included signal top and signal bottom forma-
tions. In addition to these patterns, Candlestick trading patterns can be used to provide
valid confirmations or exit strategies. Once again it is highly suggested that the trader
study and experiment how Candlestick patterns can be used to improve the success of
the Gann Trend Indicator. A Doji pattern, for example, may be used in conjunction with
the Trend Indicator chart. Although this pattern is not necessarily a change in trend indi-
cator, it may help the trend trader exit a position well before the trend indicator signals
an exit. Other Candlestick patterns that may prove to be beneficial to the Trend Indicator
trader are the Hanging Man, Hammer, Shooting Star, and Inverted Hammer. The key is
to study and experiment how Candlestick patterns can be used to improve the success
of the trend indicator chart.

SUMMARY

Although many traders would like to create purely mechanical trading systems to trade
the trend, sometimes conditions exist that may help the trader maximize trading profits
and minimize risk. In my opinion, this is exactly what the exceptions to the trend indi-
cator rules accomplish. While a trader often gets caught up in the art of trading using
the trend indicator only, he or she must realize that trading successfully involves mak-
ing strategic adjustments. The ability to identify certain signals such as double bottoms
and tops, prolonged moves in price, swing balancing, and signal tops and bottoms will
help the trader to determine impending changes in trend before the trend indicator is
activated.

This concludes the chapter on chart patterns that are the exceptions to the swing
chart rules. In learning about both the chart and the exceptions, pay particular attention
to the signal tops and signal bottoms, as the majority of major tops and bottoms formed
will occur in this fashion.






CHAPTER 8

Price: Horizontal
Support and
Resistance

ann used a number of methods to determine support and resistance. Using his

methodology, he determined that support and resistance exist horizontally and

diagonally. The horizontal support consists of swing tops, swing bottoms, and
percentage retracement points. They are known as horizontal support and resistance
points because when drawn on a chart, they extend far to the right. The swing chart
support and resistance move on into infinity while the percentage levels remain intact as
long as the market remains inside of the range that created them. Diagonal support and
resistance, on the other hand, are created by Gann angles. The intersection of the two
methods becomes a strong support or resistance level.

THE SWING CHARTS

In the chapters on the trend indicators, we learned how to build swing charts using the
minor trend, the intermediate trend, and the main trend. On each of these charts, we
identified tops and bottoms. As we move toward more advanced price and time studies,
we will learn that these prices are not only important in the short term, but also extend
out into infinity.

Swing Tops

After a market has posted a top, this top should be extended to the right on the chart.
This is done by drawing a red line from the top out to the right. This line represents the
top extended over time. As the market continues to trade, it may trade up to or over this
line several times. The first time the market reaches this top, selling pressure should be
expected. Watch for topping action in the form of a double-top formation or a signal top.
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FIGURE 8.1 Swing Tops as New Bottoms
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When the market crosses the top, the trend changes to up or continues the current
trend. The top that is crossed now becomes a level to watch for bottoms. One of Gann’s
favorite rules was “old tops become new bottoms.” This action is important to watch
because often a market will cross a top, take out the stops, then return to the top. If it is
a valid top formation, this old top should hold as a new bottom (Figure 8.1).

Each top is important to track because each is related to future tops. This is why
tops should be extended into infinity (that is, the future). Although it may be difficult
to keep track of the minor tops, the intermediate and especially the main tops should
be extended.

Swing Bottoms

After a market has posted a bottom, this bottom should be extended to the right on
the chart. This is done by drawing a red line from the bottom out to the right. This line
represents the bottom extended over time. As the market continues to trade, it may trade
down to or under this line several times. The first time the market reaches this bottom,
buying pressure should be expected. Watch for bottoming action in the form of a double-
bottom formation or a signal bottom.

When the market crosses the bottom, the trend changes to down or continues the
current trend. The bottom that is crossed now becomes a level to watch for tops. Another
of Gann’s favorite rules was “old bottoms become new tops.” This action is important to



Price: Horizontal Support and Resistance 145

S&P Sel Financial Spdr Fund XLF(D) - Daily
29 Swing bottoms should be extended to the right of the 29
chart as old bottoms tend to become new tops.
28+ -28
274 -27
26- ”lm -26
25 -25
24+ -24
23 -23
L
22- ] ] n .22
21- " | -21
20- |I 20
19+ ‘ 19
18- -18

Feb’08 Mar08 Apr08  May08 Jun'08  Jul'08  Aug’08 Sep'08  Oct'08
4 =R
- Created with TradeStation

FIGURE 8.2 Swing Bottoms as New Tops
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watch because often a market will cross a bottom, take out the stops, then return to
the bottom. If it is a valid bottom formation, this old bottom should hold as a new top
(Figure 8.2).

Each bottom is important to track because each is related to future bottoms. This
is why bottoms should be extended into infinity. Although it may be difficult to keep
track of the minor bottoms, the intermediate and especially the main bottoms should be
extended into the future.

Besides determining future tops and bottoms, the swing charts are used to forecast
future price action by following the swings of the market. In order to determine possible
future price direction, keep a record of the size of the rallies. It is important to study the
past upswings so that future upswings can be forecast. Conversely, keep a record of the
previous downswings to forecast future downswings.

Constructing the swing chart is the first step to price and time analysis, because
it sets in motion all of the other technical analysis tools. Together a swing bottom
and a swing top form a trading range. This range contains key support and resistance
points that must be determined for successful trading. In Chapter 9, we look at those
important support and resistance points. The first section describes how to calculate
and interpret the percentage retracement levels while the second section deals with
other horizontal price levels such as price multiples, pivot price calculations and moving
averages.
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PERCENTAGE RETRACEMENT PRICE LEVELS

The most important percentage retracement point is 50 percent of the range. This is the
price most often traded while a market is inside a range. When a market is in an uptrend,
this price is support when the market is trading over this price. If the market breaks
under this level, it indicates weakness and a further decline, but does not change the
trend to down such as when it crosses a swing bottom.

When a market is in a downtrend, the 50 percent price is resistance when trading
under this price. If the market breaks over this level, it indicates strength and a fur-
ther rally, but does not change the trend to up such as when it crosses a swing top
(Figure 8.3).

In addition, a market can trade both sides of a 50 percent price for several time
periods while trading inside the range. This particular action should be closely watched,
as these swings often demonstrate the lost motion or momentum of a market.

Lost motion was defined earlier in relation to swing-chart trading and stop place-
ment. Here we define it as the average penetration of a price through a percentage
retracement price that the market can tolerate prior to regaining the percentage retrace-
ment price. In other words, it represents the average amount measured in price in which
the market can break through a percentage retracement point prior to recovering the
percentage retracement point.
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For example, assume the market is in an uptrend and the swing chart creates a main
range with a 50 percent point at $10.00. During the first day of the week the market
breaks to a low price of $9.90. The second day of the week the market rallies back to
post a high of $10.12 and a low of $10.01. This action creates a minor bottom at $9.90.
The lost motion of this range is the difference between the percentage retracement point
and the low price prior to the formation of the minor bottom and the regaining of the
percentage price:

$10.00 — $9.90 = 10 cents

This lost motion number is important to know because it aids in stop placement
when buying against the 50 percent price during an uptrending market. A stop placed
under the price determined by the lost motion is least likely to get hit, and if it does, the
market is most likely to continue lower.

The preceding is a simplified example of how to determine the lost motion figure
in a market. More sophisticated methods can be developed by taking the average of a
series of lost motion points linked with the same 50 percent price or all 50 percent prices
in general. It should be noted that the lost motion figure changes according to the price
level of a market. For example, at low prices, volatility tends to be low, so the lost motion
figure may be relatively lower than the lost motion figure at a high price level, where
volatility tends to be high.

It is very important to maintain accurate records of the lost motion amount for each
commodity traded at various price levels. Over time the analyst should be able to develop
a solid understanding of how a market behaves when trading through a 50 percent price.
This research can prove to be invaluable when developing a trading system and when
placing stops to cut losses.

At this point it is important to note what actually causes lost motion. Once a range
is made and the 50 percent price calculated, it can be assumed that every trader has
identified the same price. The common mistake that most traders make is to place an
order at that price assuming they are going to catch the low of the break. In reality it is not
the price that stops the market, but the size of the order at the bid that turns the market.
The market normally trades toward size; therefore, if the large bidder is not at the exact
50 percent price, the market will trade through it. Most individual traders do not place
orders large enough to stop a market that is breaking. In other words, passively bidding
at a 50 percent retracement price without knowing the downside momentum or the size
of the orders at this price will often lead to the trader absorbing a paper loss as the
market trades through his price or worse yet getting stopped out. It is not that important
to buy at the exact 50 percent price as it is to catch the rally from this price. This is why
professional traders find more success in letting the market test the 50 percent price or
go through it to see if size will show up to stop the break. Once size shows up on the
bid and the market stops going down, a trader often finds more success in buying the 50
percent price on the way back up. [ am sure you've seen this action take place quite a
few times at 50 percent prices. The key is not to assume that the 50 percent price is going
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to stop a break, but to be ready when the momentum shifts after this price is tested. For
day-traders it is important to watch the electronic tape to determine if buyers are present
and offers are being taken out.

As we said at the beginning of the section, the most important percentage retrace-
ment point is 50 percent of a major range. This major range can be the all-time range
or the next two or three all-time ranges. In addition, the 50 percent price of a contract
range along with 50 percent prices of a main range on the monthly chart, the weekly
chart, or the daily chart can provide invaluable support or resistance. Like other price
and time concepts discussed in this book, combinations or clusters of 50 percent prices
can provide direction as well as solid support and resistance.

The bigger the range the better the 50 percent price, as the market is expected to
remain inside the larger ranges for a lengthy period of time. The longer the market spends
inside a range, the more the trader can learn about the 50 percent price. This is especially
beneficial when building a database of lost motion. Price clusters created by “ranges
within ranges” are very important, as the 50 percent points of each range are often very
close in price and form very solid support or resistance points from which to buy or sell.

While the 50 percent retracement point is the most important support level inside
a range, other important percentage retracement levels include the 25 percent or !/, re-
tracement level and the 75 percent or %/, retracement level. If these points do not provide
enough information to properly determine support or resistance, the /3 and %/; retrace-
ment levels may suit the trader’s needs.

The key to working with percentage retracements is to work with the major ranges
down to the minor ranges. Use historical major ranges first to determine the historically
significant major percentage retracement points. This helps to determine the market’s
major position relative to time. A market trading under the all-time 50 percent level may
be bottoming, while a market trading over the all-time 50 percent level may be topping.
When looking to forecast the start of major moves, use the all-time ranges. When looking
to enter the market for a trade, concentrate your effort on the current major ranges as
determined by the monthly, weekly, and daily charts. It is very important to look for
clusters of support and resistance, as these points will be most significant when you
want to enter into a long or short position.

When trading using the 50 percent price, always trade in the direction of the main
trend. If the main trend is up, then look to buy breaks into the 50 percent price. If
the main trend is down, then look to sell rallies into the 50 percent price. Finally, it is
most important to determine the minimum level of lost motion for each market traded
at various price levels. This is the most important analysis tool available for placing
protective stops.

The percentage retracement levels are horizontal support and resistance price levels.
This is because once identified, these prices remain fixed as long as the market remains
inside the range that created it. This is why it is important to work with all-time price
ranges and the top-down approach on the current charts. These prices, once formed,
are unlikely to get broken; therefore, the percentage retracement levels are likely to last
longer. The longer they last, the more valuable information about lost motion and stop
placement is learned. This information can help in building a successful trading system.
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In addition to the percentage retracement price levels, the swing tops and swing
bottoms are important support and resistance points that can be extended into the future
on the charts. Once a market passes a top or a bottom, it still remains important. This is
because there is a strong tendency for old tops to become new bottoms during uptrends
and old bottoms to become new tops during downtrends. It is for this reason that old
tops and bottoms should be extended out into the future.

The lost motion rule can also be applied to the old support/new resistance and old
resistance/new support trading scenario. Research and analyze how far a market is al-
lowed to penetrate an old top to the downside before regaining it and reestablishing
support. In addition, study and record how far a market is allowed to penetrate an old
bottom to the upside before regaining it and reestablishing resistance. Accurate determi-
nation of lost motion is the key to determining a safe stop.

The strongest horizontal support and resistance points occur when the old top or the
old bottom is also a percentage retracement price. This combination makes for solid sup-
port or resistance. The simplest rule to follow during an uptrend is to buy a break back to
a combination of an old top and a 50 percent price. Conversely, the simplest rule to fol-
low on a break is to sell a rally back to a combination of an old bottom and a 50 percent
price. Compare and combine, when possible, the stop selection chosen when trading this
combination, and be sure to allow the market plenty of room to work, without exposing
yourself to unnecessary risk.

OTHER RETRACEMENT LEVELS

Although the 50 percent retracement is most important it is also important to divide the
range into other retracement prices. Some traders prefer to divide the market into 8ths
and 10ths. Others prefer to use the 38.2 percent and 61.8 percent Fibonacci retracement
levels as key prices. All are perfectly acceptable as the point of using retracement levels
is to create horizontal price levels that when combined with diagonal angles create price
clusters of support and resistance.

The key retracement areas divided into 8ths include:

12.50, 25.00%, 37.50%, 50.00%, 62.50%, 75.00%, 87.50%

The key retracement areas divided into 10ths include:

10%, 20%, 30%, 40%, 50%, 60%, 70%, 80%, 90%

These percentage levels work best in large ranges. The most important range to use
with these percentage levels is the all-time range. Simply be aware of where all these
retracement areas are at all times. This may help explain why a market is finding support
or resistance at a certain price when it is not apparent on the currently active chart.

MULTIPLES OF BOTTOMS AND
DIVISIONS OF TOPS

Horizontal support and resistance can also form at multiples of bottoms and divisions
of tops. At a minimum when an analyst calculates a multiple of a bottom, he doubles
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FIGURE 8.4 Multiples of Bottoms
Copyright © TradeStation.

the price. This is a multiple of 100 percent. For example, if a major bottom was formed
at $75.00 then a multiple of 100 percent would equal $150.00. This form of analysis was
important in determining resistance in the crude oil market during 2008. Other multiples
include 200 percent, 300 percent, 400 percent, and so on. In order to determine these
multiple price levels it is important to know the all-time low of a market, as multiples
of these prices come up most often. As with the other horizontal support and resistance
levels, once these numbers are calculated it is important to place them on a chart and
see how a market reacts to the price levels (Figure 8.4).

Just as multiples of major historical bottoms can develop into major support or
resistance areas, it is important to calculate percentage divisions of major historical tops.
At a minimum, traders should at least know 50 percent of the all-time high of a market.
This price can become significant support or a downside target following a large break.
The same divisions that were used for the range should be used to calculate the divi-
sions of the all-time high. Take this price and calculate price zones in 8ths and 10ths
(Figure 8.5).

PIVOT PRICE CALCULATIONS

Another reason for identifying horizontal support and resistance is to create possible
areas of interest. An area of interest is a zone where strong trading activity is likely to
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take place, for example, the zone created by 50 percent and 61.8 percent prices is likely
to create activity or interest. Other areas of interest can be created by using the Classic
Pivot and retracement prices.

One of the more popular ways to determine support, resistance, and price targets
today is the calculation of the Classic Pivot. This method has also been called the Floor
Trader Pivot because of its popularity in the trading pits of Chicago. The Classic Pivot
is usually used with daily data but can be used with any time period that has an Open,
High, Low, and Close and creates additional horizontal support and resistance levels.
While these numbers may provide support and resistance when used alone, they can
become more powerful when combined with major retracement prices.

To calculate the Daily Classic Pivot Price, the trader needs the previous day’s Open,
High (H), Low (L), and Close (C). The first price that needs to be calculated is the Pivot
Price (PP). The formula is PP = (H+ L+ C)/3.

Resistance is calculated first. There are usually four levels of resistance. These are
abbreviated as R1, R2, R3, and R4. The formulas are as follows:

R1=2*PP)-L

R2 = (PP + Range)

R3 = (PP + (Range * 2))
R4 = (PP + (Range * 3))
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Support is calculated next. There are usually four levels of support. These are abbre-
viated as S1, S2, S3, and S4. The formulas are as follows:

S1=2*PP)—-H
S2 = PP — Range
S3 = (PP — (Range * 2))
S4 = (PP — (Range * 3))

These figures are usually listed in a highest to lowest form in a table, but become
more useful when placed on the chart. For example, to calculate the Classic Pivot for
the 2008 September E-Mini S&P 500 for September 8, 2008, use the following data from
September 7: Open = 1236.50, High = 1245.25, Low = 1216.50 and Close = 1241.00
(Figure 8.6).
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Once these prices are calculated it is suggested that traders draw these prices on
their intraday charts as horizontal lines. These lines along with additional horizontal
lines such as main tops, main bottoms, and percentage retracement points can create
price clusters. These price clusters can become powerful support and resistance levels
throughout the day.

MOVING AVERAGES

Moving averages are popular trading tools because of their ease of calculation. To the
analyst they just represent another form of price. Often traders who prefer to use mov-
ing averages as support and resistance look for two or more moving averages near each
other to create important support or resistance zones. These moving averages become
more important when they trade at or near other independently determined horizontal
support or resistance. Once again the trader is looking for price clusters that may attract
order size. Once these areas are highlighted, the trader can determine the strength of
each price cluster. One example may be the 200-Day Moving Average trading inside of a
50 percent and 61.8 percent retracement zone. This combination creates an area of in-
terest that may attract a large buyer. The key to using this technique is to be patient and
wait for size to show up at the price cluster. Although it is tempting to just place an order
at these clusters, the importance of the price cluster is ultimately decided by the size of
the buyers in these zones (Figure 8.7).
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SUMMARY

Gann used a number of methods to determine support and resistance levels in his effort
to find balance points in the market. One of his most popular methods is the horizontal
support and resistance level. Horizontal support and resistance are the straight lines you
can draw across a chart from tops, bottoms, and percentage retracement zones. As long
as the market continues to trade inside major ranges, these horizontal prices will provide
support and resistance into the future.

The most popular retracement price area is 50 percent of a range. Analysts and
traders usually divide a range into 8ths and 10ths to find various support and resistance
levels. Some traders prefer to use the Fibonacci retracement prices of 38.2 percent and
61.80 percent.

Besides using percentage retracements of ranges, traders should also use multiples
of the all-time low or other major lows to set up future support and resistance prices.
These multiples are 100 percent, 200 percent, 300 percent, and so on. Traders are also
encouraged to use 8ths and 10ths to divide the all-time high or major highs into significant
price targets.

The purpose of noting these horizontal points on the chart is to create a frame of the
market. All of the trading activity takes place inside of this frame. While some traders pre-
fer to trade only using 50 percent and 61.8 percent retracement levels, it is still important
to note all of the others especially when they refer to the all-time low and all-time high.

Another reason for identifying horizontal support and resistance is to create possible
areas of interest. An area of interest is a zone where strong trading activity is likely to
take place, for example, the zone created by 50 percent and 61.8 percent prices is likely to
create activity or interest. Other areas of interest can be created by using combinations
of the Classic Pivot and retracement prices or moving averages and retracement prices.

The best way to trade using horizontal prices is to look for price clusters. The best
price clusters are created by two or more numbers that have been determined using
independent methods.



CHAPTER 9

Price: Gann Angles

his section of Gann theory is probably the most popular, as many traders use Gann

angles in their personal trading and forecasting. These angles are often compared

to trend lines, when in fact they are not. A Gann angle is a diagonal line that moves
at a uniform rate of speed. A trend line is created by connecting bottoms to bottoms in
the case of an uptrend and tops to tops in the case of a downtrend (Figure 9.1).

When creating Gann angle charts, the swing charts once again become significant, as
the swing top is the origin of the downtrending angles, and the swing bottom is the origin
of the uptrending angles. All three trend indicator charts can be used to determine the
placement of the angles, but as in swing-chart trading, too many angles can confuse the
trader. Because of this, Gann angles originating from minor tops and minor bottoms are
discouraged, as the frequency of the angles creates an almost spiderweb-like appearance.
This can lead to a condition called analysis paralysis, wherein the analyst is literally
kept from making a move in the market because the enormous number of angles masks
the support and resistance prices.

The best charts from which to place Gann angles are the intermediate trend chart
and the main trend chart, the optimal one being the intermediate chart, as it pro-
vides just the right number of angles from which to determine and forecast support
and resistance. Angles drawn from the main trend indicator chart are also important,
but occur less often. They are strong because they are an extension of the strong
bottoms and tops, but their infrequency on this chart often forces the trader to take
unnecessary risks.

155
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FIGURE 9.1 Downtrending Gann Angle Chart of Daily Australian Dollar/U.S. Dollar
Copyright © TradeStation.

IMPORTANCE OF GANN ANGLES

There are 19 basic geometric forms to explain the angle theory (see Figures 9.2 through
9.20). These forms tend to repeat more often than others, and are considered important

because they have withstood the test of time.

. Square of the range from a low price
. Square of the range from a high price

. Strong-position bull market above a 1 x 1 angle

_ W N =

. Weak-position bull market below a 1 x 1 angle

. Strong-position bear market below a 1 x 1 angle
. Weak-position bear market above a 1 x 1 angle

. Swing chart and angles from a top

. Swing chart and angles from a bottom

S N S o

. Angle at old top, new support
10. Angle at old bottom, new resistance

11. Angles from double tops



Price: Gann Angles 157

US Dollar / Swiss Franc USDCHF - Weekly
1.25- 11.25
1.24 “11.2
1°x 1
1.1594 50% of Time /
1.15- lf[ i L1.15
1.1 |l” “l 1.1
I 50% of Price 1.0621
1.05- | 11.05
. |[| ’
0.95- 10.95
.9ﬁ47
08 " Apros Jul'08 " Oct'08 09 Apro9
el | 1|

Created with TradeStation
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FIGURE 9.5 Weak-Position Bull Market Below a 1 x 1 Angle
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FIGURE 9.6 Strong-Position Bear Market Below a 1 x 1 Angle
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FIGURE 9.7 Weak-Position Bear Market Above a 1 x 1 Angle
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FIGURE 9.8 Swing Chart and Angles from a Top. Use swing charts and angles to forecast price
action. Note that here a combination of the swing-chart target and the Gann angle forms support.
Copyright © TradeStation.
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FIGURE 9.9 Swing Chart and Angles from a Bottom. Look for a swing-chart target to balance on
a Gann angle. Note here the combination of the swing-chart target and Gann angle.
Copyright © TradeStation.
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FIGURE 9.10 Angle at Old Top, New Support
Copyright © TradeStation.
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FIGURE 9.11 Angle at Old Bottom, New Resistance
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FIGURE 9.12 Angles from Double Tops
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FIGURE 9.13 Angles from Double Bottoms
Copyright © TradeStation.
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FIGURE 9.14 Uptrending Channel from a Double Bottom. Double bottoms form uptrending
channels that guide the markets higher.
Copyright © TradeStation.
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FIGURE 9.15 Downtrending Channel from a Double Top. Double tops form downtrending chan-
nels that guide the market lower.
Copyright © TradeStation.
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FIGURE 9.16 Zero Angle from a High Price. The high price squares time when the angle from
zero reaches the high price.
Copyright © TradeStation.
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FIGURE 9.17 Zero Angle from a Low Price. The low price squares time when the angle from zero
reaches the low price.
Copyright © TradeStation.
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FIGURE 9.18 Angle from a Top Forecasts a Future Top. A 1 x 1 angle drawn up from a top can
forecast a future top.
Copyright © TradeStation.
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FIGURE 9.19 Angle from a Bottom Forecasts a Future Bottom. A 1 x 1 angle drawn down from
a bottom can forecast a future bottom.
Copyright © TradeStation.
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FIGURE 9.20 Angles Repeat as Long as the Market Remains Inside the Range
Copyright © TradeStation.

12. Angles from double bottoms

13. Uptrending channel from a double bottom

14. Downtrending channel from a double top

15. Zero angle from a high price

16. Zero angle from a low price

17. Angle from a top forecasts a future top

18. Angle from a bottom forecasts a future bottom

19. Angles repeat as long as the market remains inside the range

The basic premise behind Gann angles is as follows: if you know the angles that are
likely to forecast tops and bottoms many weeks and months ahead of the actual event,
you will then be able to trade more successfully. This is because the geometric angles
accurately forecast tops and bottoms. The important items to remember before you try
this method are as follows:

e Each stock and commodity is unique. You will be required to study and practice
using the angles for each market where you are going to trade in order to determine
its characteristics. Learn to select the scale that is applicable to each commodity.
Arbitrarily selecting any scale will throw the whole chart off.
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e The markets are geometric in their design and function. Every point on the chart is
geometrically aligned to some other point on the chart. Therefore, the market will
obey geometric laws measured by geometric angles.

e Weekly charts are by far the most useful for forecasting, then monthly charts, while
the daily charts are best for volatile, active markets.

HOW TO CONSTRUCT GANN ANGLE CHARTS

As mentioned earlier, in order to build a Gann angle chart, the trader must have already
built a trend indicator chart. In this section, we will primarily use the intermediate trend
indicator chart. This is because the best Gann angle charts are built when following the
two-period swings in the market.

Scale

Gann angles move at uniform rates of speed, which makes Gann angle charts sensitive
to price scale. A properly constructed chart must be made with the proper scale in order
to have any value. As we said earlier, each market has its own unique price scale, and
the markets are geometric in design and function. Thus, they will follow geometric laws
when charted.

A study of the charts and manuscripts of W. D. Gann shows that he chose a price
scale that agreed with a geometric design or formula. When the markets were trading at
lower levels, a smaller unit of price was used. When trading at higher levels, a larger unit
of price was used.

One rule to remember is to choose a price scale that follows a geometric progression
and is in direct relation to the level of the price. If this is practiced, geometric angles will
measure price and time in an accurate manner. Price units for daily, weekly, or monthly
charts that follow a geometric design can be one of the following:

.01-.02-.04
.02-.04-.08
.04-.08-.16
.002-.004-.008
0.10-0.20-0.40
0.20-0.40-0.80
0.125-0.25-0.50
0.25-0.50-1
2/32-4/32-8/32

It must be remembered that Gann used eight-squares-to-the-inch paper with each
fourth line accented as his only charting medium from 1904 until his death in 1955. He
chose this chart paper because of its geometric design.
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Other papers based on 5 and 10 lines are not acceptable. The Ganntrader 2 software
program is also programmed around this specific geometric law.
Gann angles are a function of price and time, which is why the price scale is so
important. Since the angles move at a uniform rate of speed, they have predictive value.
This is another reason why the proper scale has to be used—if the scale is off, then the

prediction will be off.

Table 9.1 lists the price scales that are the best for each futures market. These price
scales should be used when building Gann-style charts. They have been tested and have

TABLE 9.1 Optimum Price Scales

Market Day Week Month
Australian dollar/USD .002 pips .004 pips .008 pips
British pound/USD .002 pips .004 pips .008 pips
Cocoa 8 points 16 points 32 points
Coffee 50 points 100 points 200 points
Copper .25 points .50 points 1.00 points
Corn 1 cent 2 cents 4 cents
Cotton 25 points 50 points 100 points
Crude oil .25 points .50 points 1.00 points
E-Mini Dow Jones 10 points 20 points 40 points
E-Mini Nasdaq 8.00 points 16.00 points 32.00 points
E-Mini S&P 500 4.00 points 8.00 points 16.00 points
Equities .25 points .50 points 1.00 points
ETF .25 points .50 points 1.00 points
Euro/USD .002 pips .004 pips .008 pips
Eurodollars 2 points 4 points 8 points
Gold 1 dollar 2 dollars 4 dollars
Heating oil .25 points .50 points 1.00 points
Live cattle 10 points 20 points 40 points
Live hogs 10 points 20 points 40 points
New Zealand dollar/USD .002 pips .004 pips .008 pips
Oats 1 cent 2 cents 4 cents
Orange juice 50 points 100 points 200 points
Platinum 1 dollar 2 dollars 4 dollars
Silver 1 cent 2 cents 4 cents
Soy meal 50 points 100 points 200 points
Soybean oil 10 points 20 points 40 points
Soybeans 2 cents 4 cents 8 cents
Sugar 4 points 8 points 16 points
Treasury bonds 0.125 0.25 0.50
Unleaded gas .25 points .50 points 1.00 points
USD/Canadian dollar .002 pips .004 pips .008 pips
USD/Japanese yen .25 pips .50 pips 1.00 pips
USD/Swiss franc .002 pips .004 pips .008 pips
Wheat 1 cent 2 cents 4 cents
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yielded accurate results. Study and practice with these scales to see if they suit your
trading style. If you want to develop your own scales, then study the two following sub-
sections.

How to Determine the Scale for Markets Not Listed The easiest way to de-
termine the scale of a market is by taking the difference between top-to-top and bottom-
to-bottom and dividing it by the time it took the market to move from top-to-top and
bottom-to-bottom. This equation yields the speed of the uptrend and downtrend lines.
For example, if the difference between top-to-top and bottom-to-bottom is 50 points and
the time is 27 days, then the speed of the trend line connecting these two points is 1.85.
The average speed of the trend line can be determined by making this calculation several
times. After determining the average speed of the trend line, round it to the next whole
number. In this example, if the average uptrend line moves 1.95 per day, then assume the
Gann scale is 2. This approach should only be used for markets not on the scale list in
Table 9.1.

Equation to Determine the Proper Scale of a Market The distance between
two main bottoms divided by the time between the main bottoms equals the speed or
scale of the angle. This same formula can be applied to the distance between two main
tops. Once a series of scales has been determined, the trader can determine the average
scale and round off to the nearest whole number.

Main Bottom 2 — Main Bottom 1
Difference in Time Between Bottoms

Uptrending Scale =

Main Top 1 — Main Top 2

Downtrending Scale = — —
Difference in Time Between Tops

Example 1: 2008 Daily May Soybeans Main bottom November 3, 2006, at 7.02.
Main bottom August 16, 2007, at 8.37. The difference in time is 39 weeks.

837 —-17.02 B 1.35
39 Weeks 39 Weeks

= 3.46 cents/week

This is close to the suggested daily scale of 4 cents per week.

Example 2: Daily British Pound/U.S. Dollar Main top March 14, 2008, at 2.0398.
Main top March 27, 2008, at 2.0193. The difference in time is 9 market days.

2.0398 —2.0193  .0205 pips
9 Days ~ 9 Days

= .0023 pips/day

This is close to the suggested daily scale of .002 pips per day (Figure 9.21).
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FIGURE 9.21 Daily British Pound/U.S. Dollar Chart
Copyright © TradeStation.

If the bottom-to-bottom and top-to-top data suggested in the chapters on the trend
indicator have been maintained, then sufficient information is available to research and
analyze the scale of a market properly.

To experiment with the scale, it is necessary to be willing to build a number of charts.
The easiest way to determine the proper scale of a market is to use mathematics.

Calculating the Gann Angles

Gann angles are very easy to construct. Since they are a function of price and time, all
that is needed to draw them properly are a properly constructed chart, a green pen, a red
pen, a calculator, and a ruler.

A properly constructed chart is one that was charted to scale by market day only.
Holidays and weekends cannot be included on this chart because there is no price activ-
ity during these periods. Each grid has a point value, so using blank grids will throw off
the angle, that is, an angle may be higher or lower than expected.

The basic equation for calculating Gann angles is

Price x Time

Knowing basic algebra helps us calculate either price or time when given two vari-
ables. If we know the correct scale and are given a base price and a future price, we can
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predict when the market will most likely trade this price. If we know the scale to use and
are given a base price and a future date, we can predict where the angle will be during
that given time period.

Calculating Uptrending Angles

Gann Angles from an Intermediate Bottom Strong Market on the Bull Side
of the 1 x 1 Angle

First Important Angle: 1 x 1 The first and most important angle to draw is the 1 x 1
angle, which consists of one unit of price for one unit of time.

Step 1: On a properly constructed chart use your red pen to draw a line from the main
bottom across to the right. This line can be extended to the end of the chart. Count
and number the bars from the main bottom to the end of the chart. It is easiest to
count by 4.

Step 2: From the intermediate bottom, prepare to draw the 1 x 1 angle.

The basic formula is scale multiplied by time plus the main bottom.

Example: 2008 Weekly August Gold market. Scale is 8.00 dollars per week. Intermediate
bottom is .679.30 the week ending August 17, 2007.

From the 679.30 intermediate bottom the week ending August 17, 2007, draw a line with
the red pen to the right. Extend the line until the contract expiration.

Count the number of weeks from the week ending August 17, 2007, to the week ending
August 29, 2008. Identify every fourth or eighth day on the chart (Figure 9.22).

Since the contract expires the week ending August 29, 2008, the distance in time from
the bottom on June 14, 2007, is 54 weeks.

Since the scale is 8.00 dollars per week, 54 weeks times 8.00 dollars per week equals
432.00 dollars.

Add this figure to the intermediate bottom. In this case, 679.30 plus 432.00 dollars places
the 1 x 1 Gann angle at 1111.30. Take the green pen and draw a 1 x 1 angle from the
bottom at 679.30 to 1111.30.

Each day this angle is at an exact point on the chart. For example, the week ending March
14, 2008 is 30 weeks from the intermediate bottom at 679.30. The 1 x 1 angle from
the 679.30 bottom the week ending March 14, 2008 is at 919.30 (Figure 9.23).

Alternative Method of Calculating the 1 x 1 Angle or Determining Price If the intermedi-
ate bottom and scale are known, it is possible to estimate the date on which the market
is likely to trade a specific price. Using the 2008 August Gold market, we know the inter-
mediate bottom is at 679.30. The question is, “Based on the current scale and using the 1
x 1 angle, when is the market most likely to trade 960.30?” (Figure 9.24).
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FIGURE 9.22 Calculating Uptrending Angles: Preparing to Draw the 1 x 1 Angle by Identifying
Every Fourth or Eighth Day on the Chart
Copyright © TradeStation.
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FIGURE 9.23 Calculating Uptrending Angles: Marking the 1 x 1 Angle for a Specific Date
Copyright © TradeStation.
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FIGURE 9.24 Alternative Method of Calculating the 1 x 1 Angle
Copyright © TradeStation.

The question is easy to answer. Simply subtract the intermediate bottom from the
target price and divide by the scale. This will give you the market day on which the
1 x 1 angle will cross this price. Look for the market day on the chart and find the date
associated with it. This does not mean the market will be trading at this price on this
date. It just means that if the market follows the 1 x 1 angle, then at a minimum it will be
at that price.

Solution

960.30 — 679.30 = 281.00
281.00 = 8.00 dollars = 35.13

The answer, 36 weeks, is associated with the week ending April 25, 2008.

Gann Angles from an Intermediate Bottom Strong Market on the Bull Side
of the 1 x 1 Angle

Second Important Angle: 2 x 1 The second angle to draw is the 2 x 1 angle, which
consists of two units of price for one unit of time.

Step 1: Having placed the 1 x 1 angle on the chart, add the 2 x 1 angle to the chart.
Step 2: From the intermediate bottom, prepare to draw the 2 x 1 angle.
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The basic formula is scale multiplied by time plus the intermediate bottom.

Example: 2008 Weekly May Corn market. Scale is .02 per week. Intermediate bottom is
2.93/, the week ending September 15, 2006.

From the 2.93Y/, intermediate bottom the week ending September 15, 2006, count the
number of weeks. Identify every fourth or eighth day on the chart (Figure 9.25).

In this example, the 12th week has been chosen as a reference point.

Since the scale is .02 per week, 12 weeks times .02 per week equals .24. (Up to this
point, this is the same calculation as for the 1 x 1 angle.) Multiply .24 by 2 because
you are looking for an angle moving twice as fast as the 1 x 1. This yields a figure
of .48.

Add this figure to the intermediate bottom. In this case, 2.93Y, plus .48 places the 2 x 1
Gann angle at 3.41Y,. Take the red pen and draw a 2 x 1 angle from the bottom at
2.93Y5 to 3.41Y%.

Each week this angle is at an exact point on the chart. For example, the week ending
March 30, 2007, is 28 weeks from the intermediate bottom at 2.93'/,. The 2 x 1 angle
from the 2.93'/, bottom on September 14, 2006 is at 4.05Y; (Figure 9.26).
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FIGURE 9.25 Calculating Gann Angles from an Intermediate Bottom: 2 x 1
Copyright © TradeStation.
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FIGURE 9.26 Calculating Gann Angles from an Intermediate Bottom: Marking the 2 x 1 Angle
for a Specific Date
Copyright © TradeStation.

Alternative Method of Calculating the 2 x 1 Angle or Determining Price If the inter-
mediate bottom and scale are known, it is possible to estimate the date on which the
market is likely to trade a specific price. Using the 2008 May Corn market, we know the
intermediate bottom is at 2.93Y/,. The question is, “Based on the current scale and using
the 2 x 1 angle, when is the market most likely to trade 3.611/,?”

The question is easy to answer. Simply subtract the intermediate bottom from the
target price and divide by the scale. Take this figure and divide by 2 to get the 2 x 1
angle. This will give you the week on which the 2 x 1 angle will cross this price. Look
for the week on the chart and find the date associated with it (Figure 9.27). This does not
mean the market will be trading at this price on this date. It just means that if the market
follows the 2 x 1 angle, then at a minimum it will be at that price.

Solution

3.6115 — 2.9315 = .68
68 -.02 =34
34 =2 =17

The answer, 17 weeks, is associated with the week ending January 12, 2007.
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FIGURE 9.27 Alternative Method of Calculating the 2 x 1 Angle
Copyright © TradeStation.

Gann Angles from an Intermediate Bottom Strong Mlarket on the Weak Side
of the 1 x 1 Angle

Third Important Angle: 1 x 2 The third angle to draw is the 1 x 2 angle, which consists
of one unit of price for two units of time.

Step 1: Having placed the 1 x 1 angle on the chart, add the 1 x 2 angle to the chart.
Step 2: From the intermediate bottom, prepare to draw the 1 x 2 angle.

The basic formula is scale multiplied by time plus the intermediate bottom.

Example: 2008 Daily May Corn market. Scale is .02 per week. Main bottom is 2.93Y/, the
week ending September 15, 2006.

From the 2.93Y, intermediate bottom the week ending September 15, 2006, count the
number of weeks. Identify every fourth or eighth day on the chart (Figure 9.28).
Since the contract expires the week ending May 16, 2008, the distance in time from the

bottom to the week ending May 16, 2008, is 87 weeks.
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FIGURE 9.28 Calculating Gann Angles from an Intermediate Bottom: 1 x 2
Copyright © TradeStation.

Since the scale is .02 per week, 87 weeks times .02 per week equals 1.74. (Up to this point,
this is the same calculation as for the 1 x 1 angle.) Divide 1.74 by 2 because you are
looking for an angle moving half as fast as the 1 x 1. This yields a figure of .87.

Add this figure to the intermediate bottom. In this case, 2.93'/, plus .87 points places the
1 x 2 Gann angle at 3.80'/,. Take the red pen and draw a 1 x 2 angle from the bottom
at 2.93% to 3.80Y,.

Each day this angle is at an exact point on the chart. For example, the week ending July
20, 2007 is 44 weeks from the intermediate bottom at 2.93Y,. The 1 x 2 angle from
the 2.93/, bottom the week ending September 15, 2006, is at 3.37Y/,.

Alternative Method of Calculating the 1 x 2 Angle or Determining Price If the inter-
mediate bottom and scale are known, it is possible to estimate the date on which the
market is likely to trade a specific price. Using the 2008 May Corn market, we know the
intermediate bottom is at 2.93Y/,. The question is, “Based on the current scale and using
the 1 x 2 angle, when is the market most likely to trade 3.501/»?” (Figure 9.29).

The question is easy to answer. Simply subtract the intermediate bottom from the
target price, and divide by the scale. Take this figure and multiply by 2 to get the 1 x 2
angle. This will give you the week on which the 1 x 2 angle will cross this price. Look
for the week on the chart and find the date associated with it. This does not mean the



178 PATTERN, PRICE & TIME

Corn May 2008 CKO08 - Weekly
© ~
608 5 s -608
2 E
576 ~576
544 - Scale = 2 cents/wk 544
1 X 2 angle moves up 1 cent per week
512 1x1 | 512
480 Price /-480
448 -448
416 -416
1X2
384 |_— 384
352 - 3501/2 } 352
320 - 1 Bear side 1 X 1 angle -320
288 4 293 1/2 +288
24 57 87
| Time I |

Oct06  ’07  Apr07 JuP07 Oct07 '08  Apr08 Jul'08
= L1 |

Created with TradeStation

la

FIGURE 9.29 Alternative Method of Calculating the 1 x 2 Angle
Copyright © TradeStation.

market will be trading at this price on this date. It just means that if the market follows
the 1 x 2 angle, then at a minimum it will be at that price.

Solution
3.5015 — 2931k = 57

b7+ .02 = 28.5.
28.5 x 2 =57

The answer, 57 weeks, is associated with the week ending October 19, 2007.

Calculating Downtrending Angles
Gann Angles Form an Intermediate Top Weak Market on the Bear Side of
the 1 x 1 Angle

First Important Angle: 1 x 1 The first and most important angle to draw is the 1 x 1
angle, which consists of one unit of price for one unit of time.

Step 1: On a properly constructed chart use your red pen to draw a line from the inter-
mediate top across to the right. This line can be extended to the end of the chart.
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Count and number the bars from the intermediate bottom to the end of the chart. It
is easiest to count by four.
Step 2: From the intermediate top, prepare to draw the 1 x 1 angle.

The basic formula is the intermediate top minus the time multiplied by the scale.

Example: Daily New Zealand Dollar/U.S Dollar. Scale is .002 point per day. Intermediate
top is .7761 on July 15, 2008.

From the .7761 intermediate top on July 15, 2008, draw a line with the red pen to the
right. Extend the line until, for example, October 15, 2008.

Count the number of market days from July 15, 2008. Identify every fourth or eighth day
on the chart.

The distance in time from the top on July 15, 2008, until October 15, 2008, is 66 market
days (Figure 9.30).

Since the scale is .002 pips per market day, 66 market days times .002 pips per market
day equals .1320 pips.

New Zealand $ / US Dollar NZDUSD - Daily
0.8+ . Scale =.002 0.8
Time
0.78- L0.78
0.76- -0.76
0.74- 0.74
0.72- L0.72
0.7+ 0.7
0.68- 0.68
0.66- 0.66
0.64- ) -0.64
g 8
) e
0.62- S S| fos2
7 14 21 28Aug08 11 18 25 Sep08 8 15 22  Oct08 13
Li| 1]

Created with TradeStation

FIGURE 9.30 Calculating Downtrending Angles: Preparing to Draw the 1 x 1 Angle by Identifying
Every Fourth or Eighth Day on the Chart
Copyright © TradeStation.
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Subtract this figure from the main top. In this case, .7761 minus .1320 pips places the
1 x 1 Gann angle at .6441. Take the green pen and draw a 1 x 1 angle from the top
down to .6441.

Each day this angle is at an exact point on the chart. For example, August 21, 2008, is 27
market days from the intermediate top at .7761. The 1 x 1 angle from the .7761 top
on August 21, 2008 is at .7221 (Figure 9.31).

Alternative Method of Calculating the 1 x 1 Angle or Determining Price If the interme-
diate top and scale are known, it is possible to estimate the date on which the market is
likely to trade a specific price. Using the Daily New Zealand Dollar/U.S. Dollar, we know
the intermediate top is at .7761. The question is, “Based on the current scale and using
the 1 x 1 angle, when is the market most likely to trade .6781?” (Figure 9.32).

The question is easy to answer. Simply subtract the target price from the intermedi-
ate top, and divide by the scale. This will give you the market day on which the 1 x 1
angle will cross this price. Look for the market day on the chart, and find the date asso-
ciated with it. This does not mean the market will be trading at this price on this date.
It just means that if the market follows the 1 x 1 angle, then at a minimum it will be at
that price.
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FIGURE 9.31 Calculating Downtrending Angles: Marking the 1 x 1 Angle for a Specific Date
Copyright © TradeStation.
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FIGURE 9.32 Alternative Method of Calculating the 1 x 1 Angle
Copyright © TradeStation.

Solution

7761 — .6781 = .0980
.0980 + .002 pips = 49

The answer, 49 market days, is associated with September 22, 2008.

Gann Angles from an Intermediate Top Weak Market on the Bear Side of
the 1 x 1 Angle

Second Important Angle: 2 x 1 The second angle to draw is the 2 x 1 angle, which
consists of two units of price for one unit of time.

Step 1: Having placed the 1 x 1 angle on the chart, add the 2 x 1 angle to the chart.
Step 2: From the intermediate top, prepare to draw the 2 x 1 angle.

The basic formula is the main top minus scale multiplied by time.

Example: Daily Australian Dollar/U.S. Dollar. Scale is .002 pips per day. Intermediate
top is .9850 on July 15, 2008.
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FIGURE 9.33 Calculating Gann Angles from an Intermediate Top: 2 x 1
Copyright © TradeStation.

From the .9850 intermediate top on July 15, 2008, count the number of market days from
July 15, 2008. Identify every fourth or eighth day on the chart.

The distance in time from the top on July 15, 2008, to October 15, 2008, is 66 market days
(Figure 9.33).

Since the scale is .002 pips per market day, 66 market days times .002 pips per market
day equals .1320 pips. (Up to this point, this is the same calculation as for the 1 x 1
angle.) Multiply .1320 by 2 because you are looking for an angle moving twice as fast
as the 1 x 1. This yields a figure of .2640 pips.

Subtract this figure from the intermediate top. In this case, .9850 minus .2640 pips places
the 2 x 1 Gann angle at .7210. Take the red pen and draw a 2 x 1 angle from the top
at .9850 to .7210.

Each day this angle is at an exact point on the chart. For example, August 7, 2008, is 17
market days from the intermediate top at .9850. The 2 x 1 angle from the .9850 top
on July 15, 2008 is at .9170.

Alternative Method of Calculating the 2 x 1 Angle or Determining Price If the interme-
diate top and scale are known, it is possible to estimate the date on which the market
is likely to trade a specific price. Using the Australian Dollar market, we know the inter-
mediate top is at .9850. The question is, “Based on the current scale and using the 2 x 1
angle, when is the market most likely to trade .8850?” (Figure 9.34).
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FIGURE 9.34 Calculating a Gann Angle from an Intermediate Top: 2 x 1 for a Specific Date
Copyright © TradeStation.
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FIGURE 9.353 Alternative Method of Calculating the 2 x 1 Angle
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The question is easy to answer. Simply subtract the target price from the intermedi-
ate top, and divide by the scale. Take this figure, and divide by 2 to get the 2 x 1 angle.
This will give you the market day on which the 2 x 1 angle will cross this price. Look for
the market day on the chart, and find the date associated with it. This does not mean the
market will be trading at this price on this date. It just means that if the market follows
the 2 x 1 angle, then at a minimum it will be at that price.

Solution

9850 — .8850 = .1000
.1000 = .002 pips = 50
50 = 2 = 25

The answer, 25 market days, is associated with August 19, 2008 (Figure 9.35).

Gann Angles from an Intermediate Top Weak Market on the Bear Side of
the 1 x 1 Angle

Third Important Angle: 1 x 2 The third angle to draw is the 1 x 2 angle, which consists
of one unit of price for two units of time.

Step 1: Having placed the 1 x 1 angle on the chart, add the 1 x 2 angle on the chart.
Step 2: From the intermediate top, prepare to draw the 1 x 2 angle.

The basic formula is the intermediate top minus the scale multiplied by time.

Example: Weekly New Zealand Dollar/U.S. Dollar market. Scale is .004 pips per week.
Intermediate top is .8215 the week ending February 29, 2008.

From the .8215 intermediate top the week ending February 29, 2008, count the number
of weeks from February 29, 2008. Identify every fourth or eighth day on the chart.

The distance in time from the top the week ending February 29, 2008, for example, until
December 31, 2008 is 44 weeks (Figure 9.36).

Since the scale is .004 pips per week, 44 weeks times .004 pips per week equals .1760
pips. (Up to this point, this is the same calculation as for the 1 x 1 angle.) Divide
.1760 by 2 because you are looking for an angle moving half as fast as the 1 x 1. This
yields a figure of .0880 pips.

Subtract this figure from the intermediate top. In this case, .8215 minus .0880 pips places
the 1 x 2 Gann angle at .7335. Take the red pen, and draw a 1 x 2 angle from the top
at .8215 to .7335.

Each day this angle is at an exact point on the chart. For example, the week ending May
30, 2008, is 13 weeks from the intermediate top at .8215. The 1 x 2 angle from the
.8215 the week ending May 30, 2008, is at .7955 (Figure 9.37).
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FIGURE 9.38 Alternative Method of Calculating the 1 x 2 Angle
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Alternative Method of Calculating the 1 x 2 Angle or Determining Price If the inter-
mediate top and scale are known, it is possible to estimate the date on which the mar-
ket is likely to trade a specific price. Using the Weekly New Zealand Dollar market, we
know the intermediate top is at .8215 the week ending February 29, 2008. The question
is, “Based on the current scale and using the 1 x 2 angle, when is the market most likely
to trade .7795?” (Figure 9.38).

The question is easy to answer. Simply subtract the target price from the intermedi-
ate top, and divide by the scale. Take this figure, and multiply by 2 to get the 1 x 2 angle.
This will give you the week on which the 1 x 2 angle will cross this price. Look for the
week on the chart, and find the date associated with it. This does not mean the market
will be trading at this price on this date. It just means that if the market follows the 1 x 2
angle, then at a minimum it will be at that price.

Solution

8215 — 7795 = .0420
.0420 = .004 pips = 10.5
106 x2 =21

The answer, 21 weeks, is associated with the week ending July 25, 2008.
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Using the same equations, you should also calculate the 8 x 1,4 x 1, 1 x 4, and
1 x 8 angles if necessary.

Zero Angles

Angles coming up from price 0 are very important and can be easily utilized on the chart
you are keeping. This works better with monthly and weekly charts than with daily charts
because the time periods are longer. Unless you are working with a daily chart with two
or three years worth of data, the 0 angle may never have enough time to become effective.

Example: If you have an important low at 100 and want to bring all of your important
angles up from 0 at the time the 100 was made, simply count over to the right 100 squares
of time from the actual 100 bottom, and start a 1 x 1 angle upward from 0. You can also
count 50 squares for your 2 x 1 angle and 200 for your 1 x 2 angle. Of course, this is
if your scale is on the basis of one point. If the scale is something else, you must count
accordingly.

The main purpose of this type of charting is to see where price and time equal or square
out. This is known as squaring a low, and is covered in more detail in Chapter 11.

Example: If you have an important high at 500 and want to bring all of your important
angles up from 0 at the time the 500 was made, and your scale was 5, simply count over
to the right 100 squares of time from the actual 500 top, and start a 1 x 1 angle upward
from 0. You can also count 50 squares for your 2 x 1 angle and 200 for your 1 x 2 angle.

The main purpose of this type of charting is to discover where price and time equal
or square out. This is known as squaring a high and is covered in more detail in
Chapter 11.

How to Use Gann Angles

Putting Gann Angles into Your Trading System When analysts are speaking
Gann, you may hear them say things like, “Stay long until the 1 x 1 angle is broken” or
“If it doesn’t hold at 50 percent, watch for a change in trend.”

At first you may have trouble interpreting such phrases. For example, What do
traders mean by “breaking the 1 x 1” and “doesn’t hold”? Or, since so much of Gann
involves moving from one angle to the next, how far through an angle must the market
travel for it to be a significant break?

Identifying a change in trend using geometric angles is a difficult task. Gann never
intended his geometric angle rules to stay fixed, since he considered research, testing,
and applying them to the markets to be the key to understanding angles. His books and
courses are intended as guidelines; he encouraged experimentation.
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Constructing geometric angles is easy; interpreting them is a little harder but not

impossible. This section should answer any questions about angles and how to construct
a trading system.

1.

Developing any trading system is a three-step process:

Decide the type of system: trend-following or support-resistance.

Most trend-following systems are designed to catch larger moves. The biggest
fear traders have when using them is that they’ll miss the big one. Gann’s combina-
tion trend-following and support-resistance system suggests that it is virtually never
too late to enter the market after a definite signal—even if you miss the bottom or
top, the geometric angle will guide you into position.

The geometric angles also provide valid support and resistance points continu-
ally as the market moves up or down away from that bottom or top.

This is because the geometric angles drawn from a bottom or top are actually an
extension of the bottom or top and move at a uniform rate of speed. This touches on
the core concept of Gann’s theory: Tops and bottoms can forecast future tops and
bottoms.

. Establish entry rules.

Developing your entry mechanism centers on one of the Gann rules discussed
most often: buying or selling when the market touches on an angle.

The most important angle is the 1 x 1. Gann said this angle determines the
strength and direction of the market, and that you could trade off this angle alone,
buying every time price rested on the 45-degree line.

A contract is always strong when it holds above the 1 x 1 angle from a bottom,
and weak when it is just below the 1 x 1 line from a top.

When the market is weak, the best selling opportunity comes when it rallies up
to, but not over, the 1 x 1 line coming down from a two-day top; the best buy exists
when the market rests on the 1 x 1 from a bottom. This can occur a number of times
during a prolonged move.

Remember, angles merely serve as extensions of bottoms or tops. Each time you
buy a market resting on the angle, you are, in effect, buying the bottom from which
the angles are drawn. As we said earlier, even if you miss the top or the bottom, it is
virtually never too late to get in.

The more important the bottom, the more important the angle drawn from it. It is
best to buy at angles from intermediate and main bottoms rather than from one-day
bottoms, because the stronger bottom means stronger future angles.

The Rule of All Angles. Another important guideline is what Gann called the
Rule of All Angles: When a market breaks an angle, it will move toward the next
angle. This is because, as time passes, an angle’s importance weakens and the
market eventually breaks through. Therefore a market breaking the 2 x 1 angle
will begin to move toward the 1 x 1 angle, just as a market breaking the 1 x 1
angle will eventually reach the 1 x 2 angle. Conversely, in an up move, an angle
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FIGURE 9.39 NZzZD/U.S. Dollar: The Rule of All Angles
Copyright © TradeStation.

that holds the 1 x 2 angle is likely to rally to the 1 x 1, just as overtaking the 1 x
1 is likely to lead to a rally to the 2 x 1.

As the market forms the bottom, always remember that when the market is
above the 1 x 1 angle line, price is ahead of time; when the market is below the
1 x 1, time is ahead of price; and when the market rests on the 1 x 1, time and price
are balanced (Figure 9.39).

On a daily chart, when price crosses the 1 x 1 from a bottom, it may not be
strong enough to overcome time. This usually causes the market to rest on the 1 x
1 or break under it, only to find support at the 1 x 2. When the time is right and the
cycle has run out, the market will usually establish itself on either the 1 x 2, 1 x 1,
or 2 x 1 angle. Ideally, the market will follow the 1 x 1.

Early in a bull market you often see prices edge up slowly with small reactions.
As well as time working against the market, angles down from one-period and two-
period tops offer resistance.

If you trace imaginary lines from these tops, you will notice that they often hold
back prices that are creeping up from intermediate and main bottoms. The strongest
moves occur when the market crosses angles from both an intermediate top and
an intermediate bottom—it takes more strength to break a trend line based on two
periods rather than on one period.

When working the geometric angles, it is no surprise to see that the higher the
market moves, the wider apart the angles (Figure 9.40). But this also means the
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FIGURE 9.40 Wider Angles Equals Wider Price Swings. The higher the market moves, the wider
apart the angles. The angles are tight near a bottom.
Copyright © TradeStation.

higher the market travels, the farther it is from its base and, therefore, more vul-
nerable to correction.

When you combine this with the Rule of All Angles, it is little wonder that the
market sells off so sharply after breaking a 2 x 1 angle, only to rally quickly when it
reaches the 1 x 1 angle. The converse is true for rallies.

3. Determine placement of stops.

You want to be stopped out only when the trend changes. The key is knowing the
extent to which an angle must be penetrated to effect a trend change. Gann provided
several ways to determine this.

The rule determining a change in trend from a top involves waiting for a decline
exceeding the previous reaction. The rule for a trend change from a bottom involves
waiting for a rise that exceeds the greatest rise of a previous rally. When price pene-
trates an angle by an amount that exceeds a previous penetration, it shows a proba-
ble change in trend (Figure 9.41).

This tells you where to place the stop loss order. By studying past movement, you
can determine what the “average” move through an angle should be. This is known
as lost motion, which is discussed in the following section. It was also discussed in
Chapter 6. The concept of lost motion is exactly the same when applied to angles.



Price: Gann Angles 191

30Yr U.S.Treasury Bonds Dec 2008 USZ08 - Daily

123'00.0- 2X1 1123'00.0
122°00.0- A.The market penetrated the Gann angle by 13/32nds. | 122°00.0
121°00.0- B. At this point a change in trend will most likely L 121700.0

occur when the market breaks the angle by

120°00.0- more than 13/32nds. -120°00.0
119°00.0 -119°00.0
118’00.0 -118°00.0
117°00.0+ A 1x2 H17°00.0

116700.0- .116700.0
115'00.0- 115'00.0
114°00.0- 114°00.0
113°00.0- 11300.0
112°00.0- 112'16 S 1112°00.0
Julo8 Aug’08 Sep’08 Oct'08
L1 _1*f

Created with TradeStation

FIGURE 9.41 Rule for Determining a Change in Trend Using Gann Angles
Copyright © TradeStation.

Lost Motion

When applied to angles, lost motion occurs when a price penetrates an important support
or resistance angle before it regains the angle and resumes the trend. Throughout the
course of an uptrend, the market will follow an uptrending angle moving at a uniform
rate of speed. At times the market will break to the downside through an angle, only to
recover it within one or two days. The idea is to record the amount the market penetrates
the angle before recovering it. This helps determine where to place stop loss orders when
buying off of an uptrending angle. The analysis can be done in two parts: the historical
tendencies of the lost motion through a specific angle, and the immediate tendencies of
the lost motion through a specific angle on the current active start (Figure 9.42).

Determining the historical tendencies of the lost motion through a specific angle
requires that a database of these penetrations be maintained. This database is used by
the trader to find an average of the minimum penetration, after which he places a stop
at this amount plus or minus at least one price unit under the angle. In the case of an
uptrending market, the stop is placed at the lost motion figure minus one unit of price
under the uptrending angle, while for downtrending markets, the stop is placed at the
lost motion figure plus one unit of price over the downtrending angle (Figure 9.43).

Example: Uptrending market with Gann angle at $8.00. Average historical lost motion is
5 cents. Place the stop at least 6 cents under the uptrending angle (Figure 9.44).
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FIGURE 9.42 Lost Motion Applied to Angles. Determine the amount of the lost motion, and then
use it to help determine stop placement.
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FIGURE 9.44 Lost Motion and a 1 x 2 Angle
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Lost motion applied to a current market is slightly different. Because Gann Theory is
an adaptive theory, the stops often have to be adjusted to the current market conditions.
In other words, dollar stops are not used, but stops related to main bottoms, main tops,
percentage retracement points, and Gann angles are placed. When placing a stop using
a Gann angle relating to current market conditions, the trader must record the previous
penetrations of the angle from which she is attempting to buy or sell. Once this figure
is known, she places a stop at this figure plus or minus at least one unit of price. For
example, in an uptrending market, if the previous penetration of the angle is 5 cents,
then the stop is placed at least 6 cents under the downtrending angle. In a downtrending
market, if the previous penetration is 20 tics, then the stop is placed at least 21 tics over
the downtrending angle.

Example: Uptrending market with Gann angle at $6.80. Previous penetration was
5 cents. Place the stop at least 6 cents under the uptrending angle.

Example: Downtrending market with Gann angle at 800.25. Previous penetration was
100 points. Place the stop at least 105 points over the downtrending angle.
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FIGURE 9.45 Lost Motion Is a Function of the Price Level of the Market
Copyright © TradeStation.

The basic idea behind lost motion and Gann angles is to stay with the angle until
the market breaks the historical pattern or the immediate pattern. When the angle is
penetrated by an amount greater than a previous penetration, the stop loss order protects
the trader from a greater loss. Remember that according to the Rule of All Angles once
an angle is penetrated, it is likely to continue to the next angle.

Lost motion will vary according to the angle it is applied to and according to the
position of the market (Figure 9.45). For example, lost motion will be different for 4 x 1,
2x1,1x1,1x2 and 1 x 4 angles. In addition, it will vary according to the price level
of the market. At low prices, the lost motion will be tighter than at high prices.

After studying lost motion as it is applied to main tops, main bottoms, percentage
retracements, and angles, the analyst will most likely come to the conclusion that the
average lost motion is the same. This is important to know because it indicates that
the combinations of these different price levels with properly placed stops according to
the lost motion will yield more successful trading results.

Finally, recall that of the reactions under Gann angles that are not changes in trend,
most fall under the Gann label of lost motion. Lost motion describes slight breaks
through an angle caused by market momentum. In Gann’s day, the average lost motion
for grains, for example, was 1%/, cents. This is why he suggested a 3-cent stop loss or-
der so many times in his books and courses. Traders should study and research the lost
motion of each market they choose to trade according to the price level the market is
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trading. Traders should choose the lost motion increment that seems to mistakenly trig-
ger stops least often.

Through study and practice, you can determine lost motion. They are found in pen-
etrations of tops, bottoms, 50 percent retracement areas, and geometric angles. Any sys-
tem, including geometric angles, must have rules governing lost motion to place stops
accordingly.

This concludes the section on Gann angles. You should now have the basic knowl-
edge necessary to properly calculate the major Gann angles needed to analyze and trade a
market. While Gann angles are an important part of determining the strength of the trend,
and support and resistance prices, and can be used alone to build trading strategies, they
work best when combined with swing tops and bottoms and percentage retracement lev-
els. In the next chapter, the important percentage levels will be discussed, and you will
learn how to draw and calculate accurate retracement levels.

SUMMARY

Gann used a number of methods to determine support and resistance levels. The essence
of Gann analysis is that important price levels are determined by diagonal and horizon-
tal support and resistance levels. The diagonal price levels are determined by the Gann
angles. The horizontal price levels are determined by the swing tops and bottoms and by
the percentage retracement points. While each method can yield strong support and re-
sistance points, the combination of the various methods yields the best results. It should
also be noted that calculating Gann angles requires precision. Therefore, proper scaling
is important in the construction of this type of chart. Finally, an understanding of the
concept of lost motion as it applies to Gann angles and percentage retracement points is
equally important in developing a trading system.

This chapter emphasized the importance of Gann angles to a trading strategy. The
next chapter analyzes pattern and price and their applications.






CHAPTER 10

Combining Pattern
and Price

hile each of these price indicators can be used by itself, they are best when
‘ ;s / used in combination with another. Some examples of combinations becoming
support are:
An uptrending Gann angle and a percentage retracement price. This is an especially
strong support level when it is the 50 percent price and the uptrending 1 x 1 angle
(Figure 10.1).
An uptrending Gann angle and an old top. This is especially strong support when it
is the uptrending 1 x 1 angle (Figure 10.2).
An uptrending Gann angle and an old bottom (Figure 10.3).
A percentage retracement price and an old top (Figure 10.4).

Some examples of combinations becoming resistance are:

A downtrending Gann angle and a percentage retracement price. This is an especially
strong resistance level when it is the 50 percent price and the downtrending 1 x 1
angle (Figure 10.5).

A downtrending Gann angle and an old bottom. This is especially strong resistance
when it is the downtrending 1 x 1 angle (Figure 10.6).

A downtrending Gann angle and an old top (Figure 10.7).

A percentage retracement price and an old bottom (Figure 10.8).

The best support is the combination of three price indicators. This formation con-

sists of the uptrending 1 x 1 angle intersecting the 50 percent retracement price and the
swing-chart target. This is strong support because three independent analysis techniques
are identifying the same price level.
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FIGURE 10.4 Horizontal Support: A Percentage Retracement and an Old Swing Top Combination
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It is therefore very important to learn to work with combinations of price indicators,
so that you will then have more control over the placement of the stop loss orders. If you
trade using the Gann angles and place your stop accordingly, there will be a time when
your stop loss may have to be placed at a level equal to the 50 percent price. This may
cause your stop to get hit at the same time when support is being reached. Also your
stop may have to be placed on a Gann angle if you are buying at a 50 percent price level.
Finally, your swing chart may be signaling a corrective break right to the spot where
you have placed your stop for a percentage retracement buy or a Gann angle buy. By
combining two or sometimes three price indicators, you can place a more powerful stop
that is less likely to be reached, but when reached is more likely to indicate a change in
trend.

The same formation is true for sell signals. Instead of taking the sell signal individu-
ally, trade the combinations in order to place the stops at more strategic levels.

Following the calculation of valid support and resistance levels, you must determine
if time is going to be an important factor. The subject of time is covered in the following
chapter. Various forms of time analysis are also explained, along with how to apply it to
a trading strategy.



CHAPTER 11

Time

ann considered time the most important factor in determining changes in trend.

He measured time in various ways, including natural cycles, anniversary dates,

seasonally, swing cycles, and square dates. In this chapter we discuss various
ways that time can be used to determine tops, bottoms, and changes. We begin with the
most difficult method (natural cycles) and end with the most popular method (the squar-
ing of time). Natural cycles is considered the most difficult concept because it involves
the complex topic of financial astrology, which requires hours of outside research before
it can be successfully applied. Squaring time is considered the most popular because
it involves using charts to forecast tops, bottoms, and changes in trend. Many of the
techniques learned in Chapter 9 are applied here. Consequently, research acquired from
studying the price activity on a chart will be reinforced using this timing technique. Tim-
ing analysis involving seasonal charts and swing charts is also discussed. These concepts
also utilize information obtained from charts created using techniques in Chapter 5.

NATURAL CYCLES

A natural cycle is a time period that can be measured and forecast by natural law and
cannot be altered by humans.

Celestial Phenomena

The Planets The phenomena or the patterns created by the planets are very impor-
tant, because they move and create patterns such as conjunctions, squares, trines, and
oppositions. For example, two or more planets at the same degree are at a conjunction,
two or more planets 90 degrees apart are square, two or more planets 120 degrees apart
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are trine, and two or more planets 180 degrees apart are at an opposition. These patterns
have been classified by financial astrologers as bullish or bearish. The bullish phenomena
are conjunctions and trines, while the bearish phenomena are squares and oppositions.
Gann and other financial astrologers would search the ephemeris (a table of the planets’
movements) to find major planetary patterns to predict tops, bottoms, and market di-
rection. Since the future positions of the planets can be predicted using an ephemeris, it
was possible for Gann to construct market forecasts years into the future using planetary
rulerships as his guide.

Generally speaking, the business planets are Jupiter and Saturn. Jupiter is considered
a bullish planet and Saturn a bearish one. Jupiter is usually considered expansive, hence
an expanding market is considered a bull market, while Saturn is considered restrictive
and is, therefore, associated with a bear market. Uranus and Mars are associated with
volatility and erratic trading. Study and research of these planets and their relationships
to market direction is necessary before applying them to trading (Figure 11.1).

Planetary Rulerships Knowing planetary rulerships is another key to developing
a forecast, because the financial astrologer has to associate various markets with the
planet or planets that are said to control a specific market’s direction. Books are available
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FIGURE 11.1 Natural Cycles of the Planets and the 2008 Daily December Corn Market
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that identify these relationships, but these books should only be used as guidelines.
Although these accepted relationships are a good starting point, study and practice is
required to prove the connections and the relationships before a valid forecasting or
trading tool can be constructed. Nonetheless, knowing the planetary rulerships plays an
important part in constructing a forecast.

Besides using the movement of the larger planets to predict the major moves in the
market, Gann also used minor cycles such as the phases of the moon for the 7-day cycle
and movement of the sun for the 30-day cycle. The major moves were primarily predicted
by the cycles of the major planets and the phenomena of the major planets. For example,
the two-year cycle may have been associated with the orbit of Mars, which takes two
years to circle the sun, or the 84-year cycle of Uranus, which takes 84 years to orbit the
sun. Finally, Gann also used the cycles of the planetary phenomena to forecast future
movement. For instance, the conjunction of Jupiter and Saturn is most often associated
with a 20-year cycle.

The 30-Day or Sun Cycle The sun cycle is a natural cycle because it cannot be
changed by man. The actual sun cycle is approximately 365 days, which is very close to
a circle or 360 degrees. A complete yearly cycle is measured as 360 degrees or 365 days.
In other words, one degree is basically the equivalent of one day. This is the basis for
Gann’s explanation of cycles.

In addition to the complete sun cycle of 365 days, divisions of the yearly cycle are
also important. These divisions include '/4,1/3,1,%/, and 2/, of the year and are impor-
tant points for tops, bottoms, or changes in trend. Translated into degrees, they represent
90 degrees, 120 degrees, 180 degrees, 240 degrees, and 270 degrees. Converted into days,
they equal 90 days, 120 days, 180 days, 240 days, and 270 days.

Some examples of natural cycles include the Spring Equinox (March 21), Summer
Solstice (June 21), Autumnal Equinox (September 21), and Winter Solstice (Decem-
ber 21). These “seasonal dates” are measured by the movement of the sun cycle and
are approximately 90 calendar days apart. Although these dates are “quarterly,” the man-
made quarterly is measured by March 31, June 30, September 30, and December 31, which
are not natural quarters or natural dates. These time periods represent the strongest
points from a top or bottom from which the next forecasted top or bottom is to occur.

In keeping with the natural cycle of the sun, Gann also assigned importance to the
30-day cycle (Figures 11.2 and 11.3). This is the equivalent of the natural cycle of the sun
moving through each sign of the zodiac.

The Seven-Day or Moon Cycle Another natural cycle Gann recommended to follow
is the moon cycle. The moon cycle is a 28-day cycle from new moon to new moon. Key
7-day minor cycles inside of this 28-day main cycle are the different phases of the moon.
For example, the 14-day cycle is the new moon to full moon cycle or full moon to new
moon cycle.
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Financial Astrology The study of these cycles falls under the heading of financial as-
trology, which is beyond the scope of this book. Further research and study is needed to
understand how to use and apply this method to forecasting tops, bottoms, and changes
in trend. It is also very important to know that Gann wrote in a hidden, veiled language
at times. This means that those with a thorough understanding of astrology may be able
to find the hidden references to astrological cycles throughout original Gann texts and
course books.

Gann’s Approach

Gann extensively researched the cycles of planets and phenomena. He looked for corre-
lations between the up and down cycles of the market and the up and down movements
of the planets. His conclusion after many years of study was that the latitude and lon-
gitude of the planets create forces that cause price changes, and that their squares and
trines raise and lower prices.

It should be noted at this time that Gann was an active trader as well as a researcher.
Therefore, although he had access to and created long-term market forecasts, he up-
dated or adjusted these forecasts according to the short-term movement of the market.
This was noted in his forecasts when he told subscribers to adjust tops and bottoms on
his original forecasts when market action dictated such a change. For instance, assume
he predicted a January 8 top and a February 10 bottom. If January 8 turned out to be
a bottom, then he told traders to look for a top on February 10 instead of a bottom.
This tells me that the date of the forecast was more important than the predicted top or
bottom. It should be stressed that although he was allegedly very accurate in his fore-
casts, being able to trade the market correctly was much more important than predicting
the direction.

How to Apply Natural Cycles to the Market

First of all, the individual who wants to use natural cycles (Figure 11.4) must be familiar
with an ephemeris. The law of motion of the planets can be used to forecast the move-
ment and therefore the positions of the planets well into the future. An ephemeris also
identifies various phenomena such as planetary conjunctions, squares, trines, and oppo-
sitions. Movement of the planets from zodiac house to zodiac house along with phases of
the moon are also identified. Finally, the exact latitude and longitude of the planets are
pinpointed (Figure 11.5).

Gann used this information to forecast tops and bottoms as well as the strength of
bull and bear markets. Using the ephemeris as his guide, he would predict the strength
and direction of the market years in advance.

Gann spent many years studying financial astrology based on the books he had in his
library and others, a list of which has been published since his death. Many of these books
are available today in reprint. In addition, charting the planets has been made easier
through computer programs such as Ganntrader 2. Other financial astrology programs
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FIGURE 11.5 2008 Daily December Gold. This chart shows how two slower moving planets are
controlling the range. The longitude of Uranus is providing support and the longitude of Saturn is
providing resistance.
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available today contain computerized ephemerides. In short, the data necessary to make
a forecast are available today in easy-to-access form. However, there is still one point
that needs to be addressed.

Although the data are readily available, forecasting is more of an art than a science.
This is because interpretation of the astrological data requires deep study and practice
as opposed to just reading the numbers from a book or computer. This study involves
knowing the characteristics of the planets, planetary rulerships of the various markets,
and the phenomena created by the planets.

In summary, in order to construct a market forecast using natural cycles, you must
have a basic understanding of financial astrology. This basic understanding of astrology
should include knowing how to read an ephemeris, learning the planetary rulerships,
and knowing how to interpret planetary phenomena. After this basic knowledge is ac-
quired, study and practice are required in order to learn how the information applies to
the futures markets. Only after learning how to apply this information should the trader
attempt to make a forecast and trade his interpretation of the natural dates.

Many of Gann’s forecasts and trades were triggered by his understanding of natural
cycles or financial astrology. The methods that he used included predicting tops and bot-
toms, changes in trend, and support and resistance. His understanding of natural cycles
came from deep research and study of various methods of financial astrology. He was
also a trader. While he used the forecasts as a guideline for his trading activity, he did
adjust the forecasts to the current market conditions.

ANNIVERSARY DATES

Natural cycles are applied to fixed dates that occur throughout the year (Figure 11.6)
in the case of sun and moon cycles, and at predictable intervals in regard to plane-
tary conjunctions, squares, trines, and oppositions. When using these cycles to forecast
tops, bottoms, or changes in trend, the trader relied on exact dates that were known
in advance.

Anniversary date cycles use the same concept as the natural cycle, but are not known
until a top or bottom is formed. The basic definition of the anniversary date is a one-
year cycle from a major top or major bottom. For example, a major top on March 17,
2008, has a six-month anniversary date cycle due on September 17, 2008, and a one-year
anniversary date cycle due on March 17, 2009. Each year on March 17, into the future, the
anniversary of that major top will be due. The same holds for a major bottom anniversary
date (Figure 11.7).

Minor Divisions of Time

Variations of the anniversary cycle occur when this cycle is divided into Y/4,%/3,'/,%/5, and
3/, time periods (Figure 11.8). Since an anniversary cycle is approximately 365 days, a'/,
division is 90-91 calendar days, a /3 division is 120-122 calendar days, a !/, division
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FIGURE 11.6 Anniversary Date Cycles. 2008 Daily December Gold made a major top on March
17, 2008. It is important to watch the gold market each March 17 into the future especially if this

top ends up being the all-time high.
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is 180-182 calendar days, a %3 division is 240-244 calendar days, and a 3/, division
is 270-274 calendar days. These divisions represent the most important anniversary
date cycles.

Combining the Yearly Anniversary Date

with the Minor Divisions

Another variation of the anniversary date is the combination of the one-year anniversary
date and the division of time periods (Figure 11.9). For example, the current time period
may be 1!/, anniversary cycles from a main top or main bottom. Another example is
21/, anniversary cycles from a main top or bottom. It is important to maintain accurate
records of these cycle dates as they extend out into the future. The purpose of studying
these cycles is to find clusters of anniversary cycles in the future that can be used to
forecast a top, bottom, or change in trend.

How to Apply Anniversary Dates to Trading

Following the construction of a properly drawn main trend indicator chart, the trader will
have before her a chart filled with main tops and bottoms, plus the prices and dates at
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FIGURE 11.7 Anniversary Date Cycles. The more data you have, the more likely you will be able
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FIGURE 11.8 A 13-Week or 90-Day Cycle
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FIGURE 11.9 Anniversary Dates and Division of Time. Anniversary dates can be studied year-to-
year or fractions of the year.
Copyright © TradeStation.

which these tops and bottoms occurred. These data should be recorded on a spreadsheet
in order to have a permanent record of the date of each main top and main bottom.

Monthly Main Trend Chart. The more data, the better in the case of analyzing anniver-

sary dates. This is because the trader is looking for important future cycles so that
he can accurately forecast future tops, bottoms, and changes in trend. As mentioned
earlier, the easiest way to maintain these records is to start with the main trend in-
dicator chart and record all main trend tops and bottoms in a spreadsheet format.
The best time period to follow initially is the monthly chart. The monthly main trend
indicator chart usually provides the trader with a minimum of two major tops and
bottoms during the life of an individual contract. Using the data from 10 to 20 years
worth of monthly charts, he may be able to construct a valid forecast of future tops
and bottoms, as indicated by clusters of main tops and main bottoms at or near the
same calendar dates.

Weekly Main Trend Chart. The second important trend indicator to construct and ana-

lyze for important cycle dates is the weekly main trend indicator chart. This chart
offers the trader more anniversary cycle dates for future forecasts. It also contains
the contract highs and lows and any other main tops or bottoms that appear on the
monthly main indicator chart. The dates that overlap are the most important to use
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for future forecasts. Once again the key is to note the clusters of main tops and main
bottoms at or near the same calendar dates. Five to 10 years of weekly chart main
tops and main bottoms will yield a large sample of these anniversary dates.

Daily Main Trend Chart. The third important trend indicator to construct and analyze
for important cycle dates is the daily main trend indicator chart. This chart offers
the trader even more cycle dates than the weekly main trend indicator chart and the
intermediate trend indicator chart for future forecasts. It also contains the contract
highs and lows and any other main tops or bottoms that appear on both the monthly
and weekly charts. In addition, some of the main tops or bottoms that occur on the
weekly chart but not on the monthly chart occur on the daily trend indicator chart.

Short-term traders should focus their attention on the cycles on the daily chart. If the
trader charts this contract from the first trading day, then by the time the market reaches
the active stage, a series of 90-day cycle dates should have been established. These dates
are important in forecasting future tops and bottoms.

Prolonged Moves in Time

When learning how to construct the swing charts, starting the chart after a prolonged
move in time is strongly recommended. Studying the short-term cycles of each mar-
ket shows that a prolonged move from top-to-top, top-to-bottom, bottom-to-bottom, or
bottom-to-top is often associated with a 90-day cycle. In other words, if the market is
90 calendar days from a main top and currently in a downtrend, then 90 days from this
top the market is most likely to begin showing signs of bottoming. Reverse the signal
from bottom-to-top.

In addition to forecasting the up and down swings, the trader may look for topping
action when a market is 90 calendar days from a previous main top or 90 calendar days
from a previous main bottom. The trader should note that this cycle is used to predict
future tops and bottoms but not changes in trend.

Remember that a change in trend occurs only when the market crosses a main top
or main bottom, not when the market forms a main top or main bottom. This means that
although a main top or main bottom has been formed, this action combined with the
cycle work will only be a clue that a change in trend may soon take place.

The Importance of the 90-Day Cycle

The basic function of the anniversary date is to identify the dates on which the market
is likely to top or bottom in the future. The most common anniversary date cycle is the
90-day cycle. As the market approaches a 90-day top, the trader should watch for a signal
top formation, as this will combine the best of time and pattern when forecasting the
top. Conversely, as the market approaches a 90-day bottom, the trader should watch
for a signal bottom formation, as this will combine the best of time and pattern when
forecasting the bottom.



Time 215

Combining the Three Main Trend Charts
to Forecast Tops and Bottoms

The combination of the three main trend charts makes this technique a valuable tool for
forecasting future tops and bottoms. The ability to isolate the future month, week, or day
of a major top or bottom is very important. For example, by studying 10 years of monthly
data, the trader can determine with a high degree of accuracy in which month of the year
a contract is likely to top or bottom. She will also be able to determine which week of
the month the market is likely to top or bottom, as well as which day of the month and
week the market is likely to top or bottom.

Depending on how aggressive the trader is, instead of using the monthly main trend
indicator chart to forecast, he may use a monthly intermediate or monthly minor trend
indicator chart. These charts will give him more cycle top and bottom dates to choose
from and are more likely to post clusters of dates because of the many dates that can be
matched up. This technique can also be applied to the weekly and daily charts.

Anniversary Dates Forecast Future Tops and Bottoms

Identifying anniversary dates helps in forecasting future tops and bottoms, not changes
in trend. A change in trend only occurs when a swing top or swing bottom is crossed.
Such a change may occur several days or weeks after a cycle top or cycle bottom has
been formed. Intense study of how far in time after a cycle top or cycle bottom a change
in trend occurs may help the trader determine more precisely when to expect a valid
change in trend in the future. The way to do this is to gather data on change in trend
dates and forecast them into the future in the same way that is used to forecast future
swing tops and swing bottoms. After doing this, look for clusters of anniversary dates
showing when these changes in trend have occurred based on the past history. By doing
this the trader will be able to accurately predict future changes in trend.

Besides using combinations of swing charts to link time with pattern, another way to
predict future trend changes is to combine anniversary dates, especially the 90-day cycle,
with the signal top or signal bottom. As stated in Chapter 7, following a prolonged move
in time, watch for a signal top or signal bottom to indicate an impending change in trend.

Recall that the definition of the signal top and signal bottom includes the phrase
“following a prolonged move in price and time.” The 90-day cycle can help the trader
pinpoint the signal top and signal bottom. Since many cycle tops and bottoms occur in
conjunction with the 90-day cycle, it can be called a prolonged move in time. Look for
signal tops and signal bottoms when a 90-day cycle is due.

Although the 90-day cycle has been discussed most frequently, the 180-day, 270-day,
and 1-year cycles can also be used.

In summary, the goal of using anniversary dates for forecasting is to identify with
a high degree of accuracy which month, week, and day the cycle top or bottom will
occur. It is therefore important to obtain as much information as possible regarding past
tops and bottoms, since this information is useful in predicting future tops and bottoms.
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Thus, the trader should look at the main trend chart with the largest period of time.
Combinations of monthly, weekly, and daily main swing charts should help identify more
precisely a future top or bottom.

SEASONALITY

The one-year anniversary date chart can also be called a seasonal chart (Figure 11.10).
This chart differs from the popular seasonal technique used by many analysts that iden-
tifies the time periods in which the market is likely to rally or break based on the histori-
cally largest dollar moves throughout the year.

Constructing a Simple Yearly Forecast of Tops
and Bottoms Using the Monthly Chart

A simple forecast of tops and bottoms involves the placing of previous main tops and
bottoms on blank chart paper at the time of their occurrence. The data can come from a
monthly, weekly, or daily main trend chart. This is another reason why strict records of
this information should be kept.

In order to construct a simple yearly forecast of tops and bottoms, the analyst needs
a sheet of blank chart paper, a green pen, a red pen, a ruler, and a database of main tops
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FIGURE 11.10 Original Gann Chart: Oat Seasonality 1847-1937
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and bottoms, complete with price and time identified. The piece of chart paper should be
long enough so that the trader can forecast an entire year on it.

The first step is to place the time periods forecast along the bottom of the chart. List
the months along the bottom of the monthly chart, the weekending date along the bottom
of the weekly chart, and calendar days along the bottom of the daily chart.

Price is irrelevant on this simple forecast chart, but setting prices along the left side
of the chart inside the all-time price range or at least the 10-year range could be helpful.
Price will be necessary when building a more complex forecast chart.

After placing the time periods on the chart, the analyst can use the database to find
the main swing tops and bottoms for that particular market.

The second step is to place arrows at the top of the monthly portion of the chart to
identify the main tops. Use the red pen to draw the arrows and mark the time period on
the chart during the month a main top took place. For example, if a main top occurred
during January, place a red arrow at the top of the chart on the time period representing
January. If the next main top occurred during March, place the arrow at the top of the
chart during the time period representing March. Repeat this procedure for each year in
the database.

Next, place arrows at the bottom of the monthly portion of the chart to identify main
bottoms. Use the green pen to draw arrows and mark the time period on the chart dur-
ing the month when a main bottom took place. For example, if a main bottom occurred
during February, place a green arrow at the bottom of the chart on the time period repre-
senting February. If the next main bottom occurred during July, then place the arrow at
the bottom of the chart during the time period representing July. Repeat this procedure
for each year in the database.

The fourth step is to identify the months that contain clusters of tops and bottoms.
This chart is designed to give the trader a general look at the market, because it contains
the main tops and bottoms on the monthly chart. The objective of the chart is to identify
which months the market has tended to make tops or bottoms.

Constructing a Simple Yearly Forecast of Tops
and Bottoms Using the Weekly Chart

The first step in constructing this chart is to place the identified week-ending dates along
the bottom of the chart.

Price is irrelevant on this simple forecast chart, but setting prices along the left side
of the chart inside the all-time price range or at least the 10-year range could be helpful.
Price will be necessary when building a more complex forecast chart.

After placing the time periods on the chart, the analyst can use the database to find
the main swing tops and bottoms for that particular market.

The second step is to place arrows at the top of the weekly portion of the chart to
identify the main tops. Use the red pen to draw the arrows and mark the time period
on the chart during the week a main top took place. For example, if a main top oc-
curred during the week ending January 4, place a red arrow at the top of the chart on
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the time period representing the week ending January 4. If the next main top occurred
during the week ending March 10, place the arrow at the top of the chart during the time
period representing the week ending March 10. Repeat this procedure for each year in
the database.

Next, place arrows at the bottom of the weekly portion of the chart to identify main
bottoms. Use the green pen to draw arrows and mark the time period on the chart during
the week a main bottom took place. For example, if a main bottom occurred during
the week ending February 10, place a green arrow at the bottom of the chart on the
time period representing the week ending February 10. If the next main bottom occurred
during the week ending July 16, place the arrow at the bottom of the chart during the
time period representing the week ending July 16. Repeat this procedure for each year in
the database.

The fourth step is to identify the weeks that contain clusters of tops and bottoms.
This chart is designed to give the trader a more specific look at the market than the
monthly chart, but not as detailed as the daily chart, because it only contains the main
tops and bottoms on the weekly chart. The objective of the chart is to identify during
which weeks the market has tended to make tops or bottoms.

Constructing a Simple Yearly Forecast of Tops
and Bottoms Using the Daily Chart

The first step is to construct a chart of the entire calendar year.

Price is irrelevant on this simple forecast chart, but setting prices along the left side
of the chart inside the all-time price range or at least the 10-year range could be helpful.
Price will be necessary when building a more complex forecast chart.

After placing the time periods on the chart, the analyst can use the database to find
the main swing tops and bottoms for that particular market.

The second step is to place arrows at the top of the daily portion of the chart to
identify the main tops. Use the red pen to draw the arrows and mark the time periods on
the chart on the day a main top took place. For example, if a main top occurred on March
5, place a red arrow at the top of the chart on the time period representing March 5. If
the next main top occurred on April 10, place the arrow at the top of the chart during the
time period representing April 10. Repeat this procedure for each year in the database.

Next, place arrows at the bottom of the daily portion of the chart to identify main bot-
toms. Use the green pen to draw arrows and mark the time period on the chart on the day
a main bottom took place. For example, if a main bottom occurred on February 10, place
a green arrow at the bottom of the chart on the time period representing February 10.
If the next main bottom occurred on July 16, place the arrow at the bottom of the chart
during the time period representing July 16. Repeat this procedure for each year in
the database.

The fourth step is to identify the days that contain clusters of tops and bottoms. This
chart is designed to give the trader a more specific look at the market than the monthly
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and weekly charts. The objective of the chart is to identify which day of the year the
market has tended to make tops or bottoms.

Top and Bottom Forecasts and Price Levels

The previous section dealt with the tendency of the market to form main tops and bot-
toms at various time periods throughout the calendar year. This section discusses a tech-
nique that identifies price levels at which the market has tended to make tops and bot-
toms. As stated several times throughout this book, price and time analysis has to be
emphasized. The trader must learn to use price and time together and not stress one
over the other.

Main Tops and Bottoms with Price Levels

This technique is basically the same as the previous one, only instead of placing red
arrows at the top of the chart to identify main tops, the analyst places an “X” on the chart
on the date and at the price the main top occurred.

For example, the November soybeans made a main top in June 1988 at $10.46. On the
price and time seasonal monthly chart, the analyst would place a red “X” on the time line
representing June and on the price line representing $10.46. The technique is basically
the same as the previous method for bottoms also, but instead of placing green arrows at
the bottom of the chart to identify main bottoms, the analyst places an “X” on the chart
during the month and at the price the main bottom occurred.

This procedure is repeated for the weekly chart. Here, the November soybean main
top occurred the week ending June 24, 1988, at $10.46. On the price and time seasonal
weekly chart, the analyst would place a red “X” on the time line representing the week
ending June 24, 1988, and on the price line representing $10.46.

Repeat this procedure for the daily chart. Here, a November soybean main top oc-
curred on June 23, 1988, at $10.46. On the price and time seasonal daily chart, the analyst
would place a red “X” on the time line representing June 23, 1988, and on the price line
representing $10.46 (Figure 11.11).

Value of the Price and Time Seasonal Chart

The value of the price and time seasonal chart is that the analyst will be able to see
at which price level the market is likely to make tops and bottoms. This is important
because sometimes a seasonal tendency fails. This usually happens when a market with
a seasonal uptrend is trading at a historically high price level or when a market with a
seasonal downtrend is trading at a historically low price level.

For example, the November soybeans have a seasonal tendency to trade lower start-
ing June 23. This is usually a valid analysis if the market is trading at a high price level,
but a poor one if trading at a low price level. Using seasonal price and time analysis,
the trader will be able to see at which price levels or zones the market is likely to top
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FIGURE 11.11 Daily Forecast Chart. Place a major high on the monthly, weekly, or daily chart
on the date and at the price it took place; for example, November soybeans made a major high in
June 1988 at 1046. This technique gives you price and time.
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and break in confirmation of the seasonal trend, and at which price levels or zones the
market is likely to fail by trading in the opposite direction.

Variations of the Seasonal Chart

The previous sections used main tops and main bottoms to identify possible future main
tops and main bottoms. A variation of this technique is to use monthly tops and bottoms
instead of main tops and bottoms.

Using this technique the analyst takes a specific calendar month and identifies the
calendar days on which the market has made a monthly high or low. This is different
from the monthly chart that identifies main tops and main bottoms, because a monthly
high or low is not necessarily a monthly main top or bottom; for example, a main top or
bottom that occurs prior to the start of the new month and continues in one direction
throughout the month.

This technique helps to identify the tendency of a market to top at the beginning, in
the middle, or at the end of a month.

Monthly Seasonal Chart. The chart sets the previous month to zero, and up-and-down
moves are tracked (Figure 11.12). It shows the trader how far above the previous
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FIGURE 11.12 A 10-Year Seasonal Forecast

month’s close the market is likely to rally, and how far below the previous month’s
close the market is likely to break.

Ten-Year Seasonal Chart. One of Gann’s favorite charts was the 10-year seasonal chart.
It shows the trader the seasonal tendency of a market based on a 10-year cycle.
On this chart the analyst starts the new year at zero, then tracks the swings of the
previous 10-year increments. For example, for a 2009 forecast, the analyst would
draw the swings of the market for 1999, 1989, 1979, 1969, 1959, 1949 and each year
that ends in 9. The outcome gives the trader an opportunity to see how the market
trades during 10-year cycles (Figure 11.13). This chart can be used to forecast the
direction of the market and time bottoms and tops.

SWING CHARTS

Basic Use

The swing or trend indicator charts were covered extensively earlier in Chapters 5
and 6. A properly constructed swing chart can provide the trader with valuable timing
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FIGURE 11.13 A Gann 10-Year Seasonal Chart to Forecast 2009. Gann would create a seasonal
forecast by making a curve of the market based on 10-year patterns. To forecast 2009, use the
charts from the years ending in 9: 1999, 1989, 1979, 1969, 1959, 1949.

information. This information can aid the trader in forecasting the duration of both ral-
lies and corrections during an uptrend and breaks and corrections during a downtrend.

By definition the rallies in an uptrending market in terms of time should increase over
the life of the uptrend. One of the first signs of an impending top is a rally that falls short
of a previous upswing in terms of time. In addition, the rallies in terms of time should be
greater than the corrections. Other signs of an impending top are a correction that lasts
longer than the previous upswing, and a correction in terms of time that is greater than a
previous correction in terms of time. Finally, the combination of a shorter-than-expected
upswing in terms of time and a longer-than-expected correction in terms of time should
be seen as a strong indication that the trend is getting ready to change.

The opposite is valid in a downtrending market. By definition the breaks in a down-
trending market in terms of time should increase over the life of the downtrend. One
of the first signs of an impending bottom is a break that falls short of a previous down-
swing in terms of time. In addition, the breaks in terms of time should be greater than the
corrections. Other signs of an impending bottom are a correction that lasts longer than
the previous downswing, and a correction in terms of time that is greater than a pre-
vious correction in terms of time. Finally, the combination of a shorter-than-expected
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FIGURE 11.14 Time Swings, Weekly Euro/U.S. Dollar. During the major rally, the breaks range
from 5 to 6 weeks.
Copyright © TradeStation.

downswing in terms of time and a longer-than-expected correction in terms of time
should be seen as a strong indication that the trend is getting ready to change.

In Figure 11.14, the market is in a uptrend. A rally from November 5, 2005, to January
25, 2006, was 10 weeks. The correction was 5 weeks. The next rally was 14 weeks and the
correction was 6 weeks. The next upswing was 20 weeks, followed by a 5-week decline.

The forecast is for another rally of 10 to 20 weeks followed by a 5- to 6-week decline.
The actual rally was 15 weeks followed by a 7-week break. A break that fails to equal
or exceed the previous break is a sign of a top. In addition, if the market doesn’t have a
minimum 10-week rally, then this is a sign the trend may be getting ready to turn down.

Setting Time Objectives and Stops with the Swing Chart

The swing chart can also be used to set time objectives and stops. This chart offers the
trader an opportunity to go with the market rather than trying to beat it.

For example, during an uptrend, a trader could use the swing chart to forecast the
duration of the next upswing. After establishing a long position in the direction of the
trend, she should strongly consider liquidating the position when either a time objective
or a time stop is reached.
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FIGURE 11.15 Time Objectives. Note that during the up move the rallies exceeded the breaks
in terms of time. The first sign of an impending top would be a change in this pattern.
Copyright © TradeStation.

A time objective is reached if the trader has a profit on a trade and the market has
reached the date on which the market is expected to make a correction based on the
swing chart (Figure 11.15). On this date, the trader should take the profit on the opening,
on the close, or at a price predetermined by either a percentage retracement or Gann
angle. The key is to liquidate the position on the day that the swing chart forecast the
next top or bottom is due. This form of profit taking allows the trader to trade with
the market according to time. Holding on to the position will indicate the trader wants
to beat the market. In that case, the trader can accomplish his objective by staying in
longer while looking for a strong move that exceeds the previous move in time. At the
same time he assumes more risk, because if the swing reaches its objective exactly, he
may give back some or all of his profits.

A time stop is reached if the trader has a loss on a trade and the market has reached
the date on which the market is expected to make a correction based on the swing chart.
On this date, the trader should take the loss on the opening, on the close, or at a price
predetermined by either a percentage retracement or Gann angle. The key is to liquidate
the position on the day that the swing chart forecast the next top or bottom is due. This
form of stopping out of a losing trade allows the trader to trade with the market according
to time. Holding the position will indicate the trader wants to beat the market. In that
case, the trader can accomplish her objective by staying in longer than the swing suggests
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while looking for a strong move that exceeds the previous move in time. At the same time
she assumes more risk, because if the swing comes to an end exactly, she may increase
her loss by holding on to the position.

Chapters 5 and 6 should be carefully studied, as a properly constructed swing chart
can yield valuable information on market timing. The duration of the upswings and down-
swings should be recorded and analyzed to help determine market strength and rhythm.
Clues about when a market is going to form a top or bottom or change trend can be found
in the swing chart. The keys to remember are that during an uptrend, the rallies in terms
of time should equal or exceed the previous upswings and that during a downtrend the
breaks in terms of time should equal or exceed the previous downswings. Finally, the
duration of the swings can be used to take profits or stop out a loss.

SQUARE CHARTS

Squaring a Range

The chapter on Gann angles showed the analyst how important the range of a market is
in determining support and resistance. This chapter also covered the price zones created
by the Gann square. Another important aspect of the Gann square is timing, a feature we
now address. The Gann square chart uses a range and important divisions of time inside
the range to identify further tops and bottoms.

Constructing the Square Chart and Divisions in Time The steps for construct-
ing the Gann square for timing are the same as for the Gann square for pricing support
and resistance.

Step 1: Find a main range. (A main range is created by a main top and a main bottom.)
Step 2: Divide the range vertically into time periods.
The major time periods are 25.50, and 75 percent of the range (Figure 11.16).
These points represent !/;, /5, and 3/, retracements of time, respectively. For exam-
ple, if the range is 50, then 25 percent of the square in time is the range times 0.25. In
this example,

50 x 0.25 =12.5

The time period will be represented by the type of chart used, either monthly,
weekly, or daily. In this case, 25 percent of time represents 12.5 months, weeks, or
days.

Fifty percent of the square in time is the range times 0.50. In this example,

50 x 0.50 =25
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FIGURE 11.16 Squaring a Range. Main top = 994.75; main bottom = 768; range = 226.75.
Scale = 4.00, 1 square of time = 56.69 days. '/, square of time = 28.34 days. /4 square of time =
14.17 days.
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The time period will be represented by the type of chart used either monthly,
weekly, or daily. In this case, the 50 percent of time represents 25 months, weeks, or
days (Figure 11.17).

Seventy-five percent of the square in time is the range times 0.75. In this example,

50 x 0.756 =37.56

The time period is represented by the type of chart used either monthly, weekly,
or daily (Figure 11.18).

Step 3: Identify these time periods on the chart.

It is important to mark these time periods on the chart, as they represent dates on
which the market may have a top or bottom. Often the market exhibits high volatility
on these dates.

These time periods remain intact as long as the market remains inside the range
used to identify them. When the range is violated, the dates are no longer valid for
tops and bottoms. Because these ranges are more likely to remain intact over a
longer period of time, it is suggested that major ranges, such as the all-time range
or the second- or third-largest range be used. In addition, they are more likely to sig-
nal major top or bottom formations. The contract range may also be used, as can
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FIGURE 11.17 Squaring a Range, Time Divisions. Notice how the market turned up when time
reached /> square.
Copyright © TradeStation.
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FIGURE 11.18 Squaring a Range, Important Time Periods. In this example the market turned

down close to 3/4 square.
Copyright © TradeStation.
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the large ranges on the daily chart, but remember that these ranges are likely to be
exceeded often throughout the life of the contract.

Other divisions of time that could be used to identify future tops or bottoms are the
33 percent and 67 percent time periods. These represent /3 and /3 retracements of time.
A 33 percent retracement of time is found by taking the range times 0.33, and a 67 percent
retracement of time is found by taking the range times 0.67. In our example, if the range
is 50, then a 33 percent retracement of time is 16.5 months, weeks, or days. A 67 percent
retracement of time in a range of 50 is 33.5 months, weeks, or days.

Time Clusters As stated earlier in the chapter, the best time to anticipate tops or
bottoms is when two or more timing dates land on the same time periods. The market is
made up of several main ranges that combine to form the contract range or the all-time
range. Because of this overlap, conditions exist at times when several “square dates” are
due at the same time.

For example, there may be a time when !/, of one square is due the same weeks as
1/ square of another range (Figure 11.19). These are important setups to watch for, as
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FIGURE 11.19 Squaring a Range, “Square within a Square.” 2008 Weekly November Soybeans.
Look for divisions of time from each square that develops inside of the major square to form potential
change in trend time zones.

Copyright © TradeStation.
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FIGURE 11.20 Square of a Range and Gann Angles. Weekly U.S. Dollar and Swiss Franc. Note
how the Gann angles converge at the 50 percent price and time point. This convergent point or
clusters of price and time can become important support or resistance.

Copyright © TradeStation.

they are often associated with the formation of major tops or bottoms. This is especially
true if the market is trading at or near a historical top or bottom (Figure 11.20).

Squaring a High Price

One technique utilized by Gann was squaring a high price. Squaring a market by a high
price yields additional time periods to watch for tops and bottoms. This is especially
important on the weekly chart. In order to square a high, the analyst must know the
main top and the scale used by a particular market. Once again, the all-time high, or the
second- or third-highest high, is important to use to project future tops and bottoms.
Unlike squaring a range, squaring a high price extends into infinity, as each high from the
past is related mathematically to each high or low in the future (Figure 11.21).

For example, assume a major top in Microsoft at 53.97. Based on a scale of .50 points
per month for Microsoft, a top or bottom can be projected every 107.94 months. The
squaring of the high was determined by dividing the major high of 53.97 by .50 points per
month. The result was a cycle of 107.94 months. Every 107.94 months, or approximately
9 years from the month ending December 31, 1999, traders should watch for future tops
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FIGURE 11.21 Squaring a High Price. Notice the amount trading activity on both sides of
50 percent of the all-time high at 26.99. This market will have to hold above the this price and the
uptrending Gann angle the month ending December 21, 2008 or this stock will weaken further.
Copyright © TradeStation.

and bottoms. Also look for future tops and bottoms at the important !/, and '/; time
divisions.

Squaring a Low Price

Another technique utilized by Gann was squaring a low price. Squaring a market by a low
price yields additional time periods to watch for tops and bottoms. This is especially
important on the weekly chart. In order to square a low, the analyst must know the
main bottom and the scale used by a particular market. Once again, the all-time low, or
the second- or third-lowest low, is important to use to project future tops and bottoms.
Unlike squaring a range, squaring a low price extends into infinity as each low from the
past is related mathematically to each high or low in the future (Figure 11.22).

For example, Euro/U.S. Dollar made a major low of .8227 from October 26, 2000.
Based on a scale of .008 pips per month for the Euro/U.S. Dollar, a top or bottom has
been projected every 102.84 months since the main bottom formed the month ending
October 31, 2000. This squaring of the low was determined by dividing the major low
of .8227 by .008 pips per month. The result is a cycle of 102.84 months. Every 102.84
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FIGURE 11.22 Zero Angle from a Low. The Gann angles from zero can be used as support or to
identify the time period when a possible change in trend may take place.
Copyright © TradeStation.

months, or approximately 8!/, years from the month-ending October 31, 2000, traders
should watch for future tops and bottoms.

This concludes our discussion of square charts. Possibly the three most important
timing tools Gann used to forecast tops and bottoms were the square of the range, the
square of the high, and the square of the low. These tools use prices to determine when
tops and bottoms may be due. Study and practice are necessary in order to use this
technique. Careful analysis should be done to determine the accuracy of this method.
While exactness is aimed for, using a square can give a good indication of where the top
or bottom is going to occur. Learn the characteristics of this timing device and of the
market to which it is being applied in order to determine its usefulness in predicting tops
and bottoms.

SUMMARY

It is important to note that markets are made of both price and time. The idea behind
successful trading is to balance the two. Of the two, however, time is the more powerful.
In order to time a top or a bottom, the trader should be aware of the various methods
used to determine these tops and bottoms. Timing can come in the form of cycles that
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can be natural and adaptive. These cycles can be represented by natural phenomena,
such as planetary movement, or they can be applied directly from past market action,
such as the anniversary dates and time divisions. Timing can also be achieved by using
an adaptive method that uses the actual price movement of the market to determine
and forecast future tops and bottoms, such as the square of the price range, the square
of the high, and the square of the low. In addition, the duration of the up and down
swings can be used to forecast future tops and bottoms. Finally, it should be noted that a
combination of the timing methods is strongly suggested. Experience shows that market
tops and bottoms will most likely occur when clusters of time indicators come together
simultaneously.

You have now been introduced to the basics of Gann analysis. The next chapter gives
examples of how to apply these techniques to real markets.



CHAPTER 12

Combining Pattern,
Price, and Time

The Euro/U.S. Dollar Forex Market

nonetheless was—and is—dismissed by many as being too unconventional, too

eccentric and abstruse. However, despite his detractors, his theories remain
fundamentally solid and have been successfully adapted by several generations of
traders. Perhaps the most significant of these theories, Gann Theory, is based on the
premise that specific geometric patterns and angles have unique characteristics that can
be used to predict price action. By combining these patterns with price and time, and by
finding a vital balance between these three primary indicators, future market movement
can be forecasted.

In this chapter the focus is on using Gann’s three primary indicators: Pattern, Price,
and Time to analyze the Euro/U.S. Dollar Forex market. One reason this market was
chosen is because it did not exist when Gann was alive and is a perfect example of
how his methodologies can be applied to all markets. Another reason for choosing
the Euro/U.S. Dollar Forex market is because it is often described as volatile and
unchartable. The reader will see in these examples that once one applies the proper
technical analysis tools, one will begin to be able to derive important information and
interpret the movements of this market regardless of how long a market has been
trading. In addition, this example supports the claim that Gann analysis techniques
can be applied successfully to all markets without the need for computers or complex
equations—just a simple trend indicator.

( ; ann was admired for his keen insight and accurate glimpses into the future; he

THE INTERMEDIATE TREND INDICATOR

This is analysis of the Weekly Euro/U.S. Dollar Forex market. The purpose behind this
analysis is to show the analyst/trader, how to read a swing chart and the type of informa-
tion that can be derived from this chart.

233
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Although a swing chart can be started anytime and anywhere on the chart, it works
best when started at an extreme. The extreme can be a low or high or year or any other
major time period. On November 15, 2005, the Weekly Euro/U.S. Dollar chart made a
low at 1.1637. The intermediate or 2-Bar trend was down at the time with the last swing
top at 1.2589 on September 2, 2005 (Figure 12.1). The analyst should always know the
direction of the trend with which he is working. This is a personal preference issue as
discussed in Chapter 5 based on the characteristics of the swing chart chosen for analy-
sis. In this chart we can see where each top and bottom is identified with its price over or
under the swing. Since this is an intermediate trend chart, 1.1637 has not yet been iden-
tified as a bottom because the market has only posted one week of a higher-high and a
higher-low.

This chart can also be looked at in terms of price and time. In other words, instead
of marking the top and bottom on the chart, the analyst can note the size of the swing
(Figure 12.2) or the duration of the swing (Figure 12.3). From these charts, the trader can
learn the characteristics of the market. During downtrending markets, for example, the
breaks tend to be greater than the rallies in terms of price and time. During uptrending
markets, the rallies tend to be greater than the breaks in terms of price and time. The
trader should make note of the size and duration of the swings to look for clues that
the market is topping or bottoming or the trend is getting ready to change. The size and
duration of the swings can also be used to forecast the next swing. After a bottom is
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FIGURE 12.1 Weekly Euro/U.S. Dollar: Intermediate Trend Indicator Chart
Copyright © TradeStation.
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FIGURE 12.2 Weekly Euro/U.S. Dollar: Price Swing Chart
Copyright © TradeStation.
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FIGURE 12.3 Weekly Euro/U.S. Dollar: Time Swing Chart
Copyright © TradeStation.
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made, for example, the trader can add the previous upswings to that bottom to forecast
where the next upswing is likely to be and when. The same information can be used
to forecast potential bottoms. From a new swing top, subtract the size of the previous
swings from the top and add the time to the date of the top to forecast the next down
swing (Figure 12.4 and Figure 12.5).

With the upmove from 1.1637 to 1.2323, the market revealed its first clue that a bot-
tom was being formed or that the trend was getting ready to turn higher because the
duration (time) of the rally exceeded the previous rally. Once the analyst has observed
this, he should begin to look for another clue, which would be a secondary higher bot-
tom. This bottom is often referred to as the test of the main bottom. The Euro/U.S. Dol-
lar made a secondary higher bottom on February 27, 2006, at 1.823. After this bottom is
formed the analyst will once again determine the size and duration of the previous down
move to determine if there were any clues that this will be a major bottom. The fact that
the break from 1.2323 to 1.1823 was less than the previous break from 1.2589 to 1.1637
was a strong signal that the trend was getting ready to turn up (Figure 12.6). This action
is known as overbalancing. In other words, the rally has exceeded or overbalanced the
previous move in terms of price.

Following the bottom at 1.1823, the market went on a strong rally in terms of price
and time and changed the trend to up on the swing chart when it crossed the previous
swing top at 1.2323 (Figure 12.7).
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FIGURE 12.4 Weekly Euro/U.S. Dollar: Swing Time Forecast Chart
Copyright © TradeStation.
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FIGURE 12.5 Weekly Euro/U.S. Dollar: Swing Price Forecast Chart
Copyright © TradeStation.
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FIGURE 12.6 Weekly Euro/U.S. Dollar:
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FIGURE 12.7 Weekly Euro/U.S. Dollar: A secondary higher-bottom is formed and the intermedi-
ate trend turns up.
Copyright © TradeStation.

When analyzing a market, it highly suggested that you start with a trend indicator.
Study and experiment with various types of trend indicators to determine your prefer-
ence as every trend indicator has its own characteristics. It is also important to keep
records of the swings of markets especially in terms of price and time as these records
will help you learn how and when a market may change trend (Figures 12.8-12.10). As
the uptrend develops, continue to follow the techniques described above and in chapter
ton trend indicators (Figure 12.11).

THE SIGNAL BOTTOM

After building and studying a swing chart, the analyst may notice that the swing chart
has a tendency to give back some of the gains. This can be taken care of by applying a
few of the exceptions to the swing chart rules.

We begin the analysis of the Weekly Euro/U.S. Dollar contract at an extremely low
level (Figure 12.12). This Forex market made a major bottom at 1.1637 the week ending
November 18, 2005. The date of the exact bottom was November 15, 2005. This bottom
was a Signal Bottom (Fiigure 12.13). Following a prolonged move down in terms of price
and time and after taking out the previous week’s low, the market closed higher, above
the opening and over 50 percent of the week’s range. The follow-through rally the next
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FIGURE 12.8 Weekly Euro/U.S. Dollar: Chart Depicting the Start of an Uptrend
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FIGURE 12.9 Weekly Euro/U.S. Dollar:

Uptrend
Copyright © TradeStation.
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Chart Depicting the Size of the Swings at the Start of an



240

PATTERN, PRICE & TIME

1.4 JEuro /' US Dollar EURUSD - Weekly 1.4
1.3670 Note that before the trend turnd up the break was less than
+4 the previous break. After the trend turned up, the rally
1.35 -I| | exceeded the previous rally. 1.35
+14

1.3+ k1.3
1.254 +1.25

1.2 F1.2
1.15+ =11 +1.15

05 Apr'05 Jul’05 Oct’05 '06 Api"06 Jul’06

Ll | 3}

Created with TradeStation

FIGURE 12.10 Weekly Euro/U.S. Dollar: Chart Depicting How Time Influences the Start of an

Uptrend
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FIGURE 12.11 Weekly Euro/U.S. Dollar Chart
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FIGURE 12.12 Weekly Euro/U.S. Dollar Chart: The Signal Bottom Formation. The market is in a
prolonged down trend in terms of price and time.
Copyright © TradeStation.
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FIGURE 12.13 Weekly Euro/U.S. Dollar Chart: The Signal Bottom. The market needs to follow-
through to the upside to confirm the Signal Bottom.
Copyright © TradeStation.
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week confirmed the reversal bottom at 1.1637, however, the intermediate trend remained
down as the market had not crossed a swing top.

Following this Signal Bottom, two courses of action were possible. First, traders who
were short this market could have moved their stop down from above the last swing top
at 1.2589 to lock in profits. This is because the Signal Bottom is an exception to the Trend
Indicator Stop Rule. Those trading the pure trend indicator would have left their stops
over the last swing top at 1.2589. Following a prolonged move down in price and time,
the trader has to make a critical decision when the market posts a Signal Bottom. Moving
a buy stop down to lock in profits means the trader may have to sell again at a lower price
if he is stopped out and the downtrend resumes. Leaving the stop above the swing top
may lead to the trader giving back much of his gains if the Signal Bottom turns the market
higher eventually to a point where the trend changes to up. Discipline is the key in the
decision process. If the trader has the discipline to re-enter the short-side after getting
stopped out, then he should move the stop down to above the high of the Signal Bottom
day (Figure 12.14).

The second course of action is designed for aggressive countertrend traders. This
type of trader is willing to take the long side of the market in the hope of catching a
bottom and the start of a possible change in trend. When attempting to enter the market,
the trader simply places a buy stop above the high of the Signal Bottom day and enters
the long side on the confirmation of the Signal Bottom with a protective stop under the
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FIGURE 12.14 Weekly Euro/U.S. Dollar Chart: Proper Stop Placement
Copyright © TradeStation.
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FIGURE 12.15 Weekly Euro/U.S. Dollar. After confirming the Signal Bottom the market may
thrust higher into a resistance zone.
Copyright © TradeStation.

bottom. In order to have confidence when trading against the trend, the trader should
know something about the size and duration of the market’s swings. This can only come
from study and experimentation.

Once the decision is made to trade against the trend, the trader should be aware
that the market may thrust higher and run into resistance at a retracement point or a
downtrending Gann angle. Another situation that is likely is the retracement of the first
leg up and the test of the Signal Bottom. Many times after a successful test of the Signal
Bottom, new buyers enter the market and a rally ensues that eventually changes the trend
to up (Figure 12.15).

THE SIGNAL BOTTOM: THE FIRST LEG UP

One of the most commonly traded patterns is the Signal Bottom. While some traders
use it to lock in profits on a swing chart, others use it as a countertrend entry signal.
Sometimes after this signal is generated the market runs into resistance and resumes the
downtrend (Figure 12.16). At other times the market completes the first leg up, reacts
to resistance, and then starts a new leg up (Figure 12.17). The new leg up usually starts
at a retracement point or a Gann angle or a combination of the two. The bottom that is
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FIGURE 12.16 Weekly Euro/U.S. Dollar. The first leg up from a signal bottom often runs into
resistance.
Copyright © TradeStation.
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FIGURE 12.17 Weekly Euro/U.S. Dollar: The Secondary Higher Bottom
Copyright © TradeStation.
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FIGURE 12.18 Weekly Euro/U.S. Dollar. After the secondary higher bottom, the trader uses the
trend indicator to follow the swings.
Copyright © TradeStation.

formed after the correction is called a secondary higher bottom. The formation of this
bottom is usually the first indication of an impending rally and often leads to the taking
out of a previous swing top to turn the trend up.

After the formation of the secondary higher bottom, the trader should pick up the
trend indicator chart and follow the swings of the market (Figure 12.18). In summary,
the Signal Bottom can be used to lock in profits before the trend turns up or as an ag-
gressive way to enter the market looking for a countertrend move. The key is to study
and experiment with this type of entry and exit. Learn to determine the best price and
time indicators to validate the signal as entering and exiting the market too often can
lead to excessive losses.

GANN ANGLES

Another way to analyze the Weekly Euro/U.S. Dollar market is to use Gann angles. Gann
angles will help the analyst find support and resistance as well as determine the strength
of the trend.

The analysis of the Weekly Euro/U.S. Dollar chart begins by drawing Gann angles
from a swing bottom. Rather than show Gann angles from every swing bottom, in order
to keep the charts clear, Gann angles will be drawn from the intermediate bottom from
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FIGURE 12.19 Weekly Euro/U.S. Dollar. Draw uptrending Gann angles from the intermediate
main bottom at 1.1637 using a scale of .004.
Copyright © TradeStation.

1.1637 the week ending November 15, 2005, and from any every other relevant interme-
diate bottom. The scale for the Weekly Euro/U.S. Dollar chart is .004 (Figure 12.19). It is
important to draw the angles out into the future and let the market find them instead of
adding to them as the market trades. This way you will know ahead of time where the
angles are (Figure 12.20).

In addition to showing support from a main bottom, Gann angles can also be used
to determine a change in the trend. For example, during a prolonged move down when
the market is making lower tops and lower bottoms, the market is usually following
a Gann angle down. As the market starts to develop signs of a bottom on the trend
indicator chart, it also begins to signal strength by breaking through or crossing over a
downtrending Gann angle. This signal is not strong enough on its own to trigger a change
in trend and should be used with other trend indicators to signal strength (Figure 12.21).
After the market made the bottom at 1.1637 it rallied to overtake a downtrending Gann
angle the week ending December 16, 2005.

As the rally develops, traders should keep track of penetrations or lost motion
moves through the uptrending angle. This helps in the placement of stops. Throughout
the rally from November 15, 2005, to September 1, 2007, the market had four lost motion
trades. After penetrating the uptrending angle, the market regained the angle, and the
trend resumed (Figure 12.22).
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FIGURE 12.20
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Weekly Euro/U.S. Dollar. Draw the angles out into the future as far as possible

FIGURE 12.21
change in trend.
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Weekly Euro/U.S. Dollar. Penetration of downtrending angle may indicate



248 PATTERN, PRICE & TIME

Euro / US Dollar EURUSD - Weekly

1X2
i Scale =.004 L

1.35 -1.35

1.3262

1.3 -1.3
-.0015
1.25 -1.25
1.2 1.2
Keep track of the penetrations of the angle
to determine the lost motion for proper
1.15 ..0114 stop placement. 1.15

b
Created with TradeStation

L‘ Oct’05 '06 Apr'06  Jul’06 Oct’06 07 Apr0o7 Jul’07 Oct’07
L

FIGURE 12.22 Weekly Euro/U.S. Dollar. Calculation of lost motion through an uptrending Gann
angle.
Copyright © TradeStation.

The key to working with the Gann angles is to place them on the chart as soon as a
swing bottom is formed and then draw them out into the future. This allows the trader
to know ahead of time where the support or resistance may be formed. In addition the
angles forecast where a market could trade on a particular date. Working with the trend
indicator chart, the easiest strategy to follow is to trade in the direction of the trend and
use the Gann angles for entry.

PERCENTAGE RETRACEMENT ZONES

Every time the market forms a top or bottom, Gann angles should be placed on the chart
and every time the market forms a range, percentage retracement price should be placed
on the chart. The most important percentage prices are the 50 percent price and the 61.8
percent price. These two prices form a support or resistance zone.

If you prefer, you can calculate the percentage retracement zones for only the major
ranges. This would include the highest-high and the lowest-low, the second-highest high
and the second-lowest low, and the third-highest high and the third-highest low.

The first major range on the Weekly Euro/U.S. Dollar chart is the December 2004 top
at 1.3670 to the November 2005 bottom at 1.1637. This range creates a 50 percent and
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FIGURE 12.23 Weekly Euro/U.S. Dollar. At a minimum calculate the percentage retracement
zone of the major range.
Copyright © TradeStation.

61.8 percent retracement zone at 1.2654 to 1.2893. Between the week ending May 5,
2006 and the week ending November 10, 2006, the market traded for several weeks on
both sides of this zone. This choppy trading action represented the battle between the
longs and the shorts. Typically the market will trade this way inside of major retracement
zones. Therefore starting a swing chart at or inside of this zone often results in whipsaw-
like trading. It is often better for the market to clear out of this zone before attempting
to trade it (Figure 12.23).

In addition to maintaining the major retracement zone, an active trader may want
to calculate the percentage retracement zones of each swing range. The trader can then
try to buy pullbacks into the zone when the trend is up and sell rallies when the trend
is down. Throughout the rally in the Weekly Euro/U.S. Dollar, the market made several
moves into retracement zones that turned into intermediate bottoms (Figure 12.24 and
Figure 12.25).

It is very important that you define yourself as a trader. In other words, define
yourself as a trend or countertrend trader, find out if you are the type of trader who
likes to buy strength and sell weakness, or one who prefers to buy dips or sell rallies.
A percentage retracement trader is usually a trader who prefers to buy the breaks in the
direction of the main trend. In order to take advantage of the percentage retracement
trade, it is important to know the trend and define the range.
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FIGURE 12.24 Weekly Euro/U.S. Dollar. Active traders should calculate the retracement zone of
every swing range.
Copyright © TradeStation.
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FIGURE 12.25 Weekly Euro/U.S. Dollar. Trend traders should use the percentage retracement
zones to buy or sell according to the trend.
Copyright © TradeStation.
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The next section looks at how the percentage retracement zones and the uptrend-
ing Gann angle offered several opportunities to trade the trend without buying strength.
These two price indicators created value zones that encouraged buying. Earlier it was
stated that one can buy on the Gann angle and in the retracement zones. This technique
combines the two into one buy signal.

PERCENTAGE RETRACEMENT ZONES
AND GANN ANGLE COMBINATIONS

Earlier in the book it was stated that Gann thought markets moved in horizontal, diag-
onal, and vertical lines. In this section we analyze the Weekly Euro/U.S. Dollar pair in
terms of the horizontal and diagonal—in other words, the combination of percentage
retracement zones and Gann angles.

The logic behind using these two price tools is that often a percentage retracement
stops the market or a Gann angle stops the market. Therefore the two of them combined
may form a stronger support or resistance area.

The first area of interest is the swing from the 1.1637 bottom to the 1.2323 top. This
range creates a retracement zone of 1.1980 to 1.1899. The trader wants to identify when
the Gann angle will travel through this zone to set up a possible countertrend buy. In
Chapter 9 an equation showed how to calculate the date an angle will cross a certain
price. In this example, the uptrending 1 x 2 Gann angle crosses 1.1899 the week ending
February 17, 2006, and 1.1980 the week ending March 7, 2006 (Figure 12.26).

Throughout the life of the uptrend continue to look for areas where the Gann angle
crosses the percentage retracement zone. This setup allows you to buy at a price that is
likely to attract interest. Remember it is not the angle that turns the market but the size
of the buying in that area of interest (Figure 12.27).

Gann angles can provide support and resistance by themselves as well as determin-
ing the trend; however, when combined with horizontal retracement areas like percent-
age retracement zones, they can create powerful buy or sell zones. The key is keeping
the Gann angles and the percentage retracements up-to-date. The next section will show
how time may have had an influence on the turns in the market.

TIME INDICATORS

Without really mentioning it, time has already been introduced during the analysis of this
market. In the section on the trend indicator chart, the topic of time swings was covered.
Gann angles are a combination of price and time. In this section squaring price and time
will be discussed as to how they apply to the Weekly Euro/U.S. Dollar market.

The first square for timing is the square of the weekly range. The first square is cre-
ated by subtracting the top at 1.3670 from the week ending December 31, 2004, from
the bottom at 1.1637 the week ending November 18, 2005. This creates a range of .2033
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FIGURE 12.26 Weekly Euro/U.S. Dollar: Gann Angle Crossing Percentage Retracement Zone. The

combination of these two price indicators can turn a market.
Copyright © TradeStation.
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FIGURE 12.27 Weekly Euro/U.S. Dollar. During an uptrend continue to watch for areas where
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FIGURE 12.28 Weekly Euro/U.S. Dollar: Square of the Range
Copyright © TradeStation.

(Figure 12.28). This square suggested possible changes in trend the weeks ending Febru-
ary 17, 2006, May 19, 2006, and November 10, 2006. This square remained valid until the
market traded through the top in April 2007.

The square to create for timing is the Square of the Low. The low price is the main
bottom on November 15, 2005, at 1.1637. This low squares time the week ending July
28, 2006, the week ending April 13, 2007, and the week ending August 29, 2008. All came
close to short-term tops, but nothing produced a change in the trend (Figure 12.29). The
August 29, 2008, date came after the weekly trend had turned down on the swing chart
and at the same time the market accelerated through uptrending Gann angle support
(Figure 12.30).

THE FORECAST

Looking at the Weekly Euro/U.S. Dollar chart one can see that since the main top was
made in July 2008 at 1.6038 the market has felt selling pressure. The swing chart turned
down on the weekly chart the week ending August 8, 2008. The major uptrending angle
from the 1.1637 bottom was also broken, which gave further indication that the main
trend had turned down.
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FIGURE 12.30 Weekly Euro/U.S. Dollar: Square of the Low and Gann Angles
Copyright © TradeStation.
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FIGURE 12.31 Weekly Euro/U.S. Dollar Forecast
Copyright © TradeStation.

As of September 2008, the trend was still down; however, the market was finding
support at 50 percent of the 1.1637 to 1.6038 range at 1.3838. Trading action indicates
the start of a possible short-covering rally, which should trigger a retracement of the
first break from the top. Based on the range of 1.6038 to 1.3881, look for a minimum
retracement to 1.4960 to 1.5214. If the forecasted rally stops at 1.4960 to 1.5214, then
look for another break to 1.3057 to 1.2803.

The key date to watch in the future is the week ending January 8, 2010, when price
and time form a major cluster at approximately 1.3838 (Figure 12.31).

CONCLUSION

As you can see from this analysis, as an analyst or trader you do not need to have
fancy equations or oscillators. You can see that it is still possible to analyze a mar-
ket using simple open, high, low, and close data. Once you understand the basic
tools you need to analyze a market then the rest is up to study and experimentation.
Remember the markets move diagonally, horizontally, and vertically. Learn how to use
the tools to determine when these three factors converge. Always know the trend and
keep looking for price and time balancing points to help you improve your analysis and
trading.
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Momentum, market, 194
Monthly charts, 57, 59, 216-217
Monthly main trend chart, 213
Monthly seasonal chart, 220-221
Moon cycle, 33, 205

Moving averages, 153

M top. See Double tops
Multiples of bottoms, 149-150

L

Last active bar, 85-86

Law of Vibration, 6, 23-28

Longitude chart, 38

Long-term trading, 103

Losses, limiting, 113

Lost motion, 120-122, 123, 146-147, 148,
190, 191-195, 248

Lows, 69, 187 N

Natural cycles, 33-42, 203-210
Nine, importance of, 27-28
Ninety-day cycle, 214
Numbers, 26-28

M

Main bottom, 82, 219, 246
Main swing, 90
Main swing bottoms, 82, 83

Main swing top, 82, 83 o
Main top, 82, 219
Main trend indicator, 80-83 October Egg Gann Chart, 19, 46, 49
forecasting tops and bottoms, 215 One-bar chart. See Minor swing chart
and swing trading, 110-112, 112-113 One-bar swing. See Minor swing
Main trend indicator chart, 83, 92-94, 126, 1x1 angle, 29, 158, 159, 171, 173,
213-214 180, 188
Major tops, 151 1x2 angle, 29, 177-178, 186, 193
Market: One-day indicator charts. See Minor trend

entry mechanism, 188 indicator chart
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Outside bar, 86-87

Outside move, 85, 86, 87, 132

Overbalancing swings, 130-132,
236, 237

P

Pattern, 62
combining with price, 197-202
combining with price and time, 233-255
definition of, 28
other chart formations, 125-141
study, 17
and swing chart trading, 91-123
and trend indicator charts, 69-90
Percentage retracement charts, 63-64, 67,
199, 200, 201
Euro/U.S. dollar market, 248-251
and Gann angles, 251, 252
Percentage retracement points, 20, 30, 43,
56, 146-149
Pit trading, 55
Pivot price, 150-153
Planets, 34, 36, 203-205
Price, 62
analysis, 28-30
balance points, 28-29
in bull market, 189
charting, 66
clusters, 153
combining with pattern, 197-202
combining with time and pattern,
233-255
connection with time, 5
determining, 175, 177-178, 180,
182-183, 186
duration of swings, 31
forecasting, 64, 132-133, 219
Gann angles, 155-195
horizontal support and resistance,
143-154
importance of scale, 20
and lost motion, 194
and patterns, 28

INDEX

scale, 167, 168

and signal bottoms, 137

and signal tops, 134

and swing charts, 145

and time charts, 52

and time seasonal chart, 219-220
Price swing charts, 235, 237
Profits, protecting, 113, 245
Prolonged move in time, 214, 215

Q

Quarterly charts, 58
Quiet market, 131

R

Rally:

follow-through, 137

impending, 131

prolonged, 128-129

in uptrending market, 222, 234
Ranges within ranges, 148
Reference bar, 85-86
Relative Strength Indicator (RSI), 120
Resistance, 151, 197, 200-201
Retracements, 101, 106, 136
Reversal stops, 97-99
Rollover, 52, 60
Rule of All Angles, 188-189, 194

S

Same-contract months charts, 50-52

Scale, 46, 65, 167-170

Scientific forecasts, 7

Seasonality, 216-221

Secondary higher bottom, 125, 238, 244,
245

Secondary lower top, 127

Sell points, 95-97

Sell stops, 78, 98-99

Settlement, 55



Index

Seven, importance of, 27
Seven-day cycle, 205
Short position, 110, 112, 113
Short signal, 98
Short-term trading, 103, 214
Short trading, 106, 109, 110, 115
Signal bottom, 137-140, 215, 238-243,
243-245
Signal top, 134-137, 143, 215
Size, 46, 50
Slow Stochastic Oscillator, 120
Square charts, 225-231
Square of Four chart, 42
Square of Nine chart, 42
Square of the low, 253, 254
Square of the range chart, 64, 157
Squaring a high, 33, 187, 229-230
Squaring a low, 33, 187, 230-231
Squaring a range, 225-228
Squaring for time, 251, 253
Squaring of price, 32-33
Squaring of time, 203
Squaring the range, 32
Stop loss orders, 104, 191, 192, 202
Stop orders, 87-88
Stops:
placement, 78, 190
setting objectives with swing charts,
223-225
trailing, 128-129
Sun cycle, 205
Support, 131, 152, 197, 198
Support and resistance angles, 18
Support and resistance points, 30, 36, 88,
188
horizontal, 143-154
Swing bottoms, 69, 70, 88, 144-145, 199
and downtrending Gann angles, 200
and percentage retracements, 201
and support and resistance points, 149
Swing charts, 20, 62-63, 69-90, 143-145.
See also Trend indicator charts
basic use, 221-223
exceptions to rules, 238
and Gann angles, 160

263

price targets, 28-29
setting time objectives and stops,
223-225
timing, 21, 31
trading negatives, 119-122
trading strategies, 91-123
trend changes, 28
two-bar, 63
Swings, 62
balancing, 129-133
types of, 89-90
Swing tops, 69, 70, 88, 143-144, 198, 199
and downtrending Gann angles, 201
and support and resistance points, 149
Swing trading:
at fixed-price levels, 105
at fixed-time intervals, 108-109
rules, 104-119
strategies, 104-105
using trend indicators, 109-112

T

Ten-year seasonal chart, 221, 222
Thirty-day cycle, 205, 206
Three-bar charts. See Main trend indicator
Three-bar swing. See Main swing
Three-bar trend indicator. See Main trend
indicator
Three-day trend indicator charts. See
Main trend indicator chart
Time, 62, 203-232
according to Gann, 30-32
building a support base of, 131
and chart construction, 66
combining with pattern and price,
233-255
connection with price, 5
divisions in, 225-228
influence on uptrends, 240
and patterns, 28
prolonged moves in, 214, 215
setting objectives with swing charts,
223-225
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and signal bottoms, 137
and signal tops, 134
strengthening indicators, 136, 139
and swings, 89
and trading the trend, 114
Time charts, 52, 66
Time cluster, 32, 228-229
Time indicators, 251-253
Time stop, 224-225
Time study, 17
Time swing chart, 235, 236
Timing, 21
Tops, 69, 87
divisions of, 149-150
forecasting, 215-219
using swing charts to predict, 222
TradeStation, 46, 56, 57, 135
Trading:
application of Gann Theory, 42-43
basic instructions, 95-99
benefits of using intermediate swing
chart, 76
creating a strategy, 43
day, 55, 148
long-term, 103
the minor trend, 70-71
other swing chart strategies,
102-104
pit versus electronic, 55
range, 145
short, 106, 109, 110, 115
short-term, 51, 103, 214
strategies, 187-190
swing trading strategies, 104-105
against the trend, 131, 243
using anniversary dates, 211-214
using swing charts, 91-123
Trailing stops, 128-129, 242
Trend-following trading strategy,
188

Trend indicator charts, 69-90, 238, 245.

See also Swing charts
characteristics, 89-90, 94-95
construction, 84-87
minor trends, 70-74

INDEX

review of the rules, 91-95
and swing trading, 104-107
Trend indicator stop rule, 242
Trend line, 86, 155
Trends, 13
determining change in, 99-102
impending changes, 132, 140
and swing charts, 28
and time, 203
using Gann angles, 191
Triple-signal bottom, 138
Triple-signal top, 135
Twelve, importance of, 28
24-hour trading, 55
Two-bar chart. See Intermediate swing
charts
Two-bar swing. See Intermediate swing
Two-bar swing bottom. See Intermediate
swing bottom
Two-bar swing top. See Intermediate
swing top
2x1 angle, 29, 175, 176, 182-183
Two-day trend indicator charts. See
Intermediate trend indicator charts

U

Uptrending angles, 171-178, 198-199
Uptrending market, 234, 239
Uptrends, 78, 99-101, 116, 144, 163
forecasting duration of, 223
rallies, 222
trading using weekly charts, 114
U.S. Dollar/Euro Forex Market, 233-255

A%
Vertical charts, 62

Vibration. See Law of Vibration
Volatility, 104, 122, 147

w

W bottom. See Double bottoms
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Weekly charts, 27, 29, 31, 60, 61, 114,
235-241, 244-250
constructing yearly forecast using,
217-218
and trend trading strategies, 115
Weekly intermediate trend indicator,
80

Weekly main trend chart, 213-214
Whipsaw market, 119-120

Z

Zero-angle chart, 33, 164, 231
Zero angles, 187
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