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Introduction

“Human nature tends to see what it expects to see ...” unknown author

The successful trader is the person who can apply the theoretical concepts of the most
optimal trading technique, for his markets, and bring his personal touch in real-time ¢rading,
The author has created and developed Integrated Pitchifork Analysis, in synergy with existing
state-of-the-art professional trading tools. The first volume built the foundation of the
technique, and the second and third tomes will describe the integration of the method with the
already existing modern trading tools.

Writing this book has constituted for the author a real continuous teacbing challenge, for the
entire period of writing. His only obsession was to create, construct, test and finally propose
to the colleague trader, an easy fo use professional edge technique, never utilized before this
publication. Among these incommensurable advantages there are the following principles:

- The author writes from his experience and research - a 20-year trading & investing
period. He provides a thorough creation, presentation & implementation of the
Integrated Pitchfork Analysis. Thus, the writer’s original concept rooted from more
than 75 years of trading experience of our masters like Schabacker, Babson, Marchal,
Dr Andrews and more recently Timothy Morge (www.medianline.com). This
technique has become a head start in terms of professional trading, based on
knowledge and practice during twe decades of research. Thus, a “frading edge t9o
efficient to be_ignored” has been created!

- The “Key Points to Remember” section, located at the end of each chapter, has been
designed to sharpen the comprehension of the just exposed theory and case studies
and also to provide quick reference points for later quick revisions.

- The author’s experience in medical field taught and warned him that there is no
positive outcome of any well accomplished task without the heavy load of clinical case
practice, once that the knowledge and confidence are at “rendez-vous”. Thus he
provides for almost every chapter case studies that will not only emphasize the
theoretical presentation, but will also comfort the trader’s comprehension and trading
confidence,

As an entrepreneurial person. that you are, otherwise you wouldn’t be reading this book right
now, you took up the decision to become a profitably consistent trader... Don’t wait... This
book is for you!

Be warned... the road to conquer the Learning Carve is long and thorny... you’ll get there if
+  you really want it, but you’ll have to fight teeth and nails!

1. The WHYs of this Professional.Book!

This second volume was specifically elaborated for the experienced trader, bringing even
further and higher the standards of Dr Andrews’ technique, founded more than three
quarters of a century ago. The Integrated Pitchfork Analysis will enhance the ergonomics and
the profitability of the trades through the use of three mechanisms:

- The improvement of the trading accuracy,

- A greater trade probability leading to a better profitability,

- An independent cross-verification, which exceptionally increases the trade’s
management, his performing confidence and the outcome of the trade.
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Many of these tools did not exist or were not symbiotically and synergistically used together,
more than a quarter of a century ago. They surely belong nowadays to the arsenal of the
profitable and consistent professional trader: the inter-market analysis, the multiple time
frame, the momentum & Fibonacci bar counts, the multiple time frame floor pivots, the
Elliott waves principle, the Gann tools, the Jenkins circles, the Wolfe Waves or the ellipses.

2. Never Give-Up... Fight Teeth and Nails!

As most of us probably know, the trader is an eternal student of the markets. Until the
officient and consistent trading Jevel is attained, the trader will have to fight teeth and nails,
in his quest for knowledge. It means that you must have the stamina and the energy, as well
as the skill for continuous tasks in the process of learning and practice. There is nothing out
there to be taken for granted...! Or should I say ...? There is no free lunch on Wall Street!

3. Reaching the Advanced Level - Use of Progressive Learning Modules

The teaching procedures exposed in this trading book, fully obey the epistemology principles:
the presentation of the advanced Krowledge in a modular manner and the practice of it,
through the analysis of real-time cases with greater emphasis on Risk and Money
Management concepts. Please find below brief explanations of several taught chapters topics:

- The description of the Context of the Trade, so often neglected, will really facilitate the

comprehension of the market movements, otherwise there wouldn’t be any chance of
' consistent profitable results.

- The Pre-open Preparation is a well-kept secret of the professional trader. Between you
and me... How many books or even articles have you read or have you seen about this very
pragmatic topic?... Isn’t this important for the market’s opening and morning’s trading
results? Or should I rather sap... Isn’t this the key to understand the ensuing day’s
trading ouicome?

- The News Trading — Overnight & Intra-Day Unfolding correctly exploited by the trader
will profitably fuel the trade(s) of the morning or/and of the day.

- The Inter-market Analysis & Fundamentals — Real-Time Use, so often misunderstood
topics, due to their labyrinth facets, have the advantage of building the road to the day’s
trading potential. Many of us can still remember, the disastrous impact of the Russian or
the Asian crisis that shook-up the entire world markets, some years ago. We are now aware
that the dragonfly’s wing fluttering in Asia can be easily heard over the oceans...! Or
should I better mention the most recent sub-prime crisis, in the summer of 2007...?

- The use of Elliott Waves — Real-Time & Intermediate-Term Use fechnique intricate with

the single or multiple pitchforks is one of the most precious tools available for the astute
trader. It can, not only identify the trend and the counter-trend, but can also reveal the
exact location of the market flow within the contextual or the local market. Thus, we can
abserve the maturity of the trend, the price targets and finally the specific levels where the
market might fail,
Due to the common difficulty or even the inability of some traders to thoroughly
understand Elliott Waves concept, the author emphasized the applied principle of
epistemology, teaching this topic through the use of progressive modules, the process of
mental assimilation based on repetitive real-time cases, and the “Key Points to Rementber i
section, at the end of each chapter. The latter fakes its full applicability in the learning
process, later on, when the trader can make a quick reference, whenever needed.

- The sixth chapter — QOriginal Tools for Impulsive Pattern End —_Diagnosis, Kinetics &
Management speaks for itself. The Confidence of the trader is greatly enhanced by using
these tools, in the quest for low-risk high-probability trades. Thus, one can easily prosper
by performing only the most profitable trades like, trading the wave 3 or wave 5.
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- The little known technique of Channelling — Pathwavs in the Sand — Market Move
Projections, efficiently assist the trader in locating the most probable target, trails or stop
loss levels. Their channelling, objectives determination and around-the-clock kinetics will
create time-price dependent market relations. These advanced tools will reveal the optimal
market description, so indispensable for finding the low-risk high-probability trades. Some
very original subjects were treated here.

- The eighth and the ninth chapters — Variable Time/Price Location of Pitchfork’s Anchor
describe author’s original research used on everyday trading, concerning the sophisticated
use of traditional and Schiff pitchforks.

- The Momentum and Fibonacci Bar Counts are little known topics by most of the traders.
The momentum mapping will easily divulge the strength or the weakness of the current
market. The Fibonacci bar count is frequently used by the experienced traders to consider
an eventual termination of a trend. The synergy of both bar counts is obvious when they
are used together. What else will better reveal the trend’s exhaustion?

- The author particularly studied in detail several indicators such as: False Stochastics, RSI
and OSC(5, 35), in order to better pinpoint the entries or the exits, among other profitable
tasks. Our preference goes to False Stochastics (an Advanced GET proprietary indicator of
eSignal), which is a dual characteristic tool for determining the trending and at the same
time, the trade-opportunities sideways moving markets.

4. Reinforce the Risk & Money Management Concept

After all these tools have been described, the author developed the Risk and Money
Management concept, first theoretically presented with the Three Pawn Technique and then
applied through the filter of multiple case studies. It unveils numerous professional edges, far
away from the crowd’s reach. Among others, we will mention: the pre-arranged entries, the
parsimony of stop loss sizes, the logical objective targets, the reward/risk ratios, the hidden and
non-randomly chosen trailing stops, the scale in/out concepts which may increase with at least
50% your results, the exits, the nibbling and the single/multiple trading units,

5. Knowledge & Confidence as Conclusion
For a trader, two things are primordial: Krowledge and Confidence.

Knowledge explains how the market works, and Confidence is the trader’s ability to use it,
over and over again. The more you use it, the more you will see the market react to your
proposed strategy. The more you will believe in it, the faster you will become a self-confident
trader.

We should never, ever forget that trading with Confidence is the most profitable way around!
The Knowledge builds the Confidence, and together they will really ensure your peace of
mind, without any visceral fear nor paralysing pain, throughout the entire trading process!

The Integrated Pitchfork Analysis advanced concept, described for the first time in this book,
will not only build the trader’s Confidence, but it will alse offer a global and unique real
trading professional edge, to be used by the trader, in his every day practice.

Dr Mircea Dologa, MD, CTA June 21, 2007
Paris — France

mircdologa@yahoe.com Founder of www.pitchforktrader.com
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Chapter 1
Context of the Trade

The darkness of the urknown has always intrigued me!

This sentence began the first chapter of volume one, talking about the mechanism of an
intuitive approach, true as ever, in the practice of profitable trading. It will catapult the
trader’s efficiency, well ahead of the crowd’s, due to the approach’s global discernment or
perception. The resulting acumen will give the trader the power to sce what is not obvious to
the average mind. It goes even further, enhancing the implementation of the local action, due
to the genmeral observation. It is like an expert guide unlocking the wisdom of the
subconscious mind.

The hard task is to elaborate an adequate learning module that could effortlessly and
efficiently implement this approach in trader’s conscious mind. Useless to say, that this
approach is hardly found in any other trading literature. We will propose solutions for this
complex and ubiquitous task, carrying in our mind the three main building blocks of the
intuitive approach applied to trading:

- the context of the trade,
- the pre-open preparation and
- the inter-market analysis.

Some of the readers might wonder why should the intuitive approach be applied to trading or
investing. Well, for me, it is really beneficial, to have acquired this quality because it greatly
improved not only the trading results but also the way I see the trading process. To be clear,
it “really ensures the peace of mind, without any visceral fear, nor paralysing pain, throughout
the entire trading process”.

Grasping and understanding this intuitive approach, began when I read for the first time Lee
Iacocca’s autobiographical book, in 1985. Then, later on, I have read, his second book, ina
few hours: Where have all the leaders gone?

Like one of his readers said “If Business Executives had a Hall of Fame, Iacocca probably
have a floor dedicated to him”. And I should add that the former president of Ford and
Chrysler, is still well, creative and very much alive...! He came out, in both books, with guns
blazing from page one, and never stopped until the last one. As the CEO of Chrysler
Corporation, his great merit was to bring the firm back from the brink of bankruptcy, in the
difficult times of 1970s oil crisis. With his “straight shooter” reputation he “formatted” a
whole generation of business managers by unveiling the pressing need for real leadership not
only in United States but also all over the world. When I said business managers, 1 also meant
the trading and investing professionals. We should never forget that we are in a special, or
should I say a peculiar type of business where loosing money is a way of our professional life.

What really intriguned me and also triggered my envy to know more about the infuitive
trading approach was Iacocca’s following sentence: “Thing global, but act local”.

First, I thought of the usual trading plan concept but later 1 realized that is much more than
that. And suddenly it all came out. The trader must integrate intuition in his everyday
practice. One should kind of cultivate the intuition, day-after-day.

I wouldn’t completely agree with Einstein’s quote “Imagination is more important than
knowledge” without bringing around the hard task of practising experience. How can a
trader imagine anything with a “raw” un-cultivated knowledge? 1 remember, one of my
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students saying that it took him a couple of years, and thousands of charts to “feel ar home”
with his trading.

Speaking about the building blocks of the intuitive approach applied to trading, let us study,
the first of the three, the Context of the Trade.

1. Defining the Market’s Spatial & Temporal Context - Its Limits

Among multiple understandings of the word Context found in a collegiate dictionary, we
would retain the following meaning “fhe act, the process, or manner of weaving parts into a
whole, thus forming a genuine structure”. We should add that this “weaving together of
elements into a whole” is done eyeballing the chart not only from the price point of view but
also from the fime’s standing point.

The eyeballs tend to stare, especially on the vertical axis, and the market appears to be
motionless in novice’s mind. The first time around, the trader is rather lost, and he does not
know where to start even if he already had some idea of trading.

Once the first sensation is gone, we will try to map the chart in such a way that we will be
aware of the left-fo-right market movements, on the time-wise horizontally oriented X-axis.

In order to trade, we should first become familiar with the flow of the market. Secondly, we
will think about trading decisions. One of the best methods to understand the market context
(its layout, here), is to mark out its spatial and temporal cardinal orientations:

1.1 Price-wise Cardinal Orientations on Y-axis:

- Where the price is coming from?

- Whkere the price seems to be going?

- How is the price in regard to main levels like highs, lows, floor pivots, opening
range, etc...?

- How high/low is the morning, after-noon or day’s apogee (highest high)?

- In what way did the price reach the current location?

- Was there a continuous move, or did the price jump directly towards the high/low
of the chart?

1.2 Time-wise Cardinal Orientations on X-axis:

- What is the time frame mostly used by the trader?

- What time-length corresponds to each bar? This hint will allow us to calculate the
time frame!

- Did you select the time frame that mostly illustrates the dominant trend?

- What is the time-interval between two lows or two highs?

- Did you take into account the fime-of-the-day schedule before taking any trading
decisions?

- Do you have a time-map illustrating the most frequent trade opportunities on
monthly, weekly, daily and hourly scale?

1.3 Time- & Price-wise Orientations on the X & Y-axis Delineated Area

- Is the market trending or not?

- What is the market’s exact location within the whole context?

- What is the exact slope of the chart?

- How did the day finish: at an extreme point of the chart, or did it perform a last
“gasp” in pre-close, closing with a huge counter price bar?

- How fast/slow the price reached its morning, after-noon or day’s extreme
positions?

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com
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- How long did it take for the price to terminate its up-stoping/down-sloping
tendency?

-  What kind of rhythm did the price undertake: cadenced, random, rapid or
crawling?

It goes without saying that the above list of orientations is not exhaustive.

As you probably noticed, we have described above, not only the price-related market features,
but also the time-related orientations and the price-time dual relationships. We have not
restrained ourselves, this time, in comparison with volume 1.

Why? Just to remind you and also to emphasize that in real trading, more than 90% of the
traders don’t use the time parameters. That could be disastrous for novice or intermediate
traders’ results. The time came-up to treat also this time-price relationship in detail in ¢his
second volume, especially designed for the advanced traders (please refer to Contents),
Missing the fime-tool, is like shooting with a revolver instead of firing with a high calibre
machine gun from an US Navy aircraft.

The intricacy of the time-price relationship can efficiently explain the market movements and
its random or sequential flow.

In order to progress we must understand what will happen when you will use a real-time
chart where the price is rolling on the low time frame char¢, like a small but very alive,
tireless mercury bubble,

Ideally we should embed the market flow energy into a hypothetic meandering river,

The market’s winding and unwinding movements will be optimal only if it takes up the path
of least resistance.

2. Applied Dow Theory to Every-Day Trading

The Dow Theory plays a major role in understanding the market structure, part of the
trading approach even if this is not obvious at the first glance. Charles H. Dow never wrote a
book, but the theory’s roots were strongly attached to his editorials published in Wall Street
Journal, just after the turning of the 20th century, between 1990 and 1902.

Charles H. Dow’s intentions were to use these editorials as a Barometer of the existing
business conditions... or should we say as the Context of the financial market?

Dow Theory becomes a reality due to the sustained efforts of William Peter Hamiiton and
especially Robert Rhea. The latter wrote in 1932 the Dow Theory book, thus founding the
whole concept.

We will briefly study the labyrinth aspects of this theory, indispensable for understanding the
fundamental tenets of trading without really exhausting the topics, due to lack of space in this
book. '

2.1 The Market Averages Discount Everything

The trader understands the above statement, as the price is the absolute truth. Anything that
could possibly affect the demand or the supply phenomena of the market, is prompdy
discounted by the Averages, especially the Dow Jones Industrial Averages and the Dow Jones
Transportation Average. This goes for any unexpected “acts of God™, or on the contrary, any
expectations, which are instantly assimilated and discounted by the Averages.

As an example, we can say that a magazine cover is not more news, once it came ont,
However, as a trading tip for the stock trader, one can find out about the news, ahead of the
crowd, by checking out the magazine’s website, before the hard copy publication invaded the
streets.
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2.2 All-times Three Market Trends

In spite of the fact that there are numerous trends in the market, at any time, Charles H.
Dow has only focused on three types:

- The Primary Trend, or the Tides, which will probably last from less than a year to
several years, represents the long-term movement, being the most important trending
element (refer to Figure 1). We can evaluate that its duration is usually over 9 months.
The up-trend of a Tide was named a Bull Market and down trending was called a Bear
Market. Both of them were characterized by a three fold moves, whatever the
direction was.

oy YTy mo&_?'.\....-..«;iﬁ.'.wné% e o s iy i Sop VoV Tar i Wy
SeToR AR O DA A O DICTiApt 3 ey ot B iy 4 ey v ar e

Source: www.esiphal,com
Figure 1 - Both illustrated TL-01 & TL-02 trend lines embed more than 9 months of market activity,
thus they qualify to describe the long-term movement, This is an obvious example of a trend within a
trend, or a fractal within another fractal,

- The Secondary Trend, or the Waves, will probably last from three weeks to three
months, forming the intermediate-term movement. In its corrective process, called
secondary reactions, this intermediate trend will retrace as little as one third to two
thirds of the Primary Trend These specific fractional correction ratios were thus
created and named long before Edson Gould created the speed lines based on the same
fractional ratios. W.D. Gann also mentioned, not only the third ratios but also the
halves of the thirds during a retracement.

- The Minor Trend or the Ripples, usually last from two to four weeks, sometimes six
weeks. Being the daily fluctuations and illustrating the short-term movement, they
weren’t really taken into consideration. They were considered as the least important
trending element.
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16

irles H.

year to
rending
tonths.

| a Bear
ver the

100

—

com
4 acﬁl’ity’
" within a

fo three

s, called :

d to two

ere thus -
the same :
also the

times six
ent, they
nportant

0m

17

Source: www.esignal.com
Figure 2 - The TL-01 & TL-02 trend lines still represent the long-term movements already drawn in the
preceding figure (n° I). The trend line n® 3 (TL-03) being shorter than three months but lasting longer
than six weeks qualifies to describe the Secondary Trend. On the contrary, the trend line n° 4 (TL-04)
lasted less than four weeks, thus labelling the short-term movement called the Ripple.

2.3 The Two Averages Must Confirm Each Other

Not only the two Averages must confirm each other, but also the active individual stocks
must follow them. A top or a market bottom is not accepted, unless both Averages confirm it.
It is common for one Average to signal a trend reversal, way ahead of the other. However,
there is no time limit specified by the theory.

2.4 The Line — Announcing a High-Momentum Movement

The Line is the forerunner of the nowadays energy-building rectangles. 1t was described as a
two to three week movement representing the accumulation or distribution phenomena. Its
size is around 5% of both Averages. Most of the time, they efficiently signal an incoming
high-momentum move. The narrower they are, the higher the built up volatility is. The
longer they last, the stronger the momentum will be.

2.5 The Closing Prices

Only end-of-day, closing prices are to be considered. The intra-day price movements are to
be neglected.

2.6 Price Action Determines the Trend

A trend has been defined, in those days, as the general direction in which the price tend fo
move. Ninety years later, Victor Sperandeo’s two books gave more details: an up-trend is
characterized by higher highs and higher lows, and a downtrend by lower highs and lower lows.

Copyright 2007 by Dr, Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com
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We find in William Peter Hamilton's writings (September 23, 1929) the sacrosanct princip!
of trend termination: “An indication (of price trend) remains in force until is cancelled by
another...» Thus, we can emphasize that a trend is considered ongoing until the market flo
performs a definite reversal, signalled by the “the weight of evidence”. Once in motion, tk
trend has a higher probability to continue rather than to be interrupted, causing t}
market’s reversal. Keep this in mind... It will save you a lot of money!

2.7 Price & Volume Relationship — The Provider of Trading/Investing Background

The volume is well known to reflect buyers/sellers enthusiasm. It also represents the
attitude in changing markets. However, the market breadth measures the extent of the
emotion.

We all agree that without price quotes there wouldn’t be any financial markets. However, tt
eternal question is “Which comes first... the price or the volume?” Most of the mark
technicians agSree that volume precedes price! We usually observed that the Volume Oscillat.
leads the Price Oscillator!

However, we should consider the interaction of the elements of the above duo in order 1
assess not only the short-term movement but also the maturity of the prevailing Prima
Trend. It is common knowledge for an experienced trader that the volume should increase i
the direction of the dominant trend. Going further, we notice:

- The up-trend is characterized by an increase on rallies and decrease on market drops
- The downtrend is signalled by an increase on market drops and by a decrease ¢
corrective moves.

As a trading tip, we can affirm that any heavy volume signals a genuine frend and any lo
volume activity indicates a very probable false move.

Conclusion:

We will not abandon the Dow Theory sub-chapter without emphasizing its great impact ¢
state-of-the-art trading tools, in spite of its over 100 years old age:

- The concept of Three Trends at all times, opened the road, not only to multiple tirr
frames approach but also to better understanding of the fractals of any financi:
market.

- The “Two Averages confirmation” tenet settles in a way, the nowadays anguish of th
trader when it comes to saying, “How high is the High?” or vice versa.

- The Line — announcing a high-momentum movement, like we said before, is th
forerunner of nowadays energy-building rectangles, a very profitable techniqu
extensively described in this book (please see Contents}).

- The “Price Action determines the Trend” tenet is true nowadays as ever. Who woul
dare today to buck the trend or trade most of the corrective moves?

- The “Price & Volume Relationship” settles today the same trading/investin

background, as it did more than hundred years ago. Their importance is not to k
proven whatever taken together or apart, as two distinct entities. The shrewd, wel
trained trader could trade with a chart having on it just the price bars.
The role of the volume is not to be re-affirmed nowadays, especially at the opening ¢
closing periods of the trading day! A deep study of the daily trading volume wi
greatly help the trader to elucidate the same question as the one mentioned abov«
“How high is the High?» especially if the past history is taken into account!

We will stop here the list, even if is not yet exhausted, due to the lack of space and planne
topics of this book!
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3 Specific Contexts: Inter-Market Pre-Open Conditions

You have become familiar in the above sub-chapter with the great influence that Dow Theory
can still have, over 100 years after its creation.

In the following sub-chapters the trader will become more knowledgeable about different
specific contexts that will really assist the trader to identify the low-risk high-probability
trades.

The context of inter-market pre-open conditions is one of those possibilities that bring an
optimal opportunity in trader’s pocket, with very little risk.

3.1 Market Identification that has a Positive Correlation Coefficient (near 1), in Regard
to your Traded Vehicle

The first step in accomplishing this task is to verify which markets, would bebave almost
identical to your usual traded vehicle. If we take the German Dax 30, as a traded index, we
can count on, at least, two markets that will behave almost in the same manner: Eurostoxx 50
and S&P 500. We will also mention the German Bund and the Euro/US dollar currency pair.
The difference is that the first two indexes will mostly have the same direction as the German
Dax 30, but the last two vehicles won’t necessary behave the same way. Then one question
arises... Why should you use the latter ones? Well? We noticed that in spite of a possible
contrary direction, but not obligatory, these two trading vehicles have an obvicus euphoric or
depressive activity when there are at stake financial events that will eventually shake-up the
operating market. We shouldn’t forget that the German Bonds is hyper-sensible when it
comes to the rent of the European money and that the Euro/US dollar pair mimics the same
type of phenomenon.

3.2 Pre-Open ldentification of the Inter-Active Markets

Once the positive or negative corvelation has been established the second step is to prepare

for the final phase of trade execution.

This technique is mostly applied in pre-open but can also be implemented at certain hours, at
the moment of financial news reports. The trade execufion is mostly done, right after the
opening of the traded instrument, but for some trading vehicles it can also be done in pre-
market.

Before getting committed and entering the trade, we should be aware of several elements:

- The Open and Close of all the implied markets,
- The time laps among the participating Furures markets,
- The time laps among the participating Cash markets, .

- The possible criss-crossing comparison between the preceding Close of the Cash
market and the Close, for the night of the Futures market. This is especially valid for
markets that are not open for 24 hours. For instance, the German Dax 30 Cash Index
closes in the after-noon, but its Futures Index closes only at 22:00hrs Central
European Time (CET). The interval between these two closes finely illustrates the
after-market mood of buyers and sellers. If the night won’t be rich in any news, the
acquired after-market mood will really dictate the opening market attitude.

We will now try to describe this technique through the use of real-time cases. I hope that it
will assist the trader in shortening his learning curve. One thing though... this technigue can
really augur the best trades...!
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3.3 Real-Time Applications — S&P 500, German Dax 30, EuroStoxx 50 and Euro/US 3

3.3.1 Pre-Open Set-Up

Figure3 - T hts S&pr 500 ckart prepares a German Dax 30 trade in the pre-open perwd of Decemb
7" 2006. We can observe the big 10.5 points up-gap. After the close of the S&P 500 and a short paus
the night ES took over. The time is the Central European Time (CET) and reflects the night activity. .
you can see it has an infinitesimal volume. As they say: “The life comes on where the sun arises™!
Now... What should you retain, in order to prepare the German Dax 30 opening?

Firstly, we note the strength of the market, Secondly, the night ES doesn’t retrace more than 14.6
during the whole night. It means that the up-gap momentum is there for keeps and that the German D
30 will make a hell of an up-trend, at least during the morning of December 7*. In case you wonder wh
caused this high-powered momentum, just read below, in Figure 4.

07/12/2006

Asian Stocks Climb to Six-Month High, Led by Canon; China Jumps

By Chen Shivin and Stuart Kelly

Dec. 7 (Bloomberg) -- Asian stocks advanced to a more than six-manth high, led by Canon Inc. and
Honda Motor Co., after the dollar's rebound against the yen eased concern the value of Japanese
exports to the U.S. will decline ... ...

Source : www. bloomberg com

Figure 4 - Useless to say that the Asian markets were responsible for this high-power momentu
provoking the big ES up-gap. If you want more detail about this, one can study the charts of the specif
Asian markets: Nikkei 225, Hang Seng or S&P/ASX 100 the Australian index.
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Now that we are convinced of an implied high-powered momentum, which will “spill-over”
the entire European market, let us observe the pre-open charts of German Dax 30,
EuroStoxx 50 and Euro/US dollar.

e i
HE1 £B.DE .

Figure 5 - The Asian markets didn’t yet influence the EuroStoxx 50 index. Remember, the time is
expressed in Central European Time units (CET). The 8:00hrs CET opening hour, coincides with
16:00hrs Tokyo time when Nikkei 225 closes. The trend line n° 1 (TL-01) is onr landmark informing us
of an eventual up sloping, under the “heavy weight of evidence” of the trend line’s breakout. One thing
before we go further... This trading vehicle is well known as “the father” of German Dax 30: it moves
slower, it’s more reliable in its changes, and is mostly followed by Dax 30,

As «a positive leading indicator i tries to calm down the volatile German Dax 30, as much as it can!

by Or Mirces Dologse ’ ’ Y Prior Batham

Figure 6 - The Euro/US dollar Futures were slightly influenced by the high-powered momentum of the
Asian markers. However, on the abave chart, it is only 07:50hrs CET, still in European pre-open market
time. Most of the Exchanges in European capitals will open in ten minutes at exactly 08:00hrs. The
elements of our toolbox are applied and the chart landmarks are drawn: the height of an eventual
inceptive rectangle [H(Q)] very convenient for future extensions, the two trend lines (TL-01a & T-01b),
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the Fibonacci ratios applied to the prior pattern correction, the shori-term moving averages (8-ema & 1
ema)} and the very strong levels of the previous day’s gap, located just above the mcepnve rectangle.

w Farfsfore Iuls e cease

Figure 7 - The German Dax 30 Futures weren’t influenced yet by the high-powered momentum of ¢
Asian markets, because they were closed since yesterday’s 22:00hrs CET. The above chart is still
European pre-open market time. The elements of our toolbox are in place and the chart landmarks «
drawn: the median lines of an up-sloping pitchfork, with its warning line n°l (WL-01), just above {
close; the descending channel whose upper border (TL-1a) promptly halted the market, at close time;
Bollinger Bands whose narrowing is capable of signalling an imminent high-powered momentum a
the very strong levels of the old gap, whose upper limit trend line promptly stopped yesterday’s mar,
right on it, at closing time.

3.3.2 Open Unwinding — On the Watch for the Inter-Market Entry Signal

1500 (AO05.98677) |
FT7 (002 B06TT) 1004005 35
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Figure 8 - Trespassing the trend line n°1 (TL-01) of the ahove EnroStoxx 50 chart has signaled the
German Dax 30 long trade entry at exactly 9:00hrs CET, one hour after the opening. We will not go
into the trade detail here, for lack of space.
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Figure 9 - The above Euro/USD chart’s upper border of the Inceptive rectangle [H(0)] has signalled,
around 8:00hrs CET, that the Asian market high momentum has begun to influence the European
um of the markets. However, this signal is not as reliable as that of the EuroStoxx 50, concerning direction or
is still in reliahility. We consider that it should be rather used as a confirmation whatever its direction would be.
narks are However, in its recent behaviour it acts as an opposite leading indicator. Just for the record... given its
above the monetary intricacy with the German Bund (currency conversion versus interest rate), we mention that
! time; the the latter has exactly the same velleities as an oppaosite leading indicator.
niam and
1's market _ 3.3.3 Opening - Trading the German Dax 30
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Figure 10 - The market is aligned just under the upper border of the descending channel, a few minntes
before 9:00hrs. We are waiting for the EuroStoxx 50’s signal to enter or not in a long trade. The
aled the concomitance of the breakout of TL-1a with preferably expanded volume and the bursting of the
Il not go EuroStoxx 50 long trade signal, a1 the same time, will definitely convince us to enter the market,
Once again, we will not go into the trade’s detail here, for lack of space.
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Figure 11 - As the EuroStoxx § 0 chart signaled (refer to Figure 8) the Dax 30 broke the TL-1a trend
line, around 9:02hrs CET (refer to Figure 12) and shot straight up, to almost the upper border of the
rectangle’s n°3 extension [H(+3)]. The momentum confirmed by the expanded volume (not shown here}
is closing in on the prior pattern 100% limit correction. As one can observe, the pre-market inter-market
conditions brought to the trader’s reach a highly profitable low-risk trade.

Two questions though... Why the German Dax 30 broke the trend line 62 minutes after the opening bell?
Why did it wait more than an hour? Well... This has to do with the time-of-the-day! The bulk of traders
start their trading activity around 9:00hrs CET, and some German fund mmanagers start taking decisions
only at 10:00hrs CET, after they have fully analysed yesterday’s after-market, the night’s markets,
today’s pre-open and the early opening...! The trader can Jollow the values of the past volumes in order
to get the backlog of the entries/exits in the day’s market, beautifully illustrated by the waltz of the
fluctuations!

Figure 12 - The above 3-min chart better illustrates the trading process from the entry af 6364
level, around 9:00hrs, until the last market bar at 10:15hrs. The elements of our toolbox used for
entry (breakout of the TL-01 trend line & crossover of the two moving averages)) and also the trade’s

development are highly visible. The targeting and the stop trailing are optimally done through the use of
Elliott waves (W3=3.00*W1), gap’s extensions presently at h(+2) and the two moving averages. The
trend is still in effect above both short-term moving averages.

The trader should know that the small time frames (3-min and 5-min) used in this chapter, huve

only been selected for teaching. The usual operating TF are 15-, 30- and 60-minute chart

Conelusion: Whatever you do, don’t neglect the power of the Inter-Market Pre-Open Conditions!
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Specific Contexts: Time-of-the-Day

The answers to the two questions in the legend of Figure 11 strongly suggest the importance
of this temporal context. We have already seen the importance of the earlier opening period,
from 08:00hrs to 9:00hrs CET, which establishes the day’s opening gap and the first market
movements. We have also seen the expanded volume supported by the bulk of fraders, just
after 9:00hrs and the bursting act:vnty of the fund managers around 10:00hrs.
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Flglll'e 13 - The above German Da.x 30 chart fadkful{y reveals the 1mp0rtance of the ume-of
the-day context!

A detailed study of the above chart will reveal the different time zones with their internal
events; so useful for trading when they are properly interpreted:

Time Zone n° 1 embeds the first 90 to 120 minutes. The most important are the exact
and half hours like 9:00hrs, 9:30hrs, 10:00hrs and 10:30hrs. However one should be
aware that a lapse of 10 minutes period could apply before or after, like 9:10hrs,
9:50hrs or 10:20hrs in Figure 13. As one can see the volume is maximal at the German
Dax 30 opening but not at the S&P 500 opening.

Time Zone n° 2 encompasses the 11 :00hrs to 14 :00hrs period. The volume is minimal,
with the exception of a volatile bar or bars that can happen at 13:00hrs CET, or
sometimes 12:00hrs CET. This is a nice, quick and juicy trade.

Time Zone n° 3a includes 14:00hrs to 15:30hrs time period. Its first half an hour may
contain FED reports with chairman’s speech (refer o Figure 14) and its last 30
minutes culminate with the S&P 500 opening (refer to Figure 15). The trading volume
might seem to be mostly at its apogee at 15:30hrs, but surely not always.

Time Zone n° 3b contains the remaining time-interval from 15:30hrs to market’s close
at 22:00hrs CET. This period contains some prolific trading opportunities at:

- 15:45 and 16:00 hrs CET when frequent news reports are announced (Figure 14),

- 18:00 hrs which represents the midday of the S&P 500 market (12:00hrs US-ET),

- Closing time minus 20 to 40 minutes is usually the entry of the day’s last trade,
especially when the market was dropping in the after-noon or during the whole
day — the covering shorts’ time.
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Figure 14 - The Time Zones 3a (14:00-15: 30hrs) and also 3b (15:30-22:00hrs) are nicely
illustrated in the above Euro/US dollar chart,

u-!‘;'1uuuw RTINS bk’
AP % m

Figure 15 - The Time Zone 2, 3a and part of 3b are clearly illustrated in the above chart: the
midday’s doldrums, the 14:30hrs, 15:10hrs and 16:00hrs CET full reversals. The 15:30hrs S&P
500 opening just went along with the ongoing up-sloping swing — a no event move, It is
interesting to note that, at 17:00hrs CET, an eventual reversal formed by a triple bar top and the
100% prior pattern correction level could be the start-up of the development of the wave 5 of the
downe-sloping impulsive pattern inifiated at 6442.90 level.
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Figure 16 - The intricacies among various contexts is obvious in the above chart: time-of-the-day,
patterns (extensions of the OR rectangle) and floor pivots; all these are delineated by the median lines of
the up-sloping pitchfork. The market flow was promptly halted at 11:05hrs by the tetra-confluence of
TL-I trend line, upper median line, 450% Fib opening range rectangle’s extension & R1 floor-pivot.

5 Other Specific Contexts

The space in this book will not allow us to consider an exhaustive list of all the specific

contexts, but we will try to describe a few more of them very shortly:

3.1 Sentiment Context

The answer at the eternal question “Who is in control, the bulls or the bears?” will greatly
help the trader or the investor to obtain profitable trades. The trader would like to find the
dominant trend in the adequate time frame chart. The investor will rather look at the
Sentiment indicators and fully use the contrary opinion strategy. Our favoured choice goes to
the Bullish Consensus Index at the website www.marketvane.net and WhisperNumber at
www.whispernumber.com. The authors claim that if the numbers are at their extremes,
severely overbought or oversold, then the price action will be expected to follow within a few
days. We advise the trader to use these two indicators only as a confirming tool.

Important: It is not only to get an accurate reading by getting the right sentiment numbers. It is
as important that before you take the trading decision to verify the adequate context by looking
at the price action of the “lo be traded” instrument.

5.2 Contextnal Background — Unique Time Frame or Multiple Time Frame Charts

This is a very neglected specific context because it goes, hand in hand, with the professional
way of the trading, way out of the crowd’s reach.

The experienced trader always scrutinizes his four or five multiple time frame charts, from
left to right, trying to find the continuity of the market movements from one higher time
frame chart to a lower one. On the same time frame chart, one should try to embed the
market flow energy into a hypothetic meandering river. Then it will be easier to find the
location of the current local market within the time frame/traded chart price context and try,
to visualize the up/down scenaries that will eventually “bring the river to its delta, or its
ocean”! ALWAYS, check first the most recent past activity (EXx: yesterday’s after-noon}/
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Figure 17 - From left to right: a sideways market with small bars and under-average volume, which
lasted all morning. In spite of the down-gap and weak-power, the market kept its sustained level, so far!

Be ready for a breaking up or down move! Or should we rather say that we expect a market drop, in
arder to fill the down-gap? The breakout of the TL-01a trend line will tell us...!
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Figure 18 — Once the TL-01a trend line has been broken-down, not only has the down-gap has
been filled but the market price dropped all the way down under the prior month’s low at 6571
level. It was a 139 Dax points drop from the open of the 1 3:00hrs CET volatile bar at 6710 level.
Money-wise it was a 3475 euros drop (139 x 25eus), about 4691 US dollars, and all this in only

one hour, from 13:00hrs to 14:00hrs CET.
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Important: The trader should always be suspicious, in a positive way, of quiet markets,

especially those having narrow bars and weak volume! And... watch out for the 13:00hrs
CET volatile bar...! It can surely make your day!

5.3 Chatt Paistern Concept
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Figure 20 — Not only the lower border of the wedge was broken, but it dropped like a stone!
s low at 6571
at 6710 level.
1 this in only

One thing... never neglect the revealing power of the various elements of the toolbox in
synergy with the chart’s landmarks: the Fibonacci ratios applied to the prior swing, prior
pattern corrections and to the wedge’s thrust; the delineating of the recent gaps; the key
levels and the drawing of the patterns’ boundaries.
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Figure 21 — The pattern context meets the time-of-the-day concept. The symmetrical trigngle’s fall
began at exactly 17:20hrs CET. In less than an hour, the market dropped 200% of the thrust!

All the chatts illustrated in Figures n° 5, 16, 17, 18, 19 and 20, underline the power of the
chart patterns (the descending trend line, the down-sloping channels, the ascending wedge and
symmetrical triangle in these examples), in forming the building blocks of the intuitive
approach.

The outcome is there to speak!

CONCLUSION of the Chapter - As we have seen in these eighteen pages, the Context of the -
Trade can really assist the trader to improve his performance on his way to select highly
profitable low-risk trades. In order to build the complex and ubiquitous task of the intuitive
approach we will further study the other two building blocks: the pre-open preparation and
the inter-market analysis. Don’t be surprised if you’ll find an intricacy of the internal
elements of each block, or among these three puilding blocks!

It is only normal, in our fractal environment!

Key Points to Remember:

. It is the most simple concept, that can become the most
powerful and most efficient.

. The Intuitive Approach is like an expert guide unlocking the
wisdom of the sub-conscious mind.

« Before you take any decisions, mark out your market's spatial
and temporal cardinal orientations.
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Be sure you understand the labyrinth aspects of the Dow Theory,
indispensable for successful applying of fundamentals tenets in
trading.

Most of the market technicians agree that the volume precedes
price

Any heavy volume might signal a genuine trend while any low
volume activity indicates a very probable false move.

Whenever you'll study a chart make full usage of the
indispensable e¢lements of our toolbox and the chart's
landmarks. bon’'t overdo it! Youwll fall in Analysis Paralysis.
concerning the US markets, especially the S&P 500 and Dow
Jones Industrial Index, we can't affirm that they absolutely lead
the German Dax 30 market. However we gladly accept this
leading role, of both indexes, whenever they are In a event-
mode spilling-over the Europe their high-powered impact.

1t's a question of timing and observation!

The same event-mode spilling-over effect over Europe is induced
by the Asian Market, especially the Nikkei 225 index. Every
morning, like a Swiss clock, the Japanese index guides the Dax 30
opening, especially when its Just closed market has a certain
percentage of trending mostly over 1% change.

Don’'t forget that the EuroStoxx 50 index is a leading indicator
that tries most of the time, to calm down the volatile German
DPax 30, as much as it can!

Be aware that the Euro/US dollar currency pair, used as an
indicator for Dax 30 market, is not as reliable as EuroStoxx 50
idex. It's recent behaviour shows an opposite leading indicator
role.

Given Euro/Us dollar's monetary intricacy with the German Bund
(currency conversion versus interest rate), we mention that the
latter has exactly the same velleities as an opposite leading
indicator.

As a single tip... Always be on the watch for the Covering Short’s
trade, half an hour before the close. /¢ might make your day!
You'll know when you have already acquired the Intuitive
Approach. it won't ring a bell, but it will make you embed the
market flow energy into a hypothetic meandering riven

Always be suspicious of a quiet market...it might hide a great
trade!

Once in motion, the trend has a higher probability to continue
rather than to be Interrupted.
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Chapter 2

Pre-Open Preparation

We will begin this chapter with the words of Karl Popper, the great Austrian philosopher
born in 1902 who opened, in a way, the gate towards an unconventional thinking. He
published in 1984, in Paris “The irresolute Universe”:

“Any event is caused by a preceding event, letting us to believe in a possible forecast or explanation of
any event...”

The unconventional is the attribnte of a highly informed and educated person. The pre-open
preparation is a well-kept secret of the professional trader. 1 let the reader imagine the
reasons! As for us, we consider that “sharing” is one of the most exalting sentiments that a
colleague trader could have, especially when the mentor sees the terrific results with his own
eyes! "
We have mentioned in the previous chapter (page 12) the following:

The bulk of traders start their trading activity around 09:00hrs CET, and some German fund managers
start taking decisions only at 10:00hrs CET, after they have fully analysed yesterday’s after-market, the
night’s markeis, today’s pre-open and the early opening...!

We are talking in the above paragraph about the European markets. Most of them open at
08:00 hrs CET but the majority of traders come in, one or even two hours later!

We started to explain that the importance of pre-open preparation is growing, year-after-
year, due to its beneficial effect on trader’s pocket. Some traders even say that more than
70% of the profitable trades are due to this factor. We completely agree with it!

We will try below to systematize a learning module, embracing this concept, which isn’t an
casy task. Thos, we will not only enhance the teaching of our intuitive approach, but we will
also describe the various factors with their different levels of difficulties!

1. Defining the Influences of the External Fundamentals on the Traded Market(s)

Opening prices are a complex reaction to raft of news and market information. An
understanding of what happened overnight will give us a clue as to the probable direction
and strength of the opening gap, the morning bias and sometimes the direction of the whole
day. Before taking any trading decisions, the conscientious trader has already done his some
work concerning the after market, the overnight markets, the pre-open and the early opening
period of the first 60 or even 120 minutes.

Even if it might seem weird to some traders; the operated market fully depends on the
conditions of the other markets, indispensable for its own well-being.

1.1 S&P 500 and ES e-mini

The interaction of the US markets and European markets is deeply reciprocal even if, from
time to time, the latter or the former will take the initiative, and lead the other. Over several
years, our statistics couldn’t prove which one really leads.

Normally, as the S&P 500 cash market closes, during the weekdays, at 22:00hrs CET
(16:00hrs US ET), the same time as the German Dax 30 Futures, we can say that they are
somewhat synchronous and concomitant. However the night ES (S&P 500 e-mini) will
continue, but it will close a quarter of an hour later, at 22:15hrs CET. After a 15 minutes
pause, the ES will re-open, at 22:30hrs CET, until next evening at 22:15hrs CET. On the
weekends the ES will stay close from Friday night at 22:15hrs CET until Monday at 0:00hrs
CET.
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Take into consideration that there is a six hours lapse between Frankfurt and New York
time. The S&P 500 opens at 9:30hrs US ET when in Frankfurt it is already after-noon at
15:30hrs CET. We conclude here by saying that it is important to be on the watch for the
night ES which will monitor any night activity, thus influencing the Dax 30’s opening at
8:00hrs CET.

As a frading tip, consider the edge of the bulk of weekend information given by the night ES
early on Monday morning.

1.2 Nikkei 225

The Nikkei 225’s informative power goes hand-in-hand with that of the night ES, because it is
open, during the Europe night, from 02:00hrs CET until 08:00hrs CET. When one closes the
other opens. Thus, all the Asian activity will strongly influence the opening of the European
markets, including the German Dax 30.

1.3 German Bunds

For instance, any stock market index needs a stable Bond market (inferest rates), which will
establish the right cost of money so indispensable for the well being of that regional market.
Moreover, the cost of the conversion value between the Euro and US dollar will play a
certain role in exporting procedures.

The German Bunds are the equivalent of the US bonds. They are under the jurisdiction of
the European Central Bank, whose chairman Claude Trichet is of French origin. This central
bank injects or subtracts off the money markets, substantial amounts of funds, in order to
influence the European money supply or demand. Its role is as identical as that of the US
Fed’s.

T,

As for the traders, the German Bunds represent a German Dax 30 leading indicator having
mostly an inverse relationship, or at the most being in sync. It can’t be used as a positive or -
negative correlation indicator. Instead, it is precious when the market makes sudden moves,

especially at the moment of the releases of European Central Bank or Fed’s reports. Keep it
in mind... at the most it is a confirming indicator, not more or less!

One last word... use the 5 minutes chart for details, and scrupulously note the gap and the
immediate support and resistance key levels! Whatever the direction of Dax 30 would be,
closely watch the trespassing of the German Bunds’ key levels and their impact on the Dax.

1.4 Crude Oil

The crude oil, which is the soul of any larger consuming energy industries, will not be able to

exist without an optimal equilibrium cost between the raw materials and the finished
products. All this will drag along the cost of the natural gas and the heating oil. A consistent :

percentage of the costs of any finished product will be taken by the consnmed energy.

The crude oil is in a way, the faithful brother of the German Bund, concerning the impact on
German Dax 30. It is a leading indicator, but in the gpposite direction. Note its day’s direction !
and the after-noon tendency, just before the close of the market. The German Dax 30 will not
flinch unless the crude oil will make a new high/low or will vehemently react to a disastrous .
Islamic terrorist act. Besides the eSignal charting, the trader can nicely see the crude oil

fluctuations in a compact format, with a great visibility at ywww.futuresource.com

1.5  Ewnro versus US dollar

The foreign exchange rates between the Euro and US dollar are closely related to the
economic environment and also constitute by themselves a real market. There is an eternal
fight between the two economies, for economic supremacy. It is clear that the capital tends to
move towards the country with stronger currency.
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Speaking about trading the Dax 30, a pre-open watch on the conversion rates between the
two currencies, will certainly ease up or, on the contrary, tighten the smooth development of
the Dax 30 trading during that specific day.

There is a strong interrelation between the Euro/US dollar pair and the German Bunds. If a
country has a strong currency it will attract flows of investment funds, which in turn will
have a tendency to lower the interest rates. It is not excluded that the weakening of the
currency will produce the perverse effect of pulling-out of the foreign investments with an
increase in interest rates. Asfor the impact of this currency pair on Dax 30 behaviour, it will
act as a leading indicator having an inverse relationship.,

Once again, we will consider the currency pair’s daily fluctuations for our intra-day German
Dax 30 trading but rather as a confirming factor,

Copyright 2007 — www.pltchforktrader.com
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Figure 22 — The above 24 hrs Time-Wheel illustration skows the inter-relations between the Opens and
the Closes of the implied markets that will really influence the opening of the traded instrument, which in
this case is the German Dax 30. We underline the fact that the Euro/US dollar currency pair belaves
almost the same as the German Bunds, as of this period of the year (Fall of 2007). Therefore we didn’t
illustrate the pair on the above drawing.

1.6 Overnight News

We will only mention the important role of the overnight news over the traded market(s),
because given its importance we will consecrate a whole chapter to this. However, we would
like to say that we distinct three categories of news:

- The Events, which will have the front page, thus having the power to drop or rally any
type of markets, at least for the day,

- The common News, which will take their habitual place within the informational
support, but which will only scratch the market movements,
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- The Releases, whatever they are, economic or Fed oriented, could shake the markets
but fortunately their effect will wane within 30 minutes or at the most, at the end o
the day. Tomorrow will be another day, or should I rather say, a train hides the nex
one?

CONCLUSION of the sub-chapter - We have systematized the above information, in a:
Excel spreadsheet called the Dax Pre-Open Trading Study, which encloses onr pre-ope:
information, so valuable for the trader, especially during the opening period. Go to the end o
this chapter (Figure 40) to visualize it and write to the author to get the Excel file,

2, Defining the Influences of the Internal Fundamentals on the Traded Market(s

In spite of their vehement impact, the inflnences of the external Fundamentals will wane ans
most of the time their effects will not really last the whole morning. Then, the loca
supply/demand mechanisms mirrored by the chart-related internal factors will take over
continuing the ongoing trend, as if nothing has ever happened. We will describe in this sub
chapter most of the internal traded-market factors that influence its movements.

As an index trader, one should first understand the nature of its composing stocks and th.
role of the Tier 1 stocks of the index. Then, we should take into account the various technica
elements that will guide us into a better comprehension of the trading decisions: the extrem:
and also the everyday key levels, the dominant trend but also the multiple time frame trends
the floor and also Mark Fisher’s pivots, the 80/20 rule, the volatility and the momentum bars

2.1 Role of the Composing Stocks of an Index in Real-Time Trading

2.1.1  Composition of a Stock Index — Fdentifying the Tier 1 Stocks

We will take as an index example the German Dax 30, the predominant market in Europ
and will try to verify if there are any Tier I stocks, first statistically identified and late
through the charting.

jrsrysarBnaivasads

Figure 23 — The above Excel spreadsheet assists the intra-day trader in identifying the Tier 1 stocks o
the German Dax 30 whose behavipr could greatly signal an early change in direction, especially a
certain hours of the day.
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A detailed real-time analysis of the stock index (refer to Figure 23) will reveal:
- The weight of each stock within the stock index varies from 0.53% to 11.38% as of
September 8™, 2006,
- The weight percentage addition of the first six to twelve composing stocks gives
48.75% to 76.14%:
- The first six ascending percentage sorted stocks form 48.75% of the total of the index,

- The first eight ascending percentage sorted stocks form 59.48% of the total of the index,
- The first ten ascending percentage sorted stocks form 69.41% of the total of the index,

- The first twelve ascending percentage sorted stocks form 76.14% of the total of the index,

Thus we can conclude that by following-up the first ten Tier 1 stocks. we can easily keep
track of stock index’s behaviour. They represent 69.41% of index’s total (more than two

thirds), in September 2006.
2.1.2  Stocks’ Percentages - On the Real-Time Watch for Trending Stocks

Trying to find a proxy for an earlier trend identification of the stock index, we have analysed
the behaviour of the composing stocks (Fig. 24). We tried to delineate the trending stocks
from the non-trending and we reached the conclusion that the 83/20 Rule applies. It is
important to note that some stocks vary several times the variation of the smallest change.
For instance, Daimler has a 3.14% change, having the biggest change, and Deutsche
PostBank AG has the smallest fluctuation at 0.09%, just before the open. Can we say that the
latter stock is 35 times more stable than the former? May we say that Daimler leads the
market? For that we will do some studies to establish the Dax 30°s Tier 1 stocks.
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Figure 24 — The ubove real-time table illustrates the trend-wise percentage changes of the German
Dax 30 stock index, on the morning of April 10th, 2007, at 07:5%hrs CE T before market opening,

As you can observe there is a very strong up-sloping movement. Only six stocks, out of 30, are in down
trend position. Please observe the Down/Up-oriented arrows, in red versus green color. The
demand/supply balance has reached 80% pleading for a strong up-trend. Please observe the
corresponding charts at the end of this chapter. The change variations of the down-sloping stocks are
ander 0.66% which means that their down tendencies aren’t so strong, and could reverse any time. In
our experience we have found that a trend is strong enough fo continue if 25 stocks out of 30 are

trending in only one direction. Once again the Rule 80/20 has the last word!
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Source: www.opvista.de
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Figure 25 — The above table illustrates the trending of the Dax stocks on September 8%, 2006.
Not only we use the pre-market real-time data of the 30 stocks change table but also the intra-day data.
As of September §° “" 2006, we have constituted an Excel spreadsheet, which is using this raw real-time
data (vefer to Figure 25) fo reveal specific elements, as Jollows:

- The time-of-the-day as the first column (after the numbering column),

- The number of up-trending stocks, in the second column (in green),

- The number of down trending stocks, in the third column (in red),

- The number of non-trending stocks the fourth column (in blanc)

- and finally the last column (the fifth) with the total of the stocks.
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Figure 26 — The above chart is a Jaithful graphical illustration of the trending of the Dax 30 stocks
raw data of Sept 8%, 2006 shown in Figure 25.
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213  Tier I Stocks Act as a Proxy for the Stock Index

Following the above reasoning we have studied the Tier 1 stocks of Dax 30 to eventually use
them as a proxy. We could study even in more detail, the percentage (4.62% fo 11.38%) of the
first 10 to 12 heavy-weight composing stocks, within the one colour trending group, and
dramatically reduce the number of leading stocks, from 25 to 10 or even lower.

Considering the first ten Dax 30 stocks (refer to table of Figure 23), they represent 69.41% of
the total weight of the index, more than two thirds. We will try now to visualize how each
stock fluctuation will influence the whole movement of the Dax 30 index.
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Figure 27 — The above table illustrates not only the variation of the numbers of Dax’s 30 stocks (left
side) bur also the timely variation percentages of the first 10 Tier 1 stocks (right side). For instance,
EON, the heaviest stock (11.38%) had 1.25% change at 8:04hrs and 1,40% change at 08:12hrs CET.
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30 stocks Figure 28 — The above table shows the chart of the timely stocks variation of the table on Figure 27.

This fluctuation defines the change that took place from open until the specified time: 8:04, 8:12, 8:32...
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We can draw some very interesting points of view from the chart illustrated in Figure 28:

The three hour long up-trending slope of these first ten Tier 1 stocks is classified as
average, staying under 30° angle, until the reversal time at 11:15hrs. The heaviest
weight stock (11.38% for EON) has the smallest progressive slope (under 8° angle) and
the lighter weight stock (4.62% for Bayer) has a slope several times steeper.

Even if the up trending movement lasted several hours, the 11:15hrs reversal fall took
hardly 15 minutes. The dictum “The markets drop by their own weight!” is still valid
here.

Once again, we observe that the dropping slopes are steeper for the lighter weight
stocks and smoother for the heavies ones.

The middle of the “abyss™ lasting around 90 minutes, is exactly at noon time.

The up-trending recovery is already done at 13:00hrs. Once again, the slopes have the
same behaviour concerning the more or less weighted stocks.

Interesting to note that the market recovery reached exactly the same level as that of

its dropping level at 11:15hrs.
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Figure 29 — The above t able shows the table of the change variation from one value to another, This
fluctuation defines the change that took place from one specific time until the next specified time: 8:04
to 8:12hrs (Ex: 11% for EON), 8:12 to 8:32hrs, 8:32 to 8:5%rs, etc. Refer also to table from Figure 27

Fluctuations (size)

' Figure 30 — The above chart illustrates the data from Figure 29
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The trader can see that the chart on Figure 30 gives more detailed information than the one
of Figure 28 in regard to: the characteristics of the noon drop, the 11:15hrs and 13:00hrs
CET reversals, the individual behavior of one of the stocks compared with that of the others,
or an individual comparison with group’s behavior, etc.

The raw data table and its graphical illustrations (refer to Figures 25 and 30) will suffice to
closely follow the predominant number of trending stocks, in real-time (therefore their
predominant colour), in order to observe the trend. Even more, we will ensure a very high
continuation probability of the up/ down trend by considering at least 25 one-colour
(green/red) plotted stocks, having the same direction.

2.2 Key Level Mapping of the Operational Time—Frame Chart

Most of the novice traders neglect the importance of the key levels. For us, it is a very
important pre-open preparation phase. Not only we take into consideration the most recent
past’s key levels, usually the after-noon of the previous day, but also the key levels of the
daily, weekly and monthly charts.
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Figure 31 — The above key level table of Dax 30, on December 27", 2006, is one of the most important
Jactor in preparing the pre-open. The market flow will surely stumble, reverse or, on the contrary, will
zoom through many of the above key levels, during the intra-day activity.

We have calibrated the importance of the halting power of most of the key levels, using as criteria the
signs + to ++. Thus, we took into consideration a whole range of the key levels’ strength: Average —
the common price level (+), Strong — Fibonacci levels (++) and the strongest level — the pivoral cluster
(+++) composed of multiple time floor pivots. We didn’t neglect the daily floor pivet (strength ++)
which usually delineates the up from the down day’s bias.
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2.3 Pivotal Key Levels: Floor Pivots and Mark Fisher Pivots

The floor pivots are frequently used not only by the Exchange traders but also by the astute
off-the-floor traders. We will consecrate a whole chapter to this very important topic.

Paul Tudor Jones said about Mark Fisher “Fish’s messianic willingness to share with the
public the successful system he has developed is an opportunity to be exploited”.

Mark Fisher’s system (www.mbfce.cont) described in his 2002 very practical book “The
Logical Trader” defines the pivotal key levels indispensable for entry, exit and also stops. His
ACD system is composed of four steps:

- Information Collection,

- Information Analysis,

- Decision Taking and

- Decision Implementation.

s The concept of Opening Range, already adopted in 2000 by Larry Pesavento in his “The
: Opening Price Principle — The Best Kept Secret ON wall Streer”, begins the description of the
ACD trading system.

2.4 Volatility Side of a Pre-Open Market

~ Volatility is one of the trading aspects that will enhance the edge of the trader. In the ,
everyday trading, we illustrate its size by the fluctuations of the Average True Range -
ATR(14) and also by the Bollinger Bands with their specific parameters: percentage and BB
width. We will consecrate a whele chapter on this topic in our next volume. :
There are also other elements that establish the degree of the volatility in pre-open:

- The existence of a narrow range on the 60-min, daily or weekly charts,

- The small value (inferior to the rhree value) of the Mark Fisher pivot range size,

- The small price-intervals ameng the daily floor pivots, :

- The single daily range of the Average True Range (1) compared with the value of its .
14 days average — ATR(14). In this case the contraction of the Bollinger Bands will -
sustain the incoming high velatility (see volatility study in the table of Figure 40).

- The implied volatility in regard to historical volatility. We don’t take this into -
consideration because of the plethora of options used by the funds managers in
hedging which certainly distort the reality.

2.5 Multiple Time Frame Charts

Nothing will hurt a trader more than missing the multiple time frame analysis. One should '
never neglect it. It is one of the most important factors in trying to understand the incoming -
market, with its probable bias. However, the trader must already have a “What If” strategy,
just in case of a last minute disastrous change. This is the equivalent of a parachute for the -
pilots of fighter planes. The trader must always expect the unexpected!

We consider that the weekly chart is always able to inform us about the day’s bias, even in
spite of its strong movements. Most of the time, the dominant trend is obvions on week’s time :
frame. One should Iearn how fo evaluate the continuation or interruption of the current
weekly behavior, even if the week is not over yet:

- On Mondays and Tuesdays, we should check if the week’s 40% activity (2 days out of
5) is within or outside the last week’s bar: outside location signals a probable breakout
and inside location witnesses a “waiting status” ready to blow-up or on the contrary,
run into a sideways mode. The location of the Close of the ongoing week, in regard to
prior’s week, will tell more...!

- On Thursdays & Fridays (over 80% weekly activity), we can pretty well anticipate.
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2.6 Pre-Open Main Points
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Flgure 32- The above The Pre-Open Main Points table of German Dax 30, on December 27‘* 2006, is

anticipate. the fruit of several years of research. Its outcome will really give an edge to the educated trader.
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Even if we will describe in detail, all along the book, with text and also illustrated charts the
above table, we will briefly describe the main points of Figure 32, where it wasn’t yet done:

- The Main Data specifies the daily values of the High, the Low, and the Close of
yesterday. These three key levels will be used to calculate the daily main floor pivot
with its R & S acolytes and also the Mark Fisher Pivots.

- The Market Direction will assist the trader to localize the exact position of the pre-
open and the opening market in the context of yesterday’s market activity. Just one
word about the 80/20 Rule; if the closing price is within the 20% of the upper/down
extremities of the daily bar, we can expect to have an opening or even a morning that
will keep the closing bias.

- The Market Volatility was already discussed in sub-chapter 2.4. The Bollinger Bands
will be treated in our next book.

- The Market Trends describes the long-term, intermediate-term and short-term trends
used by the trader.

- The Main Points on Charting (sub-chapter IV in the above table) are one of the best
tools in the quest for revealing the dominant trend. Once a week, the monthly and
weekly charts are studied in detail, and then the trader will perform a daily analysis of
the other time frames: the daily, the 240-min or the 120-min, the 60-min and the 15-
min charts. The 5-min chart is mostly used for pinpointing the entries and the exits or
for teaching purposes.

- The Inter-Market Analysis was shortly treated in Chapter 1/ subchapter 3. Given its
importance in modern trading we will consecrate the entire Chapter 4 to this;

The outcome of all these main points shortly described above but also in Figure 32, will allow
the trader to draw the General Conclusion with their morning and day’s bias.

3. The Top-Down Analysis in the Pre-Open Market

The traders must progressively monitor the conditions of the market movements that
validate or invalidate the recommended forecasts. The market forecasts of this top-down
analysis have a very high probability, but they might not be exact. An astute trader always
trades the market behaviour, not only the forecasts. Go with the market, let it be your guide
and never impose anything on its behaviour.

Important: All charts of this sub-chapter were drawn at the end of April 5™, 2007, in the pre-market
of April 10%, 2007, unless otherwise specified. The markets were closed on April 6" to 9",
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Figure 33 — The above monthly chart of the pre-open market of April 10", 2007, clearly illustrates th
long-term up-trend dictated by the procedure of the table on Figure 32 (refer to point I/ 8).
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iwrts the Our research strongly suggests a “top-down” market analysis rather than other procedures. In our
lone: opinion, the performed studies with Cash Index data are more illustrative than those with Futures Index

T ¢ datu, induced by the time continuity of the former. However, due to our Futures trading preferences, we
fose o will use every time, the most adequate data, for that specific traded vehicle.
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rven its Figure 34 — The above weekly chart of the pre-open market of April 10%, 2007, optimally shows the
long-term up-trend dictated by the procedure of the table on Figure 32 (refer to the point IT1/ 8).
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Figure 35a & 35b — The above 2 daily charts of April 5 & 10th, 2007 clearly state the progression of the
ustrates the intermediate-term (rend dictated by the procedure of the table on Figure 32 (refer to point III/ 9). The
market flow has a magnet-attraction for the triple confluence at the 7325 key level.
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Figure 36 — The above 60-min chart of the pre-open market of April 1 0", 2007, optimally shows the
several days continnation of the short-term up-trend dictated by the procedure of the table on Figure 32
(refer to point IT1/ 10). We note that the six days shori-term trend was born out of three days nesting 3
trading range (March 26 to 28"). The action line which behaved several days as a support switched to a f
resistance role at the end of April 4. Keep in mind, that in this “highest-high operational mode” the
trader’s attitude is fo buy the highs... Investor’s decision is fo sell them.
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Figure 37 — The above 60-min chart of the post-close market of April 10", 2007, illustrates the :
continuation of the short-term seven day up-trend dictated by the procedure of the table on Figure 32
(refer to point TI1/ 10). The action line has been seriously tested but not pierced or trespassed yet by the

ascending market flow. As long as the price is above both moving averages, not only we stay in, but at the
propitious time we'll add contracts,
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Figure 38 — The above 5-min chart of the pre-open market of April 16%, 2007, optimally shows the day’s
continuation of the shori-term up-trend dictated by the procedure of the table on Figure 32 (refer to
point I/ 10). This chart is rich in trading elements which are useful in teaching the best trading
approach: wedge, trend line (TL-01), floor pivots, key levels, time-of-the-day context, moving averages,
the Gaussian distribution of the volume throughout the day and its specific moving average.
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Figure 39 — The above 5-min chart of the pre-close market (20:00 hrs CET) of April 16%, 2007, shows
the day’s continuation of the short-term ap-trend (seven days, so far) dictated by the procedure of the
table on Figure 32 (refer to point 11V 10). The main elements contained in our toolbox were the
monthly, weekly and daily floor pivots in full synergy with the up-gap’s extensions, The 300% extension
was shy of the highest high by only 1.5 points,

Conclusion of the sub-chapter: The description of the long-, intermediate- and short-term
periods has shown that the pre-opem market flow of April 10", 2007 is still trending.
However, we will complete this trending information with the synchronization or absence of
the inter-market analysis influences (refer to Chapter 3).
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Figure 40 — The above Dax Pre-Open Trading Study Excel file will be fully discussed along chapters!
This file can be obtained from the author at mircdologa@yvahoo.com

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com




48

tapters!

com

Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 49

Key Points to Remember:

A large majority of the experienced traders consider that the
pre-open preparation count for more than 70% of successful
trading.

The conscientious trader always does a thorough pre-open
analysis before taking any trading decisions.

Keep in mind that the most vivacious market activity is in the
country where the sun is rising!

We distinct three types of news categories: The Events, the
common News and the Economic Releases. Each of them has
their half-life within the day!

The influences of the external Fundamentals will wane until the
morning’s end, most of the time. Then, the local supply/demand
mechanism mirrored by the chart-related internal factors will
take over, continuing the market activity, as if nothing has ever
happened.

The first ten Tier 1 stocks can easily keep track of stock index’'s
behavior. :
The 80/20 Rule applies when the trader wants to delineate the
index’s trending from the non-trending stocks. We ensure a very
high continuation probability of the up/down trend, if at least
25 plotted stocks are having the same direction.

Don't ever neglect to take into consideration the most recent
past's key levels, usually the after-noon of the previous day and
also the key levels of the monthly, weekly and daily charts.

The off-the-floor traders take advantage of the floor pivot edge,
keeping ahead of the crowd.

Nothing will hurt a trader more than missing the multiple time
frame analysis.

Any trading decision must be preceded by a "top-down” market
approach.

One of the toolbox elements of the successful traders is the Dax
Pre-Open Trading Study. Get familiar with the table (Figure 40}
and practice it everyday!
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Chapter 3
News Trading ~ Overnight & intra-Day Unfolding

One of the double edge swords in trading is surely the News trading... but not for everyone!
The professional trader has already settled the pre-news preparation when it comes to
scheduled economic or Fed report releases. He or she knows that one should prepare the
money & risk management strategy, in such a way that the risk/reward ratio value is worth
the trade’s outcome... whatever that is! This is to say, that news trading is the appanage, or
should we rather say “the protected kingdom” of the professional trader.

1. The Context of Expected and Un-Expected News

Even if time-wise we can classify the news in overnight and intra-day unfolding, we prefer to
take them as expected and un-expected news.

1.1 Defining the Expected News

The expected news can take place in pre-open or during the day. Even the opening gap may
be considered as the consequence of expected news. They have the big advantage that the
trader is prepared to deal with them due to the multiple preceding preparatory elements: his
pre-news psychological and chart preparation, his behaviour in identical situations and the
past statistics of the same type of news, specifically done by the individual trader. The latter
element has the enormous advantage that will reveal many hidden trading facets. These
edges will not be found elsewhere. We call them the news market mapping:

- The pre-open value of the volume which will eventually fuel the news’ impact,

- The time length of waning period of the news’s effect,

- The extreme price fluctvation during the news unfolding impact,

- The inter-market elements in regard to other correlated markets?

- The choice of the optimal time frame that catches the essential of the movements,

- The presence of any charting elements that will enhance the comprehension of the
news impact: volume before and during the news and its volatility measured by the size
of the market bars [ATR (1) or ATR (2)} in comparison with the Average True Range
- ATR (14).

Trading Tip: The closest elements of the news’ impact on the chart are the volume and the
market’s volatility. They will also warn the trader on the intensity of the market reaction and
also the waning effect of the entire process. Both of them must be closely evaluated by the
most adapted elements of the toolbox:

- Raw volume values, their Gaussian distribution or its absence, their moving average
(Volume-MA) and also On-Balance Indicator (OBV),

- Volatility limits measured by the Bollinger Bands and the size of the current ATRs
compared with their average ATR (14).

Trading Tip: When the time will come, the market returns to its previous paced activity, once
the news’ effect is gone it is as if it has never happened. The trader must have the discipline
or better said the routine, to study in advance the new parameters of a further market
development. This trading tip is also valid for the un-expected news!

1.2 Description of the Un-Expected News

The monitoring of this type of news is very difficult to practice. How many times the market
dropped like a stone without any apparent reasons?
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It is like somebody hit you, from nowhere! How many times the trader has been watch
with anguish a very probable reversal of the news’ dropping effect, that was transfornm
after the second bar in a disastrous abyssal drop?

Trading ¢his ¢ype of news is even harder than trading the expected news. However,
experience teaches us to have three approaches:

- Either wait for the termination of a reversing pullback and then enter in the direct
of the trend with a minimal stop loss,

- Either optimizes the quest for the end of news impact. The use of adequate element
the toolbox could eventually determine the terminal key level, like for instane
multiple-level cluster or a confluence.

Anyway, the trader should always expect the unexpected!

In case that this terminal projected key level is not attained, then the trader must
consider a very probable but precocious reversal, which will certainly burst out, in
opposite direction.

- In case of doubt, or if the trader doesn’t control the situation, the best approach i
stay aside.

2. Trading Approach of the Expected News

This type of news will exempt the trader to look for the news-generated momentum beca
the news is expected, and even more precisely, they are scheduled. As a consequence, the fi
outcome of the news effect is the momentum’s behaviour, which goes hand-in-hand with
volatility.

When preparing for the news outcome, whatever it would be, the trader must first verify
eventual past statistics which will be his/her market mapping, carefully exposed at

moment¢ of the bursting news. This will certainly influence the trader to adapt his trad
decision, as the market mapping will advise. For more details, please see sub-chapter 1.1,

2.1 Momentum Trading

One of the most adequate trading strategy for this type of news is momentum trading. In |
environment, the resistances and supports will take advantage of the price swings that oc
in directionless markets. This market usnally happens 70% of the time and is also called
sideways market with its characteristics: limited up/down moves by the upper and lower p
established borders, smaller insignificant up/down moves that the ¢rader will have
carefully stady.
It goes without saying that the trading elements of the toolbox are specific for this type
trading:

- False Stochastics (an eSignal proprietary tool that has a dual qualification, detecting

only the ranges but also the trending, once the market flow burst out of range’s limits)

- The RSI and Momentum indicacors,

- The short-term moving averages

- The height-size of the ¢trading range, and

- The volome with its pertaining moving average and On-Balance Indicator.

We will see farther down, in this chapter and book, plenty of nuts-and-bolts examples of t
type of trading.
2.2 Velatility Trading

The volatility trading is another adequate strategy for this type of news trading. The volatil
breakouts have the advantage of the sharp price jumps characteristic of the volatile mark«
like most of the NASDAQ stocks. Always check if the traded instrument is or isn’t a gappi
market. The main tools of this type of trading are volume-related whatever they are:

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com




52

2en watching
transformed,

Towever, the

the direction

-a elements of

wr instance a |

ider must re- .

rst out, in the

pproach is to -

1tum because
:nce, the final

1and with the

irst verify the

posed at the

st his trading
pter 1.1,

ading. In this :

'gs that occur

Iso called the .
nd lower pre- |

will have to

r this type of |

. detecting not
ge’s limits)

r.

amples of this .

The volatility
atile markets,

n’t a gapping
are;

ader.com

Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 53

- Raw Volume values and their pertaining Moving Average,
- On-Balance Volume indicator and
- Volume Rate-of-Change.

Once again we will appeal to the advantages of the past statistics composing the news market
mapping, specifically done for this type of volatile context:

- Firstly, the trader will continuously study the virulence of each of the economic or Fed
report mews. It will start with the description and comparison of various types of
news, then their degree of impact’s intensity mirrored by the volatile bars® virulence
of the charts. The impression on the public can be a double-edge sword situation:
either an exuberance/panic or a complete ignorance when the market has already
discounted the event.

- Secondly, in order to do the study of the volatile markets, the trader usually uses, as
an analytic tool, the Average True Range — ATR, of a single bar or of an average,
usually considered over a fourteen bar period.

The trader must be warned that the calculation of the ATR can be tricky. 1t is nothing
but an average of the True Range, which represents the greatest value of:

- ATR (H-L), meaning the difference between the current bar High and Low,
- ATR (C-H), meaning the difference between the current bar Close and High,
- ATR (C-L), meaning the difference between the current bar Close and Low.

It is important to mention that the differences of the last two ATRs must be
considered as absolute values.

Daily Range (DR)
| Daily Range / ATR
| Daily Range (pts)

 Daily ATR over 14 days

ATR {C-H) 56,50
ATR (H-L) 62,00 |&+*

ATR {C-L) 5,50

A

Figure 41 — The above Yolatility Table was extracted from the Dax Pre-Open Trading Study Excel file
in the pre-open of April 10, 2007 (refer to the half-height of the left side of Figure 40).

We can observe, on the right side of the above volatility table, the three ATR Excel
calculations, properly defined (56.50, 62.00 and 5.50). The greatest value is 62-point ATR(1)
corresponding to the average true range of the market activity at the end of April 5 2007
(pre-open market of April 107, 2007). The market was closed April 6™ to 10™

Knowing that the daily ATR over a period of 14 days was 97.10 Dax points we are now able
to calculate the ratio of Daily Range ATR (1) divided by Daily ATR(14): 62/97.1=64%. The
resulting 64% is compared with 100%, the standard value. Now, we can speak about a
market contraction, thus a narrowing of the volatility. This edge is very useful for the trader
who can now consider the eventuality of a breakout for today’s market.

‘The most important edge of volatility trading is its “reverse to mean” which is also called the
“rubber band “ phenomenon. When it gets out of line, the market price will sagaciously
return to mean. This can be fully exploited by the warned trader, either by using the
Bollinger Bands or Keltner Bands, which will be extensively treated in our next book.

Keep in mind that volatility is the ideal tool to measure the mood of the crowd. What other
better vector could be used to measure the crowd’s sentiment in order to predict the outcome
of the market flow? A simple rule of understanding this phenomenon is... Up volatility... if
crowd is anguished... and down volatility... in case of self-satisfaction mostly accompanied by
the unawareness of the actual dangers.
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2.3 Description of ZEW and IFO Event Indicators

The ZEW and IFO are specific economic market indicators for the European market.
especially for Germany’s Dax 30 index.

The optimal management of ZEW trading consists in a pre-arranged entry, which should I«
prepared well ahead the 11:00hrs news release. In other words, the ZEW trading starts
before 11:00hrs through its preparatory phase. The ZEW is an economic sentiment poli
related indicator, which can really assist the astute trader to obtain the best trading results
For more ZEN information, go to the English website http://www.zew.de/en//index.php3.

% ZEW Indlcator Evolution - Germany

% 0z 03 04 05 o6 o)
Source : 2E'YW @ Capital fr

Figure 42 — The above ZEW chart shows a negative value, which started in the second quarter of 200°,
in spite of the current well being of German economy. One should know that the ZEW is a monthly’
indicator that comes out each month. Anyway the exact date will be announced through the newv’
releases of different websites. :

The IFO indicator is traded the same as the ZEW. The usual 10:00hrs CET release time 8-
once a month. The IFO is a business sentiment poll-related indicator, which can increase thi
trader’s earnings, if an adequate strategy is used. For more information on IFQ, go to thi
English website: '
http://www.cesifo-group.de/portal/page/portal/ifoHome/a-winfo/dlindex/10indexgsk
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Figure 43 — The above IFO study elaborates a business survey calculated for the past month. On the .
right side of the table, one can see the next Internet publications dates. '

As we have mentioned, the preparatory phase of intra-day trading of the ZEW or IFO takes
place before the real entry. Besides the chart context we need a reliable news service, which
will communicate the real-time values as soon as they are released. If you don’t have a
subscription with the Institute, the trader may freely use the below news websites to obtain
the earliest ZEW or IFO values. Useless to say, that the trader must be already familiar with
the previous data, and also with the expectations.
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We are using the following news-related websites:

23.1 Trading News Website n°1 - www.forexnews.com

forex @ALTIEE
ey

3!27 04:00 E~13 Gennany Ma.rch Ifo Index 106.5 10’? 0 107.7
"3/27:04:00 E-13 Marchi€ i

1:mu.. (\4‘1 T )

Figure 44 — The above IFO or ZEW data survey can be obtained from: http://www.forexnews.con/

2.3.2  Trading News Website 1°2 - www.marketwatch.com

ZEW German economic sentiment poll sours In September

By Steve-Goldstain
Last Updale! 5:05 AM £T Sap 19, 2006

LONDON (MarketWsiteh) - The ZEW. indicator of asonomic:sentiment for Germany-dropped to. -22,2 in September
from -5.6 In August, whilch was-aven worse-ftian ihe-<7:8 feadiig pradicted by econdmists; The ZEW Instiare; which
polls institutional investors and analysis in its monthly survey, said:an expacted siowdown in the LIS, economy may
negatively affect German exports,.and-added thata plaiingd Vaiig-added-tax hike Will slow dowr private
eonsumption and "restrictive” ECB. prollcy ‘will make investme .pcujed&mre -gxpensive. Still, those pelled, gave a
mdre favorable assessment of the curiént eéonomic shuaticn in Germiany, as that Misgsure roge o +38:9 psblms fwm
+33.6:poinis:in. August. W 4 i b

Figure 45 — The above IFQ or ZEW data survey can be obtained from:

http:fwww. marketwatch.com/News/Story/Story.aspx 2 guid=2%7B274B3IF74%2DE5A9%2D4846%2D8 7C
2%2D134831835644% 7D & siteid=mktw

2.3.3 Trading News Website n°3 - www.derivatecheck.de

Source: www.derivatecheck.de

Der ifo Gaeschifteklimalndex fiir Deutschland notiert fiir MArz bei 1 07,7 Erwartet wurde der
ndex bei 1 Q§J&, Im Vormonat hatte er bei 107!Olgelegen‘

Dar Index fir die Geschéftserwartungen notiert bei nach zuvor . Gerechnet wurde mit
1025 Der Index zur Gaschéftslage liegt bei 1 12 4 nac 1;[“‘5[‘,‘§’|r|"n latzte onat. Erwartet wurde
FEo130x ver 121,2.

Figure 46 — Even if the above IFO survey data is in German language, an English speaking person can
stifl understand the meaning of the entire message through the numbers (refer to the underlines),
especially if he/she is already familiarized with the previous data. This effort is really worth because this
website gives the earliest survey data, whatever the news is. The website specializes not only on German
but also on US or worldwide news. The exact URL is: http://www.derivatecheck.de/termine/
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In order to have an optimal profit, a multiple contract trade is indispensable. Remember...
ZEW comes around, once a month... It can earn you good monthly revenue by itself. You:
also have the monthly IFO trade opportunity. If you are capable of optimally managing botl
events, you only need to work two mornings a month... But, don’t forget the 10 contracts!!!

3. The Mechanism of ZEW Breakout Trading

3.1 Trade Management: Dual-Time Frames & Chart Context

Our experience showed, that most of the time the effect of the monthly 11:00hrs ZEW and
the 10:00hrs IFO news releases last an average period of 30 minutes. Thus, we have chosen i
operating time frame, the 5-min chart. In order te implement the pre-trade preparatory phasc
and scrutinize the slightest movement during unfolding of the post-news period we hav
selected, this time, the 1-min chart.
As for the chart context we consider a breakout set-up that will reveal the slightest
directional variation of Dax 30 associated with the unfolding of the trend. We are using:
- The horizontally deawn boundaries of a “to be broken” rectangle or upper/lower limits
of any gap,
- The slant trend lines, which delineate and define at the same time, the eventual
breaking point of a “to be broken” channel.

_________ P

B+ ot Sies - it - O §1 B1 0w Goke Ba

Peblctnlny el (berwasiipion)

Figure 47 — The above 5-min Dax chart is set-up for reacting at the market’s ZEW news effect.

The chart illustrated in Figure 47 has already drawn the decisive breaking H(0} height
rectangle. The trading-scene was also set-up at 10:5%hrs CET.
The height-size of any rectangle must be at least 4 points; otherwise we will have to suffer the
influence of the market noise. The optimal height-size value should be near one ATR(14)
value. In our case, the rectangle’s height is exactly 5 points for an ATR(14) of 5. In case of a
smaller than 5 point size, neglect this choice and if bigger than 10 points, divide the height-
size in halves and gunarters.
We are now ready for an eventual breakout, whatever the direction would be. We plead for
probable down-sloping move because of the following reasons:

- An enhanced down-sloping momentum signaled by the WS failure at 5978 levei,

- A down-sloping contextual pitchfork whose median line (ML) serves as a symmetr)
axis. We note that the upper border of the rectangle was halted by the higher 50%
Fibonacci trend line,

- A down market bias located under the daily main floor pivot of 5973 level,
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- A down sloping oriented impulse pattern, W1 through W3, being currently in a W4

unfolding. We can observe that the 50% classic retracement of this wave has attained
the 5962 level.

[

i . -
P ik o

L
s A TR

Figure 48 — As we have already mentioned, the I-min Dax chart is used as a magnifying tool of the news
event, in order to better visualize the price fluctuations.

An attentive observation of the above chart (refer to Figure 48) reveals the various decisive
elements of the frading-scene set-up:

A bigger height-size rectangle bordered by the T01 & TL-02 trend lines

A smaller height-size rectangle limited by the TL-02 & TL-03 trend lines,

A descending narrow channel bordered by TL-04a & TL-04b,

A descending TL-1 volume trend line which will calibrate the intensity of the
momentum if it is broken,

This smaller time frame chart will pinpoint the optimal entry and exit levels, once the 5-min
time frame chart has grossly defined them.

However, we don’t emphasize enough that a probable outburst of the market flow due to
ZEW news impact is independent of the before-the-news market bias. Keep in mind that the
clements of the pre-event scene will greatly assist the trader to establish, not only the probable
final target of the impact but also the eventual reversal level of the contextual market, once
the event has waned.
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3.2 Trade Management: Inter-Market Context

The inter-market analysis will play a vital role for every aspect of trade management,
have already explained the details of this context (refer to Chapter 1/ 3). In the below st
chapter we will concomitantly study the iémpact of the behaviour of EuroStoxx 50 a
German Bunds over the German Dax 30 charts. Please compare the below charts with the
of the Dax 30 already iBustrated in Figure 47 and 48 and also those of Figures 52 and 53.

Figure 49a & 49b - We have laid out, on the above two 1-min EuroStoxx 50 charts, the optin
elements of the toolbox. The left chart (Figure 49a) is a 10:5%hrs snapshot and the right chart (Fig
49h) has the same tinme frame, but 20 minutes later. We qre interested in the latter chart because it is
excellent teaching example of an_add-on EuroStoxx 50 decision at 3800 level, for trading the Dax .
due to; the ABC zigzag where C=A; the reversal bar; the price dodges under the 13~ema ready to di
and of course, the inertia of the 11:00hrs high ZEW momentum,

0.900 (3876,004
2400 (010,08
00 PHOT )

mmrmm-‘.

WoTmane
W otaras MALIO}

Figure 50 — The ZEW momentum has waned at 11:31hrs on the above one-min EuroStoxx 50 chart,
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Figure 51a & 51b — We have laid out, on the above two S-min German Bund charts, the optimal
elements of the toolbox. On the above Figure 51, the left chart (Figure 51a} is a 10:5%wrs snapshot and
the right chare (Figure 51b) has the same fime frame, but 90 minutes later,

We are rather interested in the above Figure 51b chart because it signals the opposite
direction impact of the German Bund in relation to the German Dax 30 movements. We will
compare the German Bund 5-min chart of Figure 516 with that of the German Dax 30 5-
min chart of Figure 53. A careful chart observation immediately reveals the precision of the
German Bund role as gn gpposite leading indicator. For the first bar... While one climbs, the
other concomitantly drops.

However, after the first volatile up-bar, the German Bunds will align on the direction of Dax
30, which is downwards. Then, they rode down together for an hour. At noon, the PAX 30
reverses, followed by the German Bund, fifteen minutes later.

3.3 Trade Management: Automatic Mode of Three Pawn Technique
Entry, Stop Loss & Targets

The 5-min time frame chart will impose the underneath trading decisions (described in
Volume I - pages 318-320 - and reprinted in the Appendix n° 11, at the end of this volume)
labelled the Three Pawn Technique. It is a “fo be or not to be” situation or a “fo make or not”
entry decision. Due to the reliability and the automatism of this technique, we named it the
antomatic trading mode. If only two orders are pre-arranged, we are in a semi-qutomatic
mode. If all three orders are not pre-arranged, we are simply in a manual mode. Even if the
new or inexperienced traders frequently use the latter method, we hardly advise it!

The Three Pawn Technique is not only one of the best remedies for the “trigger-shy”
syndrome, but also for relieving the trading anguish, so that the trader can get the optimal
results.
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This progressively developed order technique consists of three steps:

- Entry level, in accordance with the smaller time frame chart. For this trade, given tht
5 points height size of the rectangle we have chosen:
- Long at 5962 level, a pre-arranged entry, just 0.5 point above the upper border,
- Short at 5954 level, a pre-arranged entry, just 0.5 points below the lower border. .

- Stop Loss will be reciprocal: 5954 level is the stop loss for the long trade and 5962 level
for the short trade. The 8-point risk (5962 minus 5954) is the same for both trades.

- Exceptionally, the Reward/Risk Ratio is not here as impertant as that of a non-news
regular trade, because of the very probable directional market mode in which the pest-
news market flow will violently evolve, in this kind of special trading situation. We will
tranquilize ourselves and will ensure our peace of mind with an 8-point loss/ Dax
contract, which is 200 euros, around $275. In our experience, the Reward/Risk ratio is
mest of the times, over three, except in quiet economic periods.

- Targets will be categorized on several levels, fo be expected, but not imposed, by nu
means (please see below).

The long trade’s targets are straightforward. In case of a weak-to-average strength up-
momentum, the market will rise, at least to the daily pivot at 5973, which is only 11 points
away, or 2 ATR(14) sizes. In case of a stronger momentum, the price may climb to the end of
the prior W3 at 5989 level, which is 27 points away.

The short trade’s targets are more probable because of the trade’s context. In case of a weak-
to-average strength down-momentum, the most probable target is 5948 level, which is alsv
the current W3’s level. If the market doesn’t reverse here it will certainly stumble because of
another key level present here, the S1 daily floor pivot located at 5947 level. 1n case of a
stronger down-momentum, the market price will drop to the confluence zone composed by
the monthly floor pivot at 5928.5 level, weekly floor pivor at 5924 level or even lower towards
S2 daily floor pivot at 5918 level (refer to Figure 53). Once the latter level has been reached,
about five ATR(14)s distance, the market will perform either a trading range or even a
reversal. The down-sloping extensions of the initial rectangle synchronized with the median
lines of the descending pitchfork will surely guide the trader, in his target quest.

The final target of an eventual breakout is often neglected. This has a double consequence
because of its identification; not only will warn the trader of the news momentum limits but it
will also prepare him for the eventunal add-ons and also for the final incoming reversal trade.

This situation is a classic SAR (stop-and-reverse) trade, which 1 would rather re-name, sell-
and-reverse in downtrend or buy-and-reverse in up trend.

The trading statistics clearly show that the most successful traders use routinely the add-ons
and SARs tools. If you think about it... it’s nothing but “un érat d’esprit” or should I rather
say a spiritual state-of-mind?

3.4 Trade Management: Unwinding the Trade

The above two charts illustrated in Figures 47 and 48 set-up the scene for ZEW trading. In
our experience the breakout strategy is the most suited for this type of trading. The breaking
of the horizontal, slant and curvilinear trend lines will start the process of trade
management.

However, the trader will have to perform first, the pre-trade preparatory phase. We have
systematized this approach, including the different contexts and we have already described it
in Context of the Trade (Chapter 1).
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(R

Figure 52 — The above one-min German Dax 30 chart reveals the importance of mumber seven,

A elose observation shows thut the ZEW impact has almost completely waned when its momentum has
reached the seventh extension af 5926.50 level, in about six minutes, at 11 :05hrs. It is important to note,
that the extreme volatility of the first bar dropped the market all the way to the sixth ratio down-sloping
extension at 5932 level. Thirty minutes later, at 11:31hrs CET, after a 50% retracement, the market flow
finally reached the maximal 7.86 ratio down-sloping extension value at 5922 level.
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Figure 53 — The above 5-min Dax chart shows the reaction of the market flow to the ZEW news effect.
As on the smaller time frame (vefer to Figure 52) the market has been halted at exactly seventh down-
sloping extension, at 5919 key level, where W3=2.00*W1.
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In the above chart, the role of the monthly, weekly and daily floor pivots and at the sam«
time, that of the median lines is obvious: the S2 floor pivet halted the market, thus
terminating the W3 at 5919 level where W3=2.00*W1; the median line (ML) constituted
hard rock resistance, tested seven times without any breaches; the lower 150% Fibonacvi
trend line, which was equally tested four times, not only it didn’t give in, but it efficient
halted the entire ZEW news momentum.

We will not go deeper into detail concerning the money management because an entirc
chapter is consecrated in our next book - please refer to Case Studies and Risk & Mone)
Management, the last chapter.

4. The Mechanism of IFO Breakout Trading

4.1 Trade Management: Dual-Time Frames & Chart Context

Our experience showed, that most of the time the effect of the monthly 10:00hrs IFO new:
release lasts an average period of 30 minutes. Thus, we have chosen as operating time frame,
the 5-min chart. In order to implement the pre-frade preparatory phase and scrutinize the
slightest movement during the unfolding of the post-news period we have selected, this timc,
the 3-min time frame chart. It seems that it is better than the 1-min time frame chart if we
take into consideration the market noise, However this choice has the disadvantage of beiny
too close to the 5-min time frame chart. When we consider using dual time frames, we choose
a minimal multiple of 3 between them. Let us study the IFO breakout and draw our
conclusions.

As for the chart context we consider a breakout set-up that will reveal the slightes
directional variation of Dax 30 associated with the unfolding of the trend.

We will try to cover the price & time Cartesian area by using:

- The horizontally drawn boundaries of a “fo be broken” rectangle or upper/lower limit:
of any gap,

- The slant trend lines, which delineate and define at the same time, the eventual
breaking point of a “fo be broken” channel.

- A synchronous optimal Cartesian set-up including: horizontal, slant and curvilinea
trend lines: the moving averages, the ellipses or the Fibonacci arcs.
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Figure 54 — The above 3-min Dax chart shows the pre-trade scene, 4 minutes before the IF
news release.
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A close observation of the above Dax 3-min chart (refer to Figure 54) reveals the various
decisive elements of the frading-scene set-up:

A steep ascending channel with its TL-1 trend line which for the moment halted the
market flow at 9:56hrs CET,

A smoother slope ascending channel with its initial H(0) height,

A 10-point height rectangle which has an initial h(0) height to be extended during the
trade development, after the 10:00hrs IFO news release. We have drawn the firse
positive extension [h(+1)] and also the first negative extension [h(-1)] with midlines.

A 12-point down-gap whose lower boundary has a symmetry axis role for the market.
At the present time, the market flow oscillates between +50% and -50%,

A descending TL-01 volume trend line, which will calibrate the strength of the
momentum if the TL-01 is broken. The volume study is an indispensable factor in
taking our decision. The tools used are the raw volume, the volume-MA & OBV.

This smaller time frame chart will pinpoint the optimal entry and exit levels, once the S-min
time frame chart has grossly defined them.

We never emphasize enough that a probable outburst of the market flow due to IFO news
impact is independent of the before-the-news market bias. Keep in mind that the elements of
the pre-event scene will greatly assist you to establish, not only the probable final target of the
impact but also the eventual reversal level of the contextual market, once the event has
waned.

A ST - ORK 55 DYNCAI S0

Dax Smin chart

Figure 55— The above S-min Dax chart shows the pre-trade scene, 3 minutes before the 1FO
news release.

A close observation of the above Dax S-min chart (refer to Figure 55) reveals the various
decisive elements of the trading-scene set-up:

A steep ascending channel with its TL-01 trend line which for the moment strongly
supports the up-trend market flow at 9:57hrs CET, Its immediate proximity with the
current market and its double testing will comfort us for a probable long trade.

The channel’s TL-02 & TL-03 trend lines will be pierced progressively in case of an
up-thrust.

A 13-point height rectangle, which has an initial h(0) height to be extended during the
trade development, after the 10:00hrs 1FO news release. We have drawn the first
positive extension [h(+1)] and also the first negative extension [h(-1)] with midlines.

A 12-point down-gap whose lower boundary has a symmetry axis role for the market.
At the present time, the market flow oscillates between +50% and -50%,

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com



Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 64 |
- Please note the proximity of the market with the daily floor pivot at 6921 level, which |
separate the up/down bias of the day. Its breakdown will signal a very probable down

trend for the rest of the day.

4.1.1 Description of the End-Run Phenomenon — a Major Professional Trading Tip

In order to take a long/short trade decision, like trading the 1FO or the ZEW indicators, we
will carefully observe the market fields located behind or ahead of the current market flow. |
The trader must be aware of the eventual key levels, which could try very hard to stumble, to :
halt or even to reverse the market flow propelled by the news momentum.

Always be on the watch for a dearth or an abundance of these key levels in order to avoid the
End-Run phenomenon, which will “bug in” certainly uninvited and will immediately take |
over. This occurs when the breakout high-powered momentum hits a strong resistance on its -
up-trending development. '

The End-Run phenomenon will quickly reverse the up-trend and will exit out the ongoing :
trend. This is a failed pattern or an out busted patiern because it fails to carry out the stored
energy, which exploded at the moment of the breakout. Don’t confuse it with the false moves. .
They are only erratic movements, especially occurring in the ro man’s land territory (unstable :
& unsecured area) like the apex of a triangle, the boundaries of any pattern including gaps, *
Gann hidden levels, floor pivots, and so on! ‘}

CONCLUSION: In order to master this key-level detecting procedure please inspire yourself ¢
from the “The Key Mapping of the Operational Time-Frame Chart” already treated in Chapter :,
2 (sub-chapter 2.2). L

41,2 Practical Applications of the End-Ran Phenomenon

In order to avoid this End-Run pheromenon we should be very cautious in analyzing the
obvious or hidden preexistent elements distributed in the price/time Cartesian market space:
the size of the rectangle’s height, the size of the gap (if any), the location of the market price ;
in regard to the floor main pivots, the old highs/lows, the Fibonacci key levels, the Gann |
hidden levels and the Gann angles, especially the 45° angle. !

:
!
2:

We will reveal below the most succinct elements to be considered when the trader will take
the trading decision using the Three Pawn Technique. For our 1FO breakout trade we will .
systematize them as it follows:

1. The Up-Scenario will start only when the breakup momentum will trespass the upper !
border of the down gap at 6942 level, because of the rectangles upper border}
proximity (only 4 points away). Please refer to the chart on Figure 55. The optimal'
long entry for us would be 6943 level (6942 + I p1). The one point, which represent\
two ticks, is for market noise. .

2. The Down-Scenario will start only when the breakdown momentum will trespass the:
main daily floor pivot at 6921 level. Please refer to the chart on Figure 55. The optlmat
short entry for us would be 6919.5 level (6921 — 1.5 pt). We subtracted 1.5 points due ¢
to the market noise (7 poinf) and the presence of 6920 level, a whole key number (0.5-
point). :

4.2 Trade Management: Inter-Market Context

The inter-market analysis will play a vital role for every aspect of the trade management. We
have already described the details of this context (refer ro Chapter 1, sub-chapter 3).
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The procedure of executing this phase for the IFO news breakout trading will be identical as
that for the ZEW news, already developed in this chapter (Sub-chapter 3.2).

4.3 Trade Management: Automatic Mode of Three Pawn Technique
Entry, Stop Loss and Targets

As we already know the uniqueness of the trade management will make the difference at the
end of the month, We have chosen to use our method called the Three Pawn Technique.
This progressively developed order technique consists of three steps:

- Entry level, in accordance with the smaller time frame chart. For this trade, given
already the reasons explained in the previous page’s sub-chapiter 4.1.2, we consider:

- Long at 6943 level, a pre-arranged entry,
- Short at 6919.5 level, a pre-arranged entry,

- Stop Loss at 6929 level for the Long trade, representing the lower boundary of the
down-gap minus one point (6930 - 1.0). The 14-point risk (6943 minus 6929) is here
optimal.

- Stop Loss at 6931.5 level for the Short trade, representing the lower boundary of the
down-gap plus 1.5 points (6930 + 1.5). The 12-point risk (6931.5 minus 6919.3) is here

optimal,

- Exceptionally, the Reward/Risk Ratio is not here as important as that of a non-news
regular trade, because of the very probable directional market mode in which the post-
news market flow will violently evolve, in this kind of special trading situation. We
tranquilize and ensured our peace of mind with an 12 to 14-point loss/ Dax contract,
which is a maximum of 350 euros, around $480. In our experience, the Reward/Risk
ratio is most of the times, over three, except in quict economic periods.

Targets will be categorized on several levels, to be expected, but not imposed, by no means
(please see below).

The long trade’s targets are straightforward. In case of a weak-to-average strength up-trend
momentum, the most probable target will be the confluence of the half daily pivot, the last
high and the positive 200% extension of the rectangle at 6952 level (refer to Figure 55). It’s
only a 9-point hike, which will make the R/R ratio under 1.0 [Reward/Risk ratio is 0.64 due
to the following: (6952-6943=9)/14].

n case of an average-to-strong strength up-trend momentum, the most probable target will be
the confluence of the prior week high and the positive 300% extension at 6965 level. It’s a 22-
point trip, which will make the R/R ratio under 2.0 [Reward/Risk ratio is 1.57 due to the

following: (6965-6943=22)/ 14].

The short trade’s targets aren’t numerous as those on the up side. We can count as the first
target the confluence of the half daily pivet and the negative first extension at 6901 level.

In case of an average-to-strong strength down-momentum, the most probable targets will be
around the main key levels: S1 daily floor pivot, negative 200% extension of the rectangle,
ete...!

The final target of an eventual breakout is often neglected. This has a double consequence
because of its identification; not only will warn the trader of the news momentum limits but it
will also prepare him for the eventual add-ons and also for the final incoming reversal trade.

This situation is a classic SAR (sfop-and-reverse) trade, which 1 would rather re-name, sell-
and-reverse in downtrend or buy-and-reverse in up trend,
rather say a spiritual state-of-mind?
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4.4 Trade Management: Unwinding the Trade of a Misfired Breakout ;

The above two charts illustrated in Figures 54 and 55 set-up the scene for IFO new :
trading. In our experience the breakout strategy is the most adapted for this type of trading .
4 The breaking of the horizontal, slant and curvilinear trend lines will start the process «f :
k trade management. However, the trader will perform first, the pre-trade preparatory phase.

i D e s ey g

Figure 56 ~ The above 5-min Dax chart shows the trading scene, after the IFO news release. A
25-minute delayed breakout is trying to shape up a long trade, towards entry at 6943 level,
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Figure 57— The above 5-min Dax chart shows the trading scene, 48 minutes afier the IFQO nem}
release. We observe that the breakout trade has misfired it won’t take off. The price is still in rectangle. ¥

Figure 58 — The breakout misfired ~ NO DAMAGE to the Trader: Ninety-two minutes, after the IFO :\
news release, we don’t consider the chart’s context as belonging to the news impact. i
The market just broke-down the daily floor pivot at 6921 level and will probably evolves south.
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5. The Mechanism of Volatile Trading

As we have already mentioned in sub-chapter 2.2, the volatile trading is meostly for the
extreme news but also for the usual high-volatile markets like NASDQ.

5.1 The 13:00hrs CET Volatile Bar
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Figure 59 — The 13:00 hrs CET Volatile Bar : The above 5-min Dax chart optimally illustrated the
13:00hrs CET volatile Dax bar.

The 13:00hrs volatile bar on the above Figure 59 has a huge price jump of 49.5 Dax points
for a daily ATR(14) of 100 points, as of today. It’s exactly the 50% of the daily range. If you
observe the intra-day ATR, it jumped from the morning’s 7 points to a max. of 10.44 pts.
The bar’s volume reached a maximum of 13500 instead of the average 2000 for a 5-min bar,
which is an almost 7 times increase... again the sacred seven!

It is clear that after such huge volatile bar, the market could continue, in up-trend a
maximum of 1 or 2 bars, without entering a trading range or a violent drop...!

Let us say a few words about 13:00hrs CET bar:

- 13:00hrs splits the actual 14-hour Dax trading day in almest two halves,

- It is the equivalent of the 12:00hrs (noon-time) on the S&P 500 market. In spite of the
fact that both aren’t identical, in measuring time and that they are on two different
continent markets, they have almost the same function... each of them will replace the
powerful main daily floor pivot, which leads the dance of the day’s bias.

As always with a market, nothing is taken for granted! Check the above, on your specific
market... If there is a 13:00hrs volatile bar, then you can be sure that the main daily floor
pivot was replaced. And don’t forget... The market always obeys the most recent key level!
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5.2 Description of Multiple Days Volatile Markets

The several days volatile markets are markets that rotate in a wide range, price jumps t«
price jumps, only briefly interrupted by small bars that function as artificial breathiny
devices. The small bar pauses are used to quickly restore the bars’ dispensed energy.

We should also mention: the steep slopes, the sharp spikes and the TYPICAL variation of thi
price ranges between main supports & resistances, which is the Key Volatility Visualisation.
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Figure 60 — The above 66-min Dax chart illustrates a six days market: the first four days constitute
trading range and the last two days picture a high-volatile activity. The trade was triggered at th
rectangle’s outburst at 7521.50 level due to a conservative approach. In an aggressive approach, th
trade could have been triggered earlier when the market broke the reliable third fan line at 7482 level,
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Figure 61 — The above 66-min Dax chart better illustrates the high-volatile market. As we can see th
market still keeps its volatile aspect three days after it started on September 1 8*, 2007, After the fir
three huge volatile up-bars, the market has entered in a trading range as predicted. As usually, we hay
chosen the most adequate elements of the toolbox: the inceptive rectangle between 7431.5 & 7521.
borders, its three positive extensions reaching the 400% level, the moving average and upper rectangh
The local market beautifully strides along the up-corridor between the 1.00 and 1.236 Fibonacci arcs...
The market flow strides along this up-corridor, a narrow strip of land through foreign-held territory !
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Key Points to Remember:

The news trading is the appange, or should | rather say “the
protected kingdont' of the professional trader.

A large majority of the experienced traders consider that the
pre-trade preparatory phase of the expected news trading
counts for more than 70% of its success.

The breaking of the horizontal, slant and curvilinear trend lines
will start the process of the trade management, but the trader
will have to perform firstly, the pre-trade preparatory phase.
The trader should specifically do the past contextual trading
statistics of the same type of news. It has the enormous
advantage of unveiling many hidden trading facets. We call them
News Market Mapping.

Best choice of the small time frame used to scrutinize the pre-
open and also the unfolding trade is the one-minute or three-
minute charts. One replaces the other if the best fittedis abie to
reveal the optimal boundaries, ready for a breakout decision

An average strength news breakout trade usually last for an
average of 30-45 minutes. Consider a misfired trade after 60 to
90 minutes.

Try to recuperate the misfired momentum, through the analysis
of the pre-event and the day's bias, guided by the main daily
floor pivot or the 13:00hrs CET key level.

The 13:00hrs CET volatile bar makes very often-great
opportunities... Don‘t miss it... Be on top of it!

The Three Pawn Technigue is a progressively developed
decisional trading technhique — 2 triple ordering system - that is
not only one of the best remedies for the “trigger-shy”
syndrome, but aiso for relieving the trading anguish, so that the
trader is free to get the optimal resuits.

Don't ever neglect the final target of a breakout!

This has a double consequence - it warns the trader of the news
momentum limits & it prepares the final incoming reversal trade
- the SAR trade!

The End-Run Phenomenon description is the Quest of key levels on
an up/down market corridor, a narrow strip of land through
foreign-held territory!

This is a failed pattern, an out busted chart formation, which
failed to carry out the stored energy, which exploded at the
moment of the breakout. Don't confuse it with False Moves...!
The most important edge of the Volatility trading Is its “reverse
to mean' which is also called “rubber band' phenomenon.
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« The Key Visualization of the Volatility |s the typical price range
variation between the S/R key levels, hesides huge bar jumps,
sharp splikes and steep slopes of the corresponding swings.

o As aConclusion... bon't forget...!
One can comfortably live by trading oniy two mornings a
month... the ZEW and the IFO trades... And remember...1
Ten contracts every time!
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Chapter 4
Inter-Market Analysis - Fundamentals — Real-Time Use

Due to its labyrinth facets, the Inter-market Analysis is frequently misunderstood. It has the
advantage of building, nof only the road to the day’s trading potential, but also to enhance the
full comprehension of the market, days or weeks to come!

Many of us can still remember, the disastrous impact of the Russian or the Asian crisis that
shook-up the entire world markets, some years ago.

We are now aware that the dragonfly’s wing fluttering in Asia can be easily heard over the
oceans...!

And... The impact of the different elements, of markets situated thousands of miles apart...
isn’t over... It will last as long as the markets!

A very recent example, in August 2007... The US real-estate business was plagued with the
sub-prime meltdown of the mortgage sector... just one month ago. The internal links of the
international monetary market mechanisms promptly released the consequent inter-
reactions, even in Europe:

- The intervention of the Bank of England to bring a British domestic bank, back from
the brink of bankruptcy,

- Deutsche Bank, one of the Germany’s biggest bank conglomerates had shyly admitted
a substantial real-estate investment write-off.

- The US Dollar made an abyssal drop reaching parity with the Canadian dollar, for
the first time in decades.

- The Euro made a leap to the upper stratosphere reaching the threshold of 1.40 level.

L-ast Tuesday, September 18™, 2007, the intervention of the Fed cut the rates by 0.50%, and
seemingly established a fragile equilibrium... for now! The US economy is not yet affected
and whatever reasons that could have increased inflation seem to have stopped... for the
moiment!

1. Inter-Market Mechanisms - Global & Domestic Inter-Market Links

The tradability and diversification of the financial markets have enormously evolved since
the 1990s. Nowadays markets are full of liquidity and some trading vehicles have an edge
compared with other. For instance:

- In today’s turmoil days for the dollar, instead of trading the US dollar against the
British pound, the trader will be better off trading the same commodity, which is
marketed in New York and also in London. This would be the case with cocoa market,
which trades in USA and also in England. If a weak dollar, then buy US cocoa and sell
UK cocoa. This is a great trade, which takes advantage of a weak dollar and strong
sterling — A truly currency-influenced commodity trade!

- Another example would be to trade the Gold Futures and get some clues from the US
dollar behaviour. There is a true inverse relationship!

- As opposite charts, we can mention US dollar and Euro. Their inter-relationship is
very tight!

We can continue with these examples to prove with the chart assistance, that these tight
inter-relations, not only exist, but they are one of the main trading factors.

In order to describe the entire array of these inter-dependencies it will be necessary to write
several books. We acclaim the great writings in this field, so excellently done by John
Murphy in his book Inter-market Analysis (2004). It should belong te the library of every
professional trader or investor!
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We will try to briefly emphasize the role of the principal players that perform a vital role in
the mechanism of the inter-market analysis. By all means, this description will not be
exhanstive, but evidently succinct and operational for trading this concept successfully.

I.I Dynamic Mechanisms of Stock Indices

The constantly increasing the number of worldwide exchanges resulted in a local stock index,
in almost any industrialized country. Whatever they are, price weighted or un-weighted, these
indexes were carefully chosen by the local business community to ideally reflect the economic
activity on their domestic markets. Whichever method of composing has been chosen, each
index is constituted by Tier 1 stocks, which will certainly lead more than 51% of index’s
market activity impact, even if they represent less than 50% of the index, as constituents.

1.1.1 Internal Influences on Domestic Markets

The working mechanism of the economy forces each stock index to have functioning relations
with each propitious economic factor that participates to the entire business activity (refer to
Figure 62).

INTERNAL INFLUENCES |

Figure 62 - Stock Index INTER-MARKET ANALYSIS — Internal and external influences acting upon
the domestic markets.
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A very close observation of the above table (refer to Figure 62) will quickly summarize the
intricate inter-dependent factors of the inter-markets analysis. When we relate to infernal
Jactors, we should take into consideration most of the elements that optimally participate in
these phenomena:
1.1.1.1 Indigene Business Activity affecting the Index’s Tier 1 earning
capabilities,
1.1.1.2 Domestic Political Conduct,
1.1.1.3 Current Sentiment Mood,
1.1.1.4 Money Side:
- Current & Expected Interest Rates,
- Inflation, Disinflation & Deflation Propitions Conditions,
- Conversion of Local Currency Status against the other currencies,
especially Euro & US dollar.

1.1.2 External Influences on Domestic Markets

A very close observation of the above table (refer to Figure 62) will reveal the labyrinth of
inter-dependent factors that meelt, lead or diverge the inter-markets analysis. Speaking about
external factors closely inter-related to domestic market, it means that the overall analysis is a
huge task. However, for trading purposes we have systematized all these elements in a
succinct table, practical for everyday use (refer to Figures 63 & 40).
We should be able to take into consideration most of the elements that optimally participate
in these phenomena:
1.1.2.1 Worldwide Business Tendencies in terms of global growth or
recession, affecting the earning capabilities of the indices’ Tier 1
stocks of the domestic markets,
1.1.2.2 Worldwide Political Conduct,
1.1.2.3 Worldwide Money Side:
- Current & Expected Interest Rates of strong currencies like Euro &
US dollar, and their conversion,
- Current & Expected Conversion Rate of the commodity currency, the
Australian dollar,
1.1.2.4 Worldwide Energy Side: Crude Oil, Gasoline, Natural Gas & Heating
Oil with their worldwide impact

Nikkei %
SBEPFP S00 pts

ES Night pt=
Zrvicie Ol pts-
Eurae/$ pis

Figure 63 ~ The above inter-market analysis table was extracted from the Dax_Pre-Open Trading
Study Excel file in the pre-open of April 107, 2007 (vefer to the half-height of the left side of Figure 40).

As you can observe on the above Table (refer to Figure 63) we have systematized the main
external factors that can influence German Dax 30, in a very strong and efficient way,
whenever that is: in pre-open or during the day. We emphasize the use of Nikkei 225, which
closes at 8:00hrs CET, when the Dax 30 is opening! 1t goes also that the night ES has closely
monitored the night worldwide activity. In spite of its low volume, it occurs that the night ES
is very sensitive to any worldwide night events, whatever the geographic location or time
zone would be.
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With regard to Crude Oil, only its significant variations will be really felt by the Dax 30: new
highs/lows, terrorist attacks, South American or Nigerian turbulences.

1.1.3 Systematized Comprehension of Worldwide Stock Indices

When a trader takes a decision he quickly needs a fuelling hint to perform the right task!
Or... With the labyrinth aspects of inter-mmarket analysis, this is not always easy, nor
obvious. We have tried for years to compose a concise table, with regard to main criteria,
indispensable to trading: comparison of world stocks indices, commodity array and the
worldwide energy facets. Thinking of an easy memorization, they must be simple, efficient
and ergonomically to be used. We have chosen, as functioning parameters: the main users,
the internal and external fuctors acting on each studied index, the frading and chart behavior,
and finally the global particularities, only pertaining to a specific studied index. The most
practical items used in everyday trading being the two latter elements, we have tried to
keenly emphasize them:

1.1.3.1 NORTH AMERICA - S&P 500 Stock Index

S&P 500 - US Market

Main Users Institutional & Bank Investors
Institutional & Bank Traders
Insuranceé Fund Managers
Mgdtual Funds
Hedge Fund Managers
Speculators & Independent Traders

~ Internal Influences. Refer to sub-chapter 1.1.1
Refer to Figure 62
External Influ nee: Refer to. sub»chaptér‘! 1.2
Refer to F!gu.re 6&
Trading & Ghart. | High Liquidity - Actively Traded
~ Behaviour Market Lows in October
' Market Highs in Noy, Dec +, January
High Vaiati!ity but second o Dax 30
Global " World Strongest Economy
Particulatities ‘Largest Crude Oil Consumer
US doltar use for Crude Oil
US dollar use for Gold

US dollar use for world's Commodities
In spite of its: strength is sensible to
_Overseas Equity Markets

Figure 64 — The above S&P 500 Stock Index Inter-Market Analysis Table uses the main constitﬁring
elements of w stock index. The frading and chart behavior are particulurly of great interest, in the quest
for low-risk high probability rrades.
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new 1.1.3.2 EUROPE - German Dax 30 StockIndex 1.1.3.3 EUROPE - FTSE 100 Stock Index

German Dax 30 FTSE 100 . UK Markat

task! Main Users
nor

Institutional & Bank Investors itioiigl & Bank investars
. Institutional & Bank Traders Ins!l‘taﬂomf & Bank dem
eria, Insurance. Fund Managers '

| the Mutual Funds

cient Hedge Fund Menagers
Speculators & independent Traders

SE73, Internal infidences Referfo sub-chapter 1.1.1
.__wor; : _Refer to Figiire 62_
mos 7 Infiei — =
d to External influences Refor to sub-chapter 1.1.2 - F o sub-chapter 112
‘ Rofer to Flgure 62 . mungmsz
Trading & Chart High Liquidity - Actively Traded i
. Bohaviour High Opening Dependenty bn
WNikikei 228 when +7:f,%% change
Very High Voiatitity - Big size ATR's
Hormny & After-noon: Swfng:

Capable of very Kong intr-day Swings | :':m:n'u Pt riiore; Wm Calls,

_Gobal Europe's Strongest Economy [T Engiand's Leading Economy
Partivularities Euro used for trading ' Pound Sterﬁng M for fﬂlﬂﬂy

In spite of {ts strengih is sensitive #%
Overseas Equity Markets,
eapecially US & Japon
Central Europesn Bank Dependency

Figure 65 — German Dax 36 Stock Index - Inter-Market Figure 66 — FTSE 100 Stock Index - Inter-
Aunalysis Market Analysis Table

1.1.3.4 EUROPE - DJ EUROSTOXX 50 Stock Index

Main Users | Institutional & Bank fnvestors
Instititional & Bank Traders
Insurance Fund Mmgm

Interpal influerces
External Influtices Rufer wsmmpm 712
Refor o ﬁﬁnn 62
Feaditig & Chart High qu Actively Traded
- Behavicur Much Lower Volatility ‘than Dax 3¢°
Morning £ After-noon Avesage Swings:
Capable of very long-term period Trends.
G!obaf_ Euyrope's Laading Ecomy index
Particularities Euro wsed for trading
.in spita of itx strefigth Iy Senisitive o
Overseas Equity Mkts - second 10 Dax 30°
ting Central Egropesn Bank Dependericy:

o8t

Figure 67 ~ DJ EUROSTOXX 50 Stock Index - Inter-Market Analysis Table
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1.1.3.5 ASIA - NIKKEYX 225 Stock Index 1.1.3.6 ASIA - HANG SENG-HK Stock Inde

Nikkel 225 - Japanesa Market Hang.Seng - HK
Hinin Users Institutional & Bank lnvestors Inatitutional & Bank investors
institutional & Bank Traders Institutfonal & Bank Tradass
“W’;”‘;:m““" Insurarice Fund Managers
aidge Fnd Managers Mutiidl Funds
1 Speculators & Indepandent Trsders Hedge ":"“*'“’"‘9"‘
internal infijances Rafer to sub-chapter 1.5.4 '. oculators & “dep’ Tradors
_ a;‘fertoﬁgumsz' ' Refartosub—chapteﬂfi
Extomal lntivences [ Refer (0 sub-chapter 1.1.2. _ Refer to Figurs 62
.. Refer'to Eigurs 62 ] Referta sub-chapter 1.2
Tradbing & CHant - Actvely Traded Refér to Figute 62
Bahavictr: Facond Lexst Volatility - after : : E—— -
e Austialia's SPI za&m Actively Traded - High Specuiative Interest
Capable of very jong-term period Trends s mm-voMﬁtndlna Pattm;:a
L harp ralliss not us pronounced as sharp:
Global Asls’s L. Inddex: _ pdiad :

: et ?mm,zm : m'g . deciines - Futs more sxpensivethan Calls
I spite of its strength - it Is sensitive 10 Asian’s Leading Speculative Index
m”*;':";‘:,“i‘:,‘m;‘;‘:”: the US ‘Trading HK$ pegged at a fixed rate 1o US$
" mﬁg “.."".“_ ."'_ s Biag dgaisnt US$ fni : Mnﬁ! ’ | Extrenw mm;lg “:lo &ost:m Equity Markilts:

-Japanase Multinationsls Yen Overséas Remomber: Macao & Caslhos = part of HK economy
W" Z’W 5 m'“m Monetary Policies done by the US Fed Reserve

Figure 69 — FTSE 100 Stock Index — Inter-

Figure 68 — German Dax 30 Stock Index — Inter-Market
Market Analysis Table

Analysis Table
1.1.3.7 AUSTRALIA - SPI200 Stock Index

Miin Usws. ins@ititional & Bankinvestots:
Instifutionai & Bank Tradors
Insyrance Fund’ Ahmg_ors
Mutual Funitls
Hedge Fund Managsrs

L Spaculstors & independént Traders:

Internal Influences Mbm&dupmﬂi

Extornal nfluences “Rafor to s;_ypwar.f.q-._z
Refor to Figurs 62 _
Trading & Ghart Optimal Liquidity only in Financial Months
Behaviour “Fhié Lenst Volitle Stock Index - described here
S‘}wp n&ksmt iy mmancod as sharp

the: CWM&CM!&W
Sansitive to Overseas Equity: Mkts
.espacially tha Jépan and recently
big focus on Chine.
Bank of Australia Dependency

Figure 70 — AUSTRALIA’s - SPI 200 Stock Index - Inter-Market Analysis Table
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1.2 Mechanism of Currencies — Local & Worldwide Inter-Links

We have already swiftly mentioned the major influence of the US dollar and Euro currencies
(refer to Chapter 1/ sub-chapter 1.5). The inter-links between these currencies coupled with
every country’s local currency will make things even more than a labyrinth. On top of all
these, we will note the link between commodities and currencies, like the duseralian dollar,
which is also called the commodity currency or the Canadian dollar, lately at parity with the
US dollar (as of September 2007). This rare event hasn’t been seen in several decades.

These currencies may play a dramatic role in case of the raw material scarcity, high degree
of speculation, and enormous demand from China, like copper, or major social problems in
mining overseas corporations. Not only a pernicious intra-day influence will be provoked but
it can be surely perpetuated for the long-term periods.

'% " = . e e e el - - -
f WORLDWIDE CURRENCIES

T

WORLDWIDE / DOMESTIC INFLUENCES |

Figure 71 — CURRENCY Inter-RELATIONSHIPS — The worldwide and local currencies tight inter-
dependencies.

A very close observation of the above table (refer to Figure 71) will quickly summarize the inter-
dependent factors that will intricately occur in the currency inter-markets. The currencies tight inter-
dependency will become here obvious, simple to understand and to use:

1.2.1 Euro/ US dollar — Worldwide impact - the most liguid currency market and the
most significant against the US dollar,

1.2.2  Canadian$/ US dollar — Strong impact on regional level, especially on Energy &
Commodities, including Resources & Balance of Payments,

1.2.3  Australian$/ US dollar — Strong impact on regional level due to Australin’s high-
dependency on income from trading commodities — named commeodity currency, It
has a great impact on worldwide commodities prices. It is highly capable of very
long-term trends!

1.2.4 Japanese Yen/ US dollar - Strong impact on regional & worldwide levels due to
the massive imporis/exports that affect currency demand. There is an inverse
relationship with European currencies — If Yen goes up, Euro drops. It is capable
of very long-term trends! It is also extremely sensitive 1o the intervention of Bank
of Japan,

1.2,5 Honk Kong dollar — is pegged at a fixed exchange rate to the US dollar - ¢ unigue
situation. The decline in Fed Funds rate was followed by a decline in HK dollar.

1.2.6 Chinese Renminbi/Eure — Strong impact on worldwide levels due to the massive
export/imports that affect demand for the currency. Extremely sensible to
the intervention of Chinese Central Bank and political influence.
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1.3 Mechanism of Energy Markets — Local & Worldwide Inter-Links

An astute householder will always balance between choosing the best and the most optimal
energy source, whatever that would be: natural gas, heating oil or electric energy. What is
not really obvious is the labyrinthine relationship that exists among different factors that
influence the internal and external factors contributing to a balanced energy marker.

The inter-links between these various facets are coupled with every possible “ingredient”
whatever that would be: US dollar value, local currency, geopolitical turmeil, and seasonal
Jactors... We could go on forever! Crude oil is not only the most traded physical commodity
but also it enhances the other energy markets like: gasoline, heating oil and natural gas. On
top of all these, on the currency/energy aspect, the non-US countries are stringently
dependent on the US dollar in order to acquire the needed crude ol for refineries.

Figure 72 — ENERGY Inter-MARKET ANALYSIS - Intrinsic & extrinsic influences acting upon the
worldwide energy markets.

An attentive observation of the above table (refer to Figure 72) will quickly summarize the
multiple facets that intricately occur in the energy inter-market analysis. Thus, the tight
inter-dependency factors will become easier to understand and especially optimal to use: '

1.3.1 Extrinsic Influences:
1.3.1.1 Strength of the US dollar value & worldwide economy health,
1.3.1.2 Extreme SENSIBILITY to:
- Worldwide events, especially terrorist acts,
- Health of US economy.
1.3.2 Intrinsic Influences:
1.3.2.1 Current storage levels and draws of crude oil & gasoline/heating of
1.3.2.2 ° Heavy influences of the seasonal factors, :
1.3.2.3 OPEC: news, increases or production cuts, _
1.3.2.4 Key Reports — American Petroleum Institute weekly report & U}
Department of Energy (DOE) periodic reports,
1.3.2.5 Tight inter-relationship with the prices of gasoline, heating oil 4
natural gas.

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com



78

imal
at is
that

”

fent
wonal
wdity
+On
ently

#n the

e the
tight

1,

ting oil

t& Us

g oil &

Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 79

2. Professional Tools for Applying Inter-market Analysis: Intra-Day, Intra-Week & Intra-Month

2.1 Inter-Market Analysis Preparation for Intra-Day Opening Trade

The preparation of the opening trade is one of the most important tasks in order to obtain low-
risk high-probability trades. Our decision for executing or not, an European trade, early in the
morning, preferably at the opening, will mostly depend on the depth of the market analytic
factors belonging to markets in US, Japan and Europe. Once studied, these factors should be
systematized, hierarchized and only then the decisions should be taken.

2.1.1 Analytic Preparation - US Markeis: Dow Jones Industrial & S&P 500 Indices

Figure 73 - This weekly DJI index
chart certainly keeps its strong wup-
trending in a 45° angle slope. The
market price just broke the median
line (ml) of the up-trending minor
pitchfork. The market swiftly heads
towards the 13000-confluence level,
formed by the median line (ML) of the
major ascending pitchfork and the
wpper 50% Fibonacci trend line of the
minor pitchfork, once it has broken the
preceding 12796-threshold level.

§ SR ﬂ"

Figure 74 — This daily DJI index bar
chart materializes the market flow’s
up-sloping  pathway towards the
weekly confluence level, already
mentioned above. The location of the
last price bar above the center line of
the ascending channel  clearly
identifies the market’s desire o
continue its up-trend.

.. Bemsoe

Figure 75 — It is very curious to
notice how this daily DIl index line
chart clearly unveils a swronger up-
sloping trend than that of the same
daily chart, but using the bars. It is
very frequent that professional traders
use the line charts for better revealing
the Relative Strength (nor RSI), the
trends, or the pathways of Elliott
waves. One thing... For its
calculations, set the Source settings to
the Close or Pivor [(H+L+C)/3}.
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Figure 76 — This monthly S&P 500
index bar chart strives to swiftly attain
the highest high 1552.87 key level, Its
30° slope ascending channel and the
already reached up/down threshold of
the 88.6% correction level of the prior
patternt are warrantics for this arduous
up-sloping task.

1700 M2 TH| T d
NP SO Faan e b T ok B
i} L
e SHbomn i, H'W
e LECTE AT
ot L
T .
L4
e
oo Foncy; -
T
0
o cime
b —
1
oy man
o’ B S SRR Y RN

it S R T . bl

Figure 77 - This weekly S&P 500
index bar chart certainly resembles
that of the weekly DJI index chart
(refer 1o Figure 70). The only
difference that seems hardly visible is
a 10% increase in the up-rrending
slope, to 55° angle size. As usual, the
attentive trader can observe the most
optimal elements of our professional
toelbox: major ascending pitchfork
with its Fibonacei ratio trend lines, the
ascending channel associated with the
orthodox and un-orthodox trend lines,
the prior trend correction level, the
proximity of the highest high and the
confluence zones.
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Figure 78 - This daily S&P 500
index bar chart states that the US
market has already reached a top, and
it is actually hesitating whatever the
conditions are propitions for a new
high, or it should reverse. The use of
rectangles’ extensions and that of RSI
indicator certainly helps to take an
optimal decision when the market will
be ready to move. In spite of the
market flow’s high level location (row
at 1443.75 level), only 110 points
away from the highest high at 1552.87
level, the RSI is only at 60%. The
market is not yet overbought and
there is still plainly of room to develop
upwards,
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Figure 79 — Synopsis table of the US markets

{Hﬁékiat Direction | Dow Jones Ind S&P 500
intermediate-Yorm _ 4
OMM DA 20day sharp wp-channelting above the midiine S&P 500 .20 oay sharp up-channelling sbove the warning line

REI hias & 693 up-stdping channel

Groen candie approaciing fhe Highest Migh

-Market in first yp-sioping reciangie’s extenzion
RS has & 60% up-sioping ch f
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2.1.2 Analytic Preparation - ASTA Market: Nikkei 225 Index

Figure 80 - This daily Nikkei 225
index bar chart certainly shows that the
market flow is trying to finish the last
W5 impulsive Elliott wave, in order to
rcach the highest high, still far away.
The reasons stipulating that there is still
a continuation of the ongoing up-trend is
the breakout of the two trend lines {TL
& TL-02), today’s and prior day bar’s
narrow range, which is a nest of a very
probable future volatility explosion.

Figure 81 - This daily Nikkei 225
index line chart using the RSI indicator,
shows much better the Jocal market
present situation, than the bar chart, The
latter scems to bc hesitating for a
moment, confused about the right
direction, even if the local activity is
concentrated at the top of the range (nexr
1o the horizontal TL trend line). The RS}
ascending channel is still up-sloping. In
order to better visualize the market flow,
the trader should lower the observed
time frame. In this case, we mostly use
the 120-min or 240-min charts.

Figure 82 - This 120-min Nikkei 225
index line chart using the RS1 indicator,
visualize even better the curren
environment. The market seems to be
slightly hesitating due to a temporary
brief immobilisation  in an expanding
triangle. The ascending pitchfork of the
RSI is still up-sloping. The penetration
or the bounce on the 30% RSI line will
certainly clarify the situation,

Figure 83 - Synopsis table of the ASIA markets

Market Direction NIKKE] 225
Long-Term ﬁi
Intermediate-Term P =

SHORT TERM -
Observations: -Market in W4 of an up-sloping impuisive pattern

-Narrow range activity with the market flow at the upper channel
.Inside Bar Pattern - Two extremej ¥ narrow candies, doji-ltke
RSl has a 60% up-sioping channel
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2.1.3 Analytic Preparation - EUROPE Markets: Dax, EuroStoxx, Euro/USS, FTSE 100 & i

Figure 84 - This weckly German Dax
30 index bar chart shoots straight up
propelled by a 43° slope momenium. The
hage last bar closed right on its high and
the highest high was just broken. The
market flow, doesn’t probably want to
stop until the common extension of
wave C will be equal to- 1.00%wave A,
thus bringing the market to 7577 level.
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Figure 85 — This daily German Dax 30
bar chart goes into the tracks of the
weekly chart, with a better visibility.
The chart’s 60° slope, re-confirms the
upper time frame dominant up-sioping
irend.  The  boiling  up-sloping
momentum will certainly catapult the
market price, all the way up to the
confluence of the trending line (TL-1),
the upper median line of the ascending
pitchfork and the 100% level of the sub-
wave 5 of W1 (w5 W1=1.00*wl-3:W1),

Figure 86 — This 15-min German Dax
30 index chart momentum is
synchronuous with the convergence of
GET 0SC (5,17) indicator. It signals the
reliable character of the ongoing wup-
trend. Be on the watch for the breakont
of the upper 87.5% Fibs line. It will be
an efficient way of an add-on trade,
having a tiny stop-loss.

R R SR T T

G Sutanirn
e M A
2] 5

ST Copyrigh 200t
&L 1oy Br Mrrzes Dologa

e DESTRRRder com

g H [
P ke i hi+) L. L. 4

|
i




82

TSE 100 & Bun

frea o}

“Foum om)

Ty5n nal
[Eall

207 i oo

ivn Doboga .
foruadercom MBS

PR

~com

Short-Term Trading - Integrated Pitchfork Analysis - Volume 2

Figure 87 - This daily DJ
BoroStoxx 50 index bar chart certainly
shows that the market is only 10
peints away from the highest high at
4226, marking a strong up-sloping
trend, The wup-sloping move will
continue in spite of a probable brief
pullback at the 4226 level. The first
target will be the termination of the
extended W3 at 4585 [evel.

The up-sloping pirchfork of the RSI,
certainly confirms the up-trending
scenario.
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Figure 88 -  This 3-min DJI
EuroStoxx 50 index bar chart is shown
only as an optimal tool for trading
small sideways markets with the add
of False Stochastics a dual role
indicator, 1t can reveal not only the
various inflexions of the trading range
markets but it can also identify the
entry of a market flow into a trend,

Figure 89 — The market price of this
daily Euro/US$ Futures chart has
culminated, all the way up to the
highest high level, tested for the sixth
time. In spite of the up-sloping
channel, the Buro/US dollar might
reverse. Keep an eye on the RSI's
hook. .. Tt might assist you with a short
trade. For the moment, the market is in
balance, undecided.

Copyright 2007 by Dr. Mircea Dologa

Apti] 5t - 097
Eot
dsne 2007 Contract

SRR I ) B HS a AN
. FU = s .

-t

A

- ALL RIGHTS RESERVED - www.pitchforktrader.com




Short-Term Trading - Integrated Pltchfork Analysis - Volume 2

84

Figure 90 - This daily German Bund
Futures bar chart is in a sfrong down-
sloping move, trying to terminate the last
impulsive W5 wave. We have used the
volume fan lines, which are an efficient
way of quantifying the fuelling intensity
! of the down movement.

Bean

Figure 91 — This daily FTSE 100 index
bar chart illustrates the strong up-sloping
market, which is only 54 points away
from the highest high at 6451.39 level.
The 60° slope of the RSI indicator
vehemently corroborates the up-sloping
scenatio.

Figure 92 — This 120-min FTSE 100

index bar chart is the optimal

intermediate time frame to be used
between the daily and the 60-min. It
clearly shows that the market is at the
confluence of the median gap line (TL)
and lower median (LML) at 88.6%
threshold (6398.72 level) of the prior
pattern correction. Once this crucial

level exceeded, be aware of the
imminent highest high breakout.

Figure 93 — EUROPE markets synopsis table

Getrnan Dax 3§ FTSE 108 EuroiUS dollar German Bund
2 A »
f P ; ™4
K A A g
fé;! ﬁﬁ / # -
£ 4 i _ / ‘\&
7 doy dominant uptrend 1} 70 doiy himioard wptrend 160 s tpmards 15 days dowrmeards
Bl yp-momanium | Seongrpmomentum || Reached the figh hugh || Strong down-momentum
Price caEpdt bo rew bigh || Pricecatapint under Mudtiple lests - highest || Efiserd use of fan fres
| Compiofiteof wiWh highest tigh high-Reversal probalie || 1o quantily gomomantum
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Figure 94 — WORLD markets synopsis table: USA - ASIA - EUROPE - April 5® - 2007
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Market Diretion NIKKEE 225
k
ng'rﬂm .@2’
Tntarmediate-Term & P
SHORT TERM ra
Observations Market in W4 of an up-sloping impuisive patiem
Namow range activily with ire marked fow 3t he pper charindl
hiside Ber Pattem« Two exremely narrow candles, dojidte
LRS! hes 2 60% upesioping channel
Market Direction Dot Jones Ind $4P 500
Long-Term ;3 %
Itormedite-Tom 2 .
SHORT TER 3 } |
Observations: Dul .20 day sharp up-channelfing above the midfine |  [S8P 500 .20 day sham up-channeliig sbove the waming lne!
(Broen candle approaching the Highest High Groen cancle approaching the Highest High
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Conclusion:

A close observation of the Synopsis Table of World Markets (refer to Figure 94) will reveal a
cumulative up-sloping context of the current dynamic conditions in the world markets, just
before the opening of the European markets. As we can see, all the markets are up-sioping,
except the German Bund, which is down-sloping, thus safeguarding its advantage as an
opposite direction indicator for the German Dax 30 trading.

2.2 Inter-Market Analysis Preparation for Multiple Day Length Trade (Intra-Week)

The global approach of this multiple days length trade is identical to that used in pre-opening
trade, The only difference would be the time length observation. The trading decisions are
taken in correlation with the assigned correlative markets, meaning that any German Dax 30
trade will not be taken unless the multiple days inter-market analysis will vouch for it.
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Figure 95 — Daily Inter-Market Analysis — 04/26/67 Figure %6 — Daily [nter-Market Analysis — 04/27/07
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Conclusion:
The left chart column contains three vertical daily charts (refer to Fignre 95) illustrating the inte
market analysis of April 20™ - 2007. The right chart column containing three vertical daily cham___..
(refer to Figure 96) is the evolved up-sloping daily chart situation, five trading days later to April 27"
2007.

As most of the times, the German Dax 30 is lead by the EuroStoxx 50 and the opposite leading
indicator role of German Bund is confirmed, once more!
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2747 2.3 Inter-Market Analysis Preparation for Multiple Week Length Trade (Intra-Month)

Figure 97 — Weckly Inter-Market Analysis — 06/01/07 Figure 98 — Weekly Inter-Market Analysis — 07/06/07
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* inter- Conclusion:
charts The left chart column contains three vertical weekly & daily charts (refer to Figure 97) illustrating the
127", inter-market analysis of June 1st™ — 2007, The right chart column (refer to Figure 98) is the evolved up-
sloping weekly & daily chart situation, five trading weeks later to July 6™ -2007.
wdin As most of the times, the German Dax 30 is lead not only by the EuroStoxx 50 (refer to Figure 95), but

also by the Dow 30. The gpposite leading indicator role of Euro/US dollar is confirmed again!
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Key Points to Remember:

We are aware nowadays that the dragonfly’s wing fluttering in
Asia can be easily heard over the ocean...!

The dynamic mechanisms of the stock indices are dependent on
muiltiple factors: the main users, the internal & external
influences, the trading/chart behaviour and the global
particularities. The most practical ones, the two latter, have a
great impact on the everyday trading approach!

Before you decide to approach trading any market make sure
you are fully familiar with its particularities and main chart
behaviours!

The world of raw physical commodities are mainly based on the
US dollar fluctuations, the commodity dollar (Australian dollan
and recently on the US$/Canadian dollar parity, a rare event not
seen in the last decades.

Whenever you decide to trade energy markets, be aware that
the crude oil is the most traded physical commodity. its inter-
links markets are coupled with every possible “ingredient
whatever that would be: US dollar value, local currency,
geopolitical turmoil, the danger of terrorist attacks and seasonal
factors.

A unique situation arises with the Hong Kong dollar which is
pedgged at a fixed rate to the US dollar. Thus, the US Federal Bank
will settle the monetary policies of the Hong Kong economy.
The decision for executing a morning trade in an European
environment should be considered only after the Asian, US &
European market analytic factors have been fully analysed

Take advantage of the optimal inter-market tools of our toolbox.
A close observation of the Synopsis Table of World Market (refer
to Figure 94 readily reveals the presence / absence of a
cumulative directional context, indispensable in trading
decisions.
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Chapter 5

Elliott Waves — Real-Time & Intermediate-Term Use
Pitchforks Intricacy

The Elliott waves intricacy use with the single or multiple pitchforks is ome of the most
valuable tools available to the astute trader. 1t can, not only identify the trend and the
counter-trend, but can also unveil the exact location of the market flow within the contextual
or the local market. Thus, we can observe the maturity of the trend, the price targets and
finally the specific levels where the market might encounter any weaknesses or even fail.

Due to the commeon difficulty or even to the inability of some traders to understand the Elfiott
waves concept, the author emphasized the use of applied principles of epistemology, in
teaching this topic through the use of progressive modules, of the process of mental
assimilation based on repetitive real-time cases, and of the Key Points to Remember section, at
the end of each chapter. The latter takes its full applicability in the learning process, later on,
when the trader can use it as a quick referénce guide, whenever needed.

t. Elliott Wave Theory

Firstly described by Ralph Nelson Elliott in the early 1930s, the Elliott Wave theory takes up
the hard task of defining a structured market based on pattern, ratio and time. The
mathematical model of quantifying the market moves was a sequence of whole numbers
called the price Fibonacci ratio sequence - refer to Chapter 14 / Volume 1 and to our next
book, for time Fibonacci ratios.

The theory describes the market flow as a numerous series of variable length price
movements forming the impulsive and corrective chart patterns. The former is cruising in
the direction of dominant trend and the latter, is counter-trending it. The impulsive pattern
contains five waves and the corrective pattern only three waves. There are three impulsive
waves (W1, W3 and W5) within the impulsive pattern that will be corrected by two inner
corrective waves (W2 and W4). The corrective chart pattern, which corrects and retraces the
forgoing impulsive pattern is constituted of three waves (wave-A, wave-B and wave-C).

The purpose of this book is not to treat exhaustively the Elliott wave theory. There are
already specialized books in this field by Glenn Neely called Mastering Elliott Wave (1990)
and Elliort Wave Principle (2000) by Frost & Prechter.

The author has taken as main objective to perform a simpler and more efficient teaching of
the Elliot wave concept and to adapt it for an easy real-time use without getting involved into

the details of this highly sophisticated area. We will have just one Elliott wave credo:
Lack of a clear chart pattern, is the Ultimate no Action Indicator !

By the above affirmation we mean that the Elliott wave concept should be used only when
there is a clear chart pattern formation, which will really enhance trader’s advantage
compared to the crowd.

Charles Dow in Wall Street Journal of January 4, 1992 mentioned the idea of multiple wave
concepts through the markets for the first time:

“Nothing is more certain than that the market has three well-defined movements which fit into each
other. The first is the variation due to local causes and the balance of buying and selling at that
particrilar time. The secondury movement covers a period ranging from 10 days to 60 days, averaging
probably between 30 and 40 days. The third mevement is the great swing covering from four to six
years”

Thirty years later, Elliott brought this multiple wave market concept, even farther and
implemented the concept of five-wave pattern corrected by the ensuing three-wave pattern.
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2. Description of the Impulsive Pattern

We will try to elucidate the mechanism of the impulsive pattern for an easy use in real-time
markets. As we have already mentioned this pattern is constituted of five waves labeled W1

to W5, where:
- W1, W3 and W5 are classified as impulsive waves (in the direction of the trend) and
W2 and W4 are classified as corrective waves (counter-trending the direction of the
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Figure 99 - The above daily German Dax 30 chart illustrates an ascending impulsive pattern containing
the Wi, W2, W3, W4 and W5 waves. We note that W1, W3 and WS impulsive waves are oriented towards
the up-sloping dominant trend and that the W2 and W4 corrective waves are counter-trend oriented. A
trained eye can rapidly see the Fibonacci ratios as the mathematical model of quantifying the market
moves, which will harmoniously guide the intra-pattern development of the five waves: W2=0.382*W1,
W3=1.382*WI, W4=0.382*W3, W5=0.382*W0-3, and also W5=1.382*W4.

Figure 100 - The above daily Gold Futures shows the down-sloping ABC zigzag-type corrective pattern
of the prior impulsive pattern, which already reached the classic target of prior pattern’s W4 level. There

are visible only W3, W4 and W3.
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3. Impulsive Wave 1 - (W1)
Lack of a clear chart pattern is the Ultimate no Action Indicator!

3.1 Description : lmpulsive wave - 5 wave count — (3 impulsive & 2 corrective waves),
3.2 Advanced Market Indicators: Conception of W1 may begin, when:

The GET OSC(5,35) indicator of the prior corrective pattern shows an
important divergence. An average to important market convergence will be
only signalled, once the reversal chart formation of the prior pattern took
place and the W1 started its development,

The GET False Stochastics (14,3,3) indicator crosses above/below 80/20
limits, in the overbought/oversold zones, after the trend has been implemented.
The beginning of a “fo be prolonged horizontal black line” above indicator’s
curvilinear lines will start to witness the W1 trend.

3.3 Originof WI:

Be aware of the time-of-the-day and its rhythm,

Last Low/High of the preceding pattern,

Secondary spike or through, following an impoertant High/Low,

Be on the watch for significant amount of consolidations near (after) an
important High/Low, a terminal wedge-like triangle of the prior pattern, or a
C-wave — higher than the lowest low. Be on the watch for these chart
formations because they are most of the time responsible for the W1 inception.
Look for the W1 inception in:

- Previous day’s pre-close (near or right into the Close),

- Wave C - terminal pattern, or

- Exhaustion Gap, announcing the final move, before reversal, or

- Trading range consolidation, or

- Pre-arranged time levels: Vertical Gann or Fibonacci time lines,

Current opening (near or right into W1’s origin), especially in case of an
opening gap. The presence of an exhaustion gap, announces the final move, just
before reversal.

The use of 21-ema: first counter-trend witnesses the trend inception, and then
the following counter-trends establish the trend.

Parabolic indicator gives a “change of trend” signal earlier than that of the ema.
Use “Optimize” & “Fine-tune” features and experiment with various settings.
Ride it, all the way down to the Parabelic, even if one could take a trade on a
lower time frame (Very efficient for Money Management ).

3.4 Wave W1 Characteristics:

Find the longest, shortest and/or equal size sub-waves of W1. This is based on the

strict Elliott’s rule that the wave 3 (or any sub-wave 3) can’t be the shortest, out

of the 3 impulsive waves:

- If the middle wave is longer in price, then the impulsive sub-wave pattern is
legitimate,

- If the middle wave is the shortest, this pattern is corrective,

- If all three waves are similar in price, this move is a possible zigzag.

- Slope dictated by the emas and the trend lines define the inception and the
degree of the trend,

W1 Extension Absent:

- 1 W1 is not the sub-divided pattern, then it must be W3, being longer than
w1,

- W2 can retrace as much as 99% of W1,

- W2 may sub-divide whether W1 might or might not divide,

- No specific price level are required for W1 termination,
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- If wl sub-wave belongs to a larger W3 or W5 wave, then wi should
approach (and preferably exceed) the termination point of the last impulsive
wave of this larger degree.

~ W1 Extension Present;
_ - W1 extended, W5 shortest, W3 middle size,
~ W2 move that follows extended W1, cannot retrace much more than 38.2%,
' - w2of Wi:
: - Will not likely be a zigzag pattern, except when it could be the
i prelude of a more complex correction (the zigzag is the completion of
f only wave-A of a larger flat correction for w2),
i - w2 will probably be more complex, more time-consuming than w4,
- w2 will probably be more complex and more time-consuming in the
entire W1-5 impulsive pattern,
- w3 of WI must be the shortest of three thrust waves (1,2, 3),
- 1fwlis not the sub-divided pattern, then it must be w3 of W1,
-~ Gaps: good indication of W1, in progress,
- Beginning of the wave: breakaway gap announces a strong momentum,
- End of wave: exhaustion gap announces the end of trend.
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Figure 101 - The above rectangies of the 60-min German Dax 30 chart illustrate the up-sloping
impulsive pattern containing the price/time Cartesian space of the three impulsive Elliott waves; W1,
W3 & W5. The space outside the rectangles pertains fo the two corrective waves (W2 & W4). They were
labelled but the rectangles aren’t drawn,

3.5 Pinpoint the End of W1, by using:

3.5.1 Global Tools:
- Be aware of the time-of-the-day and its rhythm,
-  Fib extensions with regard to W1’s projected termination, applied to:
- The first trend-wise bar, and if possible,
- The height of the pre-close trading range,
(1.382, 1.618, 2.236, 2.618, 4.236)
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- Use the 13, 21, 50-ema:

- A multitude of counter-trends is the anti-chamber of trend’s
termination,

- Coincidental cross-over of 13-/21-ema or together with 50-cma,
or other cross-over with trend lines, Fib levels, Gann lines &
angles, represent a key reversal level.

- The prior pattern correction using the following Fibonacci ratios:

38.2%, 50% and 61.8%,

- Daily pivots alone, or together with weekly or/and monthly pivots,
form a very strong key reversal level.

- Parabolic indicator gives a “change of trend” earlier than that of the
ema (can be used for Money Management).

- Previous key levels;

- Yesterday’s High/Low,

- Weekly & monthly High/Low,

3.5.2 Channelling Tools (refer to Chapter 7 for explicative charits):

- The channeling of the prior pattern will reveal the inception timing &
price location of the W1,

- The Fan and/or the Speed lines will be drawn from the starting pivot of
the prior pattern. The decisive opposite direction breakout of these lines
will signal the start/development of W1,

- The drawing of a trend line from the lowest low of the starting zone of
the “presumed” W1 origin, usually the w2:W2 pivot, to the low of the
wd: W1, will give an efficient W1 termination signal. This trend line is
nothing more than the 2-4 base line of the sub-waves belonging to W2,

3.6 Corrective Sub-Waves Characteristics of w2 and w4 of W1 poly-wave:

- Alternation principle rules: w2 & wd:W1 are noticeable different +++

Enable, at least one of them:

- Price — distance covered,

- Time — time covered — check Fib time ratio, w2 with regard to wl:W1, w4 with
regard to w2 & w3:W1, and w5 with regard to wl: W1 & wl-3:WI,

- Severity — check Fibonacci price retrace, w2 with regard to wl:W1 & w4 with
regard to w3: W1,

- Intricacy — number of sub-divisions of waves,

- Construction (wave structure): degree of complexity (abe vs abede pattern)

Write down the characteristics, and get ready to apply the alternation principle

rules (w2 against w4:W1), when it is time for this.

- Be on the watch for the temporary counter-trend moves (pullbacks/thrusts), on
light volume, right after the move has started. It will confirm the current
impulsive pattern.

- The use of the 21-ema will better visualize the counter-trend moves (use current
volume in relation to average volume, of other trends’ periods).

3.7 Relationships with Other Chart Formations and Key Levels:
- Pivetrange: very small or very large dictate the cnrrent day’s velatility,
- Previous impulse/corrective pattern:
- Its common % retracement (around 61.8%),
- Last corrective pattern:
- Describe and list its characteristics,
- Last corrective wave (wave C or triangle) within last corrective pattern:
- Description & characteristics,
- Exhaustion gap announces the final move before reversal,
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- Opening range within the first 15 minutes, could be the High/Low extreme
zones of the current day,

- Daily pivet & its range,

- Next patterns:

- W2: get ready to forecast the depth of W2 retrace, in concordance with the
slope of the trend line (slight, average, steep),

Differential Diagnosis:
- Corrective waves:

- Zigzag: If none of the alternation principle rules is enabled, then it might be a
zigzag pattern, which often acts as an impulsive wave.

- Wave B: If you believe you are in W1 and you count only three waves,
before W4  enters the price area of WI, you are now in wave B of «
corrective pattern,

- Impulsive wave:
-  Wedge: Could be the nest of a seed wave (WI+W2+W3 inception)

4. Corrective Wave2 - (W2)
Lack of a clear chart pattern is the Ultimate no Action Indicator!

a1

4.2

4.3

4.4

Description : Corrective wave which can be:

- Simple ABC (only 3 mono waves),

Complex “double-three poly-waves” — 6,7, 9, 11 waves,

Advanced Market Indicators:

The GET False Stochastics (14,3,3) is a dual role indicator which will efficiently
signal the corresponding “pullback” move within the up-sloping trend pattern,
for the W2 inception, development and termination.

Origin of W2 - Change of W1 trend :

- Be aware of the time-of-the-day and its rhythm,

- End of W1 Fibonacci extensions of :

- First trend-wise bar, or
- Height of the pre-close trading range
(1.382, 1.618, 2.236, 2.618)
Wave 2 Characteristics:
- Beready to prepare the alternation principle rules:
- Price — distance covered,
- Time — time covered ~ check Fib time ratio, with regard to W1,
- Severity — check Fibonacci price retrace, with regard to W1,
50% or 61.2% most common,
- Imtricacy — number of sub-divisions of waves,
- Construction (wave structure): degree of complexity {(mono / poly-waves),
Write down its characteristics, and get ready to apply the alternation principle
rules (w2 against w4), when it is time for this.

- Be on the watch for the temporary counter-trend moves (pullbacks/thrusts), on
light volume, right after the move has started. It will confirm the current
impulse pattern.

Use the 21-ema, to better visualize the counter-trend moves (use current volume
with regard to average volume, of other trends’ periods)

- Common price retracement:

- Expect a 38% retracement if W1 is the longes¢ wave in pattern. The new
highs will follow.
Expect a 50% to 61.8% retracement if W1 is nof the longest wave in
pattern. These retracements are the common values used by the W2,
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- An almost foll retracement of 99% of W1, can aiso occur, if W1 is not the
longest wave. However, one should remember that a retracement over the
88.6% has very slim chances to reverse and continue the initial trend.

- As a strict Elliott rule, the W2 retracement can’t exceed the 100%.

- H Wl is a poly-wave or higher, W2 must subdivide into a poly-wave or higher,
If W2 subdivides and wave-A of W2 retraces more than 61.8% of WI, the
entire correction will inevitably turn out to be a double failure or a wave C-
Jailure, with the wave C-fuilure occurring at a point 61.8% or less of W1.

19713 ws

Tiite

114

Figure 102 - The above reciangles of the 60-min German Dax 30 chart illustrate the up-sloping
impuisive pattern containing the price/time Cartesian space of the two corrective Elliott waves: W2 &
W4. The space outside the rectangles pertains to the three impulsive waves (W1, W3 & W5). They were
labelled but the rectangies aren’t drawn.

4.5 Pinpoint the End of W2 by wusing:
4.5.1 Global Tools:

- Be aware of the fime-of-the-day and its rhythm,

- Fib retracement in relation to W1,

- At least, one third of the W1 fime has to be completed,

-  Wave C sub-division into five waves ~ strong chance that the W2 is
complete, with an imminent entry (ferminal triangle is usuaily the last
pattern, in a consolidation),

4.5.2 Channelling Tools (refer to Chapter 7 for explicative charts):

- A 45° trend line drawn from the W1 termination level (works better if
W2 is apoly-wave),

- The Fan lines and/or the Speed lines will be drawn from the Wi
termination level. The decisive opposite direction breakout of these lines
will signal the termination of W2,
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4.5.3 Moving Average Tools:
- Add a 50-exponential moving average to your chart. If the retracement
does not exceed this moving average then its value should be between
38.2% and 50%.
In case that the retracement does break this moving average then look
for a 50% to 61.8% retracement,
4.6 Relationships with Other Chart Formations and Key Levels:
- Previous wave (impulsive wave): .
- Retracement 50% to 61.8%, mostly 73% of the time, |
- Steeper W1 slope, lesser W2 correction, i
- Next patterns: f
- High W3 probability extension, if:
- 50% retrace or less of W2,
- A flat or irregular retrace.

4.7 Differential Diagnosis:
Corrective waves:

- Bwave:
- If the retracement is bigger than 99%,
- If a five wave triangle occurs within every wave clearly sub-divided, you are in

B wave, not in W2,

- Complex sideways pattern (flas, irregular or triangle) usually retracement is
38.2% or exceptionally 50%,

- W1 steep trend implies a 38.2% retracement,

- Lasting consolidation is a prelude of an imminent explosion,

- Zigzag:

- It could be the prelude of a more complex correction,

- Triple Zigzag:
- It reacts perfectly in channelling,
- Itis the most powerful correction,

- Flats:
- Itisn’t a terrifically strong pattern, but it does imply more strength than a
zigzag,

- Two successive flats imply a third correction pattern, usually a triangle.

5. Impulsive Wave 3 - (W3)
Lack of a clear chart pattern is the Ultimate no Action Indicator!

5.1 Description : Impulsive wave - 5 wave count (3 impulsive & 2 corrective waves),

5.2 Advanced Market Indicators: Conception of W3 may begin, when:
- The GET OSC(5,35) indicator may show a divergence, once the W2 reversal-
bar took place.
- The GET False Stochastics (14,3,3) indicator crosses above/below 80/20 limits.
The beginning of a “to be prolonged horizontal black line” above indicator’s
curvilinear lines will start to witness the W3 trend inception. As soon as the
W3 is on its way, a divergence could occur.,

5.3 Originof W3:
- Be aware of the time-of-the-day and its rhythm,
- Most recent Low on 0-2 base line (channelling), which does not break it. The
wave W3 could be the breakout of a wave C-triangle pattern,
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- Use the 21-ema: first pullback witnesses the trend inception, then the following
pullbacks will establish the trend.

- Parabolic indicator gives a “change of trend” signal earlier than that of the ema.
Use “Optimize” & “Fine-tune” features and experiment with various settings.
Ride it, alt the way down to the Parabolic, even if one could take a trade on a
lower time frame (Very efficient for Money Management).

5.4 Dynamics of W3 Inception:
- W3 equals 1.000 of WI1:
" - If the price continues in the same direction, there are sufficient grounds
that W3 will reach 1.618 of W1, 2.618 of W1 or even more,
W3 between 1 and 1.618 of W1, 15% of the time:
- At 1.100 of W1 (110% of the W1 added to the W3’s inception level):

- Execute an entry with a maximum of contracts,

The whole trading effort has been geared towards this big momentum
opportunity!
All the trades, before and after this juncture are merely surrogates!

- In this zone the exact labelling is: wave I or A, wave2 or B, wave 3 or
wave C.

Mathematical relationship between W1-2.3 and A-B-C pattems is the
same until W3 finally extends beyond 1.618!

One should always have an alternate escape scenario or a reversal
strategy, until W3 becomes legitimate.

- W3 between 1.618 and 1.750, 45% of time.

The critical junction between a “last-chance” wave C-failure or a stronger W3
trend will continue to build,

- W3 above 1.750 to 2.618, 30% of the time. The high-powered momentum

movement could go as high as 4.25, or even 6.85.
See more confidence in a higher quality kighly probable buy/sell high-powered
momentum trade, In this situation the odds begin to work 60% of the time or
greater, into a better quality trade. It becomes a momentum trade, clearly seen
by the crowd!

- At the W3 termination, make sure that you analyse the length of the W3 in
relation to W1:

- In case that W1 is longer than W3, expect the W5 to be shorter ¢than W3,
In case that W1 is shorter than W3, expect the W5 to be equal to W1,
5.5 Wave W3 Characteristics:

- Find the longest, shortest and/or equal size sub~waves of W3. This is based on
the strict Elliott rule that the wave 3 can’t be the shortest, out of the 3 impulsive
waves. One should also compare the size of W1 with that of W3:

- If the middle wave is longer in price, then the impulsive sub-wave pattern is
legitimate,

- If the middle wave is the shortest, then this pattern is corrective,

- If all three waves are similar in price, this move is a possible zigzag,

- The slope illustrated by the emas and the trend lines define the inception
and the degree of the trend.

- W3 Extension Absent:

- Then W3 is equal to 1.618 or 1.750 of W1, 45% of time,

- 'WI or W5 will be shorter,

- If W3 is shorter than W1, then W1 is extended, and W5 is shorter than W3,

- When W1 extends, W3 should complete not farther away than 61.8% above
from the end of W1,
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If W5 is extended, W1 will be shorter than W3,

- W3 Extension Present - 3" of the 3 wave:

W3 is the most likely wave to extend,

If W3 is also the sub-divided wave, w3 of W3 has a strong tendency to
extend,

If W1 is not the subdivided pattern, then it must be W3,

Must be big enough, to be a “frue” impulsive wave:

- 3 of the 3 wave, must be the longest wave,

- wlor wSof W3, is the shortest wave,

- w2 and w4 of “3™ of the 3™ must respect alternation principle rules.

- Wiis:

Equal to 2.618, 4.25, 6.85 of W1,
More extended than W5,

- 3" of the 3™ wave:

Larger W3 will sub-divide more and will be larger than W1 or W5,

There are five sub-divided waves: wl and w2 will usually mimic the price
action of the larger W1 and W2,

It means a subsequent explosion, followed by a waning of selling pressure,
Check GET OSC(5,35) indicator for a “double hump”:

- The first bigger dome corresponds to 3 of the 3" wave,

- The second dome corresponds to W3,

- Both domes are usually merged,

Volume is bigger, over the impulsive pattern,

Middle of this wave (at half distance), usually marks the center of the entire
W3,

Always be aware that W5 can fail if W3 extends,

- GapS’ A good indication of an extended W3, in progress,

Beginning of wave: Breakaway Gap announces a strong momentum,
End of wave: Exhaustion Gap announces the end of trend.

5.6 Pinpoint the End of W3, by using:

5.6.1

5.602

Global Tools:
- Be aware of the time-of-the-day and its rhythm,
- Fib extensions in relation to W3’s projected termination, applied to:
- W1,
- wl:W3 and w5: W3,
- First trend-wise bar and if possible,
- The height of the pre-close trading range,
(1.382, 1.618, 2.236, 2.618, 4.236)
- The use of the 21-ema: a multitude of counter-trends is the anti-chamber
of trend’s termination.
- The prior pattern correction using the Fibonacci ratios: 38.2%, 50%
and 61.8%,
- Coincidental crossover of 21-ema alone or together with 50-ema, with
trend lines? Fib levels, Gann lines & angles signals a key reversal level.
- Daily pivots alone, or together with weekly or/and monthly pivots, form
a very strong key reversal level,
- Parabolic indicator gives a “change of trend” earlier than emaq.
(can be used for Money Management)
Channelling Tools (refer to Chapter 7 for explicative charts):
- 0-2 trend line and W1-parallel trend line,
- 0-1 trend line, which could halt the progression of an elongated W3.
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5.6.3 Dr Andrews’ Pitchfork & Median Lines:

- There are at least two choices of constructing this ascending pitchfork:

- The PO anchor pivot is labelled at the start of W1 Jevel. The P1 and
P2 are labelled at the W1’s termination and W2’s end levels,
respectively. This pitchfork choice might involve less warning lines.

- The PO anchor pivot is labelled at the antecedent low of the lowest
low of the prior correction. The P1 and P2 are labelled at the W1’s
termination and W2’s end levels, respectively. This pitchfork choice
might invelve more warning lines.

- The best pitchfork choice will be the one that optimally describes the
local market flow. .

- Be on the watch for constructing a second pitchfork, called minor which
is characterized by a mini-median line. This will have the merit to
closely follow-np the progression of the W3 at the lesser degree wave
levels. It will reside within the first built pitchfork, called the major
pitchfork.

- Confluence zone: The median lines & its acolytes of these two pitchforks
will create confluence zones which are capable of identil‘yinrg the W3’s
sub-waves, the progression & termination of the 3 of the 3 wave and
the W3 termination.

- W3 end is nsually at the median line or at the upper median line level of
the major pitchfork.

- In case of an extended W3 termination might climb even farther to the
warning line levels (WL-01 to WL-03).

5.7 Corrective Sub-Wave Waves Characteristics of w2and w4 of W3 poly-wave and 3%
of the 3 wave:

- Alternation principle rules: w2 & w4 are noticeable different!

Enable, at least one of them:

- Price — distance covered,

- Time - time covered — check Fib time ratio, w2 with regard to wl:W3, wd with
regard to w2 & w3:W3, and w5 with regard to wl:W3 & wl-3:W3,

- Severity — check Fibonacci price retrace, w2 with regard to wl:W3 & w4 with
regard 1o w3:W3,

- Intricacy — number of sub-divisions of waves,

- Construction (wave structure): degree of complexity (abe vs abede partern)

Write down the characteristics and get ready to apply the alternation rules

principle (w2 against wd) when it is time for this.

- Be on the watch for the temporary counter-trend moves (pullbacks / thrusts),
on light volume, right after the move has started. It will confirm the current
impulsive pattern.

The use of the 21-ema, will better visualize the counter-trend moves (use
current volume in relation to average volume of other trends’ periods),
5.8  Relationships with Other Chart Formations and Key Levels:
- Pivot range: very small or very large dictate the current day’s volatility,
- Small range: big volatility to come,
- Big range: see Mark Fisher pivots techniques,
- Corrective wave — W2 of impulsive pattern, in progress:
- High W3 extended probability, if
- W2 - 23.6% to 50%,
W2 - flat or irregular retrace ,
- Other impulsive waves (previous & next):
w1:W3’s slope is steeper than that of W1’s,
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w3:W3’s volume is greater than the w5:W3 volume, culminating with 3
of 3 volume,

- w5:W3 - When w3:W3 is extended, then w5:W3, is less than 61.8% of
wl: W3,

5.9 Differential Diagnosis:

Corrective waves:

. Zigzag: if none of the alternation principle rules is enabled, on w2 and w4 of
W3, then this night confirm a Zigzag patiern, which often acts as an impulsive
wave.

6. Corrective Wave 4 - (Wd)
Lack of a clear chart pattern is the Ultimate no Action Indicator!

6.1 Description. Corrective wave which can be:

Simple ABC (only 3 mono waves),
Complex “double-threes poly-waves” — 6,7, 9, 11 waves,

6.2 Advanced Market Indicators:

The GET OSC(5,35) indicator may show an important market divergence,
once the reversal-bar took place. The market price must pull back minimum
90%, but no more than 140%.

The GET False Stochastics (14,3,3) is a dual role indicator which will efficiently
reveal the corresponding reversal for the W4 inception.

6.3 Origin of W4 - Change of W3 trend:

Be aware of the time-of-the-day and its rhythm,

End of wi Fibonacci’s Extensions of:

- First trend-wise bar, or

- Height of the Pre-close Trading Range (1.618,2.236, 2.618, or more)

6.4 Wave 4 characteristics:

Be ready to prepare the alternation principle rules:
- Price — distance covered,
- Time — time covered — check Fib time ratio, with regard to W3,
- Severity — check Fibonacci price retrace, with regard to W3,

38.2% - 50% most common,
- Intricacy — number of sub-divisions of waves,
- Construction (wave structure): degree of complexity (mono/ poly-wave)
Write down its characteristics and get ready to apply the alternation principle
rules (wd against w2) when W4 is terminated.
Be on the watch for temporary counter-trend moves (pullbacks / thrusts) on
light volume. 1t will confirm the current impulse pattern.
The use of 21-ema will better visualize the counter-trend move (use current
volume in relation to average volume of the other trends’ periods);
If W4 is more complex, more time consuming, and possibly of a greater
complexity than that of W2, then W3 will probably extend. The W4 should
retrace a greater percentage of W3, than W2 does of W1. The W5 should fail if
the W4 complex pattern retraces more than 38.2% (as much as 61.8%
allowablie),
If W4 is simpler in price, time and structure than W2, then W1 shonld have
been extended.

6.5 Pinpoint the End of W4, by using:

6.5.1 Global Tools:

_ Be aware of the fime-of-the-day and its rhythm,
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ith 3™ _ - Fibonacci retracement in relation to W3 is mostly 38.2% to 50% ratios.
The trader must be familiar with the Elliott rule, which stipulates that the

8% of W4 can’t retrace lower than the termination of W1, This seems to be an

absolute Elliott rule for the stocks, in spite of the fact, that it is commonly
allowed an overlapping of maximum 17% when trading Futures.

- At least, one third of the W3 fime has to be completed,

- Wave C sub-division inte five waves — strong chance that the W4 is
completed, with an imminent entry (terminal triangle is usually the last
pattern in a consolidation).

6.5.2 Channelling Tools (refer to Chapter 7 for explicative charts);

- Channelling of the W4 development using the regression trend channels,

- 0-2 trend line (works better if W4, is a poly-wave),

- Wl- & W3-parallel trend lines,

- Be on the watch for drawing an Elliott triangle (horizontal contracting
limiting triangle) which is a very frequent pattern for a W4,

- The Fan lines and/or the Speed lines will be drawn from the W3
termination level. The decisive opposite direction breakout of these lines
will signal the termination of W4, mostly on the third testing attempt.

6.5.3 Moving Average Tools: )

- Add a 50-exponential moving average to your chart. If the retracement
does not exceed this moving average then its value should be between
38.2% and 50%.

In case that the retracement does break this moving average than look for
a 50% to 61.8% retracement. _
6.6 Relationships with Other Chart Formations and Key levels:
- Previous wave (impulse wave):
- Retracement 30% to 50%, mostly 60% of the time,
Steeper W3 slope, lesser W4 correction,
- Next patterns:
- High W5 probability extension, if
- A 50% retrace or less of W2,
- A flat or irregular retrace.
6.7 Differential Diagnosis:
- Corrective waves:
wiple - B wave:
- If retracement bigger than 99%,
- If a five wave triangle occurs within every wave clearly sub-divided, you

w4 of
pulsive

gence,
dimum

siently

s) on
are in wave B, and not in W2,
wrent - Complex sideways pattern (flat, irregular or triangle} usually when occurs
has a 38.2% retracement or exceptionally 50%,
eater - W1 steep trend implies a 38.2% retracement,
ould - Lasting consolidation /s a prelude to an imminent volatility explosion,
ail if - Zigzag:
1.8% - It could be the prelude of a more complex correction,
- Triple Zigzag:
have - It reacts perfectly in channelling,
- Itis the most powerful correction.
- Flats:
- It isn’t a terrifically strong pattern, but it does imply more strength than a
zigzag,

- Two successive flats imply a third correction pattern, usually-a triangle.
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7. Impulsive Wave § - (W5)
Lack of a clear chart pattern is the Ultimate no Action [ndicator!

7.1
72

7.3

7.4

7.5

Description : Impulsive_wave - 5 wave count (3 impulsive & 2 corrective waves),

Advanced Market Indicator: Conception of W5 may begin, when:

- The GET 08C(5,35) indicator may show a drop under the zero line. Its
reversing move is obvious, once the W4 reversal-bar took place. The indicator
must drop to a minimum of 90%, but no more than 140% hefore it starts the
implementation of W5, Most of the time, there is a divergence announcing the
W5 termination.

- The GET False Stochastics (14,3,3) indicator crosses above/below 80/20
limits. The beginning of a “t0 be prolonged horizontal black line” above
indicator’s curvilinear lines will start to witness the W5 trend inception.

Be on the watch for a final impulsive pattern divergence, which will signal the
WS5’s termination.

Origin of W3:

- Be aware of the time-of-the-day and its rhythm,

- Most recent low on 2-4 base line without any breakout,

- W5 could be the breakout of a C-triangle pattern,

- Use the 21-ema: the first counter-trend witnesses the trend inception, then the
following counter-trends establish the trend,

- Parabolic indicator gives a “change of trend” signal earlier than the ema could
signal. Use “Optimize” & “Fine-tune” features and experiment with various
settings, Ride it, all the way down to the Parabolic, even if one could take a
trade on a lower time frame (Very efficient for Money Management).

Dynamics of W35 Inception:

- Check the following objectives:

- P Objective: 50% of W1,
2" Objective: 100% of W1,
3" Objective 62% of W0-W3,
4™ Objective 100% of W3.

- At the inception of WS5’s development, make sure that you analyse the length
of the W3 in relation to W1:

- In case that W1 is longer than W3, expect the W5 to be shorter than W3,

- In case that W1 is shorter than W3, expect the W5 to be equal to W1,

Most of the time, the W5 will exceed the W3’s termination key level. If it
doesn’t, it means that we have a W5 failure, which is characterized by a strong
reversal movement towards the beginning of the W4.

Wave 5 Characteristics:

- Find the longest, shortest and/or equal size of the three waves, This is based on
the Elliott rule that the wave 3 can’t be the shortest, out of the 3 impulsive waves
- If the middle wave is longer in price, then W3 is legitimate,

- If the middle wave is the shortest, this move is corrective,

- If all three waves are similar in price, this move is a possible zigzag,

- The slope illustrated by the emas and the trend lines define the inception
and the degree of the trend.

- WS Extension Absent:

- If W3 is more than 1.62xW1 (Extended W3):
-  Then WS could be:
- 100 x length of W1,
- 1.62 x length of W1,
- 2.62 x length of W1,
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Non-extended W5 should be retraced close to 100% or more, at the level of
next corrective pattern,

If W1 is extended in the sequence and the sequence concludes W1 or wave-
A of a larger degree, then the correction after W5 should drop into the W2
price zone,

If the sequence completes W3 of a larger degree, then the correction after
WS35 will probably stop in the W4 zone,

W5 Extension Present:

i W4 is more complex, more time consuming, and possibly of a greater
complexity degree than W2, then W5 will probably extend. The W4 will
retrace a greater percentage of W3, than W2 does in regard to W1,

- If W3 isless than 1.62 x W1 (W3 non-extended):
- Then W5 could be:
- 0.62 x length of 0 to W3, very frequent Fibonacci Key level,
- 1.00 x length of 0 to W3,
- 1.62 x length of 0 to W3,
- A maximum length of 261.8% of 0 to W3,
- W1 should progress at the steepest angle with W3 following closely
behind. The W5 will have the slowest rate of acceleration,
- A W5 extension cannot be completely retraced unless it is the end of a
larger WS extension or the C-wave of a correction,
- Gaps: a good indication of an extended W5, in progress,
- Beginning of wave: Breakaway Gap announces a high-powered
momentum,
- End of wave: Exhaustion Gap announces the end of trend.

iignal the

‘hen the

1 could
various
1 take a

7.6 WS35 Failures:

- The WS failure is very probable when W3 is an extended wave,

- W4 should:
- Be more complex than W2,
- Retrace more of W3, than W2 retraces in relation to Wi,

- W5 will probably fail if the W4 complex pattern retraces more than 38.2%
(61.8% retracement value is allowed),

- Almost always, W1 is equal to W5, in price and fime!
Less frequently the price and time will relate by 61.8% Fibonacci ratio.

: length
Wi,

] :
A I i ¢
strong
7.7 Diagonal Triangle (Terminal impulse pattern)
- The diagonal triangle or an ascending wedge is a chart pattern that often might
terminate an impulsive pattern, thus impersonating the W5,

- Don’t forget its main characteristics, which is the five ABC wave pattern. It is
the only allowed impulsive pattern containing the ABC waves.

sed on
waves

7.8 Pinpoint the End of W5 by using:
7.8.1 Global Tools:

- Be aware of the time-of-the-day and its rhythm,

- Fib extensions/corrections in relation to W5's projected termination,
applied to:
- W1 and Wo0-3,
- The first trend-wise bar and if possible,
- The last pre-close swing,

eption
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- The height of the pre-close trading range,
(1.382, 1.618,2.236, 2.618, 4.236)
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Figure 103 - The above rectangles of the 60-min German Dax 30 chart illustrate the up-sloping
impulsive pattern containing the price/time Cartesian space of the five Elliott waves: three impulsive
waves (W1, W3 & W5) and two corrective waves (W2 & W4). The trader can easily observe that the
impulsive waves are progressing in the direction of the up-sloping trend and that the corrective waves
coanter the main trend.
_ The use of the 21-ema: a multitude of counter-trends is the anti-chamber
of trend’s termination.
The prior pattern correction using the Fibonacci ratios: 38.2%, 50%,
61.8%, 78.6%, 88.6% or the whole correction (100% level). The best
level signal will be given by the existence or absence of the W5 failure,
The coincidental cross-over of 21-ema alone or together with 50-ema,
with Gann levels, trend lines or Fib levels signals a key reversal level.
- Daily pivots alone, or together with weekly or/and monthly pivots, form
a very strong key reversal level.
- Parabolic indicator gives a “change of trend” earlier than the ema.
(can be used for Money Management)

78.2 Channelling Tools (refer to Chapter 7 for explicative charts):
- 2-4 base line, Wl-parallel & W3-parallel trend lines,
0-1 trend line, which could halt the progression of an elongated W5.

783 Dr Andrews’ Pitchfork & Median Lines:
. There is at least one choice of constructing this ascending pitchfork:
- The PO anchor pivot labelled at the start of W3 level and the P1
and P2 at the W3’s termination and W4’s end levels, respectively.
This choice might involve less warning lines.
- The best pitchfork choice will be the one that optimally describes the

local market flow.
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- Be on the watch for constructing a second pitchfork, called a minor
pitchfork, which is characterized by a mini-median line. This will have
S the merit to closely follow-up the progression of the W5 at the lesser
degree wave levels. 1t will reside within the first buil¢ pitchfork, called
8.0 the major pitchfork.
Confluence zone: The median lines & its acolytes of these two pitchforks
will create confluence zones which are capable of identifying the W5’s
sub-waves, the progression and the W5 termination.
. W5 end is usually at/above the npper median line level of the major
50 pitchfork.
- In case of an average to extended W5 length termination, the market
price might climb even farther to the warning line (WL-1 to WL-3).

7.9 Corrective Sub-Wave Characteristics of w2 and w4 of WS poly-wave:

0.0 - Alternation principle rules: w2 & w4 are noticeably different!

Enable, at least one of them:

- Price - distance covered,

- Time — time covered — check Fib time ratio, w2 with regard to wl:W3 & wd

with regard to w3: W35,
5o - Severity — check Fibonacci price retrace, w2 with regard to wl:W5 & w4 with
000 regard to w3:W35,
- Intricacy — number of sub-divisions of waves,
5.00 - Construction (wave structure): degree of complexity (abe vs abede pattern)
Write down the characteristics and get ready to apply the alternation rules
= principle (w2 against wd) when the time is ripe.
— - Be on the watch for the temporary counter-trend moves (pullbacks / thrusts),
oping on light volume, right after the move has started. 1¢ will confirm the current
uisive impulsive pattern, _
al the . The nse of the 21-ema, will better visualize the counter-trend moves (use
waves current volume with regard to average volume, compared to the other trend
periods). The strict watch of the pullbacks, especially those leaning on the 21-
mber ema is highly recommended, due to their abilities to divulge, not only the
continuation of the trend but alse its termination.
L}
Sobe/s‘;'; 7.10  Relationships with Other Chart Formations and Key Levels:
re. - Pivot range: very small or very large they dictate the current day’s
ema. volatility,
1L - Corrective waves,
form - Other impulse waves (previous & next):
- wl:W3’s slope is steeper than W1’s, :
- W3 volume is less than that of W5’s, culminating with 3™ of 3" volume,
When W3 is extended, then W5, measures 0.618% or more of W1.
7.11  Differential Diagnosis
5. - Corrective waves:
- Non-extended W5 shonld be retraced close to 100% or more of the next
corrective pattern,
- If W1 is extended in the sequence and the sequence concludes W1 or
_ wave-A of a larger degree, the correction after W5, should drop into
ively. W2 price zone.
- If the sequence completes W3 of a larger degree, the correction after W5
s the will probably stop in the W4 zone.
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8. Description of the Corrective Patterns: ZigZags, Flats, Irregular Flats and Triangles

If you go back on Figure 100, you can see that we have already briefly touched the subject of
ABC corrective pattern.
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Figure 104 - The above daily US dollar Index Futures chart illustrates the up-sloping trend-wise
oriented impulsive puttern and the down-sloping corrective ABC pattern, which counter-trends it. All
this occurs during the process of a 78.6% price retracement, all the way down fo 83500 level.

A close observation of the above chart on Figure 104 illustrates on the left side, the impulsive
pattern and on the right side, the main corrective pattern. The impulsive pattern has five
waves which we have already been described as the W1, W2, W3, W4 and W5.The corrective
pattern located on the right side of the chart is constituted of three waves: wave-4, wave-B
and wave-C. By just glancing, the trader can see that they form a zigzag chart formation.
Within this down-sloping corrective pattern (refer to Figure 104), we can see that:
- The first wave (wave-A) travelled in the direction of the correction, just below the sub-
wave 4 of W5, but above the W4 of the prior impulsive pattern.
- The second wave (wave-B) moves against the wave-A, in a local corrective manncr,
retracing 62% of wave-A and
- The third wave (waeve-C) dropped like a stone, guided by the high-powered down-
sloping correction-wise oriented momentum. It performed a wave-C extension equal to
1.5*wave-A, thus reaching the W2 of the prior impulsive pattern at 83500 level.
As we have already seen, the corrective pattern on the above chart (refer to Figure 104) took
the form of a zigzag characterized by wave-4 equal to wave-C and a common 38.2% retrace
of wave-B. In spite of this, the corrective movements can also form some other geometrical
chart formation (refer to the Figures 105 to 110):

- Flat where all three waves are in a trading range, usually equal among them,

Irregular Flat where wave-B retraces up to 125% of wave-A

Triangles characterized by five ABC-type corrective waves arranged in a triangle pattern,
- Complex sideways patterns containing multiple zigzags, flats and triangles.
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Figure 107 - Daily Gold Futures ZigZag where Figure 108 - Daily Gold Futures C-Failure ZigZag
wave-C is equal to 1.382*wave-A, (wave-C is less than wave-A) and Flar,
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Figure 109 - A minor ZigZag within a major ZigZag Figure 110 - FTSE 100 Cash index Jorms a classic
First has wave-c=3.00%a & second has wave-C=A. horizontal triangle also called Elliott trigngle.
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Key Points to Remember:

« Our Elliott credo is:

Lack of a clear chart pattern is the Uitimate no Action Indicator!

. The use of Elliott waves is a serious edge with regard to the
crowd’s trading or investing. it not only identifies the trend but
also unveils the exact location of the market, the maturity of
the trend, the price targets and the specific levels where the
market flow might endure any weaknesses or may even fail.

« When using Elliott waves based on pattern, ratio & time, always
respect the three rules. W3 can't ever be the shortest wave, W2
can't retrace more than 100% and W4 may not overiap on W1
zone (Futures allowed 17 %).

« The exhaustion gap presence announces the final move.

« Don't neglect the routine of using channelling toois & pitchforks.

. Whenever trading Elliott waves the trader must have an
aiternate scenario, just in case that the current one isn't
working. Differential diagnosis technique takes here its full
credit!

. The most common Elliott Fibs ratios to be retained:
W3=1.618*"W1; W5=1.00*W1 ;W5 = 0.618*W1-3; W2=0.618"W1 &
wa=0.382*W3.

« A lasting consolidation Is a preiude to an imminent volatility
burst.

« A ZigZag may be a prelude to a more complex correction.

« Triple 2igzag reacts perfectly in channelling being very powerful.

Flats imply more strength then a 2igzag. Two successive Flats

imply a third correction pattern, usually a triangle.

Elliott triangle is born out of a horizontal wa.

A complex sideways patternusually retraces 38.2% or max 50%

A steep impulsive wave signals a small retracement up to 38.2%.

Don't ever neglect the use of Dr Andrews’ pitchfork technique

by drawing a major & minor median line, checking the confluences.

Always be aware of the-time-of-the-day and its rhythm,

. Parabolic indicator gives a “change of trend' signal earfier
than ema.

. Be aware that the Elliott Alternation Principle opens the high-
probability way of forecasting the W4, W3 and W5 targets.
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Chapter 6

Original Tools for Impulsive Pattern End
Diagnosis, Kinetics & Management

How many times have you heard the question “How high is High?”

Many generations of novice traders have tried to get a “home run” and make a lot of money.
They were trying to catch the highest high, and then go short or the lowest low, and then go
long. Unfortunately, this trading strategy is doomed to fail and most of the traders invariably
Jose their capital. The difficult task of getting the low-risK high-probability trades is based on

- Money management, by applying small stop losses, but this implies to be as close as possible to the
highest high level or lowest low level,

- Highest high diagnosis (and vice versa), but this implies that the trader is on a high level of the
knowledge curve, thus making him/her capable of applying optimal timing when the weight of
evidence signals the reversal phenomenon.

- Even if a precocious identification of the incoming trend is performed right after the confirmation
of the reversal, there is a big difference between trend identification and actually entering the
trade. The decisive influencing factor is the degree of risk that the trader wants to take or he can
afford. We could talk here about a conservative or an aggressive trade. The former choice is based
ou the confirmation of the reversal by the weight of evidence and the latter choice, being riskier
thus more profitable, is performed without any reversal confirmation.

As we have seen in the above paragraphs, one of the keys to profitable trading is the
identification of the highest high and the lowest low. We will try to present in this chapter,
the tools and their management that will enable the trader to take the trading decisions with
much better confidence and psychological comfort. Thus the “trigger shy’ syndrome will be
permanently eliminated.

1. Weight of Evidence for Vouching the Breaking of Trend Lines

Some readers may have wondered how we define the “weight of evidence”. This process will
identify the termination of the previous trend and the building of the trend reversal. It will
finally signal the inception and development of the new trend. The sooner this is performed,
the earlier the trader can enter the trade and the more profitable the trade will be!

The “weight of evidence” may take the form of a trend line breakout with a certain
percentage of penetration advance in the opposite direction (uswally between 1 and 3%
depending on the time frame). We can also mention an impulsive pattern termination followed
by a corrective pattern, a time analysis of the formation of the W5 and its complete
retracement once the reversal is pronounced, a price/indicator divergence and others.

2. Systematized Visualisation Tool

If we read or re-read the second sub-chapter of the Chapter 13, page 216 of the first volume,
which presents what we have baptized the Systematized Visualization Tool, we will agree that
the visual act is one of the best tools. However, everything is in the way you look at the charts.
1¢ is well known that two traders will have two distinct opinions about the same chart. In
order to see what it counts and also not to miss important details, the best approach is to
train our eyes fo scan the chart in a systematized manner.

The educated trader will always look in a routine manner to a chart, following in his mind,
various learnt modules, which have become like a second nature to him. This process will
always be the same, over and over again: the zigzag pattern; the size, the slope depth and the
composition of each swing; the rough labeling of Elliott waves with close follow-up of the
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three distinct rules concerning the W2 retracement, the W3 length and W4 overlapping (or
X not) of the W1 and other parameters.

Don’t forget... A well known multi-million dollar trader used to say... We are what owr
; routines are!

2.1 Swing Distribution Technique

Figure 111 - The swing distribution technique, on the above chart, is our first studying
module that will assist the trader with contextual market flow.
The first chart module using the swing disiribution technique, is our first studying element
that will help the trader to fully understand the contextual chart concept. Starting from left
to right, we have noticed in Figure 111:
- Alarge zigzag pattern composed of the swings n° 1,2 & 3, leads the market flow in a down- trend.
- A very strong up-sloping n° 4 swing, which has a steep 45° slope. It does not only correct the
previous down-sloping zigzag trend but it more than doubles its length.
- A very steep 28° slope zigzag pattern, composed of n° 5 swing, which falls, in a hurried and forceful
momentum, that the trader would expect the retracement to exceed the 100% limit value.

2.2 Territorial Distribution Technique

Figare 112 - On the above chart, the 2"! gtudying module is the territorial distribution technique.
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We continue applying the tool of systematized visualisation, but this time to the chart from
Figure 112. Our second studying module is using the territorial distribution technique. The
purpose is the same as for the first chart module. Thus, the trader will fully understand the
contextual concept. This technique immediately reveals the whole market concept composed
of three territories, from left to right:

- The #° I territory which encloses the 3 swings (nof illustrated above, but seen in Figure 111),
and whose trend has a predeminant down bias, containing three gaps.

- The n® 2 fterritory encases only one swing, which has an almost continuous np-sloping
movement and it contains 5 gaps.

- The n° 3 territory has only one swing, which has the hard task of correcting the previous
strong and lengthy swing. The corrective pattern, which has a roller coaster down momentim,
expressed by the swing’s steep down slope, should be capable of accomplishing the 100%
corrective task,

The two gaps in this territory have an above average size. They were hastily created by the
strong momentum’s impatience to reach the lowest level. This expressed even more the
eagerness of the forceful momentum to cover as much corrective ground as possible.

Figure 113 - The two studying modules of the systematized visualisation tool (swings and territorial
techniques) are clearly illustrated on the above chart,

2.3 Systematized Visualisation Main Factors - The trader should always think in terms of:

2.3.1

2.3.2

233
2.34
2.35
2.3.6

2.3.7

Peaks and Troughs on the three main multipie time frames.

(the significance of a peak and trough reversal is determined by the strength, the slope and

the direction of the ongoing swings and their reactions),

Breaches of Trending Levels of .

- Peak series alone are only half reversal signal, but synchronized with at least 3
indicators they will probably signal an aggressive trade,

- Added trough series complete the reversal signal and propose a conservative trade
verified by price change, trend breach & consolidation. {(Ex: @ 3% penetration
completes the breakout).

Fibonacci & Gann Retracements: 1/3™ to 2/3™ forming new peaks & troughs,

Last Close compared with the previous one,

Trend Line Drawings on Primary, Intermediate & Short-Term time frames, .

Chart Formations: Reversal & Continunation Patterns: Head & Shoulder, Double

Beottom, Double Tops, Triangle, Cup-and-Handle, Diamonds, etc...

Reversal Bars to be closely watched.
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3. W3 Termination Level

The Elliott wave 3 is the strongest wave of the impulsive pattern. As we already know, i
can’t be the shortest wave. Once it exceeds the length of the first impulsive wave (wave-A or
“to be” wave 1) we can speak about the beginning of an impulsive pattern, if the W4 and W5
will be within the defined rules. Some traders trade the W3, once W3=1,10*W1 or 1.146*W1.

3.1 Wave 3 (W3) & Birthing Rectangle

Figure 114 — On the chart of the right side, the
market flow has finally broken the trading
! range at 6900 level, above wave A or W1 and
started to shoot straight up. In this high-
powered momentum situation, after almost four
months of consolidation, the market flow is
ready to develop a strong W3 impualsive pattern.

w-ﬁ'ﬁ—_ﬂ: U L I L
N .l Aun -

3.2 W3 End -Birthing Rectangle Extensions

Figure 115 — Once the W3=1.146*W1 threshold
has been attained we mention an impulsive
pattern rather than a corrective pattern. Always
be on the watch for rectangles’ extensions,
which can define the W3 termination level.
Even if on the right-side chart the rectangle
reached the 4th extension, be aware that the
7th extension is very common. Watch for a W5
termination at the 7th extension of the birthing
rectangle.

3.3 W3’ Twe Main Trend Lines

Figure 116 — The breakout of the trend line (s)
remains one of the most reliable tools and the
simplest to quantify the weight of evidence
which will pronouarnce the trend’s termination.
The degree of penetration will complete the
weight of evidence and will protect the trader
from a false move. Don’t hesitate to draw 2 to 4
trend lines, if necessary, in order to optimally
illustrate the contextual market flow, Don’t
forget - a trend line breakout can bounce back !

NERBEEREN

3.4 W3’s Allocated Major Pitchfork

Figure 117 — One of the most reliable tools of
the weight of evidence is the multi-level
confluence. Whenever a trend is developing
immediately apply a major pitchfork. The
association of the median line & its acolytes
with other trading techniques, like the
rectangles’ extensions will create confluences,
whick are reliable to signal a change of trend,
especially when they contain more than 3 levels. —_—

W RETTH N Wy wn i F B
Ay E2 oy
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3.5 W3 Confluence - Price Fibs & Rectangles

W, il Figure 118 — The drawn price Fibonacci ratios
o | rather then the calculated versions can have
d W5 initially, the advantage of rhe visual effect.
*WI. | However, when the chart contains more than 3,

this visual advantage rapidly disappears. As a

- | routine, we draw a maximum of three price
pioo| Fibonacci ratio trend lines. The rest of the
el .| Fibonacci ratio levels will be calculated as soon
Lt I

as the necessary conditions are present. An Excel
Table will serve as guide for multiple Fibs levels.

3.6 W3 Confluence — Time Fibs & Rectangles

Figure 119 — The dme Fibonacci ratio trend lines
are certainly poorly used by most of the traders. It
takes some fime to excel in this task, but once
trained, their advamntage is far worth the learning
efforts. They take a full importance when they are
confirmed by other time- or price-related tools.
The occurrence of a Cartesian location where the
price meets the time provokes a high probability
that the market flow will change the trend,

Hoid |W| ‘

3.7 W3's Allocated Action/Reaction Set-Up

___________ Figure 120 — Whenever is impossible to draw a
E— major pitchfork, the use of the Action/Reaction
— set-up wurns out to be very efficient. Its purpose
and interpretation are identical as those of the
major pitchfork. An indicator confirmnation will
abways be useful, even if most of them are lagging
Try to interpret the A/R set-ups as the bigger
brother of the vregression channels. Any
trespassing of the lower border can be a trade
signal,

ERERENENEE

REEREAEEN ITRREN: IR

3.8 W3 Confluence - Fibs Arcs - Price Fibs
& Rectangles’ Extensions

;
3

Figure 121 — The use of Fibonacci arcs look not
only very elegant on a chart but they also are very
useful, The W3 of the chart on the right side of
the page, has been halted by at least six factors
that built a strong multi-level confluence: the
3.33 Fibonacci arcs, the 2.786 price Fibonacci
ratio level, the 4t birthing rectungle’s extension,
the WEL-1 warning line of the ascending major
pitchfork, the bearish divergence of 05C(5,35) of
Figure 120 and the 2.33 time Fibonacci ratio
(refer to Fignre 119).

HEEIERNE
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3.9 W3’s Termination Level Calculated with Miner Fibonacci Ratios

‘The chart of Figure 122 illustrates that the W3 is in progress but it didn’t yet terminate.

Will it be an extended W3? Which will be the highest high of W3? The answer at these two
questions can be obtained by using W3 projected level technique, calculated with Miner
or/and Fisher Fibonacci ratios.

Figure 122 — On the above chart, the last bar of the current local market flow has a strong up-sloping
momentum, hurrying-up to reach the probable final W3 destination at the intersection with the WL-1
warning line of the ascending pitchfork, around 7600 level. In order to pinpoint the most probable W3
cluster zone, we will firstly use Miner Fibonacci ratio, and then Fisher Fibonacci ratio calculations.

The purpose of these calculations is to acquire the narrowest cluster zone!

Tris Exge! i, a0 obboinad o tne e

% el i

* W& Wi be Vet e ariweon fasi of° WE Y m el y 4 TR w
v o e S GG e Wi oW (T DML T 8 WL eyl o b e O b WAV 00t 3 F400 Joew:
e ww.u;.mqm&m-ﬂ i, Thie pact W3 uiod ipein i ol 11,60,k thur Gt m.

Figure 123 - The trader fills in, only the extremity levels of Elliott waves in darken cells, on the above
Table A, with the exception of W3’s cell. Once the cells are filled in, cluster’s multiple levels will appear
on the Excel sheet. Find visnally the most adequate cluster zone ahead of the market and border its cells.
When the market will reverse at a level located within the cluster Zone, then Sfill in the W3’s end level in
its darken cell. The table is now ready for study! As accepted criteria of the cluster tone we have: its
number of levels, its width and its % market price.
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Figure 124 — There are a few differences between the above Table A and the Table A of Figure 123: the

oping number of cluster levels is now 5, instead of 4, its width is presently 6 points instead of 2.8 points, the %
WL-1 market price is now 0.083%, instead of the old 0.037% and the W3 location is in cluster zone’s 5.18%
fe W3 lower level against 11.6% level.
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e ng; ' Figure 125 - There are a few differences between the above Table A and the Table A of Figure 124: the
vel i" number of cluster levels is now 7, instead of 5, its width is presently 15 points instead of 6 points, the %
ver ir: market price is now 0.19%, instead of the old 0.083 % and the W3 location is in cluster zone’s 58.98%

middle level against 5.18% level,
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F'igure‘126 - Ti‘:e Table B Ioca‘ted on the TabieB - W Cluster ZONE Synopsis of iner Calculations
right side of this page, synthesizes ONLY K Gold Ftores chat Qet 15t 107
the Miner calcalated W3 cluster levels

obtained by the three prior tables (Fig. 123, 1 Llkottiave Nove in Progriss 53 | wEWD | wiW)
124 & 125). The projected W3 termination 2 Fionce Rt Clcuaion Apbed Wnr | Winer | Miner
levels formed three clusters, each of them _

having its specific characteristics: the § Chatery Numbor of Layers 4 8 !
number of cluster levels, the cluser’s upper &  Clustar Wigth {pis} 1 § 1
& lower borders, the cluster width, the % of § Cuss % ofCommtbippesciiakd | ORSTX | D08 | 0.190%
the current market price and the W3 . _
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acquire the narrowest cluster zone having T Daller Ve of M85 | SHE | SH5H
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W3 termination level 0o i 355,35

As accepted trading decision criteria of the 3 Nost Figueat Shonecd fufia 3618 | 2618 | 26n
f'!nstfzr one n:*e have: the number of Ie\.!ek', ol Hesianof Camt Mot owed o200 | 0200% | 6005
its width and its % of current market price. i Ciser Wih ows 15 . 4
On the restrictive side of the cluster zone M Ol Vao ol b Comtr Zore. | 89933 | S20404 | s585.%5
we have imposed a minimum of 4 layers, a { 4 Dax market prist vl is 25 euros - of

cluster size of maximum 15 points and a BT woeth 505 )

max. % of the highest market at 0.20%. Rvanas mambor of oy wlopg 4 4 4
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" Mﬂght 2007. . 350 :

by Dr Mirces Dologa
vrww. pitchforktrader.com
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Figure 127 — A closer observation of the above 60-min German Dax 30 chart reveals that the marker

flow has reached the W3 termination at 7593 level and then it quickly started to reirace. This event

occurred at a multiple level confluence fortned by the WL-1 warning line, the whole hundred number at

7600 level and the entire panoply of the Miner Fibonacci ratio extensions (refer to the calculated tables

of Figures 123, 124 & 125). It’s important to mention twe criteria of this study:

_ The Miner Fibonacci calculations used not only the primary waves (W1 & W2) but also the
corresponding lesser degree waves of W3 (wl, w2, w3, wi-3 & wé).

- The Miner Fibonacci calculations might not suffice, most of the time, to amply project the entire array
of the probabie cluster levels. Then, we will also apply the Fisher Fibonacci ratios (refer to tables in
Fig. 128 & 129).
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3.10 W3 Termination Level Calculated with Miner and Fisher Fibonacci Ratios
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Figure 128 - The trader fills in only the extremity levels of Elliott waves in darken cells, on the above
Table C, with the exception of W3’s cell. Once the cells are filled in, the cluster’s multiple levels will
appear on Excel sheet. Find visually the most adequate cluster zone ahead of the market & border its
cells. When the market will reverse at a level located within the cluster zone, fill in the W3's end level in
its darken cell. The table is now ready for study! As accepted criteria of the cluster zone we have: its
number of levels, its width and its % market price.
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Figure 129 - There are a few differences between the above Table C and the Table C of Figure 128: the
number of cluster levels is now 14, instead of 10, its width is presendy 11.1 points instead of 3.8 points,
the % market price is now 0.147%, instead of the old 0.050% and W3 location is in cluster one’s 77.53%
higher portion against 34.25% level, in its lower third,
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Figure 130 — The Table D located on the Tablg D - W3 Cluster ZONE Synopsis of Miner & Fisher Calculations
right side of this page, synthesizes the E5-min Gold Fullres chart Oct 45th - 2007
Miner & Fisher calculated W3 cluster

levels obtained by the two prior tables 1 ion Wave Move in Frogress wi W3 wEW3
(Figures 128 & 129). The projected W3 2 Fibonsec Ratio Calculation Appléed Miner & Fisher | Wner & Fisher
termination levels formed two clusters, 1 Clustar’s Number of Layers 19 %
each of them having its specific Quantly o Exch) Miror 58 Fisher 5 | Miner 5 & Fister 5
characteristics: the number of cluster

levels, the cluser’s upper & lower borders, 4 Cluster Width (pts} 38 "t
the cluster width, the % of the current § Clusters % of Current Highest Harkst 0,080% 0,147%
market price and the W3 location within & Wi Level Location withid the Cluster Zons 24,25% 15%
the cluster zone. (0% s Lowest & 100% is Highast)

The purpose of these calculations is o T Dotar Vikee of $46.45 $807.44
acquire the narrowest cluster zone having W3 Lavid Location withi the Clustur Zane ’ '

the maximum levels, rhus the most (501 maximum $536.35)

probable W3 terminatwn ler’el. . 3 Moot oo 2698 2613
As accepted trading decision criteria of ' 1272 1212
the cluster zone we have: the number of 0,785 0,786
levels, #ts width and its % of current

market pn’cg, Note: l&zm% of Currant Market slowsdf 0.200% G.800%
On the restrictive side of the cluster zone Macimum Cusley Wit showed. 1 15

we have imposed a minimum of 4 layers, :’f‘gmym&tmﬁ " $13582 s306.16

a cluster size of maximum 15 points and a OB i worth 2588 )

maximum % of the current higest market Minemum number of apers afowed 4 4
price at 0.20%.

7 ;aynmn,oﬁ:ﬁm L

Figure 131 — A closer observation of the above 60-min German Dax 30 chart reveals that the market
flow has reached the W3 termination at 7593 level and then it quickly started to refrace. This event
occurred at a multiple level confluence formed by the WL-1 warning line, the whole hundred number at
7600 level and the entire panoply of the Miner & Fisher Fibonacci ratio extensions (refer to the
calculated tables of Figures 128 & 129). It’s important to mention a few criteria of this study:

- The above Miner & Fisher Fibonacel calenlations used not only the primary waves (W1 & W2} but also
the corresponding lesser degree waves of W3 (wl, w2, w3, wi-3 & wd).

- The above Miner & Fisher Fibonacci calculations amply suffice because they have obtained «
maximum of 14-layer cluster zone, therefore a high probability reversal level. They all obey the restrictive
conditions: a min of 4 layers, a cluster size of max 15 points and a max % of the current market - 0.20%.
- The Table C of Figure 128 is the most optimal cluster zone choice obtained so far: 10 layers above the
imposed 4, 0.050% of market price, instead of the imposed 0.20% & a cluster width of only 3.8 points.
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3.11 How Low is the Next High & Heow High is the Next High?

Once we have obtained the most optimal cluster zone having only a 3.8-point width, a matural
question comes to the trader’s mind. Can I use these tables to project an even higher high, even if this

could be the termination of the extended W3,

the W5 or one of the sub-waves’ high? Or can 1

calculate, in the same way, the next lower high? Well... Let’s us try and carefully observe the

outcome, in the tables below!

Figure 132 — The Table E
located on the right side of
this page, has used the same
Miner Fibonacei technique,
with the same set of Elliott
waves and sub-waves, as in
thre previous tables. The 7576
cluster zone level, a lower
high level, was thus obtained
due to the halting power of
the upper median line - UML
{refer to the chart of Figure

134).

Figure 133 — The Table E
located on the right side of
this page, has used the same
Miner Fibonacci technigue,
with the same set of Ellion
waves and sub-waves, as in
the previous tables, The 7655
cluster zone level was thus
obtained, which is the next
highest high level (refer to the
chart of Figure 134). The
impulsive  pattern  end-up,
signaled by the W5
termination was due fo the
halting power of the WL-1
warning line at 7655 level,

Mcmm MQC

-an-r e

- AT ©
i wan of WE OWLF nmwvwﬁm
Bsiatef WL el ), M(&lw
ﬂtwdlmm—d
i

Figure 134 — Once the W3
ferminntion at 7593 level has
been done, the trader can
continue  his  calculations
using the Miner Fibonacci
ratios and calculate the next
fowest low ar 7576 level
(UML’s responsibility) and
also the termination of the
impulsive pattern signaled by
the W5 end ar 7655 level
(WL-1’s responsibility & thar
of U-178.6% Fibs Line).
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4 WS Termination Level

4.1 W35’ Termination Level Calculated with Miner Fibonacci Ratios

b M Hin . Hions of End-of-Wae WE Thie Excet ftte, can be otrawed from the s
nmrm Pefore i, phanas e caroly i Hotws! w : midoloyailvahao.com

$0-00y SN Futures St - ot 60 - 20T M i 2007 - p
wi W Projectiona CLUSTER™" FONE wi: #5 Projections
Laram WY Wave Gae alzilnvrd Yalue Mir. § Birsla Wikrd Use.
(il [ ] [ l[ws] [w][ w w5 | [ wt |[wo-a][ wa |
(74850 75760 7SO0 74850  7ES50|[ 75600 TAES 5 720 | [ 74M0 || 7450
so.|Prsme HSEET  i7esse messe  ymeldy 75630 || rass0
CLUSTER - Median Zowe Value
& Loyees Zonetrom  FHbE o 1R
CLUSTER Width 8.0 % Markat Price 91,077%
Lengintmpts | 1es0 [ 1620 wee i 910 (21 1450 1700 520 7re 2359
Ratios | Q.2 . - . 1278 76188 760488 TS 78167 . - 78 || 7esag || 7eaas
.50 - - B TE8 A 265 vase0  TETRL TERLO . - o84S Tl Te4 0
0,678 - . - To5.2 Ta34,4 Tag32  FEEs| ™ILE . . TEA1 4 7853 1 76597
0754 - - B To54 3 TEAST yiire  TIEE FEALT - - Trsa T3 TEITR
0,086 . . . I8 764 TS 787D . - 17187 [ 77305 | | 7essy
1000 | TERAY | TH4TE 78830 | 7RO 78500 g T TREE0 . - T738.0 776860 .0
T.00ef0% | FASEI
114 | 78408 |} yoro,7 || 7eons . . [ 77166 |
7272 | TGS IF Ted.t TER2A [ TTOAE reral Y ez ikl . - P49 || 17 TR
1ere [Trmall v || resez [irvaez Trna 78262 TeER1 76932 . - 7eu44 1| 7a550 || 7rev.7
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ez | 80807 || #1712 || reaas { reves  vavsa B15 83134 78556 . - 21387 || sarez || sosos
sso | paoaz |l smar || eooas {42184 s0s20 88931 AISTS 0177 . - 85728 || wrozy || saaz8
Lol e Fdded wlmwh W=l wiecaeein T | A
fndwrimpves Melios 0 TR M
Hote: . otz the iy proj e indng do W P00 CLUSTER wath 5 pes

MWL WAL WE o0 i GRS B AR BERSE OF W, ONLY whan Wt immicale w TEMLD kv
S patar dogriet & BRGNS Siheruon Deslyof WS (T Bz wd W AL WW0LT £ VAT ) can B paad CHL T whan wd WS aved a1 Y593,0 feved
maat Cfobur Target Zosss wit form af 77204 vl & wif heve § lapets. The oact WE proe loctton w2t §0,62% of Clurier Zona

Figure 135 - The trader fills in only the extremity levels (0% & 100%) of Elliott waves in darken cells, on
the above Table F, with the exception of W3’s cell. Once the cells are filled in, the cluster’s multiple

levels will appear on the Excel sheet. You should find visually the most adequate cluster zone ahead of

the market and then border its cells. When the market will reverse at a level located within the cluster
zone, then fill in the W3’s end level value in its darken cell. The table is now ready for study!

As accepted criteria of the cluster zone we have: the number of levels, its width and its % market price.
An attentive observation of the above Table F will signal that with regard to the preceding tables, the
number of waves available for Fibonacci calculations has been increased with four additional waves:

Wo-3, W4, wi-3 & w4,

Figure 136 — The Table G located on the

right side of this page, synthesizes ONLY % Ggm “:RﬁﬂE Synopsls Mmi‘gwm%”
the Miner caleulated W5 cluster levels — _

obtained hy the prior table (Figures 135). 1 Siiott Wave Move in Progress whWS

The projected WS35 termination levels 2 Fibaacci Ratio Caleaietion Appiled Miner
Jormed a cluster, having its specific S

characteristics: the number of levels, the 3 Wm"f"’“ 5

upper & lower borders, the width, the % 4 Clustor Width (pls) ¢

of the current market price and the W5 § Cluster's % of Cumant Highest Market 0,077%
location within the cluster zone. 8 W3 Level Locstin eithin the Chister Zons $0.62%

The purpose of these calculations is to (0% s Lowast £:100% i Highest)
acquire the narrowest cluster zone having ;

the maximum levels, thus the most T DotarVelve:of $120.81

probable W5 termination level, ) W3 Loved Lacation withinthe Clsier Zong

As accepted trading decision criteria of (80 o masinum $535,55

the cluster zone we have: the number of 8 Most Fréquerit Flboriacc! Ratio 6,385

levels, its width and its % of current _ _ —

market price. Note: . Maxirium % of Current ek alowed 0,200%

On the vestrictive side of the cluster zone Maxipum Custor Wt dbowed: 15
Maxmiam Octior Vatoe of the Cluster Zore $214,14

we have imposed a minimum of 4 layers, (3 Dk ot gt e 5258t 35 f

a cluster size of maximum 15 pts and a T s ,

maximum % of the current highest
 pumber of abowad §.
market price at 6.20%. M number of iayars alowa i
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W35’s Termination Level Calculated with Miner & Fisher Fibonacci Ratios
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5 CONCLUSION of W3 & WS Termination - Calculation of the Optimal Cluster Zone Level

We have seen in the prior tables, that the Miner & Fisher Fibonacci ratio calculations, can supply the
termination levels of the W3 and W5. It seems that used together they perform more efficiently, We
have noticed that this technique is very simple, once you have filled in, the extremity (3% & 100% )
key levels of the primary waves and their lesser degree waves.

The great advantage of this technique is that not only it doesn’t crowd the chart, but it signals, well in
advance, the very probable termination of the corresponding Elliott wave. The results are optimal
when the number of levels is optimal (greater than £) and the narrowness (sometimes less than 2
points) of the cluster zone is propitions.

6 W3: Ascending Time-Length versus its Correction Time-Length - Optimal Timed Reversal

Figure 143 —~ We can observe on the above chart that the impulsive patiern seems to be completed, but we
will need at least one confirmation. The research of Glenn Neely showed more than 10 years ago that the
ascending time-length of the W5 compared with its correction time-length, may signal its completion

T T T

Figure 144 — Dropping a vertical trend line from the high of W5, we can evaluate the time that it took the
W3 to rally and to complete the impalsive pattern. By drawing a horizontal trend line from the last low of
the impulsive patiern (w4 of W5 level), we are able to compare the time-lengths of both movemenis: the
last rally of the W5 (Time L1= 8 bars) and the inceptive W5’s retracement (Time L2=2 bars). If the
time-length of the reiracement is shorter than the time of the rally (optimally under 50%), we may
concinde that the W5 has completed its reversal.
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7 Bearish or Bullish Divergence — A Classic Way of Identifying the Trend’s Reversal
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Figure 145 — When an indicator trends in the opposite direction of the up-sloping market price, a bearish
divergence occurs and we are expecting a reversal (and vice versa for the down-trend). However the
trader should be aware that not every divergence unveils a reversal and not every reversal is accompanied
by a divergence.

8§ 2-4 Base Base Line - Sure Way of Vouching the Impulsive Pattern Reversal

) Ly aeic 00 1500

Figure 146 — Channeling has abways been a preferred tool of the successful traders. One of the les:
known W3 termination tools is the breakout of the 2-4 base line even if its efficiency depends on its slopc
angle. The steeper the slope the less lagging the W2-W4 base line. This is an excellent confirmation tool
after we found that Time L2 (2 bars) is less than the Time L1 - 6 bars (refer to Figures 146 and 144).

Conclusion of the Chapter:

“As we have seen above, the termination of an impulsive pattern goes mainly through the termination o}
W5 but alse through that of W3. The tool array is numerous and mostly efficient, but they don’t have all
the same degree of efficiency. The first step is to get familiar with them and then practice as much a
possible. Your level of proficiency will decide, which tool in what situation should be applied. And...
One thing more... the number of described tools in this chapter is not exhaustive! We have
shared with you, the best of them!
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Key Points to Remember:

Don't try to get a "home run”!
This trading strategy is doomed to fail and to loose your
capital.
Always keep in mind the “Systematized Visualizationr main
factors and think in terms of:

- Peaks & Troughs on all three multiple time frames,

- Breaches of Trending Levels,

- Fibonacci & Gann Retracements,

- Last Close compared with the previous one,

- Trend Line Drawings,

Chart Formations

- And Reversal Bars.
Be fully aware of the “weight of evidence'. Let it decide for you
when the trend's reversal might take control of the market
flow. '
The "Systematized Visualization' is a visual act, which can really
emphasize the trading result outcome. Train your eyes to scan
the chart in a systematized manner!
Whenever in front of an Elliott pattern, immediately apply our
credo: “Lack of a clear chart pattern is the Uitimate no Action
indicator’ Make sure that the distinct rules of impulsive
pattern are/aren’'t respected: the W2 retracement, the W3
length & the W4 overlapping/or not of the W1. |
Keep in mind that when W3 is equal or bigger than 1.146*W1,
an impulsive pattern is developing rather than a corrective
pattern.
whenever facing a trending situation, whether that could be (a
W1, a W3 or a W5), immediately think of our tools and
implement only the most efficient: the birthing rectangle & its
extensions, the two main ascending trend lines, the allocated
major pitchfork, the price & time Fibonacci ratios and their
Arcs, the Action/Reaction set-up.
The Miner & Fisher Fibonacci Ratio Calculations give a real
professional edge over the crowd. Their purpose is to acquire
the narrowest cluster zone having the maximum levels.
Remember that the most probable target of the W5’'s reversal
move is the W4 helonging to the same prior impulsive pattern.
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Chapter 7
Channelling - Pathways in the Sand — Market Move Projections

The channels or channelling is a nseful tool very often neglected by the inexperienced trader.
Its guintessence is to use the past and the current market information and then project it into
the future. The construction is very simple because it links the froughs of the trend to form
the lower border and the peaks to constitute the upper border of the up-sloping channel.
When the width of the channe! is too wide, with regard to the Average True Range (4TR) of
the currently used time frame chart, the trader can divide it into multiple portions using the
Fibonacci raties. Whatever you do, don’t ever neglect to use the middle channel line, which is
of preponderant importance.

The huge advantage of channelling is that it allows the trader to better understand the
market whether it is: the contextual or the local market. Moreover, it represents a real edge to
the professional trader, allowing him/her to find, in a blink of an eye, the exact location of the
current market action within the trend and also to prepare for the next trading decisions.
This tool supplies the propitious entry level, and it also assists the trader in money
management techniques.

bR

% Figure 147 - The drawing of the channeling is very simple: the linkage between the troughs and peaks.

1. Channelling of Elliott Waves

) As we have already mentioned in Chapter 5, the Elliott waves concept does not only identify
the trend and the counter trend but can also unveil the exact location of the market flow
within the contextual or the local market. Its idiosyncrasy splendidly allows a symbiosis with
the channelling and also an enhanced potentiality.
Should we follow the development of an Elliott impulsive pattern, wave by wave, we will
realize the importance of channelling. The inception and the development of each wave can
thus be methodically observed and exploited:

- The study of WI can be done, not only through the practice of the prior impulsive pattern
channelling, but also through the analysis of its preliminary and inceptive market activity: the
first volatile bar, the trading range and its extensions and the opening range and its extensions.

- The study of W3 can be done, through the practice of the prior impulsive pattern channelling for
targeting its termination, and also through the channelling analysis of its own incepfive
impulsive pattern: W0-W2- and W1-paralle} trend lines, the major/minor pitchforks, the major
pitchfork’s P1-P2 trend lines, the wmulti-level confluences and the OSC(535)s
convergence/divergence.
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- The study of W5 can be done, through the practice of the prior impulsive pattern channelling to)
targeting its termination, and also through the channelling analysis of its own incepiive
impulsive pattern: the 2-4 base line, the W1-, W3- and the W1-W3-parallel trend lines, th
major/minor pitchforks, the major pitchfork’s P1-P2 trend lines, the multi-level confluence
and the OSC(5,35)’s predominant divergence.

The study of the Elliott corrective patfern can be done through the practice of the priot
impulsive pattern channelling for targeting its termination and also through the
channelling of its own inception and development. We have noticed that the high-powercd
momentum corrective patterns, like zigzags, faithfully follow the channelling structurcs,
much better than the impulsive formations. The latter prefer the multi-story channelliny
with its adeguate Fibonacci ratios.

L1 Quest for WI Inception

L11 End of Prior Pattern & Its Channelling - Gathering the Preliminan
Information

Figure 148 - A close observation of the right- G i Thae e Iered - DECD1 53 DA SN DU
side chart reveals a terminal wedge, which '

signals the termination of the current pattern. m&m
This preliminary information pertaining to o

the formation of the next impulsive pattern
greatly assists the trader to consider the very
probable incoming inception of the W1, _ Il i
In spite of this precious edge, the - B B ==
professional trader must also take into AN
account the blocking factors of an eventual
up-trend market development: the multiple —
resistance levels between 4871.50 and the :
daily pivot at 4904 level and the breakout of womepm— — -
the 2-4 base line. Its breakout will caution : ' A
and will strongly confirm not only the e —— e Termin Wadgy /JM\
i i

.

FERTOS: < NCTIN

development of the W1 but also the inception A ——-?;“3
of the new up-sloping impulsive pattern. Egm_” T T T -
Lot :

T i e

Figure 149 - The analysis of the right-side
chart unveils the intricacy of the prior and the
current pattern. The chart shows that the W1
inceptive nest occurred at the confluence of
the old low 13400 key level support and the
lower border of the first down-extension of
the prior down-sloping pattern. The inception
and the development of W1 was announced
through multiple signals: the bounce on the
confluence level (end of C-wave), the lowest
low of W1’s dome, the friple tests of the lower
border of the down-sloping channel with the
zooming through and its re-test moves and the
Jailure 10 reach the prior W2’s 13700 key
level,

When W2 is terminated, with the usual 61.8%
correction of W1, it signalled the inception of
the new patiern.
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Figure 150 — The observation of the
right-side chart shows the prepared set-
up for an eventual up-sioping scenatio.
The breakout of the TL-01 upper border
of the prior corrective pattern will
engender the inception of an impulsive
pattern and the development of W1. The
up-sloping memenmtum will direct the
market flow towards the 6633 & 6712
key levels, which represent old highs of
the prior pattern. Whichever target will
be reached, the upper border of the
uscending channel will be probably
tested.

Figure 151 — The analysis of the right-
side chart shows that the “would be”
ap-sloping pattern has become a reality.
The uapward momentum has been
temporarily halted at the first target at
the 6633 key level. The Center line of
the ascending channel faithfully guides
the local market flow through multiple
ascensional fests.

For the moment, the progressive
narrowing of the advancing bars may
signal a probable retracement, before
the market will « take-up» the next
target at 6712 key level.

Figure 152 — The right-side chart is
identical to that of Figure 151. However
it shows the prepared set-up for
whatever direction the market might
wuke.

. Should the market be halted and
probably retrace, the warning lines of
the descending major pitchfork will
faithfully guide our trader in his
decisions.

In case of the up-sioping continuation
movement, the ascending minor
pitchfork will visually enhance the
| depth of the slope’s characteristics. The
latter scenario must take into accoumt
the resistunces at 6654 (100-ema) and
6689 (50% retrace of the prior pattern).
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1.1.2 First Volatile Bar Extensions

Figure 153 - The right-side chart
illustrates the technique of the first
volatile bar. When the beginning of a
paitern starts with a volatile bar, but not
necessarily the first bar, we can extend
the size of this bar. More often than not,
the first swing, usnally the W1, will
terminate in an extension guided by a
Fibonacci ratio.

Most of the time, a volatile bar has its
size at least twice the size of the A verage
True Range (ATR) on the traded time
Srame chart, It goes without saying that
this technigque is used only as
confirmation, in the process of creating
multi-level confluences.
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Figure 154 — The right-side chart shows
the outcome of the chart in Figure 153,
We can observe that the market flow
has stumbled on the whole number
extensions in the developing process of
its sub-waves. We must confess that the
number seven (the seventh extension)
occurs very aoften. The market has so
well memorized the extension levels of
the first volatile bar that they dominate
even the retracement levels,

1.1.3  Trading Range & Its Extensions — W1 Nest Iuception
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Figure 155 - The right-side chart
illustrates the technique of the trading
range and also its extensions. As most of
us know, the longer the trading range the
stronger the incoming expansion will be.
By extending the size of the trading
range, more often than not, the final
extension will be located on a targeted-
location guided by a Fibonacci ratio.

The chart clearly shaws the formation af
A-wave or W1, the B-wave or W2 and an
inceptive C-wave or W3. By using the
channelling tools (8-2 trend line & W1-
parallel trend line) the ascending
channel scenario is ready to roll!
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Wigure 156 — The right-side chart shows
that the market flow has evolved almnost
- all the way up fo the third extension
- (300%) of the initial frading range,
' creating a confluence with the 150%
Fibonacci ratio trend line of the major
ascending pitchfork.
We have replaced the use of the initial
ascending channel with the use of
major pitchfork, which appears o
aptimally describe the market flow.

Figure 157 ~ The right-side chart
nuveils that the local market flow has a
very high-powered momentum whicl
will shoot the market price, all the way
up to the second warning line (WL-2)
above the fifth extension (550%) of the
initial trading range. This represents an
excellent example of the synergy, which
could occur between the pitchfork and
the trading range extensions.

1.1.4 Opening Range & Its Extensions — Another Probable W1 Nest Inception

Vigure 158 — The right-side chart will
Hiustrate the technique of the opening
range (OR) and also its extensions.

By extending the size of the opening
range, more often than not, the final
. extension will be located on a targeted-
location guided by the Fibonacci ratios.

FCTI BT -DRF3) Dynewico®0 31

o?/ Z

Figure 159 — The right-side chart
shows that the extension of the
opening range reached the 250%
extension level. It was halted by the
very strong old 6550 key level support,
At the end of the day, the opening
range will be located at one of the
day’s market extremity, more then
70% of the time.

On the right-side chart we can sce
that the first bar of the opening range
was left far behind and that its high
represents the day’s high.

5
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1.2.1  Single or Multi-Story Channeiling — W0-W2 TL & W1-Parallel Trend Lin:

Figure 160 — The right-side chart shows
that once that W3 is in progress and (W3
exceeds 1.146%A-wave), we can then
determine its termination with a high
probability efficiency by using the Wg-W2
trend line and its Wi-parallel trend line.
On the right-side chart the market flow
has climbed all the way to the 4"
extension of the H(0), representing the
height of the channelling formed by the
Wo-W2 trend line & Wl-parallel trend
line, Even if the market price closed at the
400% extension the highest high attained
the 433% extension level at 8493 value.

1.2.2  Channelling & Pitchfork Symbiosis

Figure 161 ~ The rightside chart
illustrates the profitable symbiosis that
exists  between the pitchfork and
channelling. This working relationship
has as consequence the formation of a
malti-level confluence, One can observe
on the chart that the market price has
been halted at the intersection of the
200% upper border of the ascending
channel with the pitchfork’s warning line
(WL-3) and the 4.25 Fibonacci ratio
horizontal trend line.
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L2.3  Pitchfork’s P1-P2 Trend Lines

Figure 162 — The right-side chart unveils
the practical use of the P1-P2 trend lines
a derivate tool of the pitchfork. In spite
of its efficiency, the technique is very litlle
known even among the pitchfork traders.
The chart pinpoints toward the 7895 level
confluence where the PI1-P2 25% trend
line intersects the same pitchfork’s
warning line (WL-1) with the 3.875
Fibonacci arc.

Used as a confirmation factor, this tool
has the advantage of wusing price
associated with time. Their intersection is
one of the strongest signals in trading.
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1.2.4 Multi-Level Confluence - One of the Best Targeting Tools

Figure 163 — The right-side chart reveals the
use of confluences as a very efficient tool. We
have consecrated to it the entire Chapter 15 of
the first volume. One of its merits is that it
offers many low-risk high-probability trades.
In spite of the hidden trend line specificity
they represent a real professional edge.
Defined as an infersection zome (point) of
multiple-vectorial  market Jorces,  they
' promptly halt the market’s kinetic moves,
most often than not.

The more numerous levels, the stronger the
confluence’s halting power will be.

) The right-side chart illustrates the confluence
¢ Jormed by the 4.0 Fibonacci ratio rectangle’s
extension, the W3=4.25*W1 and the WL-3.

Figure 164 — The right-side chart illustrates
the confluence formed by the npper border of
the ascending channel, the 2.618 Fibonacci

' ratio arc and the W3=1.382*W1I level. In spite
of this formed confluence zone, please keep in
. mind that the overall context may often signal

in advance a very probeble non-respect of the
halting confluence. In the right-side chart
there might be an overwrite effect of the
= confluence’s influence due to: the W3 which
- did not yet reach s classical value
(W3=1.618*W1), the three-bar-old rooming
through the highest high resistance at 7769
key level and the existence of the high-
- powered momentum with consistent price
- location above the 3-ema.

1.2.5 OSC(5,35) - Building of W3’s Dome - Convergence versus Divergence

Figure 165 — The right-side chart signals the
use of the convergence as a confirmation
factor in the development of the W3. The
irader must be very attentive before declaring
a reversal, especially if the W3’s dome is ina
continuing progression.

lts opposite partner, the divergence will
divilge an incoming reversal. However, keep
in mind that not every divergence signals a
reversal and that not every reversal hes a
- divergence,

The entire Chapter 13 will be consecrated 1o
- the use of this two trading elements belonging
to the 0SC(5,35) or OSC(5,17).

LI I
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13 W4 Channelling
1.3.3 2-4 Base Line

1.3.4 0SC¢5,35)'s Delineating Rol.
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Figure 166 — The above chart efficiently shows the
contribution of the trend lines used to delineate the
expanding potential of the impulsive pattern. The
2-4 base line is the most importamt tool in
measuring the termination of the impulsive pattern

Figure 167 - The above chart illustrates
W4's termination at the moment when
OSC(5,35) indicator reached the 0.90 1o |
Fibonacci zone and then it decided to reves
Thus, the W5’s inception has been launched

and serves as a landmark for the end of W3,

14 W5 Channelling
141 Wi- & W3-Parallel Trend Lines
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Figure 168 — The above chart illustrates the use of the
W1- and W3-parallel trend lines in delineating the
limits of the W5’s termination. The 2-4 trend line serves
as an extension base,
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Figure 169 — The above chart shows the finus
of an eventual elongated W3 delineared by the
WI1-W3 trend line.




¢ Rol

T

TRles
vhen i
Yt o )
LN 2ig KN A
iched.

1.4.3 Contextual Channelling

Shori-Term Trading - Integrated Pitchfork Analysis - Volume 2

137

I ar 8050 level. Its size is equal to about
B 0.886*W1 and 0.33%WI1-3. The nearness of
¥ the trigger line of the major ascending
-plichfork will make us consider an eventnal
E WS failure around 8100 key level. On the
K other hand, if this failure occurs it may be
B only the wi:WS5 termination and the market is
¥ on its way to form the w2:WS.

Figare 170 — The right-side chart reveuls the
complexity of the contextual scene. As we can
observe the W3 is in progress having alinost
reached the last high of the prior B-wave:Wd

IEEE EERE 1B

1.5 Channelling of the Corrective Pattern

Figure 171 — A close observation of the right-
side chart reveals the meanders of the waves
& sub-waves of the corrective pattern. As a
rule, every correction should have as a prime
target the W4 of the prior impulsive pattern,
Jollowed by the W2 level,

Be on the watch out to graphically channel
the corrective process, which will ideally obey
the channelling borders, especially in the case
of a strong-fuelled zigzag. Don’t hesitate to
use a second or even g third extension of the
initial channelling, in case of a non-zigzag.
The attainment of these recommended
targeted levels are fulfilled on the right-side
chart.

2. Channelling within a Rectangle

Figure 172 — The right-side chart reveals the
use of the channelling within a rectangle.
This is a very neglected topic, as the case with
rvectangles, in general. Consider the inside
channelling of a rectangle only if its height
value equals at least two Average Trune
Ranges (ATR) of the traded time frame chart,
otherwise the trader will pay a tribute to the
market’s noise.

Once the TL-1 drawing is done, be confident
and closely follow the ountcome (please follow-
up on the Figure 173°s chart). The use of the
rectangle’s inside channelling is even more
important when the market opens forming the
opening range rectangle or during the intra-
day activity when the market is indecisive and
trades, more or less, in a trading range.
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Figure 173 - The right-side chart
continues the chart of the Figure 172,
The trader can see that the inside TL-1
frend line has been penetrated and that
the market flow has been directed
towards the lower border of the
rectangle. At that moment, we have
considered the drawing of TL-2 parallel
trend line to the initial TL-1. After the
pierce and test of the TL-2 there was a
propitious entry with a tight stop loss
Just above the lower borderline of the
rectangle. After that, we have monitored
not only the extent of the down-move by
using the initial rectangle’s extensions,
but alse the existence / absence of the
key levels: old lows, pivots and
Fibonacel extensions.
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Figare 174 — We have to confess that
the trade’s context is one of the secrels
of a trader’s success or failure. Most of
the inexperienced traders, neglect it, so
they are doomed to fuail,

By observing the right-side chart, the
novice trader can only see the direction
of the market, He will completely miss
the other important contributing factors
of the trading process: the location of
the market price within the up-sloping
trend, the probable termination of the
current move, the impulsive or
corrective type of up-swing, efc.
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Fignre 175 ~ The right-side chart is
identical to that of the Figure 174 but
isn't anymore *naKked”.

By wusing the conmtextual and local
market techniques we realize that the
market is terminating the current
impulsive pattern once that W5 has
ended. The market is located exactly at
the confluence of 88.6% correction of
the prior trend with the Center line of
the inside ascending channel and the
1.786% extension of the larger
ascending channel, In case of a failed
halting confluence, more often than
not, the market will climb at least, all
the way fo 100% limit at the 1552.87
level,
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— =1 Figure 176 — The right-side chart is a

| continuation of that of Figure 175.
We can observe that the 1461.5
confluence level has performed its
halting job and reversed the market,
at least temporarily. The huge volatile
down-bar has been halted by the
confluence of the upper border of the
larger ascending channel and the
“lower border of the first down
extension of the inside ascending
channel. Seeing all this... One can
iruly say that the market may move
from one confluence zone to another.

| Figure 177 — The right-side chart is a
perfect example of mapping the
lundscape of the contextual chart. We
see from left to right: the termination
) af the ascending impulsive pattern
— £ | through a terminal wedge, the
------- N 1 variable size descending channels
. | forming the corrective puttern from

S| wWr o W3 and finally the W4

= | correction using a major pitchfork.

11

s L [ TP

Figure 178 - The right-side chart
reveals the landscape of the
contextual chart. Using a major
ascending pitchfork with a grafted
minor ascending pitchfork, on top of
it, we can sce that the market
—-— remembers, even four months later
T the memorized key levéls. The last bar
is @ huge volutile bar which joints,
— straight up, the seventh & the eighth
warning line of the major pitchfork.

B 4. Breakouts & False Moves of Channel’s Boundaries

Figure 179 — The right-side chart
E illustrates the volutile-bar breakout of

the descending channel. Before

! entering the trade, we will verify the
- momentum’s  pugnacity and the
resistances lying ahead of the market
Jlow, in order to avoid the false¢ moves
and the end-run phenotnenon,

g The confirmation of at least one
. %"’“‘ indicator, will certainly build-up our
J confidence and will also assist the

trader with money management,
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Figure 180 - The right-side chart
illustrates the volatile-bar breakout on
the lower border of the ascending
channel. This real breakout was
preceded by several false moves that did
not accomplish the final breakout. One
must be aware of the elements that
profect the frader from these false
moves while a breakout is attempted:
the high volume, the zooming through
the breaking line with huge bars, the
preceding gap preferably a breakaway
gap, the preceding terminal wedge
finishing-up the prior pattern and the
build-up of the momentum through a
series of widening bars culminating
with the big breaking bar.

Figure 181 - The right-side chart
continues that of the Figure 180. The
real 8000 key level breakdown having a
zooming-through-mechanism has been
so powerful that brought the market
flow all the way down to 7812 value to
the 3.500 Fibonacci ratio extension
level. The high-powered momentum of
the breakidown has wiped out the entire
gain of the nine-day trend in only forty-
eight honrs. The drop has halted just 7
points away from the old low of
10/22/2007. After such a drop with
huge-energy consumption, the market is
now restoring its kinetic energy in
sideways formation... As it does most of
the time,

5. Fan Lines

Figure 182 - The right-side chart
fllastrates three accelerating trend lines
called fan lines. They can be drawn on
a bar chart or on a line chart. The latter
type of chart seems to be more visnal,
The construction of the accelerating
trend lines is done by linking the same
departure pivot, usually the highest
high in a down-trend, with the
Jollowing three accelerating pivots (next
lower highs) — refer to right-side chart.
In case of the decelerating trend lines of
an up-trend, the linkage is done from
the same lowest low with the following
three decelerating pivots (mext higher
lows) — ne chart has been shown here.
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Flgure 183 — The right-side chart
Hlustrates three accelerating trend
“lines — the fan lines. They are the
\pume as those on Figure 182, but the
market prices are represented in
spandie bars.
EMost of the professional traders
Eronsider that afier three fan lines the
Sprader should expect a reversal, more
€0flcnn than not or at least a small
M correction or testing.
tIn the absence of a prominent
reversal, be ready for a zooming-
ithrongh phenomenon, which will
-enltance the sirength of the ongoing
trend. And don’t forget the old
adage... An old resistance may
become @ new support and vice versa.

R

6. Speed Lines

Figure 184 — The right-side chars
shaws the speed lines, firstly used by
Edson Gould, an early contributor 1o
the techunical analysis. They are
pussible to be drawn only afier the
completion of a swing by linking the
same higher high of a down-trend
with the progressive ratios signalled
on the vertical line of the down swing.
The first ratios used were Dow’s 33 %,
50% and 66% with a later Fibonacci
addition of 38.2% and 61.8%. )
The right-side chart shows the nse of
these tools applied 1o a line chart,
which seems o be more visible than
bar charts.

Figure 185 — The right-side chart is
the same as that of Figure 184 but
this time, it uses the candle bars.

Its advantage with regard to the line
chart is that the trader can also see
the reactions of the volatile bars’
spikes on the speed lines,

When the market flow reaches a
speed line, one of the following
mechanisms may occur: a reversal, a
pierce, a test, a re-test or a zooming-
through. None of these can be
accurately predicted, even if a high
vorlume with volatile bars, in the
nearness of the speed line might plead
Sfor a zooming- through chaice.

SRENEIRENATNE 1N

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com




Short-Term Trading - Integrated Pitchfork Analysis - Volume 2

7. Channels Drawn within Indicators

Figure 186 - The right-side chart illustrates
the termination of the current down-sloping
impulsive pattern once the terminal wedge
Jormation has been complered.

A confirming indicator (RSI) has been
drawn at the bottom of the bar chart.

The reversal will be confirmed by the RST
only if it break-ups its down-sloping TL-1
trend line, At that moment, the aggressive
traders will enter the trade, but not the
conservative traders. The latter will wait Jor
additional signals: the breakout of RSI’s
50% horizontal line associated with the
breakont of the 2-4 base line located on the
chart, just above the daily floor pivot at
4904 key level.. As you can see... A triple
confirmation is better than one!

Figure 187 — The rightside chart is the
same as that of Figure 186 but a few 5-min
bars later. The RSI’s TL-1 trend line has
been broken upward... And the aggressive
traders stepped already in!
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Figare 188 — The right-side chart uses

OSC(3,35) as a confirming indicator, drawn

at the chart’s bottom.

Even if the market price had the power to

lift itself above the 7860 old low level, the

descending channel indicates that the local

market is in a down mood, which will be

exacerbated if progressively:

- The triple moving averages (5-, 15- & 30-
emas) will be broken,

- The warning line (WL-7) will be broken,

- The 7860 key level will be broken, and

- The OSC(5,35)%s TL-01 trend line will be
broken,
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8. Channelling of the Line Charts
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1 As we have already mentioned the corrective

Figure 189 - e lhave applied the
channelling on the right-side line chari and
readily noticed that, in a way, the visibility is
better as that on the bar charts.

Without any Elliott wave labelling, we observe
right away that the market price spills onf of
the channel’s initial bedding. This is an
excellent Elliott differential diagnosis tool,

patierns ideally obey and lay within the
boundaries of the channel, especially when
they are high-powered momentun zigzags.

The impulsive pattern has a tendency to spill
out of the initial channel bedding, forming
multiple-storey-channels (chart on the right).

Figure 190 - The right-side chart Is a
continuation of the chart of Figure 189, but
three days later.,

We noticed that the downward extensions of
the line chart’s initial channel have sirongly
extended to the channel’s fourth storey.

In spite of its apparent better visibility, the
line chart is unable to show the individual
corrective pattern moves of the volatile bars’
spikes on the channels’ boundaries.

Thaus, the use of the line or bar channels is
symbiotic and necessitates either a dual or a
separate use, depending on the market’s
behaviour at the moment of trading.

9.  Gap Channelling — High Precision &

Figare 191 — We have noticed that the use of
the gap channelling allows not only fo
successfully trade the gap itself, but also to
enter trades, long time afier the prominent
gap has taken place. The righi-side chart
shows the symbiosis, which could exist
between the gap and its allocated descending
pitchfork. As we can observe on left side,
there were at least two trading opportunities:
the filling in of the gap and the breakout with
test and re-test of the irigger line of the
pitchfork, which happened three days later.
We have to confess that this technigue is very
profitable, although poorly known. We have
decided o consecrate an entire chapter in our
next book, besides the already consecrated
one in the first volume.
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Figure 192 — The right-side chart shows the
influence of the major pitchfork gap’s more
than ten days after its occurrence. Not only
are pitchfork’s warning lines (WL-8 to WL-
14) still very influential on the market flow
but also the gap’s chart formation offers
namerous low-risk high-probability trade
opportunities.
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Figure 193 -~ The down-gap channelling
illustrated in the right-side chart can offer at
least two scenarios. We have prepared the
most probable set-up that could closely follow
the market flow, as soon as the market price
will evolve, whatever the market direction is.
At a first glance there are multiple conditions
that will plead for the continuation of the
downtrend:

- The down-sioping contextual market,

- The huge volatile last bar,

- The minimum P1 level retrace - only 38%
However there are also, not so obvious factors
that conld influence an incoming reversal:

- The nearness of the PO old low,

- The P2 level can be the W5's termination,

- And, the often forgotten Contrary Opinion.
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Figure 194 — The right-side chart is a
continuation of the chart in Figure 193, but
e and a half days later.

As most of the time, the market has decided to
Jill the gap, and develop the third non-
mentioned scenario, the sideways movements.
Due to the local market activity - the last three
bars, we are inclined to consider an up-move
1o at least the upper barder of the gap at 7909
key level. A more detailed analysis must be
considered at that moment.
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10. Un-Orthodox Channelling

Volume 2
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Figure 195 — Please imagine thal you have

E drawn the right-side chart set-up but you
E| feel that something is missing for taking an
)| optimal decision. In that case, the un-

orthodox channelling is precivus and it
shows all its value, Given its importance, we

| have dedicated an entire chapter to this

subject, in volume one (refer to page 117).
Defined as a link of a series of higher highs
ar lower highs, the un-orthodox trend line
differ from the orthodox (traditional) trend
lines because they traverse the marke,
camonflaged between the numerous valleys
and peaks. For that reason, many
inexperienced traders are not familiar with
their existence and profitable use.

Figure 196 - The right-side chart is the
sante as that of Figure 195, but with an un-
orthodox channel drawn on it.

We see right away its advantage because
among other things, its upper boundary has
created a confluence around 13500 zone
with the TL-02 orthodox trend line and the
whole hundred 13500 number key level
The creation of this confluence has a big
advantage because now the trader knows to
expect either a strong bounce on it, or on
the contrary, a zooming-throngh move at
the speed of a freight-train,

Figure 197 — The right-side chart is the
same as that of Figure 196, but three days
later.

As we have anticipated above, the market
dropped at the speed of a freight frain fo
13000 key level zone, leaving well behind
the initial confluence of the 13500 key level,
The trader should expect another critical
event (zooming-through or bounce) when
the market flow will trespass, or net, the
lower boundary of the ascending nun-
orthedox channel. Now... Looking back, we
suddenly realize... The chart set-up withont
the un-orthodox channelling wouldn’t have
sufficed 1o optimally manage these moves.
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Figure 198 — The right-side chart shows a
Sfocused segment of an un-orthodox
channelling pertaining to the contextual
market flow,

Its presence allows the trader to better
manage the “would be” market movements.
A close observation of the chart will reveal
that the market flow has tested almost all
the Fibonacci ratio levels on its way to
climb, all the way to the highest high, af the
114.33 key level,

Even if, for the moment, the high-powered
momentum seems to be intact, due to the
market price’s location well above the 21-
ema, be on the watch out for a market price
drop to the old 78.6 Fib level and then to the
un-orthodox channel’s Center line,
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11.  Regression Trend Lines (RTL) -

Automatic Channelling

Figure 199 — We can see on the right-side
chart the use of the automatic regression
trend lines (RTC).

We named it antomatic because a charting
software program draws it, The trader will
only have to manage the starting point of
the ascending or descending trending data
and its slope. We have been using for years
the Advanced GET of www.esignal.com
and we can sqy that it is very efficient,

The sofiware program calculates the “best
fitted” channel lines encompassing most of
the data within the standard deviation lines,
Always use the Pearson’s R coefficient.
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Figure 200 — The right-side chart shows
the influential power of the RYC in
embedding the market flow. It also
illustrates the assistance of the OS C(5,33),
The use of Pearson’s R coefficient, which
can be turned on or off, is beneficial
because it gives the trader a clue of how
efficient the RTC may be: the closer to the
1.00 value, the “best fitting” of the data is
performed. A 90% coefficient is excellent
while a 5% is unacceptable.

In case that the market flow bedding isn’t
propitious to the use of the RTC, the trader
can replace it with the Displaced Moving
Averages (DMA) having a period of 6 bars
with 4 displaced bars.
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Figure 201 - The right-side chart
illustrates the use of the RTC associated
with the TL-01 trend line. We can see that
even if the market flow exited the regression
trend channel, it not only returned to it two
days later, but it was also halted by the
lower  boundary. Judging by the
OS5C(5,35)'s dome it seems that the market
price is ready for another drop.

In this chart example we can notice that the
use of a parallel trend line, related or not to
the Fibonacci ratios, can be of a great
assistance in the revealing process of low-
risk high-probability trades.

12, Global Channelling - The Final Conclusion

Figure 202 — Now that we have reached
the end of this very useful chapter,
representing a real professional edge for the
o trader, we will try to show on the right-side
R chart, an advanced use of the channelling.
' This technique not only associates multiple
tools but it makes sure that the management
of a trade is closely followed with adegquate
moncy management,

We can consider the chart as a quintessence
of channelling where different tools not
only work ftogether in symergy but they
enhance euch other for a better trading
outcome: criss-cross chan?:elling technigue,
accelerating volume trend lines, rectangles’
extensions, gap’s measurements, price
Fibonacci ratios, orthodox trend lines, ete.

e e P e

Figure 203 — The right-side chart is the
same as that of Figure 202, but a few hours
later, at the end-of-the-day.

S This time we tried to remain simple: an
I : ascending  major  pitchfork, multiple

;o counter-trend  parallelograms &  their
extensions, a gap’s extensions and two “to
be broken” orthodox trend lines.
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The huge advantage of channeling is that it allows the trader te
better understand the market flow whatever it is: the contextus
or the local market.
The study of Elliott patterns can be done through the practice ot
the prior pattern channeling for targeting its termination ang
also through the channeling of its own inception & development.
The high-powered momentum corrective patterns, like stecp
zigzags, faithfully follow the channeling structures, much bettor
than the impulsive patterns. The latter prefer the multi-story
channeling guided by adequate Fibonacci ratios.

This behavior can serve as arn Effiott differential diagnosis tool.
More often than not, the extensions of the first volatile bar, the
trading range and the opening range, will terminate their entire
swing (trend) on an extension guided by a Fibonacci ratio.
At the day’s end, the opening range will be located, more than
70% of the time, at one of the day’s market extremities.
The P1-P2 trend line technique is a derivate tool of the pitchfork.
Used as a confirmation tool, it has the advantage of associating
price & time. Their intersection is Gann oriented and supplies one
of the strongest & the most reliable signals in trading.
The 2-4 base line is another reliable trading tool, which measures
the termination of the impulsive pattern. It serves as a landmark
for the W5’s end.
We have to confess that the trade’s context is one of the closely
guarded secrets responsible for trader's success or failure.
A detalied study of the confluences reveals that the market is
nothing else but a continuous move, from one confluence zone to
another.
In order to avoid a failed breakout only fuelied by the false moves
the trader must constantly be on the watch out for protecting |
elements: the high volume occurrences, the zooming through the
breaking line, a preceding gap preferably a breakaway gap, the
existence of an expanding condition, preferably in the nearness
of the breaking line like a string of narrow bars, a terminal wedge
or a long-duration consolidation. One should avoid taking any
breakout when there are disparate bars with variable sizes, near
the breaking line.

Most of the professional traders consider that after three fan
lines the trader should expect a reversal, more often than not, or
at least a test with a small correction.

When a speed line is approached by the market price, the trader
must expect: a reversal, a pierce, a test, a re-test or 2 Zoonting-
through.
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« Be aware that in spite of their better apparent visualisation, the
line bar channelling are unable to show the Individual corrective
pattern moves of the volatile bars’ spikes on the channel

boundaries.
« Gap channelling often acts as a high precision, reliable &

profitable tool
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Chapter 8

Variable Time/Price Location of Pitchfork’s Anchor
Parallel Trigger Lines & P1-P2 Fibs Trend Lines

As most of us know, a pitchfork can’t be constructed without knowing the location of the
anchor (P pivot) and the P1 and P2 pivets, which will dictate the size, and the slope of the
P1-P2 swing.

We have already described in the first volume (refer fo Chapter 6) that:

- The length and the slope of the handle will definitely influence the performances of the
pitchfork’s task. The handle is defined as the distance between the anchor (PO pivot)) and
the P1-P2 swing’s midpoint.

- The height and the slope of the P1-P2 swing will also play an important role in creating
the slope of the trigger lines. A steeper slope causes a taller height and a smaller height
is caused by a leaner slope (refer fo Figure 101 of volume one).

- The handle’s size and the P1-P2 swing’s size angle rotation will greatly influence the
risk of the frade.

- A trend failure will convert a trigger line into a Hagopian line.

After the detailed study of the handle and P1-P2 characteristics done in the first volume, we
will try to understand if the pitchfork task efficiency will be modified by the choice of the
anchor location. This is very possible because we know already that the choice of pitchfork’s
pivots will greatly engender its efficiency, which is expressed as how well the market flow is
described.

After the variable anchor location subject we will go into a greater detail with the synergetic
effect of the parallel trigger lines and P1-P2 Fibs ratio trend lines,

1. Variable Time/Price Anchor Location of the Pitchforks

by Dr Mircea Dologa
wew.pichforktradercom
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Figure 204 - The above chart sets the scene of choosing the best anchor location through the use of the
Cartesian coordinates. The anchor’s location will be chosen al the price and time intersection, due to the
Gann'’s principle which states that the high probability reversals occur where time meets the price.
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Figure 205 - The above chart illustrates the criss—cross of the time/price Fibonacci trend lines. They s
the scene of choosing the best anchor location through the use of the Cartesian coordinates.

L1 Description of the Variable Anchor Location Set-up

We are guided by the concept that the anchor’s location (PO or p0) can be situated anywhers
in the area delineated, af right of the chart (refer to Figure 205), by the pI-p2 swing, and e
left of the chart (refer to Figure 205) by the vertical line dropped from the major PO pivot.
which represents the lowest low of the preceding swing.

The anchor’s location will be given by the intersection of a horizontal Fibonacci trend line
(division of the price-height of the chart-space) with a vertical Fibonacci trend line (division vy
the time—length of the chart-space). The former will be obtained by applying the Fibonac«i
ratios to the height of the pl-p2 swing and the latter will be obtained by applying th
Fibonacci ratios to the p0-p2 horizontal distance. We should mention that the PO pivot witt
remain immeobile representing a classic pivot, while the p0 variable location pivot will mos¢
in the delineated area stabilizing at the intersection of the time/price Fibs lines, identified by
the Cartesian coordinates.

1.2 Description of the Classic Anchor Set-up (P0=p0)

RELCH St E oY o

irs
i

Figure 206 - A classic pitchfork has been drawn in the above chart. The anchor location (P0=p0} is th:
low of the preceding swing.

The first example of the anchor location illustrated in Figure 206 is classic using the lowest
low of the swing opposite to the pl-p2 swing, where P0 equates p0. An attentive observation

Copyright 2007 by Dr, Mircea Dologa - ALL RIGHTS RESERYED - www.pitchforktrader.com i



They o

iywhers
,andl .
0 piven

nd b
sion of
ponac
ing the
vot wils
I mosse
ified o

’) l'.S r}h'

lowest
vation

Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 153

of the context of the chart will show if the pitchfork will optimally describe the market flow:

The slope of the drawn pitchfork is ascending encasing the most of the chart, with the

exception of the Gap n° 1.

Both of the descending opening gaps (Gaps n° I & 2) of the terminal portion of the local

market chart have their specific roles:

- Gap n° 1 was conceived while the market flow considered the upper median line (U-
MLH) as a very strong support; therefore it jumped it rather than testing it before
zooming throngh. Then, the market price (ried to fill the gap but it encountered a very
solid resistance by the gap’s floor formed by the upper median line (U-MLH). After
the Iatter has been tested several times, but it didn’t give in, the market finally decided
to drop testing on its way down the upper 50% Fibonacci lines.

- Gap n° 2 was formed under the influence of the high-powered down momentum. As a
consequence, this second gap jumped over the median line (ML) zooming through it
all the way down to the lower 50% Fibonacci line.

The median line (ML) passes through the 61.8% of the September 26™ opening gap.

We have purposely omitted to draw a minor down-sloping pitchfork, having an anchor on
the highest high, right on the sliding parallel line (PH). It would have probably described
very well the local market. But we didn’t do it because of the crowding the chart reasons.

Conclusion: If we would have to evaluate the efficiency of the pitchfork to describe the
market flow, on a scale from 1 to 19, we would give it an eight.

1.3 Description of the First Variable Anchor Set-up (23.6% & 23.6% T/P Cartesians)

A0 {0y - PleiPork kaviog 8 ackor Eecstion. (923
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Figure 207 - The above pitchfork is onr first variable anchor version. This time the anchor location is at
a time/price Fibonacci intersection lines. The classic PO pivot doesn’t coincide with the variable p0 pivot.

The second example of the anchor location illustrated in Figure 207 uses a variable p0 pivotal
anchor established at the confluence of the 23.6% time Cartesian coordinate and the 23.6%
price Cartesian coordinates. A careful examination of the context of the chart will show if the
pitchfork will optimally describe the market flow:

The slope of the drawn pitchfork is ascending encasing the most of the chart, with the
exception of the last portion of the local market containing the recent moves,

1
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Both of the descending opening gaps of the terminal portion of the local market ¢l
has their specific roles (Gaps n° I & 2 — not labelled here but identical as those of 1
Figure 206).

The median line serves as a symmetry axis for the last eight trading days.

The last gap (Gap n° 2) has been formed out of the main body of the pitchfork, ri;
under the lower medial line (L-MLH).

Conclusion: If we would have to evaluate the efficiency of the pitchfork to describe ¢
market flow, on a scale from 1 to 10, we would give it a nine.

1.4 Description of the Second Variable Anchor Set-up (14.6% & 23.6% T/P
Cartesians)
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Figure 208 - The above pitchfork is our second variable anchor version. The anchor location is ai
time/price Fibonacci intersection lines.

The third example of the anchor location illustrated in Figure 208 uses a variable p6 piva
anchor established at the confluence of the 14.6% time Cartesian coordinate and the 23.6'
price Cartesian coordinates. A careful examination of the context of the chart will show if «l
pitchfork will optimally describe the market flow:

The slope of the drawn pitchfork is ascending encasing the most of the chart, with «
exception of the last portion of the local market, almost identical as the example

Figure 207.

Both of the descending opening gaps of the terminal portion of the local market cha
have their specific roles (Gaps n° 1 & 2 ~ not labelled here but identical as those of ¢
Figure 206),

The median line serves as a symmetry axis for the Iast eight trading days, but less as

the second example.

The last gap (Gap n° 2) has been formed mostly within the main body of the pitchfor
with the lower medial line (L-MLH) serving as the gap’s last third delineated frontier.

Conclusion: If we would have to evaluate the efficiency of the pitchfork to describe tt
market flow, on a scale from 1 to 10, we would give it a nine.
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e 1.5 Description of the Third Variable Anchor Set-up (50 % & 50% T/P Cartesians)
the
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Figure 209 - The above pitchfork is our third variable anchor version. The anchor location is at a
time/price Fibonacci intersection lines.

The fourth example of the anchor location illustrated in Figure 209 uses a variable p0 pivotal
anchor established at the confluence of the 50% time Cartesian coordinate and the 50% price
Cartesian coordinates. A detailed study of the context of the chart will reveal if the pitchfork

will optimally describe the market flow:

- The slope of the drawn ascending pitchfork has drastically changed compared with the
preceding examples. It has been simply inversed, being now, less than horizontal.

- The market flow is not encased anymore in the pitchfork’s main body. In spite of this,
the pitchfork acolytes describe pretty well the contextual and tocal market. Almost each
of them constitutes a strong resistance or support.

- Both of the descending opening gaps of the terminal portion of the local market chart

the have their specific roles (Gaps n° 1 & 2 — not labelled here but identical as those of the

i Figure 206), even If they are located now outside of the pitchfork’s main body.

- It seems that the median line has lost for now its magnet role and it doesn’t serve as a

ELN symmetry axis. This is only normal, because the median line yielded for the moment, its

the principal roles to its acolytes, especially to the warning line and the upper 50% Fibs

lines. :

/i ]

otul
6" .
the

S
" We have purposely omitted to draw a minor down-sloping pitchfork, having an anchor on

the highest high, just above the last upper 50% Fibs line. It would have probably described

wh.
very well the local market. But we didn’t do it because of the crowding the chart reasons.

the Conclusion: If we would have to evaluate the efficiency of the pitchfork to describe the

market flow, on a scale from I to 10, we would give it an eight.
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1.6 Description of the Fourth Variable Anchor Set-up (38.2 % & 38.2% T/P
Cartesians)

Copyright 2007
by Dr Mircea Dologa
wow.pitchiockirader.com

2

Figure 210 - The above pitchfork is our fourth variable anchor version. The anchor location is ut
time/price Fibonacci intersection lines.

The fifth example of the anchor location illustrated in Figure 210 uses a variable p0 pivot:
anchor established at the confluence of the 38.2% time Cartesian coordinate and the 38.6°
price Cartesian coordinates. A careful study of the context of the chart will reveal if th
pitchfork will optimally describe the market flow:
- The slope of the drawn ascending pitchfork is now up around 22°,
- The market flow is almost encased in the pitchfork’s main body.
- Both of the descending opening gaps of the terminal portion of the local market char
are now almost encased in the pitchfork’s main body and have their specific roles (Gap
n° 1 & 2 — not labelled here but identical as those of the Figure 206).
- It seems that the median line has now recovered its magnet role and serves again, as
symmetry axis,

We have purposely omitted to draw a minor down-sloping pitchfork, having an anchor o
the highest high, just above the last upper 50% Fibs line. It would have probably describe
very well the local market, but we didn’t do it becanse of crowding the chart.

Conclusion: If we would have to evaluate the efficiency of the pitchfork to describe th
market flow, on a scale from 1 to 10, we would giveita 9.5
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1.7 Description of the Fifth Variable Anchor Set-up (14.6 % & 14.6% T/P Cartesians)
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Figure 211 - The above pitchfork is our fifth variable anchor version. The anchor location is at a
time/price Fibonacci intersection lines.

The sixth example of the anchor location illustrated in Figure 211 uses a variable p0 pivotal
anchor established at the confluence of the 14.6% time Cartesian coordinate and the 14.6%
price Cartesian coordinates. A careful observation of the context of the chart will reveal if the
pitchfork will optimalty describe the market flow:

- The slope of the drawn ascending pitchfork is now up around 30°

- The market flow is almost encased in the pitchfork’s main body, with the exception of

the last down-gap.
. Both of the descending opening gaps of the terminal portion of the Jocal market have

their specific roles (Gaps #n° 1 & 2 — not labelled here but identical as those of the Figure
206). |

- It seems that the median line has how recovered its magnet role and serves again, more
or less, as a symmetry axis.

We have purposely omitted to draw a minor down-sloping pitchfork, having an anchor on
the highest high, just above the median line (ML). It would have probably described very
well the local market. But we didn’t do it because of the crowding the chart reasons.
Conclusion: If we would have to evaluate the efficiency of the pitchfork to describe the
market flow, on a scale from 1 to 10, we would give it ¢ nine.
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Figure 212 - The above pitchfork is our sixth variable anchor version. The anchor location is ni «

The seventh example of the anchor location Mustrated in Figure 212 uses a variable p0 pivots

anchor established at the confluence of the 38.2%
price Cartesian coordinates. A careful observati

time Cartesian coordinate and the 38.6%
on of the context will reveal if the pitchior

will optimally describe the market flow:

- The slope of the drawn ascending pitchfork is now up around 45°,

- The market flow is alnost outside of the pitchfork’s main body.

- Both of the descending opening gaps of the terminal portion of the local market chart
are now almost encased in the pitchfork’s main body and have their specific roles (Gaps
n° 1 & 2 — not labelled here but identical as those of the Figure 206). They are both
located outside the main pitchfork’s body.

- It seems that the median line has lost for now any kind of a role.

- because the median line yielded for the moment, all its roles to its

line and the upper 50% Fibs lines.

It is edd to observe that in spite of the median line’s principal and un-contested roles, thiy
variable anchor location version has completely eliminated the ML’s functions. However, like
a grafted organ, its acolytes took over, and the obedient market flow follows them. We can
observe that ALL the warning lines and the lower 50% Fibs lines, constitute, in a more or
less pronounced manner a support or a resistance... As far as the chart can contain.,.up to
the third warning line (JVL-3) and the last lower 50% Fibs line.

Conclusion: If we would have to evaluate the efficiency of the pitchfork to describe the
market flow, on a scale from 1 to 10, we would give it a nine,

This is only normal,
acolytes, the warning

Conclusion of Sub-Chapter n° I: Out of the seven examples, we strongly plead and prefer th«
example n° 5 (refer 1o Figure 210). 1t is due to the contextual & local market flow almaos
complete encasement in the pitchfork’s main body, the enhanced role of the median line, the
long—lasting channel formed by the ML & U-MLH and the two obvious gap opportunit
trades... and... Most of all, due to the most optimal market flow description!
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2. Parallel Trigger Lines

Given the importance of the trigger line we have consecrated an entire chapter In the first
volume. We have expressly omitted to treat the parallel trend line, in order to describe them
together with the P1-P2 Fibs trend lines (refer farther to the last sub-chapter).

The construction of the trigger line (7L) is handy to follow; its line joints the pivotal anchor
(P0) with the P1 pivot (upper trigger line (U-TL)) or with the P2 pivot (fower trigger line (L-
TL)) for an up-sloping pitchfork (refer to Figure 213).

Whenever a failure (momentum cui-off) oceurs, the trigger line can be used as a confirmation
of the change of the trend. -

The way these trigger lines are behaving, while touched or penetrated, it is not different from
that of the median lines or its associates, especially when it concerns testing, piercing or
zooming.

2.1 Hagopian Rule and Line

Given the importance of the very little known Hagopian rule we would like to repeat it for the
benefit of the trader, in spite of the fact that we have already described it, in the second sub-
chapter of the Chapter 6 of the first volume. It simply applies when an up-sloping market is
approaching a significant trend line (slant, horizontal or curvilinear) but it’s not strong
enough to test it (Example: the ML of an up-sloping pitchfork).

The rule states that, the price will reverse vigorously, after approaching the ML, in a big
counter-move. It drops like a rock, towards an opposite sirong trend line (L-MLH and the
lower trigger line (L-TL), in our Figure 213 example). Its reverse momentum is usoally
stronger than the momentum of its prior approach.

In its strong counter-move impetus, the price will meet the same trend line that it was
drifting along before reversing. In our example, that is the lower trigger line (L-TL), which
joined the anchor (P0) and the P2 of the up-sloping pitchfork (refer to Figure 213). 1t
represents the Hagopian line, which has the merit of completing the set-up of the price failure

rule.

Figure 213 - The lower trigger line of the above pitchfork naturally converts into a Hagopian line at the
accurrence of the double up-sloping price-failures revealed by the strong slant resistance (TL-I).

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com
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Concerning the Hagopian line, Dr Alan H. Andrews clearly stated:

“When prices reverse trend before reaching a line (ML in our example) at which probability indicare
such a reversal could start, proper action may be taken in buying or selling, if prices cross the trend fine
(L-TL in our example) they were moving along before reversing”.

The Hagopian rule concept is ideally illustrated in the above S-min German Dax Futuro
chart (refer to Figure 213); after the two up-sloping failures in the 5073-5070 price zour
(lower highs), the price dropped like a stone, in a huge counter-trend movement. It zoomed
through the Hagopian line (Lower Trigger Line — in our case) and then re-tested twice the
line, before deciding to take the path of least resistance, in a high downward momentum
meod. The numerous huge down-sloping bars confirmed it.

2.2 Parallel Trigger Line Channel can Signal the Trend’s Termination

Whenever the trigger lines are out of the market flow’s field we can successfully replace thew
with the parallel trigger lines.

T,

Figure 214 - The presence of the above Gold Futures chart with its current 8110 highest high, might
make the trader wonder... What is so special about it? We have drawn it because we would like that the
trader imagine what tools would be the best for the “wonld-be” pitchfork’s trigger lines or the parallel
trigger lines.

Figure 215 - The above pitchfork with its upper trend line have been drawn on the chart of Figure 214,
One can obviously see that the trigger line is outside, far away from the market flow’s Sfield,
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Figure 216 - We have drawn on the above pitchfork not only its upper trigger line, like in Figure 215,

but also its parallel wrigger line up-sloping channel formed by:

- The upper border parallel trigger line, drawn from the intersection of the P1-P2 midpoint swing with
the median line,

- The lower border parallel trigger line, drawn from the pitchfork’s P2 pivot

- The mid-channel line which splits the channel in two pars.

One can obviously observe that the market flow is cruising upward along the lower mid-channel. It seems

that the last price bar is initiating a breakout of the mid-channel line, having as a prime target the upper

border or may be higher. The ultimate target would be the upper part of the trigger line, in case of an

extended trend.

Figure 217 - We have drawn on the above pitchfork not only its parallel trigger line up-sioping channel,
like in Figure 216 but also pitchfork’s third warning line (WL-3). The market flow has continued its
climbing from 8110 to 8480 key level. As we have anticipated, the market price already attained the upper
border of the parallel trigger line channel, and now it is being trapped under i, in spite of the last two
bars’ highs, which almost reached the WL-3. This double halting, on the highs and close levels of the last
fwo bars signals a very strong and very probable reversal.
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Figure 218 - It is always safe to have another signal confirmation. We were able 1o find the birthing %
rectangle, which has constituted the foundation of this strong three month trend. We can observe that ié
839.3 key level is its sixth extension, just a few points away from the current highest high at 848.0. Om 3
confidence has considerably improved and we are ready for a short trade, if the market flow will reverse.

Figure 220 - Even on its way down, the market obeys the WL-1 & channel’s lower-border confluence,
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2.3 Parallel Trigger Line Channel & its Extensions - Corrective Wave Projection
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Figure 221 - Once the high-powered down-sioping impulsive wave has been halted at 7917 key level, we
have drawn a parallel trigger trend line. We are expecting now a correction wave, which can be a zigzag,
a flat or a triangle pattern. We have opted for the zigiag correction pattern given the down high-powered
momentum, which will probably travel along a parallel trigger line channel, whose lower border is
already drawn. If we apply the “What If...” concept we should be also prepared for a flat or a triangle
correction, thus we have drawn the horizontal trend lines at 7917, 8025 and 8107 key levels.

pped!

Figure 222 - The advantage of the parallel trigger line channel is that it can be constructed only with
two opposite touches, instead of the four indispensable touches necessary to construct the classic
channel. Thus we have started to draw an ascending channel whose final form is not yet finally defined,
If we carefully study the inception of the correction movement, we realize that we have, so far, two
possible chart formation choices:

- Our expected chart formation kaving an up-sleping direction conform to that of the trigger line. It is
graphically oriented after the direction of the parallel trigger channel direction. So far, we have
already two touches, on the upper and lower parallel trigger lines. We’ll see what the following bars
will have to offer...!

- A less probable chart formation, under the form of a flat or complex pattern, taking the
configuration of a horizontal pattern... Maybe a rectangle. Once again, the next bars will have a

HeRnL e word to say...!
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Figure 223 - The market sl T ] -
dropped, in the right-side chart, . S - s \]'L.‘ ./j"L R
all the way down to the lower Rerpetus Conniac ' Jﬁl‘ 2

border of the parallel trigger line VTl CE1 i
channel. For now, it seems that 1 _

our expected chart formation
probability is enhanced and even
vouched for, because it has
already four touches and it has
not only tested and re-tested the
lower border but it has also
reversed and started to climb,
Anyway, the 7917 lowest low of M:‘ .',-',}‘:‘;;,rﬁ“
the local market hasn't been yet

Trigger Llaex

touched, meaning that the proba- Cpn
bility of a rectangle choice is for v puchhrindn e
the moment, close to zero. - - “

Figure 224 - As we have
anticipated the up-sioping parallel
trigger channel is confirmed with
a steep 45° slope, on the right-side
chart, The channel is well
established having three lower
border channel touches and seven
upper border channel touches.
The local market seems fto be
inclined to reverse, but it was, for
the moment, halted just on the
piidline of the channel.

Figure 225 - As we have taken
into consideration, in the prior
chart, the market flow not only
reversed but it spilled down from
the initial channel. It dropped all
the way down to the 150%
extension of the initial channel to
the 7830 key level, being short of
only 30 pts of the whole number
7800 key level, and at the same
time, a strong old low level (P2).
As one can see, the parallel
trigger line channelling is a very
advantageous edge for the
professional  trader, combined
with its extensions and guided by
the Fibonracci ratios.

e i
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3. P1-P2 Fibonacci Ratio Trend Lines
3.1 Market Flow Description — Variable Anchor Location & Fixed PI1-P2 Swing Midpoint

In the first sub-chapter of this chapter we have described our original research concerning the
variable anchor location of a traditional pitchfork. In order to do that, we have utilized the
pitchfork’s classically allocated PO, P1 and P2 pivot. PO and p0 correspond to a fixed and a
variable anchor, respectively,

It’s important to note that the median line has been constrncted by linking the variable
anchor (p0) and the fixed midpoint of the P1-P2 swing. It had a variable angle slope given by
the Cartesian location of the variable anchor (p0) and the fixed P1-P2 swing midpeint (P1/2).
We mentioned that the main purpose of this stundy was to obtain the best pitchfork that
optimally describes the contextual and the local market. And...As we have seen, we have
inclined towards a pitchfork choice that completely encases the market flow, thus giving all
the power to the median line to exert its main functions: the powerful market price magnet
and the symmetry role.

3.2 Market Flow Delineation — Fixed Anchor Location & Fixed P1-P2 Swing Midpoint

In the second sub-chapter of this chapter we have discussed our original research concerning
the parallel trigger line with their principal functions: the signalling of the trend’s
termination and the nse of the parallel trigger line channel for corrective wave projection.
It’s important to note that the median line has been constructed by linking the anchor and
the midpoint of the P1-P2 swing. It had the same angle slope given by the fixed Cartesian
anchor (P0) and the fixed P1-P2 swing midpoint (P1/2).

The use of these parallel trigger lines with their eventual channel and extensions represents a
real edge when the classic trigger line is way ont of the market flow’s embedding.

3.3 Market Flow Delineation — Fixed Anchor Location & Fixed PI1-P2 Swing Midpoint

In this sub-chapter we will study the possibility of using a variable “median line” function due
to the variable P1-P2 swing midpoint location. The exact chosen position will be guided by
applying the Fibonacci ratios to the price-height of the P1-P2 swing.

The slant linking trend line of the fixed anchor (P0) with the variable P1-P2 swing midpoint
location (P1/2 level) will create what we have called the PI-P2 Fibonacci ratio trend lines.
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Figure 226 - As we can see in the above chart the P1-P2 25% Fibs trend line has halted the highest high
of the local market. We have expressly chosen only certain Fibonacci ratios (38.2% & 61.8%) and Gann
ratios (25%, 50% & 75%). For convenience purposes, we work with them only under the Fibonacci name
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3.4 Highest High Delineated by the P1-P2 Fibonacci Ratio Trend Lines
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Figure 227 - As we can see in the above chart the P1-P2 25 % Fibs trend line has been drawn, in orde
lo try to delineate the highest high of the current trend, The drawing of the warning line ( WL-1), whi.
has created a confluence zone (147000 10 147600), is one of the tools that optimise the trade’s eutcomye,
In case that the trader wonders about the confluence zone’s width - the allowed number af bars - w
consider the confluence valid only if the price bars will either cross the intersection zone (point) or will h
very near, no farther than 1 te 3 bars.
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Figure 228 - The above chart continues the preceding chart, As we can see, three days later, the marke:

Slow reached the P1-P2 25% Fibs trend line and touched it twice. It performed a big doji with a lony
upper tail, which signalled that the bulls lost the batle Sfor now, and finally decided to reverse. As it
happens, more ofien than not, the market will Jirsdy drop to pitchfork’s median line and then, to the
fourth lesser degree Elliott wave of the prior pattern. But... Will the weight of evidence factors validair
the reversal? For a plausible reply, we will look Jor an additional confirmation tool.
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Figure 229 - The above chart supplies the additional confirmation tool — the Fibonacci arcs - Jor
enhancement of the reversal probability. The 147600 confluence zone is enhanced by the 3.125
Fibonacci ratio arc. The last four bars are embedded within a curvilinear channel formed by the 3.0 &
3.125 Fibonacci ratio arcs. Any trespassing of this channel will signal an enhanced reversal or, on the

f;;‘:'; ' contrary, a trend continnation. In the latter case, the channelled portion will be considered as a pullback.
e, - 3.5 Pi1-P2 Fibonacci Ratio Trend Lines - The Ideal Follow-up Tool of the Trend
o : The use of the P1-P2 Fibonacci trend lines is usually optimal outside of the pitchfork’s main

it h :
‘ body. However, we can start applying them as early as possible, when we closely follow the

market flow breaking the main bedy’s limits, the upper or the lower median line.

S A Troriie S

arket Figure 230 - The above chart illustrates the last bar’s break-up of the upper median line (uml)
fong pertaining to the minor down-sloping pitchfork. At the same ftime, the market flow is getting away from
As it the major pitchfork’s median line (ML) targeting its upper median line (UML) However, the separating
distanice is a multiple ATRs farther away. The trader would need a tool 10 assist him/her 0 immediately
enter, in case of a precocious reversal It will surely offer a small stop loss, which will optimise the trade.
We have decided to use the P1-P2 75% Fibs trend line for this close follow-up task. For the moment this
trend line has probably temporarily halted the market price, with the last bar just underneath i,

1 the
idate
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Figure 231 - The right-
side chart is the same as the
preceding chart, but a 60-
min bar later. We can easily
observe, rthat the market
flow continues its high-
powered movement. The
last bar, which is the
reversal’s third bar, has just
jumped the PI-P2 75%
Fibonacci trend line. We
should adapt our Fibonacci
set-up now and draw the
next Fibs line — the P1-P2
78.6% Fibonaci trend line.
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Figure 232 - The right-
side chart is the same as the
preceding chart, but two 60-
min bars later. We can
easily observe, that the
market flow continues its
high-powered . movement,
and also jumped the new
P1.P2  78.6% Fibonacci
trend line.

The vigorous breakout of
the latter rend line
Hlustrates the high strength
of the current market flow
and its potential to reach at
least the upper trigger line.
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Figure 233 - The right-
side chart is the same as the
preceding chart, but two 60-
min bars later. We can
easily  observe, that the
market flow continued its
high-powered  movement,
and has been temporarily
halted by the minor
pitchfork’s trigger line. The
last bar being very volatile it
signals two Juture
behaviours of the local
market  flow: either a
zoonting  through or a
multiple bar trading range
due to its gradual energy
consumption. The UML
target is closing in,
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Key Points to Remember:

« The hest anchor location of a pitchfork is at the time/price
intersection, due to the Gann's principle that the high
probability reversals occur where time meets the price.

« The traders frequently wonder how do we choose the bhest
pitchfork. We can say that it is a question of optimizing the
market flow description: a complete encasement of the market
¢low in the pitchfork's ‘main body and an enhanced role of the
median line.

. pon't neglect the role of the Hagopian line. it is one of the keys
to finding the jow-risk high-probability trades.

. Whenever the trigger jines are out of the market flow's field we

can successfully replace them with the paraliel trigger lines.
Their channeling combined with its extensions and guided by
the Fibonacci ratios constitute a real edge for the experienced
trader.
Their advantage is that initially, it needs only a two points
channel in order to draw a channel, in comparison with the
needed four points of the classic channel. in case of a breakout
energy pattern, a horizontal channet can also be drawn by using
only three touches, where the fourth is counted as the breaking
point.

. When you believe that you have the surest strategy always
remember the “What i€...” concept and act in concordance!

e The P1-P2 Fibonacci trend lines are optimally used when the
market price starts to leave the pitchfork’s main body. Used, as
early as possible, they constitute an efficient tool for trend’s
follow-up and reversal's detection.

e

i TR TR
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Chapter 9
Vvariable Time/Price Location Anchor in Schiff Pitchfork

As we have already mentioned in the first volume, the Schiff pitchfork is nothing clsc but a
substitute for the traditional pitchfork, especially when the latter can’t be constructed, or...
It can be drawn but it doesn’t optimally describe the market,

1. Schiff Pitchfork Description and Construction

Jerome Schiff, who was a student of Dr Alan H. Andrews, has created this alternate
pitchfork, because he couldn’t always find the necessary three pivots to build the traditional
pitchfork. Knowing the importance of the time/price relationship, especially the Gann’s 50%
key level, he came to the conclusion to divide the A/B swing, which precedes the P1/P2
segment, in two parts. This midpoint level was used as the anchor (P0) of its pitchfork. The
attributed name was 50% median line or Schiff median line.

If we ask ourselves when should we use the Schiff pitchfork, there are several opportunitics:

- When the traditional pitchfork pattern is not possible to be drawn because it is not
possible to detect neither the ancher (P9), the P1 nor the P2,

- At the reversal’s low or high, in order to optimally describe the ensuing trend.

- When a trading range is in effect, or we are in an energy-building rectangle, using (or
not) the minor pitchforks.

When drawing a pitchfork, the best attitude is to study the context where the dominant trend
leads the way and see what kind of a major pitchfork (Schiff or traditional) will optimally
describe the market flow.

The same judgment should be done when we are trying te draw a miror pitchfork for
enclosing the local market, whether that is: a reversal, a pullback or rally or a trading range,
at the topping or the bettoming market flow. The most important factor is to have these
parameters constantly present in your mind. This can be done if it becomes a daily routine.

Copyright 2007
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Figure 234 - The above Schiff pitchfork was constructed because it optimally describes the market,
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Figure 235 - The above chart is the same as the preceding chart but 30 trading days later. We
observe that the virulent breakout of the lower median line (LML) has continued the initial dowir-sto
dominant trend. After multiple tests of the 188.6% Fibonacci line, the market flow finally penetrate
bar it was halted and reversed by the first warning line (WL-1). As we can see, the choice of the pivi
this Schiff pitchfork has been beneficial, because it optimally describes not only the down-sty
contextual dominant trend but also the local market flow with its halting and reversal,

2. Variable Time/Price Location in Schiff Pitchfork
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Figure 236 - The above chart sets the scene of choosing the best anchor location through the use of
Cartesian coordinates. The anchor’s location will be chosen at the price and time intersection, due 1o |
Gann’s principle which states that the high probability reversals occur where time meets the price.
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2.1 Description of the Variable Anchor Location Set-Up

We are guided by the concept that the anchor’s location (P0) can be situated anywhere on the
A/B swing. Its precise location is guided be the Fibonacci ratios applied to it (refer fo Figure
237).

The anchor’s exact location will be given by the intersection of the horizontal Fibonacci trend
line (division of the priceheight of the A/B swing) with the A/B slant segment. The former will
be obtained by applying the Fibonacei ratios to the height of the A/B swing and the latter will
be obtained by linking the A and B pivot points. We should mention that the PO pivot would
travel freely along the A/B segment in the quest for the optimal location. Once this has been
established, the trader will link it to the midpoint of the P1/P2 swing.
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Figure 237 - The above chart sets the scene of choosing the best anchor location through the use of the
two Cartesian coordinates: the mobile PO anchor and the fixed P1/P2 midpoint.

The linkage of the Cartesian coordinates will create the median line of the Schiff pitchfork,
which will connect the variable location of the anchor (P0) on A/B slant segment and the
fixed P1/P2. midpoint. The generated slope of the median line will probably dictate the
pitchfork’s behaviour in such a way that the market description should be optimal.

This drawing technique is valid whether the Schiff pitchfork is contextual or for the local
market flow. In order to get another confirmation and eventually create confluences, we
could also use a bigger time frame Schiff pitchfork and overlap it on the operational time
frame.

One question arises... How do we know which anchor location will generate the optimal Schiff
pitchfork? We don’t...! The only way to find it out will be to try out the different choices of
the ‘would be final” pitchforks! Thus, the best choice will be readily exposed.

Let us study several versions!

And keep in mind... the anchor is mobile and the P1/P2 midpoint is fixed.
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2.2 Description of the Classic Anchor Set-Up (PO at 50% Fibonacci Ratio)
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Figure 238 - A classic Schiff pitchfork has been drawn in the above chart. The anchor location (Pi)1
located at the 50% Fibonacci ratio level of the A/B swing. The median line has a symmetry role.
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Figure 239 - The classic Schiff pitchfork drawn in the above chart describes the market flow very well,
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The first example of the anchor location illustrated in Figure 239 is a classic use of the 50%

Fibonacci ratio applied to A/B swing. An attentive observation of the context of the chart will
show if this Schiff pitchfork version will optimally describe the market flow:

- The 45° steep slope of the pitchfork is ascending encasing the 100% of the chart’s area.

- The median line (ML) serves very well here, as a symmetry axis.

- Particularity: The upper and lower 50% Fibonacci ratio lines constitute a real up-
sloping channel. Its spilling over upward or downward will probably signal a change of
trend, thus a low-risk high-probability trade!

Conclusion: If we would have to evaluate the efficiency of this Schiff pitchfork version to
describe the market flow, on a scale from 1 to 10, we would give it a nine.

2.3 Description of the First Variable Anchor Set-Up (P0 at 25% Fibonacci Ratio)
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Figure 240 - A variable anchor location Schiff pitchfork has been drawn in the above chart. The anchor
location (P0) is located at the 25% Fibonacci ratio level of the A/B swing. The median line’s symmetry
role has disappeared and the local market flow seems to be shifting towards the right side of the chart.

The second example of the anchor location illustrated in Figure 241 is a variable location
guided by the use of the 25% Fibonacci ratio applied to A/B swing, An attentive observation
of the context of the chart will show if this Schiff pitchfork version will optimally describe the
market flow:

- The 50° steep slope of the pitchfork is ascending encasing most of the chart.

- The median line (ML) doesn’t serve here, as a symmetry axis.

- Particularity: The upper 50% Fibonacci ratio line and the lower median line (LML)
constitute a steep up-sloping channel. Its spilling over downward will probably signal a

change of trend, thus a low-risk high-probability trade!

Conclusion: If we would have to evaluate the efficiency of this Schiff pitchfork version to
describe the market flow, on a scale from 1 to 10, we would give it an 8.5.
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Figure 241 - The variable anchor 25% Fibs location Schiff pitchfork drawn in the above chart de
the market flow pretty well, so far (noon-time), but less that the version one (refer to Figure 239),
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Figure 242 - The variable anchor 25% Fibs location Schiff pitchfork drawn in the above chari
same as that of the chare lustrated in Figure 241, but 90 minutes later. It describes the mark
pretty well, so far (13:30 time), but with a vivacious shifting-to-the-vight tendency. This kind o;
often represents the prelude of a change in trend, especially when the trend’s slope is superior to 4}

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com




Short-Term Trading - Integrated Pitchfork Analysis - Volume 2

177

2.4 Description of the Second Variable Anchor Set-Up (P0 at 61.8% Fibonacci Ratio}
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Figure 243 - A variable ainchor location Schiff pitchfork has been drawn in the above chart. The anchor
location (P0) is located at the 61.8% Fibonacci ratio level of the A/B swing. The median line's symmetty
role has disappeared and the local market flow seems o be shifting towards the upper side of the chart,

above the median line.
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Figure 244 - The variable anchor 61.8% Fibs location Schiff pitchfork drawn in the above chart
describes optimally the market flow wherher it is: contextual or local market flow.

The third example of the anchor location illustrated in Figure 244 is a variable location guided
by the use of the 61.8% Fibonacci ratio applied to A/B swing. An attentive observation of the
context of the chart will show if this Schiff pitchfork version will optimally describe the

market flow:

- The 30° steep slope of the pitchfork is ascending encasing the 99% of the chart,
- The median line (ML) doesn’t serve here, as a symmetry axis, but as a very strong up-

sloping support.
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- Parficularity: The upper median line (UML) and the lower median line (LML .
constitute a steep up-sloping channel. Its spilling over downward will probably sigul +
change of trend, thus a low-risk high-probability trade!

Conclusion: If we would have to evaluate the efficiency of this Schiff pitchfork versiou 1«
describe the market flow, on a scale from 1 to 106, we would give it a nine.
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Figure 245 - The variable anchor 61.8% Fibs location Schiff pitchfork drawn in the above chart is thi
same as that of the chart illustrated in Figure 244, but several hours later, in the afternoon. It describies
the market flow pretty well, with the continuation of the up-sloping trend. As we can observe the 150%
Fibonacci line, has been already twice tested, so far, preventing the market price from a change the
trend.

2.5 Description of the First Variable Anchor Set-Up (P0 at 75% Fibonacci Ratio)
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Figure 246 - A variable anchor location Schiff pitchfork has been drawn in the above chart. The anche
location (P0) is located at the 75% Fibonacci ratio level of the A/B swing.
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Figure 247 - The variable anchor 75 % Fibs location Schiff pitchfork drawn in the above chart
optimally describes the market flow whether it is: contextual or local.

The fourth_example of the anchor location illustrated in Figure 247 is a variable location
guided by the use of the 75% Fibonacci ratio applied to A/B swing. An attentive observation
of the context of the chart will show if this Schiff pitchfork version will optimally describe the
market flow:

- The 30° steep slope of the pitchfork is ascending encasing the 99% of the chart.
The median line (ML) doesn’t serve here, as a symmetry axis, but as a very strong up-
sloping support. The last market bar has balted the market flow just on the median line.
- Particularity: The upper median line (UML) and the median line (ML) constitute a steep
up-sloping channel. Its spilling over downward will probably signal a change of trend,
thus a low-risk high-probability trade!

Conclusion: If we would have to evaluate the efficiency of this Schiff pitchfork version to
describe the market flow, on a scale from 1 to 10, we would give it a 9.5.

Conclusion of Sub-Chapter n° 2:
Out of the four examples, we strongly plead and prefer the example n° 4 (refer to Figure

247). It is due to:
- The contextual and local market flow’s almost complete encasement in the Schiff

pitchfork’s main body,
- The enhanced role of the median line, '
- The long-lasting channel formed by the upper median line (UML) and the median line

(ML), and...
Most of all, due to the best market flow description!
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3. Minor Schiff Pitchfork nsed as Confluence Tool
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Figure 248 - The above naked Dax 30 Futures chart illustraes its dominant down-sloping frend.

In the above chart (refer to Figure 248) the local market drops under the 30-ema. Togeth
with the steepness of the slope, the market price dropping will signal an enhancement of ¢l
down-sloping momentum... Two questions arise...

How long will this down-sloping trend continue? And should there be an inflexion point,
Where will it be located?

In order to reply to these two questions, we will try out several pitchfork choices of 1l
“would be final’ pitchforks! Thus, the best choice will be readily exposed. Let us study seves
versions!

Figure 249 - The above chart is the same as in Figure 248 on which we have drawn a classic pitchfor

The classic pitchfork of the above chart (refer to Figure 249) has been constructed by using |
highest high as the PO pivotal anchor and the P1 and P2 major pivots of the first correction. As
can observe, the market flow is only partially embedded in the pitchfork’s main body and there is
any minor pitchfork, which will describe the local market with its impact on the contextnal mark
However, we must underline the excellent down-sloping supportive role of the median line.
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Figure 250 - The above chartis the same as the chart in Figure 248 on which we have drawn a different
classic pitchfork, than that on the chart of Figure 249.

The classic pitchfork of the above chart (refer to Figure 250) has been constructed by using a minor
pivot as the P¢ pivotal anchor and the P1 and P2 major pivots of the first correction. As we can
observe the market flow is only partially embedded in the pitchfork’s main body. There isn’t any
minor pitchfork to describe the local market with its impact on the contextual market, However, we
must underline the several bar testing of the lower 150% Fibonacci line.
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Figure 251 - The above chart is the same as the chart in Figure 248 on which we have drawn, this time,
a comtextual major classic pitchfork with its corresponding minor Schiff pitchfork.

The minor Schiff pitchfork of the above chart (refer fo Figure 251) has been constructed by using the
p0 non-pivotal anchor and the pl and p2 intermediate pivots of the first correction. As we can
observe, the market flow is totally embedded in the contextual major pitchfork’s main body and there
is built 2 minor Schiff pitchfork describing the local market with its impact on the contextnal market.
The latter pitchfork has already halted the market flow with its lower 150% Fibonacci ratio line and
has created an intersection above 7650 key level. This confluence has been constructed by the median
line (ML) of the major pitchfork and the median line (mi) of the minor Schiff pitchfork.
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More often than not, the confluence of two median lines will promptly halt the market flow!
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Figure 252 - The above chart is the same as the chart in Figure 251, but one day later. As we can
observe, the multiple tesiing of the local market flow has finally not only halted price but it also propelicd
it all the way up to the 7650-confluence tone. Even more... The vigorous halting power of thi:
confluence has managed to downward catapult the market price. The last huge down bar is signalling the
occurrence of a very strong down-momentum with the continuation of the initial down-sloping trend.
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Figure 253 - The above chart is the same as the chart in Figure 252, twoe 120-min bars later. As we can
observe, the testing of the local market flow, by the before-last bar, has bounced the markef price «
second time all the way down near the lower median line (Iml) of the minor Schiff pitchfork. Even
more... The vigorous halting power of this confluence has managed to catapull the market price
downward. The huge down gap is signalling the occurrence of a very strong down-momentum with the
continuation of the initial down-sloping trend.
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Conclusion of Sub-Chapter n° 3:
Out of the three examples, we strongly plead and prefer the third example (refer to Figure

251). It is due to:

- The contextual and local market flow’s 100% encasement of the contextual major
classic pitchfork’s main body,

- The long-lasting channel formed by the major pitchfork’s body helped in its guiding by
the dominant trend with the assisting influence of the minor Schiff pitchfork.

- The indispensable role of the minor Schiff pitchfork with its median line (m/) and its
lower 150% Fibonacci ratio line,

- The enhanced role of the median line (ML) of the major pitchfork as a supportive trend
line and also the role of the median line (ml) of the minor Schiff pitchfork as a support
but also as a resistance. Their intersection has created the confluence zone.

Important: We consider a confluence valid only if the price bars will either cross the
intersection zone (point) or should it be very near it, but no farther than 1 to 3 bars.

4. Contextual Major Schiff Pitchfork & Fibonacci Arc Interactions

The Schiff pitchfork has a great flexibility because it can be used not only as often and as
profitable as the classic pitchfork but it can also reveal a hidden usage that one can unveil
only by practicing with it. The revealing power of the unseen non-pivotal anchor (P0) will
allow the trader to construct a Schiff pitchfork, which otherwise couldn’t be built. One of
these edges would be its contextual use associated with any other tool of the Integrated
Pitchfork Arnalysis technique.

We will study in this sub-chapter the interaction with the Fibonacci Arcs.

We have also illustrated for teaching purposes, the construction of two classic pitchforks, to be
compared by the reader with the operational Schiff pitchfork.

[, 3 FUTUN Dvinamic g

Figure 254 - The above naked 120-min Gold Futures chart illustrates its dominant down-sloping trend.

The naked chart study is a great idea not only for the newcomers but also for the experienced
traders. For the former, it helps to learn and for the latter it takes the experienced trader out
of histher conceived thinking, given him another view of seeing the market moves diiferently.
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Figure 255 - The above chart is the same as the chart in Figure 254 on which we have drawn o classi |
Pitchfork. The 30-ema has been removed., '

The classic pitchfork of the above chart (refer to Figure 255) has been constructed by using the
highest high as the PO pivotal anchor and the P1 and P2 major pivots of the second correction. As i
can observe the market flow is almost fotally embedded in the pitchfork’s main body. There isn’t uny
minor pitchfork describing the local market with its impact on the contextnal market. However, wy
must anderline the excellent test and re-test of the upper median line (UML),

Figure 256 - The above chart is the same as the chartin Figure 254 on which we have drawn a differens
classic pitchfork, than that on the chart of Figure 253,

The classic pitchfork of the above chart (refer to Figure 256) has been constructed by using the
highest high as the p0 pivetal anchor and the p1 and p2 major pivots of the first correction. As we can
observe the market flow is less than 50% embedded in the pitchfork’s main body. There isn’t any
minor pitchfork describing the local market with its impact on the contextnal market. However, we
must underline the testing of the upper median line (UML) and the warning lines (WL-1 & WL-3),
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% : Figure 257 - The above chart is the same as the chart in Figure 254 on which we have drawn, this time,
i a contextual major Schiff pitchfork with its corresponding TL-1 trend line.
yihe
'S We The contextual major Schiff pitchfork of the above chart (refer to Figure 257) has besn
¢ wny constructed by using the PO non-pivotal anchor and the P1 and P2 major pivots of the second
r, e correction. As we can observe the market flow is almost totally embedded in the pitchifork's
main body. The pitchfork’s corresponding trend line has already halted the market flow
above 7950 key level. '
ereni
Figure 258 - The above chart is the same as the chart in Figw;e 257 on which we have druwn the
g ths corresponding Fibonacci ratio arcs. They serve-not only as support or resistance frend lines but also they
£ Can can form a curvilinear channel that could efficiently guide the local market flow. The market price has
Dam apparently reversed its down-sloping trend just on the 1.786 Fibonacci ratio arc and is currently climbing
£, W toward the first target, the 8025 key level, This won’t be an easy task because it will first have to break-up

the TL-1 trend line.
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i o ————




Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 o

Figure 259 - The above chart continues the chart in Figure 258. As we have anticipated, the marke
flow continued its up-trend, breaking-up the TL-1 trend line thus reaching the 8025 key level. A seven
bar trading range has been created at this level against the 1.786 Fibonacci ratio arc. The high-powered
emerging momentum of this sideways move will either propel the market price up to the next target
8107 key level, or will drop the market price toward the pitchfork’s upper median line (UML), but... nw
before penetrating the 1.786 Fibonacci ratio arc.

5. Original Research: T-Pitchfork - a Better Choice than Schiff Pitchfork

Figure 260 - The above 60-min Gold Futures “naked” chart will be used to illustrate the best choice
among the following pitchforks: the traditional , the Schiff and the T-pitchfork, There is only onr
question.. . Which of them will optimally describe the market flow?
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Figure 261 - The right
side 60-min chart is the
same as the chart in
Figure 260 on which we
have drawn a classic
pitchfork using the
three pivets (PO, Pl and
P2) among those of the
prior trend. We can
easily see that the
choice of pivots has
given a pitchfork that
doesn’t really optimally
describe the current
market flow.

Figure 262 - The right
side chart is the same as

arkes the chart in Figure 260
ieves on which we have
vered drawn a traditional
get pitchfork using the last
+ Mhiw

aicr
Hie

three pivots (PO, P1 and
P2) among those of the
prior trend. We can
easily see that (the
choice of pivols has
given a pitchfork that
doesn’t really optimally
describe  the market

flow.

Figure 263 - The right
side 60-min chart is the
same as the chart in
Fignre 260 on whick we
have drawn, this time, a
Schiff pitchfork using
the conventional PO
anchor with the Pl and
P2 pivots of the prior
trend. We can easily sece
that this choice of pivots
has given a better
encasing pitchfork than
the preceding two
examples but it sull
does not optimally
describe the market
flow.
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Figure 264 - The right .
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side 60-min chart is the
same as the chart in $emin Gold Futurts
Figure 260 on which we Yoq 20 - 2007

have drawn a T-
pitchfor. We have L
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l used the 50% Fibs ratio L

of the A/B segment as ' Umer & Lo
the PO anchor with the [
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choice out of the three 1L
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Figure 265 - The right
side 60-min chart is the
same as the chart in
Figure 264 on which we
have labelled the Elliott
waves, all within the
T-pitchfork. We can
easily see that the local
market flow has built a
small trading range,
just above the median
line, in order to restore
the necessary kinetic
energy to catapult the
price all the way up fo
the upper median line,
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Figure 266 - The right
side chart is the same as
the chart in Figure 265
but on the 120-min time
Sframe, on which we
have drawn a T-
pitchfork. We have
used the 50% Fibs rafio
of the A/B segment as
the PO anchor with the
Pl and P2 pivots of the
prior trend. We can say
that together with the
preceding 60-min chart
T-pitchfork, they will
represent  the  best
choice.
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Figure 267 - The above 120-min chart is the same as the chart in Figure 266 on which we have
Inbelled the Elliott waves, all within the T-pitchfork. We can easily see that the local market flow has
built a small trading range, just above the median line, in order to restore the necessary kinetic energy 10
catapult the price all the way up to the upper median line. Watch out for the Fibonacci ratio arc

confluences.

Key Points to Remember:

« The Schiff pitchfork is nothing else but a traditional pitchfork's
substitute when the latter can't he constructed or it can't
optimally describe the market fiow.

. The Schiff pitchfork's optimization depends on muitiple factors:
the degree of market flow embedding by the main body, the
enhancement role of the median line or any long lasting channel
formed by the median lines and Its acolytes.

« Keep in mind the two primordial roles of the Schiff pitchfork: a
contextual function encasing as much as possible the overail
market and aiso a local role. In spite of its apparently limited
action on the local market flow, the corresponding minor Schiff
pitchfork can strongly influence not only the context of the
global market but also on the trade's outcome.

. Be aware that a vivacious shift-to-the-right tendency In an wp-
sloping trend may sighal the prelude of a change in trend.

. The revealing power of the unseen non-pivotal PO anchor will
give the trader the chance of huilding a schiff pitchfork, which
couldn’'t be otherwise constructed. This will constitute a real
edge, placing the trader well ahead of the crowd.

« The T-pitchfork can efficiently replace not only the classic
pitchfork but also the Schiff pitchfork.

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com
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Chapter 10
Eibonacci & Momentum Bar Count related to Pitchfork’s Pivots

This chapter will describe the time variable through the bar count technique. We can never
emphasize the importance of the time factor enough in detecting the low-risk high-
probability trades. This chapter is even more precious because the trading literature material
is so scarce in this area.

As a physics and medicine trained person, I could never believe, until a few years ago, that
the numbers are well and alive forming the science of numerology, which is a real edge in
trading. Even if we couldn’t even scratch the surface of this huge domain related to trading,
we would try to do our best to describe a few aspects that will enrich the trader’s arsenal.

1. Pivot Counts of the Swings

L
I
|

TIHE s W R —Tin ey, W D (1)

Figure 268 — Numerous higher highs (1,2, 3,4 and 5) and higher lows (1, 2, and 3 and 4) on the above
chart will give precious information about the trend’s behaviour: inception, development and
fermination.

Before we will go into detail with bar count concept it is wise to first understand the count of
the higher highs and higher lows within the current trend.

The pivotal bar count is preceded by marking the significant up-sloping swing with a trend
line, from its lowest low toward its highest high and vice versa for a corrective swing. The
main purposes of this pivotal bar count are:

- To optimally understand the impulsive/corrective patterns with the corresponding waves.

For example: three higher highs with two higher lows, could signal an impulsive patrern.

- Tolocate the exact position of the current market flow within the developing trend.

- To signal, as early as possible, the occurrence of the change of trend. On the right side chart of
Figure 268 the reversal was signalled at the first lower low (LL-1), it has started at the first
lower high (LH-I) and then re-confirmed at the second lower low (LL-2).

As most of the experienced traders know, the trend is defined as the continuous Kinetics of
higher highs and the higher lows (ir an up-trend). As long as this developing movements
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continue, the momentum of the trend will remain in power. Even if the market flow shaww:
perform a lower high, this trend will still be continuing if the incoming low does not bress#
the previous low’s level. If the market flow breaks the low of the prior swing level and druyp-
then it is probable that the trend has reversed. If the highest high drops and behaves in ¢«
same down-sloping manner, then the reversal is confirmed. Otherwise said, the trend wiil v
broken only when both - the high and the low - drop and break the previous leseu.
respectively.

2. Counting the Developing Bars: Fibonacci Bars (Successive Bars) and Momentum Bars

Figure 269 — Even if it seems obvious, the bar count should be performed following a strict procedure.

Experience has showed that time plays a very important role in trading. One way «f
revealing time’s effect on the market flow and exploit its advantages, is the bar counting. W«
will start counting on a new up/down swing. There are two ways of counting: :

- The Fibonacci Bar Counts or Successive Bar Couants, which means counting one by one, in »
natural ensuing order. The counting will start with the first bar, after the highest high, in »
downtrend swing (refer to Figure 269) and vice versa (the first bar, after the lowest low, in an ny
trend swing). The last connted bar will be the downswing’s lowest low and vice versa (¢he highes:
high, in an up trend swing). When we will reach one of the bar count numbers listed in the tablc
of Figure 271, the market flow is susceptible to reverse, more often than not.

- The Momentum Bar Cournts, which means connting in a natural ensning order, only the b
that exceed the prior bars. Otherwise said, we don’t count all the bars, only the higher ones, i
the up swing and the lower ones, in the down swing (refer to the right-side of the Figure 26"
The inside bar(s) among higher high bars or lower low bars, are not counted.

The counting will start with the first bar, after the highest high, in a down-trend swing (refer t»
the right-side of Figure 269) and vice versa (the first bar, after the lowest low, in an up-tremi
swing). The last counted bar will be the down-swing’s lowest low and vice versa (the highew
high, in an up-trend swing).

When we will reach one of the bar count numbers listed in the table of Figure 271, the marko
flow is susceptible to reverse, more often than not.
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From the cyclical point of view, the bar count is mostly done, from a low to the next low, thus
measuring the cycle’s length. An entire chapter will be dedicated to the science of cycles, In
our next volume. Some traders, count from 2 high to the next high. Concerning the intra-day
trading aspect, most of the traders perform the bar count, from the last low to the next high,
thus revealing the trend’s length, and enabling the trader to acquire a huge edge. When the
market flow will reach the fime/price confluence, or the measured time with another measured
time confluence, the market will reverse, more often than not.

The better-defined pivots, with numerous dual bar count confluences are the most reliable
reversal patterns.

The bar count mainly uses the Fibonacci numbers and their ratlos, the Lucas numbers, the
square roots, the squares and the cubes of numbers and the symbolic numbers like 6 and 144
with their corresponding multiples and divisors (please refer to Figure 270 and 271).
Throughout this chapter we will note a few simple guiding rules:

~ The width of the measured time (I} / price confluence zone may vary hetween 1 and 3 bars, In
case of a single bar count.

- The width of the measured time (1) and the measured time (2) confluence zone vary hetween 1
and 2 bars, in case of a dual bar count.

_ The width of the above two type confluence zones should be no more than one bar, in case of
multiple bar count (above 3 bar counts).

. Be aware that the efficient chart patterns, more often than not, have their reversal levels, closely
guided by the time/price confluences. The same is valid for triangles’ apex and the highest bigh
or the lowest low. At that moment, be on the watch for timing the swings of the sideways market
flow that will ensue - a prelude to the incoming volatile movements,
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Figure 270 — The above Pivotal Bar Count Table contains the main niumbers used in intra-day trading.
The bar counting mainly uses the Fibonacci numbers and their ratios, the Lucas numbers, the square
roots, the squares and the cubes of numbers and the symbolic numbers like 6 and 144 with their

corresponding multiples and divisors.

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com




Short-Term Trading - Integrated Pitchfork Analysis - Volume 2

(M2

i Typen of Bar CountNumbem fuid 8 o 206 1
B1 . Bquare
84 b Six )
[as ] Fibs n® & Squars Root
’ [170] Nb ik & 114 Clrtle
M Six
LM Squmre
TAOE by S ix
108 M B
& NbSix & taflomiper]] 112 Sauare Root
S b Six
Mo Six
1 Syvare X .
] Lucas n* & NMb Six & 144 Numbar
RS Cubse
436 Nb Bix
12T Sgusre Raot
- 1dh Number & Sqgudno 132
13
_1an
([ IS
| 86T s
& Saquars Root G N Bac
182  Bgunre Root & NE Six
165 Nk Bin
AW “Seure
114, N S
180 bt Six
. 186 REE Six
& Gube- 182 Nb Sic
) . 88 Sguare
149 Number 108 M Six
-: s o”
2049 iy Six
208 Sgquwre Root

Figure 271 — 4s we can observe on the above table named Types of Bar Count Numbers are listert 62
bar count numbers, varying from 5 to 206. They represent 34% out of the 201 (205-4) total possibl:
numbers. The 17 bordered count numbers are the most frequently used and they represent 25% out of the
68 and 8.4% out of the total 201, The trader might wonder if all this is not only a coincidence. The
coincidence probability for a single bar count is 8.4% & diminishes 12 times for a dual bar count to 0.7°-

3. Single Bar Count Implementation: Higher Highs - Reversal

The implementation of the single bar count will be progressively done, as the swings of the mark«t
flow are advancing. Let us first study the progression of a classic trend, with its three stages: the

inception, the development and the termination.

Figure 272 - As we can observe on the right
side chart, the market flow is bursting out of
the inception rectangle. The price jfust
reached the limits of the classic size of the
wave 3 where W3=L6I8*WI1 A first
aggressive trade choice has been possible
when the market price bounced on the lower
boundary of the rectangle, right after the
termination of W2. The second aggressive
opportunity trade was revealed when the
market price exceeded the crossover zone of
the 15- and 30-emas. The last aggressive trade
choice would have been possible when the
market price has broken-up through the
upper boundary of the rectangle. Even
aggressive, the trades have benefited of the
edge of a comfortable small stop loss, due to
the nearness of the key level support. Now...
Knowing the classic W3 size, is the wave
terminated? Will an extension occur or
not...? How high will the market climb?

Copyright 2007 by DBr. Mircea Dologa
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Figure 273 — The questions at the end of the legend of Figure 272 seem to be legitimate. The W3 has
extended more than twice the W1 size — W3=2.62*W1 - to be exact. Now... Knowing the current extended
value of W3 size... Is the wave three terminated? Will a W3 elongation take place? ... And if yes... How
high will the market climb again?

Figure 274 — Once again, the questions at the end of the legend of Figure 273 were legitimate. The W3
has elongated all the way up to 8480 key level, where W3=3.75*W1.
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So far, we have studied in this sub-chapter, only the price context of the last three chas«
(refer to Figures 272, 273 and 274). We have closely observed the W3 development guide: »-
the Fibonacci ratio price-measuring tool: 1.62, 2.62 and 3.75. The latter number is raths
Gann number. We’ll study the time evolving context of the same W3, using the bar counts

3.1 Bar Count Grid Definition — an Ergonomically Structured Time Tool

DailyGoidFM

Perpatuat Gontrsct -

Septdth-2007
" . Eod i
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Figure 275 — The above Bar Count Grid tool was initially used for quantifying the development of un:
up-sloping trend. The C-wave has travelled exactly 13 (13-0) bars (C-wave = A-wave). The number 13 1+
front of the parenthesis is the bar count, the first number in the parenthesis (13) is the closest bar ty
(Fibonacci, Lucas, etc) and the subtracted number in the parenthesis (§) is the error interval

The implementation of the above drawn Bar Count Grid tool starts from the low of W:
where the trader wishes to begin the study of the future up-sloping trend. We will identicall:
proceed as we have already done in Figure 272 to 274, but we will study the time context. \s
we can observe (refer to Figure 275), the tool is positioned at the inception of a “wounld-b”
origin of the W3. The choice of this low (W2 end & W3 commencement) has been based on:

- The presence of the inception rectangle,

- The bounce of the market price on the lower boundary of the rectangie and

- The breakout of the mid-channel trend line. It is very probable that the market flow wilt -
break the upper boundary, and commences a classic, an extended or an elongated W3,

The vertical lines are fime-lines in the sand, the probable time-locations of the projected hut
reversals of the various swings created during the development of the W3, As the mark.
flow will progress, the number of bars will increase and the W3 will have:

- A classic size of 13 to 21 bars, having W3=1.62*W1, as the most common relation,

- An extended size of 34 to 47 bars with W3=2,618*W1, as the most frequent relation,

- An elongated size if the number of bars will exceed 50 bars with W3=3.00*W1 «
W3=3.5*W1 or W3=3.75*W1 or W3=4.236*W1.
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Figure 276 — The above Bar Count Grid tool was applied as we have previously described. The W3 has

ravelled exactly 21 (21-0) bars. At this stage of development we can say that the W3 has reached the

classic size that we have previously defined. Will it become extended? The next chart will tell!
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Figure 277 — The above Bar Couut Grid tool was applied as we have previously described. The W3 has

1 ot already travelled 33 (34-1) bars. At this stage of development we can say that the W3 has reached the
extended size that we have previously defined. Will it become more extended? The next chart will tell!
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Figure 278 — The above Bar Count Grid teo! was applied as we have previously described. The W3 hw
already travelled 46 (47-1) bars. At this stage of development we can say that the W3 has reached thi
maximum extension size that we have previously defined. Will it continue its trend and becomi
elongated? .

Figure 279 - On the above chart the W3 has travelled exactly 55 (55-0) bars. At this stage of
development we can say that the W3 has reached the elongation size that we have previously defined. Wiil
it become more clongated?
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Figure 280 — The above Bar Count Grid fool was applied as we have previously described. The W3 has
already travelled 60 (62-2) bars. At this stage, we can see that the market flow has reversed due to the
presence of the mirror bars, doji - an inside bar here and the huge last down bar, which conflrms the

reversal. The count number 62 is a square root (refer to the tuble in Figure 271).

3.3 Confirmation of the Bar Counts by Rectangles

Figure 281 — The Bar Count Grid tool applied on the above chart illustrates not only the location of the
bar counts but also the W3’s sub-waves & their confluences formed with the H(0) rectangle ’s extensions.
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Going back to the chart in Figure 281 we will try to make an inventory of the bar countv, |
order to sce how well they have projected the reversals and the pullbacks. We will »{
describe the inflnences of the rectangles’ boundaries:

- Bar count 13 (13-0) did exactly indicate a one bar pullback rather than a reversal. f|
influence of the inception rectangle is here exerted by the upper border of its first li(+
extension. For memory, 13 is a Fibonacci number (vefer to the Types of the Bar Cos
Numbers table in Figure 271).

- Bar count 25 (25-0) did exactly indicate a three bar pullback rather than a reversal. 1|
influence of the inception rectangle wasn’t here exerted by the upper/lower border of|
second H(+2) extension. For memory, 25 is a square number and also a quarter of 100

- Bar count 33 (34-1) was short of one bar to indicate a two bar pullback rather thax
reversal. The influence of the inception rectangle wasn’t here exerted by ¢
upper/lower border of its second H(+2) extension. For memeory, count bar 34
Fibonacci number and, on the other hand, 33 represents a third of 100.

- Bar count 46 (47-1) was short of one bar to indicate a huge volatile one bar pullha
rather than a reversal. The influence of the inception rectangle was here exerted hy ¢
lower border of its third H(+3) extension, where the count bar closed. For memory, 41
a Lucas number.

- Bar count 56 (55+I) was long one bar to indicate a one bar doji pullback rather tha
reversal. The influence of the inception rectangle was here exerted by the lower bord
of its fourth H(+4) extension, where the count bar closed. For memory, 55 is a Fibonas
number.

- Bar count 60 (60-0) has exactly indicated the trend’s reversal. At this stage, we can see that |
market flow has reversed due to the presence of the mirror bars, doji, which is alse here
inside bar and the huge last down-bar which confirms the reversal. The influence of |
inception rectangle was here exerted by the upper border of its fourth H(+4) extension, wh
the count bar has its high. For memory, 60 is a multiple of the symbolic number six (60=6*14|

3.4 Confirmation of the Bar Counts by Pitchfork’s Warning & Parallel Trigger Litte

£
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Figure 282 — The Bar Count Grid tool applied on the above chart illustrates not only the exact locw
of the bar counts but alse their formed confluences with the ascending pitchfork’s acolytes: par:
trigger lines and the warning lines (WL-1, WL-2 and WL-3).
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wh 3.5 Confirmation of the Bar Counts by Fibonacci Ratio Arcs
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ftm Figure 283 — The confluences on the above chart are created not only by the intersection of the count
X pars with the pitchfork’s median lines but also with the following Fibonacci ratio arcs: 1.000, 1.000 (a
(" i 2™ time), 1.330, 1.500, 1. 786, 1.886 and 2.236 — refer to the multiple thickened arrows.
thew
'0), 4. Single Bar Count Implementation: Higher Highs — Higher Lows - Trend’s Reversal
es
Figure 284 ~ The Bar Count Grid ool has been applied in the above chart from the lowest low, on the
left-side on 06/22/07, We have identified the following higher highs: 39 count bars (38+1) on 08/17/07,
ation 55 count bars (55-0) on 09/1 0/07, 100 count bars (100-0) on 11/12/07 and 108 bars (108-0) on 11/23/07.
ratiet The 144 bar has been drawn only as an eventual time target. The type of the under-lined count bars (38,
55, 100 and 108) can be known by referring to the Types of the Bar Count Numbers table in Figure 271
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Figure 285 — The Bar Count Grid ool has been applied in the above chart from the lowest low, on the
left-side. We have identified the Jollowing higher Yows: 13 count bars (13-0} for W2, 32 count bars (M4
2) for w2:W3, 49 count bars (47+2) for w4:W3, 79 count bars (19-0) for W4, 93 count bars (89+4) fns

w2: W5 and 102 count bars (102-0) for wi:W5. The type of the under-lined count bars (13, 32, 4 9,79, 9,
and 102) can be known by referring to the Types of the Bar Count Numbers fable in Figure 271. '
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Figure 286 — The Bar Count Grid fool has been applied in the above chart either from a low to a high
or from a high to a low. We have identified the following time segments: 54 count bars (585-1) for Wi
22 count bars (21+1) for W2, 51 count bars (30+1) for W3, 36 count bars (34+2) for W4, 37 coun
bars (34+3) for WS5, 10 count bars (11-1) for A-wave, 7 count bars (8-1) for B-wave and 10 count bus
(11-1} for C-wave,
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It is a real beneficial experience to verify the time Fibonacei ratios corresponding to the
Elliott wave cycle illustrated in the previous chart. 1t will also be a good opportunity to verify
these time ratios for each Elliott wave:

. W2=0.41*W1, W3=0,95*W1, W4=0.70*W3 and W5=0.68*W1 or W5=0.29*W0-3

- B-wave=0.70*A-wave, C-wave=A-wave and C-wave=1.42*B-wave

the
14

o

f{)l
l’ g'

Figure 287 — . The upper half-side of the above chart illustrates the Bar Count Grid, which was applied
as in Figure 286, On the lower half-side of chart, we have applied the Fibonacci ratios to the count bar of
the W1, starting from its origin (lowest low). We can observe that the distance of each Elliott wave from
the inception of W1, faithfully obeys the following Fibonacci ratios: 1.000, 1.382, 2.382, 3.000 and 3.75.

For the memory, the latter is a Gann ratio.

5. Labelling the Elliott Waves with the Bar Counts

T

conre: %
t hate » Figure 288 — The above chart illustrates the three fype patterns: impulsive (n° I), corrective (n° 2) and

impulsive (n° 3) again. The W0-3 of the second pattern is contained in the swing n° L.
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In this sub-chapter we will try to progressively label the Elliott waves of the three patteru |-
applying the Bar Count Grid tool described in 3.1 sub-chapter (refer to Figure 275).
The tool will be applied at the origin of each wave. Thus, every time, we will have a bar coon:

confluence at the end of that specific wave,
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Figure 289 - The above Bar Count Grid
tool was applied as we have previously
described, The W1 has travelled exactly 21
(21-0) bars and the W2 has retraced 20 (21-
1) bars, representing a 38% correction. At
this stage of development we can say that
the W3 is on its way to become one of the
following choices: classic, extended or
elongated wave. Thus, we will expect a bar
count varying from 21 to more than 50 bars.
The bar count 21 is a Fibonacci number
(refer to the table in Figure 271).

Figure 290 - The above Bar Count Grid ron/
was applied as we have previously described. Thr
W3 has travelled 69 (12-3) bars. At this stage of
development we can say that the W3 is on
elongated wave. The bar count 72 is a symboli
number — a multiple of 6 and a divisor of 111
(refer to the table in Figure 271).

Now... What should be expected for the incoming
Wd4? Once we have applied the tool we will
scrutinize for possible price key levels that will
meet the bar count creating ihe time/price
canfluences. The following levels conld terminate
the current Wd at: the prior wd:W3, the border
of the runaway gap occurred within the previous
wiii:w3:W3 or the prior wlL:W3. We will
remember that the classic W4 retracement varics
between 38.2% and 50%.
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la2o Figure 291 - The above Bar Count Grid tool was applied as we have previously described. As
oo anticipated the W4 was halted by the wl:W3 of the prior pattern. The W4 has travelled 6 (1-1) bars. At
this stage of development we can say that the W4 performed a classic retracement making a 56%
Thi: correction. The bar count 7 is a Lucas number (refer to the table in F igure 271),
oo . Now... What should be expected for the incoming W52 Once we have applied the tool we will scrutinize
" . Sor possible price key levels that will intersect the bar count creating time/price confluences. The high of
7406, W3 could terminate the current W5, but we will remember that W3 was extended meaning that the W5
will usually equal the W1, In case that we are interested to create multiple confluences, we can use the

e latter key level, where W5=W1 and project W5=0.50*W0-3, W5=0.62*W0-3 or W5=1.27*W4,
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Figure 292 - On the above chart, the W35 has travelled 29 (29-0) bars, the latter being ¢ Lucas number.
As for the price, the W5 reached the following key levels: 0.886*W1, 0.5 *Wg-3 and 0.236*W4.
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Figure 293 - On the
right side chart, we have
summarized all the bar
counts corresponding to
the three Elliott wave
patterns. We can see that
the majority is formed of
Fibonacci and Lucas
numbers. Out of 12, only
one was classified as a
double symbolic number,
We have allowed a tight
error interval of +~ 2
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right side of the chart we
have performed time &
price projections for the
development of W4. The
first parenthesis n® is the
bar count of the last
swing and the second n°
is the bar count from the
lowest low [Ex. (63,80)].
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6. Dual Bar Counts

Figure 294 - On the vore

right side of the chart, we \ oswI0s

have performed a dual

bar count, applying twice 3 %

the tool and obtained _{;\

(63,80) for w3i:W3 & T

(5,85) for wd:W3. On the [t
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i Figure 295 - On the
right side of the chart, we
have performed a dual
bar count, applying twice
the tool (horizontal &
slant arrows), on the same
pivot. As we can see the
efficiency of the dual bar
count is much enhanced
compared with that of the
single bar count. Our
experience showed that a
pivotal  bar  identified
through the dual bar
count has more than 50%
probability to reverse the
market.
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7. Momentum Bar Count

The Momentum Bar Count is another counting technique that is implemented in the same
way as the technique previously described. The name emphasizes that the only difference is
in the manner that the bars are counted.

The Momentum Bar Count, which means counting in a natural ensuing order, onfy the bars
that exceeded the prior bars. Otherwise said, we don’t count all the bars, only the higher
ones, in the up swing and the lower ones, in the down swing (refer to the right-side of the
Figure 269). The inside bar(s) among the higher high bars or the lower low bars, ar¢ not

counted.
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;;'; Figure 296 - On the above chart, all the Momentum Bar Counts are Lucas or Fibonaccl type numbers
_ (refer to the table in Figure 271). The counting precision is much better than that of the Successive Bar
- Couns that we have previously described. The error interval was this time, more than iighs; it was Zero
= hars
famersl
™
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- Figure 297 - On the above chart, we observe how faithfully the momentum bar counts have labelled the

- Elliott waves. An attentive observation will reveal that for all the above bar countis the interval error is 0.
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8. Bar Counts and the First Pullback Trade ~ W3 Trading

We couldn’t close this very important chapter for the professional trader, without revealing the muw
efficient and profitable application -~ rhe first pullback trade of the W3 trend. As most of thi
experienced traders know, it is almost impossible to catch an early stage of a long trend withow:
considering the first pullback. Most of the inexperienced traders enter when the crowd has alreuds
identified the trend. Let us see below how it is done!

TSk

Figure 298 - On the above chart, we have applied the Bar Count Grid tool just at the termination of the
W2 or the B-wave. We are now expecting the formation of a classic, an extended or an elongated W1,
This is the order of usual frequency of their occurrences.

We have used on the above chart, the Successive Bar Count technique, but the trader can also use the
Momentum Bar Count technique, or both of them but on different charts. We have projected, not only
the bar counts but also the classic price sizes of the Elliott incoming waves for the time/price
confluences. At this stage of the trend’s development we can observe several choices of entering the
W3 trade: at the breakout of the TIL.-1/2 trend line, after the first reversal bar, which signals the
termination of the wii: W3, or at the breakout of the wi:W3 level,

If we have entered at the first choice, the other two entry levels can be used as the “add-ons” levels.

Figure 299 - On the above chart, we can observe that the tool has performed very well with a bar count
of 33 (34-1). The TL-1 trend line has here a confirmation role and it was drawn just after the W?
inceprion, even before the bar count tool was applied
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Figure 300 - On the above char, we can observe that the tool has performed very well. The ascending
pitchfork and its 75% PI1-P2 Fibonacci trend line have played a confirmation role here. Notice that they
were drawn just after the W2 termination, synchronic with the Successive Bar Count tool,

Key Points to Remember:

We can never emphasize enough the importance of the time
factor in detecting fow-risk high-probability trades.

Don't be surprised if the sclence of numerclogy will greatly
influence the outcome of your trading.

The bar count will not only assists the trader to better
understand the trends with their waves, but it will also locate
the position of the local market within the context.

The bar count has an edge to signal, as early as possible, the
occurrence of a change in trend.

Whenever applied, the bar counts can measure: the time/price
confluences, the single time confluences and also multiple time
confluences. Remember to also apply the Momentum Bar Count!
Be aware that most of the efficient chart patterns, more often
than not, have their reversal levels closely guided by the
time/price confluences. Do the same for the Elliott wave pattem.
Keep next to you, the Types of Bar count Numbers table, in order
to quickly identify the importance of the time confluence.

pon't neglect the fact that the dual bar count gives a better
outcome than the single bar count.

Whenever you decide to apply the Bar Count Grid tool, the
trader's outcome will be drastically improved if there are
favourable factors for a trend inception: the presence of a
rectangle, a bounce on a boundary, the breakout of a trend line,
a Fibonacci, a pivot or a Gann level and an old key level or a gap.
Always help yourself by adding other confirmation tools to the
projected time level: the Fibonacci ratios, the pitchforks, etc.
Don’t forget the first pullback trade - it could make your day!
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Chapter 11
RSI and Pitchfork Synergism

This chapter will describe one of the very frequently used indicators — The Relative Strength
Index (RSI). Most of the traders reserve its use for signalling the overbought/oversold zones
and divergences with their expected effect — the reversal.

In reality, there is a whole world out there for using efficiently the RSL. We will try to
describe, as much as possible, these additional unknown aspects to the inexperienced traders,
which will really put them well ahead of the crowd.

1. Relative Strength Index (RSI) - Definition

Welles Wilder has introduced the RSI, for the first time in 1978. He mainly described its use
for detecting the overbought/oversold levels, which incite the local market to reverse. A
momentum related indicator, the RSI was conceived to compare the market price’s current
strength to the history of market price change by comparing the up bars to the down bars.
We will not go into the math details because of lack of space and also becaunse we would like
to emphasize RSI’s practical aspect rather than the theoretical one.

Measured on a scale from 0 to 109, it goes without saying that the RSI’s lower portion (0 10
20) is considered as the oversold zone, and the upper portion (80 ro 100) is named the
overbought zone (refer to Figure 301). The midpoint of this bound range is the S0 level. Its up-
sloping trespassing is considered as a commencement (or continuation) of an up-trend and its
drop below 50 level will signal a weak market, ready to collapse... Even if it’s not always that
way! The 20 to 80 level zone is considered as a “no man ’s land” where the market noise
dominates the bulls/bears battle with its chaotic volatility... Or, in reality it doesn’t happen
that way!

In order to optimize, some traders use exponential moving averages on the RSI’s chart. The
setting we have always used is 14 - the half of the lunar cycle length. Some traders also use 9,
7 or even 5 but we consider that 14 is the ubiquitous setting for any time frame.
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Figure 301 — Conceived as a momentu related indicator, the RSI faithfully signals to the trader, the
market flow’s movements. Thus, an almost perfect price/RSI symbiosis is implemented. The name of the
game is knowing how to interpret and correlate it
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2, Overbought and Oversold Zones — Detecting the Tops and Bottoms

Figure 302 — Welles Wilder considered the overbought/oversold warning above/below 70 and 1%
respectively. In our experience we opted for 80/20 limits. The RSI’s tops precede, more often than n,
those of the market. We can observe on the above chart that the RSI Top I has preceded with one bar the
market’s Top 1. The RSI Top 2 has preceded the market’s Top 2 with two bars, The frade’s short eniry
signal is given only when the RSI leaves the overbought zone and penetrates downward the 80-level line.
Very often, the first penetration into the overbought/oversold zones is usually just a warning, The tum
are shorter in time than the bottoms and more volatile. They are harder 1o catch than the bottoms.

Figure 303 — The RSI's bottoms precede, more often than nat, those of the market. We can observe, on
the above chart that the first RSI bottom coincides with the bar of the market’s Bottom 1. The RS}
Bottom 2 has preceded the market’s Bottom 2 with one bar. The trade’s long entry signal is given only
when the RSI leaves the oversold zone and penctrates upward the 20-level line. We should remember thut
the double bottoms are formed on high volume, the second having lower volume, Longer in time than the
tops, the bottoms have smaller ranges, thus being easier to trade. As they say “The markets fall faster
than they rise!”
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3. RSI - Trend Revealing Tool

We know that an up-trend is defined by the higher highs and the higher Jows and vice versa
for a downtrend. The trader can easily understand the process of advancing market flow,
which needs several resting pauses, in order to restore the copsumed Kkinetic energy and
accomplish its trend. Otherwise it couldn’t continue its normal development. This is done
through the creation of troughs (in up-trends) and peaks (in down-trends).

Think for a minute...! In an up-sloping Elliott wave pattern we have frequently, at the
minimum two troughs: a bigger percentage oriented W2 (W2=0.50-0.62*W1) and a smaller
percentage oriented W4 (W4=0.382-0.50*W3). That’s it...? What happened if there are more
than two troughs in an up-sloping trend? Well... Then we’ll have to direct our careful
observation towards the possibility of an extended or even an elongated W3 or... an extended
W5. It’s only logical to think that a stronger trend doesn’t have an imperious need to
recuperate its Kinetic energy, as it happens with a weaker trend full of meanders, stationary
energy consuming tasks. Should we mention the crawling trend, where the snail momentum
hardly pushes the trend’s development...?

3.1 Trough-and-Peak Analysis — Comparing Current versus Last Corrections’ Lows
An up-trend is worth what the distance between its two consecutive troughs is...! The closer
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the_troughs the weaker the trend will be...and... The wider the distance between the two
consecutive troughs the stronger the up-trend will be! In a way, we can say that in order to
evaluate the strength of the trend, the trader must carefully observe the size and the type of
the corresponding, more or less, deeper/simpler corrections. If the necessary time for
accomplishing these tasks is short and the trough/peak is less profound, it means that the
trend is very strong. On the contrary, if the necessary time lasts longer with a deeper
trough/peak, then the trend’s strength is much weaker. The rule is not only full of common
sense but also very ergonomic because it enables the trader to link these pivots (highs with
highs and lows with lows), therefore creating the traditional median lines of an optimal
pitchfork or of an Action/Reaction set-up. The market flow embedding is thus revealed.

I stress the fact that beth, highs and lows must be higher than the preceding ones,
respectively, so that the trend can continue. If the trend makes a lower high, the trend is still
developing. If the trend makes a lower high and a lower low, only then we can say that trend
is terminated.

As we know, a trend is momentum-dependent. The indicators will enhance the visualisation
of the tremd’s inception, development and termination, if they are properly used. We
shouldn’t deprive ourselves from the use of such efficient tools, as the RSI!

3.2 Up-Trend and Down-Trend Landmarks — Description

Now that we have presented the Trough-and-Peak Analysis concept we will (ry to correlate it
with the RSD’s reactions. The levels of the market price chart correspong to a specific level on
the RSI chart. A parallel and synchronic observation will reveal the working rules of a trend.
A common up trend development could start from the oversold zone (0 to 20) and goes, all the
way, to the overbought zone (80 10 100). It seems logical to say that its pathway will never be
travelled in a straight line. The different inflexions will signal the troughs, which in turn will
witness the strength of the up-trend. On the RSI chart, the developing pattern will stay above
a minimal level, usuaily 33 to 40; otherwise the up-trend will be negated and transformed
into a sideways/reversal movement.

A common downtrend development may start from the overbought zone (100 to 80) and falls,
all the way, to the oversold zone (20 o 0). 1t seems logical to say that its pathway will never be
travelled in a straight line. The different inflexions will signal the peaks, which in turn will
witness the strength of the trend, On the RSI chart, the developing pattern will stay below a
minimal level, usually 66 to 60; otherwise the downtrend will be negated and transformed
into a sideways/reversal movement. Due to the lack of space we won’1 go into more detail.
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: Figure 304 — We can see, on the above chart the development of an up-sloping trend from its inceptivn
at the 780 key level corresponding to the 30 RSI level, until its termination at the 848 highest high level,
corresponding o the 98 RSI level, in the overbought zone. During its development, the trend did not drop
under the 40 RSI level, even if it tested it twice. Moreover, the RSI found a very strong support at the 38
and 60 RSI levels. Before entering the overbought zone, the RSI encountered strong resistance at the ¥
RSI level: a bounce and a pierce move, This confirms that most of the time, these tests constitute a remt
warning for the trader and are usually performed just a few bars before the reversal,
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Figure 305 - We can visualize on the above chart the development of a down-sloping trend.
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The development of the down-trend on the above chart illustrates its inception at the 848 key level
corresponding to the 95 RSI level, in the overbought zone, until its termination at the 791.7
Jowest low level, corresponding to the 22 RSI level, just outside the oversold zone. During its
development, the trend did net climb above the 60 RSI level and it only tested it once.
Moreover, the RS] has encountered a very strong vesistance at the 50 RSI level, after the
latter served as a symmetry axis. Before entering the oversold zone, the RSI encountered
strong resistance around the 20 RSI level. At this stage of development, the RSI performed a
tiny triple bottom, which signalled a definite trend reversal.

4. Divergence - Reversal Tool

‘The divergence is defined as a discrepancy between the price and the indicator, especially
momentum-related indicators. 1f the market price makes a higher high, but the RSI is not
able to cope with it and makes, on the contrary, a lower high, then a bearish divergence is
formed, which is ensued frequently by a reversal. 1f the market price makes a lower low, but
the RSI is not able to cope with it and makes, on the contrary, a higher Iow, then 2 bullish

divergence is formed, which is ensued frequently by a reversal,

4.1  Simple Divergences

Figure 306 — We can see o8 the above chart a steep bearish divergence, which signalled a reversal,

I¢t’s important to note that the definition of the divergence as 3 price/indicator discrepancy
means not only the inverse correlation - lower price versus higher indicator oY higher price
versus lower indicator, but also & constant price versus (vs) a lower indicator (as in the above
charf), a constant price vs a higher indicator or a lower/higher price vs a, constant indicator.
We will see later in the chapter that the divergences are very useful when they signal the
reversal of the RSI chart pattern, which are similar to those on the market price chart. Thus,
we can have: triangles, pennants, flags, rectangles, head-and-shoulder, channels, single or
multiple pitchforks. Most often than not, the main signals consist of the breakouts of the
trend lines, which will occur earlier than those on the market price chart. Moreover, the
trading targets can be set, whenever the RSI reaches important Jandmarks: the
overbought/oversold zones and the support/resistance key levels. The trespassing of the zero
line can be used as a signal of the commencement of 2 trend or its continuation, if it’s already
on. It will be the perfect timing for either an entry or an add-on decision.
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Figure 307 — We can see on the above chart a bullish divergence, which signalled a reversal. Ity
important to mention that not every divergence will signal a reversal and that not every reversal has in
corresponding divergence. This reversal tool has only a confirmation role.

4.2 Hidden Divergences

The hidden divergences are not really known by most of the newcomers because of thetr
“hard-to-identify”* feature. Their role is very important because it gives very strong signals,
even stronger than those of the common divergences. They are mostly found in the 60 to 40
RSI zone. Their specificity is not only this “no man’s land’ location but also their
development at the end of the current trend, just before reversal. Thus, in an up-trend they
are identified in the last, or before the last up swing, and vice versa for down trend.

i

i

R

Figure 308 — We can see on the above chart, on the lefi side, a hidden bearish divergence,
corresponding to the 60-40 RSI zone, which signaitled a down-sloping oriented reversal. On the right side
of the chart, we can observe a hidden bullish divergence, corresponding rather to the 60-30 RSI zone.
Both of them are located at the end of their corresponding trends.
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Bearish Comvergence

Figure 309 — We can see on the above chart g hidden bearish divergence, corresponding to the 60-40
RST zone. It is well concealed by the bearish convergence. Its specificity is the location at the end of a
sideways market, just after the double tops, which have formed the large bearish divergence.

5 RSI-derived Reversal Signals

The Reversal Signals were first discovered and developed by Andrew Cardwell, a great
trader and teacher who immensely contributed to the development of technical analysis. In
spite of this, his great contribution in the field of RSI, is mainly known only by the
professional traders.

We have to sincerely be grateful to Constance Brown, an eminent mentor and astute trader,
who gracefully taught many professional traders, not only Andrew Cardwell’s RSI
invaluable knowledge but also her favorite topics: the Gann, Elliott waves and the Fibonacci
concepts. We warmly recommend her excellent book titled Technical Analysis for the
Trading Professional [1999].

Along many years of trading experience, we have practiced the edge of the Reversal Signals,
enhancing the trade’s outcome by using their synergism with the local market flow
pitchforks.

The GET Stochastics indicator replaced the RSI due to its dual characteristics — efficient
use, not only in trending but also in sideways markets (refer to Chapter 12, sub-chapter 6).

The synergism of the Reversal Signals with the local market pitchforks consist mainly in
using their interaction with regard to the up-sloping or down-sloping failure guided by the
Hagopian rule, the magnet-like attraction of the median line and the power of the #rigger
Iines in determining the enhancement of the trend-failure trade outcome or the level of the
entry or the add-on re-entry.
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6 Failure Swings - Divergence Enhancement Factor

The failure swings occur when the RSI exceeds its previous extreme level, whether that is (1
or bottom), it corrects it and then heads straight for the old extreme level but fails to exceed it
In this context, only if the market price have exceeded or equaled its prior extreme point, we
would plead for a divergence. The failure swings have an important role in confirming, in «
way, the strength of the divergence, when they occur together but as we have seen, a swing
failure doesn't require a divergence. In case of a concomitant occurrence, they follow the
divergence and inform about its character and also about its future influence on the reversal,

st BT
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8

Figure 310 — We can see on the above chart that the RSI first failed to rise to its last high, it performed u
Iower high level, and then it dropped below its most recent trough. T he price/RSI discrepancy was herr
obvieus and it has formed a hearish divergence.

Figure 311 — We can see on the above chart that the RSI first failed to drop to its last low, il performed u
higher low level, and then it rose above its most recent peak. The price/RSI discrepancy was here obvions
and it has formed a bullish divergence.
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7  Resistance and Support Identification

Most of the experienced traders consider the support/resistance key levels as their bread and
butter. Looking at any chart the astute trader can easily draw the key levels that have
recently occurred. The problem is especially the old highs and lows, which are out of the
visualisation field, on that precise studied chart. For the intra-day trader, the key levels
pertaining to the recent past, like yesterday’s pre-close period, are of a great importance,
especially when trading Futures. We know that the Futures market has closed a few hours
after the close of the Cash market thus creating additional key levels... knowing them might
make your day!

By observing the RSI chart in comparison with the market price chart, one can easily detect
the corresponding key levels whether they are: resistances, supports, a new/old low or a
new/old high. The occurrence of a head-and-shoulder, a cup, a double top or a double bottom
greatly enhances the trader’s confidence and prevents the “gun-shy” syndrome.

To be more explicit, the support and resistances key levels are performed not only on the
market price chart but also on the RSI chart. The secret of their involvement, responsible for
trader’s optimal trade outcome is their degree of correlation. Thus we can have a double top
on the RSI chart, which isn’t (yef) visible on the market price chart. We remind you that the
RSI’s momentum is a step ahead of the chart.

On the other hand, due to its own construction, the RSI chart represents a gold mine for the
astute trader...with one condition... Never forget that it gives only a confirmation signal!

It is well known that the most important key level is the zero line (50 level). It represents the
frontier between the up and down-sloping trend movement.

The 80 and 20 levels closely guard the gate of the overbought and oversold zones,
respectively. We remind you that the market flow, more often than not, will firstly test these
zones giving a warning signal. Only at the second or even the third try it will penetrate them.

Even if the following common concept is still valid for some traders and call it “the Noise
Kingdom”, we can assure you that the 80-20 “no man *s land” zone is very useful for trading.
Be on the watch for revealing, not only the mini-local events like hidden divergences (40-60
zone) but also the key levels of the up-trend’s 80-4¢ limits and down-trend’s 60-20 boundaries.

T LD ¥

Figure 312 — We can see on the above chart that S1I to S5 represent the support key levels of the market
price chart and that the Rl to R3 represent the resistance key levels of the market price chart. By
comparing the corresponding levels on the RSI chart, we obtain s1 to s§ for the support key levels and r1
to r3 for the resistance key levels. Due to the lack of chart space we have illustrated by the arrows only
the correlation of supports (R1 to R5 corresponding to sl to 53). As we can see they are strictly correlated.
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8 Patterns on RSI Chart
8.1 RSI’s Rectangles
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Figure 313 — We can see on the above double pitchfork chart that we have prepared the indispensable
tools for an eventual long trade, which will be entered only if the local market flow will breakout the T1..
I trend line. The RSI chart shows an ascending pitchfork, with the RSI climbing along the median line.
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Figure 314 — We can see on the above double pitchfork chart that the market price not only has broken
up the TL-1 but it jumped all the way to the third warning line (WL-3) of the chart’s ascending pitchfork.
The RSI also climbed until the fourth extension of hl inception rectangle. Now, the market seems to
reverse.
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) Figure 315 — The above double pitchfork cha

1t is the same as the previous chart. We have only added i
v with WL-01 and the 100% thrust of the broken TL-1 & :

thie the upper trigger line to reveal its triple cluste
" TL-2 triangle. The HI & H2 thrusts correspond to the (h1+h2) & (h3+hd) RSI rectangle’s heights,
¢ respectively.
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9:: Figure 316 — The above double pitchfork chart is a continuation of the previous chart. The steep slope of
. "; the chart and the breakout of the median line of the RSI's ascending pitchfork efficiently divulge a
’ strong continuation of the down-sloping correction.
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Figure 317 — The above double pitchfork chart is a continnation of the previous chart. The steep slops
the volatile bar & the test of upper median line (UML) of the pitchfork’s chart can signal a continnatio
of the down-sloping correction o, on the contrary, a trading range along the UML. We the help of RS
we can rather plead for a sideways move because the RSI just reached the initial h0 rectangle and the #
key level.
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Figure 318 — The above donble pitchfork chart is a continuation of the previous chart. As we hm
anticipated, the market flow has formed a tiny trading range just above the upper median line (UMI.
The RSI imitated the market price and is now cruising horizontally along the very strong 60 key leve
The chart’s and the RSP’s sideways moves signal, with a very high probability, the end of the correctior
This is a very low-risk high-probability long trade with a tiny stop loss, just underneath the Fibonac,
50% ratio level.
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Figure 319 — The gbove double pitchfork chart is a continuation of the previous chart. As we have
anticipated the market price has restored its energy during the narrow range on the upper median line,
and it burst upward, all its recovered kinetic energy toward the highest high, in the making of the last
Elliott wave of this very strong impulsive pattern. The RSI performed an almost perfect hook and
reversed,

8.2 RSI Channelling & Triangle Formations

Figure 320 — The above chart illustrates the parallelism of the Dow Jones Industrial up-sloping trend
and the drawn channelling of the RSIL The purpose of this preparation is to reveal the timing of the
channelling breakout of DJI & RSI. As a momentum-related indicator, the RSI should breakout before
the DJI. Thus we will be able to perforin a low-risk high probability trade with a tiny stop loss.
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Figure 321 — The above chart is a continnation of the previous chart. As we have anticipated the RSI'
channelling has been broken first and it has performed a very steep hook without reaching the 40 level,
This non-trespassing move pleads for an up-sloping W3 continuation. The breakout of the TL-61 & Tli..
02 down-sloping triangle will emphasize if the recent pullback is part of the W3 development or is the
first corrective wave of the incoming W4.

Figure 322 ~ The above chart is a continuation of the previous chart. As we have anticipated the
pullback of the prior chart (05/21/2007) built the wd:W3. The RSI is ready to breakout the TL-0L
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8.3 Flexibility of the RSI’s Pitchforks

225

Figure 323 - As we have already
mentioned before, George Soros, the
Hungarian born, British citizen, is
one of the world greatest traders. He
has said that flexibility is the most
important guality of u trader. In the
Sfollowing four charts we will apply
this flexibility in the use of pitchforks.

We can observe on the right side
chart a down-sloping W3, well guided
by the multiple rectangles, drawn in
both directions.

The corresponding RSI down-sloping
pitchfork is already drawn with its
accompanying TL-2 trigger line.

Its task is to readily signal the end of
the W3 and the start of W4.

Figure 324 — The right side chartis a
continuation of the previous churt.
The W3 of the prior chart was
converted in a C-wave, and the
market price has reversed,

In order to cope with the new
situation, we have constructed an
Action-Reaction set-up, which will
faithfully follow the development of
the new up-sloping W3, across nof
only the inceptive rectangle’s
extensions but also across the ho
inceptive slant channel’s extensions.
Our declared flexibility allowed us to
change our attitude from a pitchfork
o the A/R set-up, in a blink of an eye.

Figure 325 — The above chart is
the same as the prior chart. We
have replaced the RSI Action-
Reaction set-up with an ascending
pitchfork and its corresponding
trigger line. The RSI has just
broken the 70 level directing
straight up. It will certainly enter
the overbought zone if the chart’s
TL-1 trend line will be broken.
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Figure 326 — The above chart is a continuation of the previous chart. The W3 has extended and
has plainly profited from the September 26th up-gap. After the RSI has signalled a first warning
by testing the 80 level it has tested it a second time, thus building a double top, an excellemt
reversal signal. That meant, the reversal time for W3, and the beginning of the W4,

9 Elliott Waves Labelling Confirmation by RSI

Figure 327 — The above chart illustrates the relationships that exist between the formation of
the Elliott waves and their sub-waves and the corresponding support and resistance levels
developed on the RSI chart. One can observe the almost perfect synchronism that is formed, The
extremities of the RSI chart are marked by the adequate divergences signalling the specific
reversals.
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a4 Figure 328 — T he above chart illustrates the relationships that exist botween the Billet
formation of a flat corrective wave pattern at market’s top and the corresponding patierns on the
RSI chart. The RSI chart was travelling in a descending channel and it was just halted by the
TL-01 trend line. Will there be a C-wave failure or the C-wave will perform its classic size (C-
wave = A-wave).
o | _ b
els Figure 329 — The above chart is a continuation of the prior chart with the following changes:
he the rectangle pattern has become & horizontal triangle, the C-wave has equalled the A-wave, the
; terminated triangle became a W4 and the wi: W35 is in progress. Our declared flexibility imposes

fic
a very strict RSI’s channelling in order to detect the wl:W5’s end and the retracement of w2: W5
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10 Real-Time Case Studies
10.1 Breaking-Up the Contextual Trend Line - a Gold Funtures Chart

Figure 330 — The right side chart ” -

shows the breakouts of the TL-1 and
TL-2 after the classic test & re-test,

The RSI has also broken out of its
TL-03. We have here a multi-aspect
situation with several possible trade
entries: the breakout of RSI’s TL-03
above 50 level, the breakout of 785.6
level, and the breakouts of the TL-1

& TL-2. The best trade will be the B L.
one that will comfort the degree of T RS TR
risk that the trader is willing to M i i R o
accept.

Figure 331 — The right side chart is
a confinuation of the prior chart and
it shows the double pitchfork set-up.
It will be very useful to manage the
trade further and assist the trader
not only to “add on” but alse to
scale out or to simply exit.
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10.2 Breaking-Down the RSI Pitchfork’s Median Lines — a Germaun Dax 30 Chart
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Figare 332 — The above chart S s

0

illustrates a typical pre-open trade, 9 WL
which is mostly based on the ;\_ =
i morning  preparation. We can Pt a
[ observe that the W3 reached toduy f'","” g
its extended size (W3=2.38*Wl). o R gy B S E
Judging from the RSI’s point of T IR Pl - - B
: i ", W o ’:,"p K

view, it seems that the W4 has just
started. Even if the W3 will make :
another swing in order to reach the L
2.62 value, the breakouts of the - : -
chart’s median line (ML) and the oo - o e
RSI’s lower median line (llll] ) will : BT e P /}' e B . b
certainly signal the W3's end & — T Ay i -
W4’s inception.
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Figure 333 — The above chart continues the prior chart. As spoken, the old W3 has performed a
last swing reaching the most common value of an extended wave (2.618). The labelling has been
changed, due to the new development and we have already commenced the reversal signalled by
the filling of the up-gap. The RSI has broken the lower median line 0ml) & reached the WL-1.
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Figure 334 — The above chart continues the prior chart, As we have anticipated the W4 has
started and will probably last the midday doldrums. The RSI has exemplarily behaved first &y
breaking the WL-1 and then the TL-1. Halted by the strong 40 level, this signals, once more, thad
the trend is still up sloping. We remind you that the trend has its corresponding 80-40 RSI
range.

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com




Short-Term Trading - Integrated Pitchfork Analysis - Volume 2

T

Key Points to Remember:

We arrived to the conclusion that most of the newcomers or ths
inexperienced traders don't realize that RSl is a frue gold mine
for them. Instead of using the whole array of what RSI has to
offer, they get stuck with partial topics liKe extreme zones and
divergences.

We always say that a well-trained trader in the use of RSI has a
great chance to optimize and more efficiently find the low-risk
high-probability trades.

The RSI has the great quality of heing able, if properly used, to
detect the small stop loss entries, thus not only the RSl will
optimize the trade but it will also prevent the "trigger-shy |
syndrome.
The simplest metdods always remain the best...an up-trend is
worth what the distance between the two consecutive throughs
is! By only looking, with the naked eye, at several time frame
charts, the astute trader can readily say, which is the dominant
trend and in what stage of development the trend is.

Be on the watch to characterize the corrections. Observe their
size and their time duration. They are directly correlated with
the strength of the trend.

Be aware that if the trend makes a lower high, it's only a half
reversat signal. If a lower low is ensuing, only then we can say
that the trend has changed.

The Trough-and-Peal Analysis compares the corrections’ lows. It's
simple, it’s efficient and is optimal for the trade’s outcomel

More often than not, the market flow will test the overbought
Joversold zones before it will break in, usually a few bars in
advance.

With the risk to appear weird, we can assure the trader that the
RSI plays a capital role in the inception, the develoment and the
termination of the trend. Moreover, the RSl can also locate
! market price targets or form RS chart patterns.

The inception of an up-sioping trend is usually signalled by a
divergence associated or not with a hidden divergence. The
usual up trend’s zone is between the 40-80 level zone.

The inception of a down-sloping trend is usually signalled by a
divergence associated or not with a hidden divergence. The
usual downtrend's zone is between the 20-60 level zone.

Don't take for granted that a divergence will always signal a
reversal. Not every reversal is accompanied by a divergence and
not every divergence has its own reversal.

Don't neglect the very probable occurrence of a hidden
divergence, just before the trend termination. The 40 to 60 zone
is its predilection background.
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Like on the market price charts, the failure swings are very
frequently met on the RSI chart. They are very valuable because
they constitute an enhancement divergence factor and they also
occur precociously with regard to those of the price chart.

The astute traders will always verify the correlation of the
Elliott wave labelling with their corresponding RS levels. Most of
them consider the support & resistance key levels as thelr bread
& butter!

Be aware that flexibility is a high quality tralt of a trader, like
George Soros used to say. Be ready to replace in a blink of an eye
the RSI's pitchfork with an Action-Reaction set-up If the market
behaviour demands and imposes it. This is valid for any
indicator.

pon't get stuck on your beliefs! Just react to the market
behaviour... It will do the rest for you!

If the RS! layout concomitantly proposes several trade versions,
from aggressive to conservative type, the best choice wili be the
one that will comfort the degree of risk that the trader Is willing
to accept.

Be aware that a short-bar divergence is more efficient than a
long-bar divergence. In our experience we had the following
descending efficiency length scale: the 2 to 3 bar, the 2 to 6 bars
and the more than 6 bars, where the former is the most
efficient.

pon’'t forget that the synergism of the Reversal signals with the
local market pitchforks consist mainly in using their interaction
with regard to the up-sioping or down-sloping failure gulded by
the Hagopian rule, the magnet-like attraction of the median line
and the power of the ¢trigger lines in determining the
enhancement of the failure or the level of the entry or the adad-
on re-entry. The price projections guided by the Reversal slgnals
take here, their full importance.
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Chapter 12
stochastics and Pitchfork Synergism

This chapter will describe one of the most frequently used indicators by the Futures traders —
the Stochastics indicator. Most of the traders reserve its use for the overbought/oversold zones
and crossovers signals with their expected effect — the reversal. Its main task is identifying the
pivotal changes within a trading range, having as direct consequence the sideways trading.

In reality, this indicator has a greater potential pertaining not only to the sideways markets
but also to the trending moves, We will try to describe, as much as possible, these additional
unknown aspects. This will give the traders a real edge over the crowd.

1. Stochastics Indicator - Definition

Most of the traders believe that George C. Lane is the inventor of Stochastics, but in reality,
even if he used it since 1954, Ralph Dystant and his dentist-friend Richard Redmont have
created this concept. At Ralph’s death, George C. Lane has continued to develop it, and thus
occurred the Lane’s Stochastics indicator around 1978. The Stochastics indicator term is not
10 be confused with the word stochastic, defined in dictionary as random or probabilistic.
From the concept point of view, the Stochastics indicator is considered different from
smoothing techniques like MACD or RSL It is rather a short-term market price velocity
indicator having as an immediate result its recent market price sensitivity, which wiil be
greatly enhanced. It is defined as a comparison between the current price and the selected
period’s range. The reading values will be a designed percentage from 0 to 100, where the
former is the lowest low of the chosen period, and the latter, the highest high. Thus, it will try
to measure the levels within an up-sloping trend where the closing prices have the tendency
to aggregate at the proximity of the upper end of the chosen period (and vice versa).

We will not go into the math details because of lack of space and also because we would like
to emphasize the Stochastics’ indicator practical aspect rather then the theoretical one.

As we have already mentioned, it is measured on a scale from 0 to 100, and it goes without
saying that the lower portion (¢ te 20) is considered as the oversold zone, and the upper
portion (80 fo 100) is named the overbought zone (refer to Figure 336). The midpoint of this
bound range is the 50-level line. Its up-sloping trespassing is considered as a commencement
(or continuation) of an up-trend and its drop below 50-level line will signai a weak market,
ready to collapse. The 20 to 80 level zone is considered as a “no man’s land”.

The setting we have always used is 14 - the half of the lunar cycle length. Some traders also
use 9, 7 or even 5 but we consider that 14 is the ubiquitous setting for whatever time frame is
chosen. The trader should be aware that the smaller the value of the settings, the greater the
influence of the market noise would be! And this is valid, on any time frame chart.

GET stoen(14.5.9) _ 2 B S
/?Awm\l\ 4-Bar Seﬁmg]}m? % 7 Y //J""\“
\4% 59
Wi - ' ol !
7~ - Ao A T >
FET St0ch(633) §-Bar Settings | ” g . m
....... I ) ‘. . I \
' MR TR %

Figure 335 — As we can see on the above chart, the 14-bar settings give less noise than the 5-bar
settings.

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com



Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 .

If we apply the formula involving the High and the Low of the last period range and the € Lo
of the most recent bar price, then we will obtain the raw Stochastics, also named the fo.-
Stochastics, expressed by the symbol %K. As we have mentioned, the raw expression of vl
indicator is very sensitive to the recent market moves, in such a way that it isn’t reab
optimal for trading purposes. In order to get a less erratic curve the latter has been smouths
with a 3-bar simple moving average. Thus, the fast %D is obtained, which seems to be moss
ergonomically used than %K.

In spite of the latter smoothing, the erratic moves still occurred, even if they were leve
abundant. Finally, by smoothing again, with the same 3-bar simple moving average, bnt thi
time the fast %D not the %K, we will obtain the slow %D, which is very suitable for tradiny.
Let us summarize and try to make it simpler:

. 9%K is the outcome of applying the math formula involving the last bar’s Close, the High
and the Low of the 14-bar period range. It is called the raw or the fast %K.

- The smoothing of the %K by a 3-bar simple moving average will create the fast %10

- The smoothing of the fast %D by another 3-bar moving average will result in a sfow .1}

We are usually working with the fast %K and the slow %D Stochastics curves. In order te
reveal the low-risk high-prebability trades, various situations can occur, and each of them by
based on one of the following mechanisms:

- Location of the curves within the 0 to 100% range takes all its importance when
occurs in the overbought or oversold zones. The common concept agrees that when theve
extreme zones are reached, the market price chart will perform a top or 2 bottom. Any
event that occurs in these extreme zones is far more important than any events in the
“no man’s land” zone. A crossover in these zones is much more important than the one
occurring in the “no man’s land” zone,

- Crossover of the two curves. The %K being faster than %D, it will change dircction
earlier. A crossover in the overbought zone signals a downward reversal, and if it occins
in the oversold zone, then the market is ready for a rally.

- Upward Trespassing of the 50% level is assimilated to an up-sloping trend and if the
crossing drops, then it’s considered as a downward trend.

- Divergences, which are another probable signal of reversals, occur when therc is »
direction discrepancy between the market price and the Stochastics indicator.

- Failure Swings are considered as a divergence enhancement factor and occur when thy
Stochastics indicator exceeds its previous extreme level, whether that is (top or bottom),
it corrects it and then heads straight for the old extreme level but fails to exceed it.

- Hinges are catalogued as a slow-down of both curves, kind of flattening the market prive
velocity. They usually represent the prelude of a trend reversal.

- Charts Patterns that occur on the market price chart can also occur on the Stochastics
chart: triangles, pennants, flags, rectangles, head-and-shoulder, channels, single o)
multiple pitchforks. More often than not, the main signals consist of the breakouts !
the Stochastics indicator trend lines, which will occur earlier than those on the marke!
price chart patterns.

2. False Stochastics Indicator - Definition

Tom Joseph, the creator and the developer of the Advanced GET System (www.esignal.cony)
has extensively developed the use of the Stochastics, among other brilliant works. From :
simple use, he allowed the Stochastics to become an ubiquitous indicator with dual functions:
detecting the trends and signalling the various and numerous reversals of a trading range.
Thus, the False Stochastics indicator has been created, a proprietary eSignal tool, which
indicates the presence of a trend when a thick line marking occurs (refer to Figure 336):

- In the overbought zone, just above the 100% level, signalling an up-sloping trend,
- In the oversold zone, just below the 0% level, signalling a down-sloping trend.
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Figure 336 — The complete picture of the Stochastics features is illustrated on the above chart: the False
Stochastics marking line, the overbought & oversold zones, the 80% to 20% *“no mans land” zone, the
50% level, the 80% & 20% main levels, the hinges and the crossovers into extreme zones (1, 2&3).

3. False Stochastics Indicator - Trend Revealing Tool — Landmark Definition

;1105

Figure 337 — We can see, on the above chart, a downtrend on the left side and on the right side, the
development of an up-sloping trend from its inception level around November 26", The False Stochastics
markings clearly show the trends’ progression. The un-marked space between two marks is the pullbacks.
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Figure 338 - We can see, on the above chart, a downtrend on the left side, terminated through a double
pottom (Bottom 1 & 2) and on the right side, the ongoing development of an up-sloping trend from it
inception level on December 4" The False Stochastics indicator clearly shows the down-trend marking
lines in the oversold zone, and the up-trend marking line progression of the current up-sloping treni
located in the overbought zone. The un-marked space between two marks represents the pullbacks,

4. Overbought (OB) and Oversold (0S) Zones — Tops and Bottoms Detection

Figure 339 — George C. Lane considered the overbought/oversold warning signals above/below 75 and
25 respectively. In our experience we opted for 80720 limits. The Stochastics’ tops precede, more often
than not, those of the market. We can observe on the above chart that the Stochastics chart entered the
overbought zone, long before the price chart has made the Top 1. The aggressive short trade signal was
given when the Stochastics has dropped from the overbought zone and penetrated the 80-level line. The
conservative short trade entry was signalled only when the market price chart has made the Top 2 aml
the crossover of the Stochastics has occurred.
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Very often, the first penetration into/outside the overbought /oversold zones is usually just a
warning signal. The tops are shorter in time than the bottoms and more volatile, They are
harder to catch than the bottoms.

T FTRES By - -
.« Double Top Copyright 2007
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Figure 340 — The above chart clearly illustrates the two oversold zones having an emply space in-
between, which represent the corresponding correction. The Stochastics® bottoms precede, more often

than not, those of the markel.

We can observe, on the above chart two oversold zones (OS n° 1 & OS n° 2). The first
contains four lower lows of the price chart and the second contains just one, the LL-5. The
first short entry trade was performed when the market price dropped below the LL-1 level.
After that, the trader could have added contracts or perform multiple entries under each
lower low (LL-2, LL-2, LL-3 and LL-4). It is very probable that the LL-5 lower low
represents the bottom of this trend.

The trader can perform a long trade when the Stochastics will burst out of the 0-20 oversold
zone. I this is done, the stop loss will have an optimal tiny value.

Don’t neglect the possibility of a double bottom. We should remember that the double
bottoms are formed on high volume, the second having a lower volume. Longer in time than
the tops, the bottoms have smaller ranges, thus being easier to trade.

As they say, “The market falls under its own weight!»

5. Divergence - Reversal Tool

We remind the reader that the divergence is defined as a discrepancy between the price and
the indicator, especially momentum-related indicators.
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Figure 341 — We can see on the above chart a mild bullish divergence, signalling an upward reversal.
The market price has made a lower low, but the Stochastics was not able to cope with it and has made, on
the contrary, a higher low. Thus, a bullish divergence is formed, which is ensued frequently by a
reversal.

Nuts-and-Bolts concerning the inception of the up-sloping trend in chart on Figure 341: the double bottom,
the upward-oriented Stochastics crossover preceding the second bottom, the bounce on the 20-level support line,
the triple tests of the 30-ema, the huge volatile bar signaling the real trend’s commencement, the tardy
crossover of the 15- and 30-ema and finally the steep slope of the market flow associated with the 45° slope of

the Stochastics.

by Dr Hirces Dologa
wvw pltchforktrader.com

Figure 342 — We can see on the above chart a mild bearish divergence, signalling a downward reversal.
If the market price makes a higher high, but the Stochastics is not able to cope with it and makes, on the
contrary, a lower high, then a bearish divergence is formed, which is ensued frequently by a reversal.
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6. GET Stochastics-Derived Reversal Signals

As we have already mentioned in Chapter 11, sub-chapter 5, the Reversal Signals were first
discovered and developed by Andrew Cardwell on the RSI-derived market price charts.
Constance Brown, an eminent mentor and astute trader, recently named as the Editor of the
MTA Journal of Technical Analysis has gracefully taught many professional traders, not only
Andrew Cardwell’s RSI invaluable knowledge but also her favorite topics: the Gann, Eliott
waves and the Fibonacei concepts. We warmly recommend her excellent book titled
Technical Analysis for the Trading Professional [1 999].

Along many years of trading experience, we have practiced the edge of the Reversal Signals,
enhancing the trade’s outcome by using their synergism with the local market flow
pitchforks. The GET Stochastics indicator replaced the RSI due to its dual characteristics —
efficient use, not only in trending but also in sideways markets. The GET Stochastics price
projections guided by Reversal Signals take their full importance, especially in labeling the
Elliott waves.

6.1 Positive Reversal Signals

We have described in the above n® 5 sub-chapter the divergences defined as a market price,
which is not confirmed by the indicator. Thus between them, a discrepancy occurs.
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The Positive Reversal is formed when the indicator creates a lower low level (p2) while the
market price evolves to a higher high level (P2) - refer to the Figure 343 & 344. The signal
intensity isn’t stronger if it occurs in the extreme overbought/oversold zones. Moreover, this
visual set-up allows the trader to efficiently project the market price, which is currenth
elevating. For that, it suffices to subtract the value of the market price P@ level corresponding
to the pO-indicator level, from the P2 level value corresponding to the p2-indicator level. The
obtained result (H) is to be added to the P71 market price level, corresponding to the pf
indicator level. Thus, there is a high probability that the market flow will climb, all the way to
this projected price level (calculated P-Target).
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Figure 344 — The above Eu ro/US Dollar Futures chart continued the prior chart and it precisely showed
the Positive Reversal concept and its real-time projected price. The calculated P-Target is fully described
in Appendix n°2. The Excel spreadsheet can be graciously obtained from the author at
mircdologa@yahoo.com The difference between the calculated projected price (123580) and the reitl-
time price (123860} is only 0.23%, which certainly gives the trader an edge over the crowd.

6.2 Negative Reversal Signals

The Negative Reversal is formed when the indicator creates a higher high level (p2) while the
market price drops to a lower high level (P2) - refer to the Figure 345 and 346. The signal
intensity isn’t stronger if it occurs in the extreme overbought/oversold zones. Moreover, this
visual set-up allows the trader to efficiently project the market price, which is currently
going south. For that, it suffices to subtract the value of the market price P2 level
corresponding to the p2-indicator level, from the P@ level value corresponding to the po-
indicator level. The obtained result (1) is to be subtracted from the PI market price level,
corresponding to the pI-indicator level, Thus, there is a high probability that the market flow
will fall, all the way to this projected price level (calculated P-Target).
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Figure 345 — The above chart precisely shows the Negative Reversal concept and its price
projections.
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0- Figure 346 — The above Euro/US Dollar Futures chart continued the prior chart and it precisely showed
el, the Negative Reversal concept and its real-time projected price. The calculated P-Target is fully
w described in Appendxx n°2. The difference between the calculated projected price (124840) and the real-

time price (125030) is only 0.15%, which certainly gives the trader an edge over the crowd.
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6.3 Positive Reversal Signal and Pitchfork Synergism

Culowtarsd P-Target <123¢80
Reak-Tisie.
P-Targat - 123860

ty,

=_|1n+;m+f-ml' ‘*-*-!&g--

ﬂj}t

Copyright 2007 e
by Dr Mirces Dalogie okt Roversal
www.pitefiforkteader.com . : ) i

s WOTH0 W a8 2@ af ¥, 18 4¢ =zr 8 W &7 4 1 %

Figure 347 — The above Euro/US Dollar Futures chart continued the chart in Figure 344 and it
precisely showed the synergism between the Positive Reversal and the ascending pitchfork. We see that
ion because it couldn’t reach the median line (ML). The trader conld

the market price failed its ascens
use this up-sloping failure to his/her advantage by using the Hagopian rule (refer to Chapter 8, sub-

chapter 2.1}, An eventual test and re-test of the trigger line will be an excellent hint for an entry.
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Figure 348 — The above Euro/US Dollar Futares chart is the same as the prior chart. One can easily sce

that the added up-sloping pitchfork of the Positive Reversal on the indicator’s chart, not only
corroborates a trade entry around the LML or at the trigger line level, guided by the Hagopian rule, bus
alse emphasizes the visualization process. The market price failure is better visualized on the GE1
Stochastics chart, Its last crossover signals a very probable bounce on the trigger line.
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6.4 Negative Reversal Signal and Pitchfork Synergism
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Figure 349 — The above Euro/US Dollar Futures chart continued the chart in Figure 346 and it
precisely showed the synergism between the Negative Reversal and the down-sloping pitchfork. We see
that the market price has been strongly attracted by the magnet-like power of the median line (ML) and
then, it bounced on it. The trader could use this test and re-test of the ML as a long entry. An eventual
test and re-test of the upper median line (UML) and/or trigger line will be an excellent hint for a long

add-on re-entry.
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Figure 350 — The above Euro/US Dollar Futures chart is the same as the prior chart. One can easily see
that the added ascending pitchfork of the Negative Reversal on the indicator’s chart not only
corroborates a long entry guided by the bounce on the median line (ML) of the down-sloping pitchfork
but also emphasizes the visualization process. The last crossover on the GET Stochastics chart certainly

emphasizes the confirmation of the long trade.
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7 Failure Swings - Divergence Enhancement Factor

The failure swings occurring with Sfochastics indicator are very similar to those alrcady
described with RSI indicator (refer to Chapter 11, subchapter 5).

The failure swings occur when the Srochastics indicator exceeds its previous extreme level,
whether that is (fop or bottom), it corrects it and then heads straight for the old extreme leved
but fails to exceed it. In this context, only if the market price has exceeded or equaled ity
prior extreme point, we would plead for a divergence.

The failure swings have an important role in confirming, in a way, the strength of the
divergence, when they occur together but a swing failure doesn’t require a divergence. In
case of 2 concomitant occurrence, they follow the divergence and inform about its charactes
and also about its future influence on the trend’s reversal.

8 Resistance and Support Identification

Due to its own construction, the Stochastics chart represents also a gold mine for the
professionally trained trader... with one condition... To use it only as a confirmation signat!
It is well known that the most important key level is the 50-level line. It represents the
frontier between the up and down-sloping trend movement.

The 80 and 20 levels closely gnard the passage to the overbought and oversold zones,
respectively. We remind you that the market flow, more often than not, it will firstly tem
these zones giving a warning signal. Only at the second or even the third try it will penetrate
them.

Even if the following common concept is still valid for some traders and call it “the Noise
Kingdom™, we can assure you that the 80-20 “no man’s land” zone is very useful for trading.

Always be on the quest for a round bounce or a hook strongly supported by the 50-level linc.
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9 Patterns on Stochastics Chart

9.1 Stochastics Rectangles — EuroStoxx 50 Chart

245

Figure 351 — We can see on the right side
chart the pre-open preparation mainly
based on the chart rectangles, their
extensions and the synchronism that has
occurred with the rectangle on the
Stochastics chart.

It’s very important to notice that the two
rectangle types have already lasted four
hours, during the immediate past period.
The time length will not indicate the
future direction of the market flow but it
will certainly signal the intensity of an
eventual breakout that is very probable to
occut, early in the opening, or during the
day.

Be on the watch for the breakout of upper
or lower borders of both rectangles.

T HTET T

Figure 352 — As we have anticipated the
opening gap broke out the initial
rectangle’s lower border and bounced on
the 50%-level line. During the first hour,
the market flow seems to hesitate as for
the direction it wants to consider.

Even if the market price has fluctuated
during this hour from the opening gap to
its second lower extension [0G(-2)] the
Stochastics chart has still remained
resident in the 80 to 20% zone.

This is a textbook example, where the
breakout of a chart rectangle doesn’t
really impose a trade entry unless the
Stochastics penetrate into OB/OS zones.

Figure 353 — We can see on the right side
that the 20-level line hook of the previous
chart was a strong entry signal because it
is also the fourth bottom that bounced on
the 20-level line. Moreover, the zooming
through the 50%-level line has comforted.
However, the trader must work with a
tight stop loss until the market flow is
home free, just above the day’s high at
4216 key level.

Our immediate tasks are to carefully
watch: the bounce or the penetration of
the TL-1a trend line and the Stochastics
behaviour in the proximity of the 80% 1o
85%-level line.
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Figure 354 — As we have anticipated T s .
the market flow has not only broken out Copright 107 il TR ‘mm
the day’s highest high at 4216 key level o o I e R
but has also climbed all the way to the . ﬁl' P S o
contract’s highest high at 4224 key level R 7 w1 w T e
Will the trend continue? For the »}W"—ﬁ""’ b _ﬁi" W T ; inee
moment we are in the overbought zone. - If T ww mm -

In order to be aware, as soon as
possible, that there might he a change
in trend, we have drawn TL-01a & TL-
016, which will serve as land markings.
Their trespassing will be progressive,
and we will be able to immediately
react. We should have another plausible
add-on level when & if the market flow
will break out the contract’s highest
high above 4225 key level (4224+1).

Figure 355 — We can see on the right
side that the market got stuck right on
the contract’s highest high at 4225 key
level, and formed a I4-bar trading
range. The time is now 13:00hrs, right
in the middle of the midday doldrums.
Be on the watch for a volatile
breakout, right after 14:00hrs.

Figure 356 — We can see on the right
side that as we have anticipated the
market flow dropped until the mid-line
of the inception rectangle at 4213 level.
The next low-risk high-probability trade
has occurred at the opening of the S&P
500 marker at 15:30hrs CET, the
equivalent of the 09:30hrs US ET.

The market price broke-up through the
higher border of the inception reciangle
at the 4216 key level. After it has made
a double bottom, the Stochastics left
the oversold zone, breaching the 20-
level line, and zooming through the 50-
level line,

Again the old contract’s highest high at
4224 level could have served as an add-
on opportunity.
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9.2 Stochastics Channelling & Rectangles

247

Figure 357 — We can see on the right
side the dual channelling on market
price’s and Stochastics’ charts, which
will greatly assist the trader in his
decision taking process.

The pre-open preparation illustrates
that the market price reached the 550%
extension of the inception rectangle,
terminating with a doji candle. The TL-
b trend line halted the market flow.

The Stochastics was cruising, right
ander the 100%-level line, testing it
several times.

The breakdown of the 80%-level line
will certainly signal the trend’s reversal
with a consistent price drop.

Figure 358 — We can see on the right
side that as we have anticipated the
market price dropped through the
mechanism of an opening down-gap,
The TL-c trend line was breached and
the Stochastics indicator reached the
oversold zone.

We must be on the watch for a strong
support by the Stochastics’ TL-02 trend
line,

The opening gap represents a breakout
iype gap, which has a strong potential
in enhancing the downward momentum
of the trend. Thaus, it is very probable
that the down-move will continue.

Figure 359 - We can see on the right
side that as we have anticipated the
market flow has dropped farther. It was
Sfinally halted by the 400% extension of
the rectangle and by the TL-02 line on
the Stochastics chrarr.

What will happen further?

Upwards, on the price chart, the borders
of the gap are very strong resistances,
especially because they coincide with
the 61.8 retracement level, Downwards,
the TL-d slant trend line might firstly
halt the market price and then shortly
Sollowed by the old high 7470 key level.
As for the Stochastics’ probable future
behaviour we mention upwards the 80

level, the TL-04 & down the 20 level,
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9.3 False Stochastics Flexibility — Synchronism of Duul Pitchforks

Figure 360 — We can see on the right side
that the construction of dual pitchforks:
the PO-P1-P2 market price formation and
the p0-p1-p2 Stochastics formation.

It was possible to concomitantly draw
them as the P2 & p2 pivots have accurred,
So far, the market flow fully obeys the
median line’s (ML) resistance role.

As for the Stochastics behaviour, the
indicator has cruised upward until it has
reached the overbought zone.

Will the market continue its up-trend?
Be on the watch for 80%-level line
breakout and for the occurrence of a drop
off the ML... and you’ll have the answer!
Watch also for the interruption or not of
the False Stochastics marking line,

located just above the 100%-level line,
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Figure 361 — We can see on the right side
that as we have anticipated the market
has continued its up-sloping trend, The
Stochastics marking line has continued
its expansion, meaning that the up-
sloping market could still continue... or
isn’t the rubber band too extended?
However, the trader must be vigilant and
suspect an imminent probable reversal,
which could be signalled by: the extended
66-bar up trend, where 66 represents a 10
times multiple of the symbolic n° 6, the
reversal pattern of the last bar, the down
hook of the Stochastics off the 100%-level
line (also TL-1 trend line) and the
breakout of the lower median line (iml) of
the Stochastics’ up-sloping pitchfork,

Figure 362 — We can see on the right side
that as we have anticipated the market
Jlow has suddenly reversed and it has
dropped farther. This is a texthook
example of the “rubber band” effect with
a splendid reversal. We have drawn a
down-sloping minor pitchfork that will
greaty assist the trader in optimally
describing the local market flow,

If the market doesn’t reach in its fall the
trigger line of the chart’s major pitchfork,
then we have a down-sloping failure
obeying the Hagopian rule. The down-
momentum will be suddenly cut-off and
the counter move will be more powerful
than the inifial approach.

Copyright 2007 by Dr, Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com




s Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 249

10 Elliott Waves Labelling Confirmation by Stochastics Indicator
1 ; 10.1 Impulsive Pattern - W1 to W5
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- : Figure 363 — The above chart illustrates the relationships that exist among the formation of the
o Elliott waves and their sub-waves and the corresponding support and resistance levels developed
. on the Stochastics chart. One can observe the almost perfect synchronism that is formed: the
] W1 is halted by the 50%-level line; the W2 can’t retrace anymore due to the intervention of the
" 80%-level line, it bounces on it and starts the W3; the W3 gets exhausted in the oversold tone
n (again the “rubber band” effect); the short 33% W4 price retracement signals a very strong
. “would be” W5; the W5 takes off from the overbought zone and drops, all the way down to
L oversold zone.
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o Figure 364 — The above chart illustrates the relationships that exist between the formation of
o the Elliott waves and Stochastics. We can observe not only the corresponding support &

resistance levels but also the efficient up trend revealing by the two marking lines located above
o the 100%-level of the False Stochastics. The space between the two marking lines is consecrated

i’ 1o W4,
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10.2 Wavel

Figure 365 — The above chart illustrates the relationships that exist among the formation of the
W1 to W3 Elliott waves and the corresponding key levels developed on the Stochastics chart,
One can observe the almost perfect synchronism that is formed: the W1 is halted by the 20%-
level line; the W2 can’t retrace more due to the intervention of the 80%-level line, it fails to
reach it and then drops, thus starting the downward W3; the elongated W3 (W3=4.00*W1) kas
quickly become oversold and started to cruise within the oversold zone; a probable W4 embrys
seems to be born, just after labelling the W3. The 20%-level break-up & oversold zone burst-out

might help!

Figure 366 — The above chart illustrates the W3 relationship with the corresponding key levels
developed on the Stochastics chart. At this development stage, the W3 has reached the 2.618
extension (W3=2.618*W1). The overbought zone has already been reached and the down-
pitchfork has optimally described the market flow, so far. The OS zone burst out signals the W4
inception.
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10.3  Murket’s Decision: What will it be... Wave 4 or Wave 5?

(X USHTTOAR SnDy )

%

Figure 367 — The above chart illustrates the probable occurrence of the W5, considering that the W4
correction has already terminated at the 38.2% retracement. The projections of the W5 must remain
under Stochastics’ TL-1 trend line. They could successively drop to 4868, 4850 or 4832 key levels. In
case that the W4 is not terminated yes, the W4 can retrace maximum, all the way up to 4980 key level,
which represents the W4/W1 overlapping border. If this retracement level is exceeded the down-sloping
impulsive pattern is negated. The lower level of the prior pattern 's W4 could halt this eventual correction.

Figure 368— The above chart illustrates the continuation of the preceding chart. The W4
decided to retrace farther than the 38.2% key level. It has attained now the 61.8% correction at
4953.4956 key level zone. The W4/WI overlapping border is still 24 points away. The
Stochastics indicator firstly bounced on the 20-level line and then broke up the TL-1 trend line.
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Figure 369 — The right side chart
continues the prior chart. The W4
slightly exceeded the overlapping
border. The market flow just
pierced the border and then
quickly retraced. However, for
Futures trading is commonly
allowed a maximum of 17%
excess. The reversal pattern is a
textbook example, Moreover, an
inside bar has been created
signalling once more, the reversal.
The C-wave of W4 became
2.382*4-wave.., W3 is on its way!
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Figure 370 — The right side chart
shows a down sloping impulsive
pattern with the formation of W4,
The Stochastics reached the
overbought zone and is currently
preparing for a reversal, so that it
can start the W5 formation.

The very short 27.2% W4 price
correction signalled that the trend
is impatient to continue its down-
sloping drop. This is an indirect
way of evaluating the strength of
trend’s down-sloping momentum.

11 Real-Time Case Studies

I EEE

11.1 Precocious Stochastics’ Pitchfork & Opening Gap - German Dax 30 Chart

Figure 371 — The right side chart
unveils a sirategic pre-open prepa-
ration. The Stochastics’ pitchfork
is drawn since yesterday’s
immediate past, around 19:15hrs
and the market price’s pitchfork
was drawn, after the termination
of the opening bar.

The market is downward-oriented,
the two pitchforks are set, and
now... we are waiting for the
Silling of the down-gap, or on the
contrary, a farther fall,

As long as the Stochastics remains
oversold, we are falling!
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Figure 372 ~ The right side chart
continues the previous chart.

The market price dropped farther, and the
Stochastics continued its  horizontal
oversold zone cruising.

Abvays be on the watch for anticipating the
market next moves... both sides! Don’t bet
on any of them..! Just measure the
probabilities of move continuation or on the
contrary, the move’s reversal.

The current down market move has a high
probability to continue due o the
Stochastics oversold zone location and the
market flow location beneath the median

fine (ML),
i A last word of advice... Abways be aware of
° the time-of-the-day... Live with it!
Figure 373 —  The right side chart
¥ continues the previous chart.

¥ At exactly 9:00hrs the market decided to
reverse forced by several factors: the
preceding bearish divergence, the two-bar
[ bottom reversal pattern, the three-bottom
patern on TL-2, the breakout of the
oversold zone and the bounce on the 300%
rectangle’s extension. If the ap-trend
continues the trader should take the
advantage of three add-oms levels: the
progressive breakouts of the lower & higher
gap’s borders and the breakout of
yesterday’s high key level.

Figure 374 — As we have anticipated the
market flow continued its up-trend, on the
right side chart.

For the moment, the market flow is halted
by the first up-sloping extension of the
rectangle at 7448 level and the 100%-level
resistance line of the Stochastics chart,

The strong up-sloping momentum is closing
in the yesterday’s high at 7455.5 key level
and also the contract’s highest high at 7458
key level,

Whatever the market flow does, it will have
first to restore its consumed kinetic energy,
and only then continue its up-sloping trend,
or just drop toward the gap, located right
anderneath.
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Figure 375 — The above cha
trading range,
the market flow has created a bearish diverg
broke down the 8§0%-level line. It seems
Even if the market flow didn’t reach yet the
market’s magnet-

noon or tomorrow, if the market flow doesn

rt continues from the previous chart. After an elev
the market flow has finally reached yeste

like the market price is ready for a correction.

ke attraction for it. Sooner or later it will be conquered...
't collapse beneath the down-gap’s lower boundary.

en-bar energy restoring

rday’s high at the 7455 key level. In this process.
ence (referto T. 1.4 trend line on the Stochastics chart) and

contract’s highest high at 7458 key level, keep in mind the
Ir will surely be this after
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Figure 376 — The above chart ¢o

we have anticipate. It didn’t wait for the afte
rs CET. Not only that, but the market flow clim

sas attained at 11:00h

The decisional power of the trend fines, including
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11.2  Pre-Open Preparation & Contextual TL Breakout — German Dax 30 Chart

Figure 377 — The right side chart
unveils a strategic pre-open preparation.
We have laid out the graphical factors
that will influence our trading decisions.
The up-trend scenario has very litdle
probability due to the very strong 7360-
7358 monthly & weekly pivol cluster.

The downtrend scenario has a greater
probability, if the daily pivor 7336 key level
is broken down, The Stochastics has
already reached the oversold zone, which
pleads in favour of the downtrend farther
development. In this case, the TL-1 and TL-
3 trend lines of the price chart will be
; progressively broken down, concomitantly
5 or successively with the Stochastics® TL-02
i trend line.

Figure 378 —  The right side chart
continues rthe previous chart. The down
trend scenario was preferred by the market,
through the down-gap mechanism. Both
chart's TL-1 & TL-3 ftrend lines were
broken down and the Stochastics dropped
so low that only the 5%-level line could halt
it. The huge 50-point gap, representing half
of the daily ATR will take a while to be
filled, As it looks, the down-sloping
momentum is very strong, and the trend’s
destiny is even a farther down development.
The break-up of the 20%-level line and of
the Stochastics’ TL-02 trend line will signal
the beginning of a reversal,
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Figure 379 — The right side chars, which
continues the prior chart confirmed the
Jarther down destiny of the trend.

However, the (rader must continuously
suspect a probable reversal, even if the
Stochastics is still in the oversold zone, This
way of thinking is due to: the market price
reaching the 100% lower extension of the
down-gap and its bounce, the textbook
reversal pattern, with a volatile up-bar and
the slight upwardly-oriented Stochastics
hook.

Be on the watch for the breakout of the TL-
3 trend line on the chart and the breakout
of the 20%-level line and TL-02 line, on the
Stochastics chare.

iif
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Figure 380 — The right side chart, which
continues the prior one confirmed the
farther down attitude of the trend.

The market flow constantly remained under
the market price chart’s TL-3 trend line,
and at the same time under the 15- & 30-
emas.

We have built a descending channel having
the TL-3 trend line, as the upper border. Its
trespassing will confirm the change of the
trend. The latter choice is very probable due
to the bullish divergence of the Stochasties.

The TL-02a & TL-02b ascending channel
drawn on the Stochastics chart together
with the reaching of the overbought zone
already vouches for the ongoing reversal.
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Figure 38l — The right side chart
illustrating the midday doldrums continues
Jrom the previous chart. It’s a textbook
example of a crawling market flow, during
the low liquidity periods.

In spite of this, the up-sloping trend is still
sustained, the TL-3 was broken-up, the
market flow climbed between the two emas
and the Stochastics is cruising inside the
TL-02a & TL-02b ascending channel. The
80%-level line was just penetrated.

The last two bounces on the 50%-level line
and the very narrow two hours crawling
market signal a very probable up-trend
continuation.

Figure 382 —  The right side chart
continues from the previous chart. The
market flow escaped the midday doldrums
and accentuated its up-sloping momentum.
Its up-slope has increased at exactly
16:00hrs, jumping above both emas. The
ascending channel on the Stochastics chart
is still intact, and its curve mainly stayed
above the TL-02b line. The reaching of the
overbought zone and the proximity of the
upper boundary of the down-gap might
incite the trader to expect a reversal,

This six-chart case study has clearly shown
the importance of the synchronism between
the elements of the market price and those
of the Stochastics chart. Always react...
never try to act ahead of the market!
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11.3  Fan Line Breakout — OverBought Trade - German Dax 30 Chart
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Figure 383 — The above chart illustrates the trading of the fan lines. As most of the traders know, the
third fan line is more often than not, capable of bluntly halting the trend and provoke a reversal. In case
of negating this rule, the trader should expect an “out busted pattern” meaning that the market flow will
Just zoom through the third fan line,

There are a few factors revealing this “expected” failed rule process: a preceding aggregation of volatile
bars, a breakout or runaway gap, an ascending volume culminating with a huge volume, a zooming
through mechanism with or without a test & re-test and finally a steep Stochastics slope with a preferable
location within the overbought or oversold zones.

We can see on the above chart a few of these “out busted pattern™ favouring factors: a preceding
aggregation of volatile bars and a steep Stochastics slope with a preferable overbought zone location.
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Figure 384 — As expected, we can see on the above chart an illustration of the “out busted pattern”.
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! Figure 385 — Always expect the unexpected! The above chart illustrates the “out busted patters”
2 behind our wildest expectations! In order to better take our trading decisions we have constructed on the
market price chart, an ascending pitchfork and a TL-01 line on the Stochastics chart. In this manner, we
can not only closely follow the trend but also detect the first signs of the weight of evidence responsiblc

for a reversal.
I let the reader admire the great-unexpected behaviour of the market. Our role is only to react and luy

down the tools necessary to decision taking!

Key Points to Remember:

Be aware that the Stochastics indicator is different from the
MACD & RSI smoothing technique concept. It is rather a short-
term market price velocity indicator having as immediate result
its recent market price sensitivity.

The trader should be aware that the smaller the value of the
settings, the greater the infiuence of the market noise would f
bel

As for us, we have chosen the ubiquitous 14-bar settings, the
half lunar cycle length.

The comprehension and the use of the Stochastics indicator is
based on multiple parameters: location of the chart in regard to
slandmarks”, crossover of the %K & %D, price/indicator
divergences, failure swings, hinges and chart patterns. By
wandmarks” we understand the 0%-, 20%-, 50%-, 80%- and 100%-
level lines. They have their own priorities concerning the :
outcome of the trade. The best approach of their use would be Fl
to understand & practice their interdependence with the
reciprocal advantages.

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com

44




N Short-Term Trading - Integrated Pitchfork Analysis - Volume 2 259

Try to get famillar with the False stochastics indicator. As a dual
function Indicator, it could assist you in saving space on
the trading screen and also in taking the best trading decisions
whether the market is trending or is sideways.
Be aware and use the price/indicator divergences. They can
really indicate the end of the trend. But act with caution... Not
every divergence has a reversal and not every reversal has a
divergence. it must be used only as a confirmation.
As a newcomer or as an inexpertenced trader, try to practice
dally on the operational time frame the nuts-and-boits of a trend
mechanism. Study its inception, and try to fInd the factors that
could have warned you of its development, especially the
precursors events (refer to the Jast paragraph of sub-chapter 5).
one should be aware that the failure swings aren't only the
apanage of the charts; they are also frequently met on the
stochastics charts. Valuable because they constitute an
enhancement divergence factor, they precociously occur with
regard to those of the price chart.

Yo . The astute traders will always verify the correlation of the

e Elliott wave labelling with their corresponding Stochastics levels.

' Most of them consider the support & resistance key levels as

e

e their bread & butter!
, { . Be aware that the chart pattern can also be drawn on the
“* 3 stochastics chart whether they are: triangles, pennants, flags,

rectangies, head-and-shoulder, channels or single & multiple
pitchforks. The ultimate act on each of them is trespassing an
important trend line. The point is to know when this Is for real

te or not. The weight of evidence takes here all its Importance.
t- . one of the secrets in using the stochastics is to draw an
It identical shaped layout, which will emphasize the synchronism
or the asynchronism (if divergences exist) between the indicator
e and the market price. Whenever is possible look to reveal the
Id same pattern on both charts even if they are disproportionate
to one another. The most useful common patterns are trend
[ lines, channels taking the form of an Action/Reaction set-up or a
simple channel and pitchforks.
is . once again... The trader must he aware that in case of a price- &
'0 time-wise shortened correction, mostly under 33%, this
H g represents an indirect way of evaluating the strong power of
Y the trend’s momentum. Keep it in mind... It could make your dayl
0- . Yowve probably already noticed in this chapter, the importance
e of the time-of-the-day. Buy a clock, so you won’t forget it...1 The
e best would be to own two of them... one for every half of the
e hour, especilally in the morning. When one rings you set the
other!
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cet to know and to practice the «spird fan line” trading! 1t wil
greatly enhance your profitability whether there is, or not an
"out busted' pattern!

Be aware that a short-bar divergence is more efficient than &
long-bar divergence. The 2 to 3 bar length, is the most efficient.
pon't forget that the synergism of the Reversal Signals with the
local market pitchforks consist mainly in using their interaction
with regard to the up-sioping or down-sioping failure guided by
the Hagopian rule, the magnet-like attraction of the median line
and the power of the (¢rigger lines In determining the
enhancement of the failure or the level of the entry or the add
on re-entry. The price projections guided by the Reversal Signals
take here, their full importance. -
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Chapter 13
0SC (5, 35) and Pitchfork Synergism

Even if the Moving Average Convergence-Divergence (MACD) is one of the most frequently
used indicators, its use is seldom optimally performed. Singularly catalogued as a trend-
following indicator, our experience showed a much more variety of usage.

In reality, this indicator has a greater potential pertaining not only to the trending markets
but also to the reversal moves. The Integrated Pitchfork Analysis allows here an almost
perfect synergism with the MACD oscillator. We will try to describe, as much as possible,
these additional little known aspects to the newcomers and inexperienced traders. This will
give them a real edge over the crowd in the process of trading.

1. MACD Indicator - Definition

Developed by Gerald Appel, the MACD indicator is nothing else but a derivate of a dual
exponential moving average (ema) system. It represents the continnous spread between two
moving averages: a faster one having the 12-bar ema and a longer one, the 26-bar ema. The
former uses a 0.075 smoothing constant and the latter a 0.150 smoothing constant. Most of
the traders use these settings but a few try to optimally cope with the behaviour of the
individual traded vehicles. They took into consideration the immediate and the far away past
statistical behaviour of that financial vehicle, and they arrived at the conclusion that some
different setting choices can be used, depending on the vehicle’s specific behaviour, the
trader’s objectives and the time frame used. The calculations engender a final indicator,
which oscillates around the zero line.
If we go even further in understanding this concept and smooth the MACD by a 9-bar
exponential moving average we will obtain the signal line, Some traders are used to practice
the Aistogram form of the MACD, which is nothing else but its differential with the signal
line. We think that whichever form is used the practical results are the same. It’s only a
question of being fully proficient with the MACD use. Let us summarize & make it simpler:

- The use of 12- and 26-bar exponential moving averages is for the differential’s

calculation

- The differential between the above two emas forms the MACD,

- The smoothing of the MACD with a 9-bar ema, gives the signal line, and

- The differential between the MACD and the sigral line forms the histogram,

We will see in this chapter the various types of MACD strategies. The list below is not
exhaustive;

- The crossover of the zero line signalling an up trend (crossing from below) & vice versa,

- The crossover of the slower ema by the faster (shorter) from underneath performing the
birthing of an up trend and vice versa,

- The divergence analysis use when there is a price/MACD indicator discrepancy.

facorizac)
12-,36- & 9-Bar Seitings

Souree: esiinel com:

Figure 386 - The above illustration almost perfectly shows the various MACD parameters,
Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - wwyw.pitchforktrader.com

e T e




Short-Term Trading - Integrated Pltchfork Analysls - Volume?2 262

ARy
RS {18 A0 1208 1504 1206 1308 1207 Aty

i T T 1

Figure 387 - The complete picture of the MA CD features is illustrated on the above chart: the zero line,
the MACD line, the signal line, the histogram and the crossovers in extreme zones. The fasicr
exponential moving average (12-ema) and the slower exponential moving average (26-bar) on the above
chart serve as primary factors in the calculation of MA CD, signal line and histogram. The market price
chart is omitted.
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Figure 388 - The above illustration adds the market price chart to the complete picture of the MA ch
features in order to better describe their intricacies. The trader can see that most of the far-away-from-
the-zero-line crossovers signal the market price reversals.

2. OSC (5, 35) Indicator - Definition

Tom Joseph, the creator and the developer of the Advanced GET System (www.esignal.com)
has extensively developed the use of the MACD, among other outstanding works. From a
simple use, he transformed the MACD oscillator into a very performing indicator with
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multiple functions ergonomically designed: detecting not only the trends but also the
signalling of the numerous reversals. Thus, the MACD became the OSC (5, 35), the mainly
used oscillator, a proprietary eSignal tool. Its various features enhance the MACD’s
properties:

- The 5- and 35-ema replaced the commeon 12- and 26-ema, which appear to be much
more adaptive to most of the time frames.

- In spite of this, Tom Joseph, developed the OSC (5, 17) for the short-term use, whose 5-
and the 17-emas, will earlier signal, the incoming correction of current trend. We call
these two oscillators the dual couple because while the OSC (5, 35) shows the trend’s
continuation through its convergence (refer for details in sub-chapter 5) and the OSC (5,
17) industriously signals the 2 to 5-bar divergence of an incoming correction.

- Developed as part of the proprietary indicator, after extensive statistical testing, the
Breakout Bands on the OSC (5, 35) chart show the starting of the overbought (OB) and
oversold (OS) zones. This is performmed through the usage of two thick curvilinear
support/resistances. As we will see further, they are excellent key leveis not only for
delineating the OB/OS zones but also for trading decisions: entries, re-entries, exits,
scale in & scale out levels or labelling a strong momentum Elliott wave like W3,

ET Qc15,25)

[

\ Lower.
. Breakuut Band

Figure 389 - The above illustration adds value to the evaluation of the market flow thus enhancing the
picture glven by the common MACD features.
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Figure 390 - The above illustration adds to the value of the comprehension level of the OSC (3, 35)
construction. The faster exponential moving average (5-ema) and the slower exponential moving average
(35-bar) serve as primary factors in the calculation of the OSC (5, 35). The market price chart Is omitted
here. The 1 over 7 ratio of the two exponential moving averages greatly enhances the OSC (3, 35)’s
ubiquitons time frame use. And remember, 7 is an universal Lucas number,
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Figure 391 - The above illustration shows the first steps of the making of the OSC (5, 35). The
differential between the two exponential moving averages (5- and 35-ema) formed the shadowed area,
which constitutes the foundation of the OSC (5, 35) construction. The corresponding histogram at the
bottom of the chart optimally describes the meanders of the marke! flow.
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Figare 392 - The above illustration adds the market price chart to the complete picture of the 05C (5,
35) features in order to better describe their intricacies, The trader can see that most of the far-away-
Sfrom-the-zero-line crossovers signal the market price reversals
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In order to better reveal the low-risk high-probability trades, various decisional situations
can occur and each of them is based on one of the following features of the OSC 5, 35) or
OSC (5, 17) indicator:

_ Location of the histogram curve above or below the zero line. When it is situated far
away from the zero line, at the extreme zones, the market price will certainly be
extended or over-extended.

- Upper & Lower Breakout Bands delineate the extreme locations of the overbought or
oversold zones. The common concept agrees that when these extreme zones are reached,
the market price chart will perform a top or a bottom. Any event that occurs in these
extreme zones is far more important than in any other zones.

Upward Trespassing of the zero line level is assimilated to an up-sloping trend and if the

crossing drops, then it’s considered as a downward trend.

- Divergences, which are other probable reversal signals, occur when there is a direction
discrepancy between the market price and the 0SC (5, 35) indicator.

- Failure Swings are considered as 2 divergence enhancement factor and occur when the
OSC (5, 35) indicator exceeds its previous extreme level, whether that is (top or bottom),
it corrects it and then heads straight for the old extreme level but fails to exceed it.

. Charts Patterns that occur on the market price chart can also occur on the OSC (3, 35) :
chart: triangles, pennants, flags, rectangles, head-and-shoulder, channels, single or ':
multiple pitchforks. More often than not, the main signal consists of the breakouts of :
the OSC (5, 35) indicator drawn trend lines, which will occur earlier than those on the
market price chart patterns.

AL AR LA
1

AT 1 R L T e a8

' ?:':: 3. Comparison of OSC (5, 35), 0SC5,17) and MACD (12,26, 9)

PRI

We are usually working with the 0SC (5, 35) indicator associated with the OSC (5, 1)
indicators. However, for a better comprehension of the market flow an also of their
advantages with regard to MACD (12, 26, 9) we will compare all three of them.

 : .. lhlil Lbiry N P
i

5, Figure 393 - The above illustration compares the OSC (5, 35) and the MACD (12, 26, 9) indicators, The
v trader can observe right away that there is an asynchronism between the two indicators and that the
former copes much better with the inception process of the W1 and w3,
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Figure 394 - The above illustration compares the OSC (5, 35) and the OSC (5, 17) indicators. The trader
can observe right away that the OSC (§, 17) better describes the short-term periods, thus givin e an
earlier signal of the incoming correction of an ongoing trend. The OSC (35, 35) reacts much
better on the intermediate & long-term showing the trend’s continuation,

4. OSC (5, 35) Indicator - Trend Revealing Tool — Overbought/Oversold Level

The trend-revealing feature of the OSC (5, 35) is based on the power of its up-sloping momentum to
trespass the zero line, from below and then to build OSC’s dome well above the upper breakout band,
into the overbought zone,

Figure 395 - The above chart illustrates the build-up of the W3, until W3 equals 4.25*W1, with its
wiii:W3 and w3:W3 sub-waves. One can easily see that after the market flow has broken-up the upper
border of the trading range where W3=1.00*W1 at 6932 key level, the OSC (5, 35) rapidly built its Jirst
dome and then it stayed mostly overbought, above the upper Breakout Band.
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Figure 396 - The above chart is a continuation of the prior chart. The wave W3 has been terminated.
The market flow is currently engaged in a horizontal iriangle correction (W4). We can observe that after
the highest oscillator’s dome has been performed, the W3 has been terminated. Three bars later, the
upper Breakout Band has been penetrated, from above und the overbought :one has been left behind. We
are now expecting, the last wave of the impulsive pattern - the WS, if the upper border of the triangle will
be broken-up, otherwise the W4 will continue iis development.
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Figure 397 - The above chart is a textbook example of building the W3’s OSC dome in a down-sloping
trend. The double-humped camel-like dome illustrates the momentum mechanism of the W3’s wi:W3
sub-wave. The W3=3.00*W!1 size coincides with the 350% rectangle’s extension & the peak of W3’s OSC
dome,
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5. Divergence - Reversal Tool

The divergence is defined as a discrepancy between the price and the indicator. If the market
price makes a higher high, but the OSC (5, 35) is not able to cope with it and makes, on the
contrary, a lower high, then a bearisk divergence is formed, which is ensued frequently by n
reversal. If the market price makes a lower low, but the OSC (5, 35) indicator is not able to
cope with it and makes, on the contrary, a higher low, then a bullish divergence is formed,
which is frequently ensued by a reversal.

Figure 398 - The above chart illustrates first a bullish divergence when the market price is slightly in
“plateau” and the indicator makes a higher high. On the right side of the chart we can observe a bearish
divergence when the price makes a higher high and the indicator @ makes a lower ligh.

Figure 399 - The above chart first introduces the “convergence” notion. A bearish convergence (seent
on the left side of the chart) means that there is no discrepancy between the market price’s down trend
and the lower low (s) of the indicator. They both progress in the same direction. This is very useful when
a high-powered momentum is observed, thus avoiding the confusion with a corresponding divergence, It
plainly signals the continuation of the trend,
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Figure 400 - One can see on the above chart the integration of multiple convergence and divergence
portions of the contextual and local market flow.
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Figure 401 - The above twe charts show the impact of a bearish divergence on the local market flow
with its characteristic but not obligatory reversal. The T-pitchfork on the second chart is an efficient
guide.
6. Failure Swings - Divergence Enhancement Factor

The failure swings occur when the OSC (5, 35) exceeds its previous extreme level, whether that is (fop
or bottom), it corrects it and then heads straight for the old extreme level but fails to exceed it. In this
context, only if the market price have exceeded or equaled its prior extreme point, we would plead for

e:' a divergence. The failure swings have an important role in confirming, in @ way, the strength of the

" divergence, when they occur together but as we have seen, a swing failure doesn’t require a

e;: divergence. In case of a concomitant occurrence, they follow the divergence and inform about its

! character and also abont its future influence on the trend’s reversal,
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Figure 402 - The right side chart
firstly shows on the left, a down-
stoping OSC failure swing where the
indicator first failed to drop to its last
low, it performed a higher low and
then it rose above its most recent
peak. Finally broke-up the lower
Breakout Band, from beneath.

On the left side of the chart, one can
easily see an up-sloping OSC failure
swing where the indicator failed ito
rise to its last high, it performed a
lower high and then it dropped below
its most recent low. On the same
token, it penetrated into the upper
Breakout Band, from above, thus
leaving the overbought zone.

Figure 403 - The right side chart
shows the market flow of the two OSC
Jailure swings already described on
the above chart .

Thus, we can firstly observe on the
left side of the chart a double bullish
divergence corresponding o two
down-sloping failure swings, even if
only the first has been described.

On the right side of the chart, we can
easily observe a bearish divergence
corresponding to the up-sloping
Jailure swing already described.

WWMHMwvmsﬁw-ang:m;wmmﬁwﬁ

R - S R L o

ATl =~ E—?‘}&E‘

t

7. Pitchforks® Flexibility Revealed by OSC (5, 35)

Figure 404 - The right side chart
tries to illustrate the extremely close
relationship, which exists between the
pitchforks and the OSC (3, 35),

The up-sioping pitchfork is almost
perfectly synchronic with the making
of the OSC’s overbought dome. Its
high coincides with the pitchforks P1
pivot and also with the W3’s end.

The W4 formation is complete when
the market flow reached the P2 pivo,
Currenty the local market flow is on
its way to build the W5, The first sub-
wave — wi:W5 — has already been
halted at the median line of the
pitchfork, The W5's OSC is currently
prepared to enter the overbought
zone, once the upper Breakout Band
will be penetrated, a second time.
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Figure 405 - The right side chart
continued the prior chart,

As we anticipated the market flow
developed the WS right under the
median line of the up-sloping pitchfork.
Its corresponding OSC dome has
exceeded into the overbought zone, but
with more diminished momentum power
than that of the W3. A bearish
divergence is ensuing thus projecting
the end of W35 and the imminent
reversal,

Figure 406 - The right side chart
ideally expresses the flexibility as the
mast important quality of a trader.
Applied to this chart, the flexibility
guides the optimal use of the two
pitchforks, thus creating two scenarios.
Even if the stcep bearish divergence
associated with the W3 implies that the
contextual trend of the market flow is
almost terminated, the flexibility gives
us the cautious choice of preparing the
dual scenarios. The up-scenario is valid
when the high-powered momentum will
develop even farther, and WS will
become an extended or even an
elongated W3. This will be signalled if
the upper Breakout Band is penetrated
upward, thus entering the OB Zone.
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Figure 407 - The right side chart
iflustrates  further the  pitchfork’s
flexibility. The local market flow (W4)
has just been hulted by the upper
138.2% Fibonacci line at 7605 key level.
The vicinity of the overlapping border
line, where W4 could enter the W1's
developing zone around 7622 key level
might disable the current Elliott wave
labelling, It will mean that the market
will burst npward. The corresponding
OSC (5, 35) should remuain under the
upper Breakout Band; otherwise it will
correborate the eventual vverlapping
move.
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8. Fibonacci Arcs and OSC (5, 35)

Figure 408 - The above chart illustrated the F ibonacci ratio arc tool associated with the OSC (5, 33). In
contribution to enhancement of the OSC’s efficiency is important because it introduces the curvilinear
channels, which can pinpoint not only the pathway of the ascending or descending market flow but also
its reversal. The current market price shows that the W4 is in progress, the OSC (5, 35), just left the
overbought zone, being now, right under the upper breakout band. We have projected as the next move 4
one-ATR bar which will be normally halted inside the curvilinear channel, at the 7800 confiuence zone,
Jformed by the trigger line, the 50% Fibonacci W4 retracement, WL-2 warning line and 7800 hundred n°.

Figure 409 - As we anticipated the above chart continued the direction of our one-A TR bar from the
previous chart, right in the middle of the curvilinear channel. The OSC (5, 35) retraced to 0.09-1.40

one.
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9. OSC (5, 35) and Chart Patterns
9.1 Overbought Triangle — German Dax 30 Chart
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Figure 410 - The local market flow on the above chart is perfectly described by the up-sloping pitchfork
ir with its median lines. One can easily see the bearish divergence, which signals an imminent reversal.
v The steep slope of the market flow implies a triangle as an intuitive foreknowledge. Be ready for a

20 : reversal!
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Figure 411 - As we anticipated the market price in the ubove chart reversed the direction of the prior
1e chart, penetrating the median line (ML) of the up-sloping pitchfork. It formed an abrapt triangle
10 performing a down-sloping breakout. Due to the steepness of the wedge, expect an abyssal drop Sfrom its

high, with the passage of the OSC (5, 35} from the overbought into the oversold rone!
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Figure 412 - As we anticipated the
market flow on the right side chart,
which continued the prior chart, has
dropped all the way to 4987 key level,
thus performing a 1382 ratio
extension of the triangle’s thrust.
The OSC (35, 35) has also dropped, all
the way to the oversold zone, behind
the lower Breakout Band.

The local market flow implemented a
bullish divergence of the most recent
bars, thus preparing the imminent W4
corrective move.
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9.2 Oversold Triangle — Dow Jones Industrial Chart

Figure 413 - The right side chart
shows the OSC (5, 35) indicator in the
oversold zone, just below the
Breakout Band, signalling the
termination of the horizontal a-b-c-d-
e triangle forming the W4,

The big lower tail of the last bar and
its above-the-median-line location
implies that the e-wave has been
already terminated and an up-sloping
move associated with a breakout is
imminent, in order to form the last
wave of the current impulsive pattern
—the W5,
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9.3 OSC (5,35) Fan Lines - Gold Futures Chart

Figure 414 - The right side chart
shows the OSC (5, 35)'s fan lines,
constructed from the high of the
common dome (Dome 0), which joints
the successive highs of the next domnes
(Dome 1 & Dome 2).

The purpose of these fan fines is
identical with that of the chart’s fan
lines, previously described (refer to
Chapter 7 - sub-chapter 5).

Most of the professional traders
consider that after three fan lines the
trader should expect a reversal, more
often than not or at least a small
correction or a testing.
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Figure 415 - The right side chartisa
continuation of the prior chart. As we
anticipated the oscillator slightly
retraced at the third fan line and then
it swung up forming the fourth dome,
exactly at the Dome 3's TL-3 trend
line. The market flow is now over-
extended,

As for the market price, it has Just
finished the W3, being halted by the
3.00 Fibonacci ratio are.

G

9.4 0SC (5, 35) & Head-and-Shoulder - Euro/US Dollar Futures Chart

Figure 416 - The right side chart
: shows the head-and-shoulder (H&S)
P chart formation. The right shoulder
v has been constituted and the last bar
Ve : is right on the four month long TL-01
" trend line. Its breakout will certainly
emphasize the H&S probability.
, As for the 0SC (5, 35), which
v performed a bearish divergence, it is
o currently retraced almost to the zero
line. Its penetration into the negative
territory, under the zero line and the
breakout of the lower Breakout Band
will certainly validate the H&S thrust
from the neckline to the 140755 key
level.

L T N o A B 2
! 38 . .

Figure 417 - As anticipated the right
side chart illustrates the H&S
continuation of the prior chart. After
a test and a pullback, the last bar
penetrated not only the TL-01 trend
+ " line but also the neckline of the H&S.
The OSC (3, 35) indicator refrace all
the way to the zero line, penetrating
* the 0.90-1.40 zone of the W4. One can
easily see that the next target is the
100% thrust level of the H&S, which
coincides with the 61.8% W4
correction at 140755-141056 cluster
zone. The passage of the OSC (3, 35)
in the oversold zone will confirm the
market price’s drop to 140755 level.

& 2oL Wy
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Figure 418 - As anticipated the
right side chart illustrates the H&S
continuation of the prior chart.

Even if the market flow is curremly v O
immobilized into a narrow range
the OSC (5, 35) has already reached
the oversold zone. The last three
narrow bars form a trading range
where the market flow will
efficiently restore its kinetic energy
for a more profound down-sloping
continuation of the H&S thrust.
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10. Eliott Waves Labelling Confirmation by OSC (5, 35) Indicator
10.1 Elliott Wave and OSC (5, 35)

Figure 419 - The right side chart
illustrates the differential between
the two emas (5- and 35-bar), which
formed the shadowed  area,
constituting the foundation of the
OSC (5, 35) construction.

The constituted histogram shows:

- The well developed W3’s dome,
down or up, signals the high-
powered momentum indicating a
convergence of the price/OSC move
- The last & the least developed
WS5’s dome signals the waning of
initial power (W3), prelude of a

very steep bearish divergence.

10.2 Wavel
Figure 420 - The right side chart ...
illustrates a Dbullish  divergence, e AUosbrbss AN
which is the precursor of the down- ‘*'t‘“ . 2
sloping trend reversal. 1 M“‘ 0o
The retracement of the OSC (5, 35)
under the lower Breakout Band 10-Your T ot Yiel iy H‘TI gir'mli‘“ 00
signals the development of a new D . (E lﬁ’ .‘It
up-sioping chart patiern. 330
The W1 inception was announced Sama 3
by the breakout of the lower e jrwee
Breakout Band, from  below, oo e ool coet
indicating the passage from the L
oversold status of the down-sloping
impulsive pattern to the neutral
status of the W1. A small-retraced
W2 wiil indicate an extended W3.
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103 Wave2

Figure 421 - As anticipated the
j right side chart illustrates the
termination of the W2, which
retraced fto its common 50% fo
61.8% value, thus reaching the
3.885 key level cluster.

The corresponding OSC (5, 35) has
hardly retraced under the zero line.
Now, the market flow is prepared to
commence the build-up of the W3
after it has broke-up the W1 highest
high at 3.951 key level.

The current OSC just tested the
upper Breakout Band.

PP R f R A § §5°
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- 10.4 Wavel

i Figure 422 - As anticipated the
e right side chart continued the prior
: chart, illustrating the development
: of the W3, The convergence of the
price & OSC (3, 35) is mimetic and
the last dome has a double humped
camel-like  form  foretelling a
! “plateau” divergence, downward
] oriented.
The symbiotic synergy between
® price and oscillator is almost
u perfect: the W3 is extended
(W3=2.618*W1 and W3=4.25*W2).
The OSC (5, 35) is overbought, well
above the upper Breakout Band. TS

=ty -. 3

o0 10.5 Wave W4

Figure 423 - The right side chart
shows the variation limits of the
OSC (5, 35) while forming the W4.
] A minimum of 90% retracement is
indispensable with a maximum of
140% value. Outside of this zone,
will invalidate the W4: less than
2 90%, it means a pullback rather
' than retrace, and above 140%, will
be the W4/WI1 averlapping with
— Elliott wave re-labelling.
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Figure 424 - The right side chart s s -
continues the prior chart illustrating Cust oty 5 s
the development of W4, if not its oot ;,;HI' - — -
termination. Its most  common . : l1 IR | : ™
retracement values are 38.2 to 50%. b, o e
In our case, the last huge volatile bar rig#ﬁ ii r*‘i U |
has been probably attracted, like a i ! . :fhi I om0 i
magnet by the 4.000 cluster key level. ' ! Belay T v
The OSC (5, 35) is currently located a8 -
right below the 0.90 level. Even if this g .
is eventuality less probable, there is s o
still space to retrace till 1.40, before Coppright 107 “
the W4/WI  overlapping  will by Dr irces Debeps %
eventually occur. mwm =
TR i
" l'“
Wz e M !
10.6 Waves
Figure 425 -~ The right side chart i
continued the prior chart showing the o Tk T R (”?’;—::':”‘_'_,“f'wmm '
development of W35, if not its end. oo R T T g4t
The W4 remained at the same level as e ';l},&?’;tiw;. PLAEE somusaman |
it was in the prior chart and the W5 , ;,// WG '.
became extended equalling 2.618*W1 LD~ T wnens | mouna | WaRRe: L‘”
and 1.50*W4 key levels. ::;F; ‘%“5 - e
The current OSC (5, 35) indicator ' find i_
reached the upper Breakout Band, :'%;;* A 4
and even pierced it. Thus, W5 became *
overbought with a third of the height
of the W3’s high-powered momeniun
dome. The  ongoing  bearish
divergence signals a very probable

reversal,

10.7 Impulsive Wave Pattern

ks
-

Figure 426 - The right side chart
continued the prior chart illustrating
the completion of the up-sloping
impulsive pattern thus correlating:

- W1=0.5*w4:W35 of the prior pattern,

with a corresponding OSC up-trend
move from W8 level to the zero line,

- W2=0.618*W1 & tiny OSC refrace,

- W3=2.618*W1 & W3=4.25*W2 and
double OB OSC convergence,

- W4=0.618*W3 & OSC under 0.9,

- W5=2.618*W1 & W5=0.786*W0-3,
with overbought OSC & bearish
divergence.
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3
1— 10.8 Corrective Wave Pattern — A-wave, B-wave and C-wave
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- ! Figure 427 - The above time-of-the-day chart is a textbook example of an up-sloping impulsive
pattern, in its termination phase signalled by the steep bearish divergence. A common ABC corrective
= pattern — mostly a zigrag - will probably ensue having as immediate targel the W4 level of the prior
- pattern and/ar the lower border of the broadening chart formation.
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= Fignre 428 - The above chart is a continuation of the prior chart. As anticipated, a down-sloping ABC
o zigzag pattern has been formed, being only halted by the fower border of the broadening chart
formation alnost reaching the W4 of the prior pattern. The bearish divergence fulfilled its function and
- the OSC (5, 35) passed from overbought stage into aversold stage.
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11 Real-Time Case Studies

280

11.1  Trading OSC (5, 35) Dome Breakout - Euro/US Dollar Futures Chart

Figure 429 - The right side chart
illustrates the development of an
ABC corrective pattern, which
could transform itself in  an
impulsive pattern, when the C-wave
is bigger than A-wave. This move
should probably be confirmed if the
market flow will break down the
thick lower Breakout Band. By
comparing the “would be” dome
with the last dome we will closely
Jollow an eventual W3 development.
The most optimal entry of this trade
is 1-3 ticks under the lower border
of the initial rectangle at 146500
level The targets are the median
line (ML), the lower median line
(LML) and the WL-1 warning line.

Figure 430 - The right side chart
continued the previous chart,
Hlustrating the build-up of the W3,
which reached the lower median
line (LML) and the W3=2382*W1
at 145000 key level. As for the OSC
(5, 35} it has broken-down the lower
Breakout Band, as anticipated and
slightly exceeded the last dome at
~0.008 level,

The market flow is on its way fo
reach the WL-2 warning line, thus
Sforming an over-extended OSC (5,
35) dome, far inte the oversold
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rapidly illustrating not only the
development of the studied dome
pertaining to the W3, but also the
termination of the W3, which
signalled the end of the whole
down-sloping impulsive pattern,
Thus, we conclude by saying that:

- The market flow reached the
maximum level, the confluence
zone of rectangle’s 450% extension,
the WL-1 and 375% W1 expansion.
- The OSC (5, 35) dome pertaining
to the W3 is twice its corresponding
value belonging to the W5’'s dome.

one, ; THY EE ST AT
Figure 431 - The right side chart
continued the previous chart,
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11.2  Trading Horizontal Triangle & OSC (5, 35) - German Dax 30 Futures Chart

Figure 432 - The right side
chart shows a textbook example
of a W4 horizontal triangle. The
completed e-wave projects the
market price’s move, firstly to
target n° I — the 8000-conflu-
ence level — where Ti-1 inter-
sects the 61.8% Fib ratio retrace
of the a-wave & LML, The
target n° 2 will probably be the
highest high at 8135 key level,
As for the OSC (5, 35)
indicator, it will probably
closely follow these two targets,
by  breaking-up the wupper
Breakout Band and building an
extremely overbought dome.

281

Figure 433 - The right side
chart continued the previous
chart, illustrating not only the
reaching of the bd-trend line by
the market flow but also the
breaking up of the upper
Breakout Band by the OSC (5,
35).

The first target, the 8000-
confluence zone is within reach
and the OSC (5, 33) is just

above the 25 level.

Figure 434 - The right side
chart continues the previous
chart, shows the testing of the
first arget at 8000-confluence
zone by the market flow. The
last up-gap certuinly enhanced
and restored the exhausted
price momentum in such a way
that other gaps could be
expected, It seems that the
currently developed W5 will be
an extended wave,

The OSC (5, 35) became
elongated, reaching the 98.69
level. A quick comparison with
the W3’s OSC (5, 35) revealed
that both domes are equal, thus
an imminent Elliot wave re-

labelling must be performed.
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Figure 435 - Once again, the trader’s flexibility has the last word concerning the probability of the
trade’s ontcome. One should always be able to preserve his/hers trading capital. On the above chart we
can easily see that the market flow has already reached the first target — the 8000-confluence zone —
and it might continue its up-sloping momentun, in spite of the overbought OSC (5, 35). We seriously
consider the next target the 8135 key level — the highest high — and also the 8273 key level target, which
constitutes a triple level confluence: the TL-2 parallel 10 ac-trend line, the 1.382 Fib level and the upper

median line.
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Figure 436 - On the above chart we can easily see that the market flow has already reached the first
target — the 8000-confIuence zone — al exactly 2.00 Fibonacci time ratio. This could incite the market E
flow to drep, more or less, giving the trader multiple down targets: the 38.2 Fib ratio retrace at 7918 3
level, the triangle’s apex at 7875 level and the last low — beginning of A-wave - at 7772 level. Bexider -}
these low momentum targets, we can also have the following deeper two levels, where C-wave = A-wave
or even lower where C-wave = 1.618*A-wave. g
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11.3  Trading W3 & OSC (5, 35} - German Dax 30 Chart

Figure 437 - We have on the right
side chart the prepared conditions for
the up sloping W3 trade: the buallish
divergence, the probable breakour of
the 30-ema, the exact number in
hundreds (7600 key level} and the
Jormation of the double storey narrow
rectangle,

The breakout of the zero line by the
OSC (5, 35) with tendency rowards
the upper Breakowt Band associated
with the breakout of the upper border
- the Breaking Line - of the narrow
rectangle signals the trade entry at the
7601.50 level, with a stop loss just
under the low of the last bar. Be
prepared for a pulltback and re-entry!

2007
" by Pr Mircea Dologa
wWwiw,| puchforktrader Lom
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Figure 438 - As we anficipated the
trade took off strongly, being only
halted by another exact number in
hundreds (7800 key level). The OSC
(5, 35) vehemently broke-up the upper
Breakout Band, thus becoming over-
extended in the overbought zone. Its
very tall dome could represent either
the complete W3 or its sub-wave, the
w3:W3 — the third of the third. After
reaching the very high 181 level it
started to refrace, in order to form
either the W4 or if elongated, the
definitive W3 of the pattern,

We have settled the stop loss ut the
intersection of the price & 30-ema.

11738

Figure 439 - As we anticipated the
trade performed nof only the w3:W3
bur also the final W3 and started to
build the W4, The murket flow formed
a perfect add-on level at exact 7800
number in hundreds. The stop loss
has been attained 64 points farther, at
7864 level at the intersection of the
price and the 30-ema. Be ready to re-
entry and trade the W3, at Wi’s end,
As for the OSC (5, 35) it shows a
textbook exampie of the w3:W3 dome,
twice that of the W3. The formed
bullish divergence associated with the
OSC’s  retrace under rthe lower
Breakout Band, more than signal the
making of the W4,
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11.4 Trading W5 & OSC (5, 35) - German Dax 30 Chart
Fignre 440 - We have on the right PR B
side chart the prepared conditions of b St Dot
the up-sloping W5 trade: the location TR on R
of W4 in 0.90 to 1.40 OSC zone, the TS P
price location on the upper median i"{ ? Mﬁﬂ%w e

line (UML) of the down-sloping
pitchfork ready to breakout and the
vicinity of the 30-ema, ready to be
broken out.

The entry point is located, just above,
the 30-ema with a stop loss under the
low of the last bar. Be prepared for an
add-on entry, just above the trigger

line of the pitchfork. This shouldn’t |

exceed the entry’s trading nnit.

o . Eritry Lved

m.‘ Sooerce; esipwal com
Iy
.
H' A s
"ill!“"i ﬂil
e % vepmm

Figare 441 - As anticipated, the
market flow took off, certainly helped
by the vehement up-gap. The trade
was performed right at the opening at
7865 key level with a stop loss at the
up-gap’s 56% Fibs level, just under
the 30-ema. The already defined add-
on level has been attained, above the
trigger line at 7905 key level. After the
last huge bar, the stop loss has been
established at the intersection of price
and 30-ema. All the factors indicate
an extended W3: the breakount gap -
probably one of the series, the huge
volatile bar and the breakout of the
last high — the W3 level.

Figure 442 - The market continued
its up-trend forming an elongated W5.
The initial 7865 entry trade has been
very well protected by the trailing
stop-loss dependent on the price/30-
ema intersection. Always wait for the
bar’s close fo be under the 30-ema. In
this way we have avoided to be exited
by the two ema pierces around 7940
level, In exchange, we got exited at
7982 key level. Don’t ever be afraid of
nibbling, and re-enter if the trade
conditions are propitious. Thus we re-
entered at 7986 key level, due to the
pierce and test of the 30-ema & OSC
above zero line. We rode the 30-ema,
all the way to 8029 exit key level,
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. Key Points to Remember:

Be aware that the MACD oscillator is not only an excellent
indicator for trending but also for identifying a reversal.

The 0SC (5, 35) indicator, a proprietary tool of esignal.com is by
far more efficient that the MACD - the OB/OS concept is
introduced. Its single use or in tandem with the shorter version
- the 0SC (5, 17) indicator - gives the trader the freedom to see
the duration of a correction within a trend. The choice of the
0sC (5, 35) exponential moving average seems to be ideal
because their 7 ratio, is an universal Lucas humber and 17 is the
half of 35.

Be aware and use the price/indicator divergences. They can
really indicate the end of the trend. But act with caution...! Not
every divergence has a reversal and not every reversal has a
divergence. It must be used only as a confirmation tool.

Don't neglect the use of the convergence. its importance equals
that of the divergence. It is defined as no discrepancy between
the price and the indicator. It signals the trend’s continuation.
Be aware that a short-bar divergence is more efficient than a
long-bar divergence. In our experience we had the following
descending efficiency length scale: the 2 to 3 bar, the 2 to 6 hars
and the more than 6 bars, where the former is the most
efficient.

One should be aware that the failure swings aren't only the
apanage of the charts; they are also frequently met on the
0SC (5, 35) charts. Valuable because they constitute an
enhancement divergence factor, they precociously occur with
? regard to those of the price chart.

' Don't hesitate to prepare a trade by using the 0SC (5, 35}
. associated with any tool of the /ntegrated Pitchfork Analysis.
% the chart patterns like rectangles, triangles, channels or trend

TEERLIRE

L

lines, whatever they are, on the market price chart or on the 0SC
chart. Keep in mind, that most of the time the breakout of a
trend line is the prominent entry!

The flexibility fully expresses one of the most important
g; qualities of a trader. It always guides the trader to obtain the
most optimal probability of the trade’s outcome & preserves the
: capital

Make a full use of the 30-ema as a trailing stop loss when the
price intersects the ema. However learn and respect the best
usage; be patient until the last bar's price closes under the ema,
s0 you avoid the market noise as pierce with especially long tails
and always use the re-entry (nibbling) with a tight stop loss!

3
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« Just for the record, be aware that statistics imply the moving
average use Iin trading as one of the most efficient, if properly
used. One can obtain a much better trading result than just the
annual buy-and-hold strategy. Now imagine, how well, all this can
be improved if the /ntegrated Pitchfork Analysis is associated
with this exponential moving average strategy.

Copyright 2007 by Dr. Mircea Dologa - ALL RIGHTS RESERVED - www.pitchforktrader.com



W G Gl

ik =

Short-Term Trading - Integrated Pitchfork Analysis - Volume 2

Appendixes

Appendix n° 1 - Price Fibonacci Ratios Technique Applied to Elliott Waves
Appendix n°2 - Reversal New Signals:

2a - Positive Reversals

2b - Negative Reversals

Key Level Mapping of the Operational Time-Frame Chart
Pre-Open Main Points

Appendix n°5 - Dax Pre-Open Trading Study

Appendix n° 6 - Miner’s & Fisher’s Calculations of End-of-Wave 3
Appendix n° 7 - Miner’s & Fisher’s Calculations of End-of-Wave 5
Appendix n®8 - Pivotal Bar Count Table

Appendix n° 9 - Types of Bar Count Numbers from § to 206

Appendix n° 10 - Bar Count Grid

Appendix n° 11 - Three Pawn Technique

Appendix n° 3
Appendix n° 4
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Appendix n° 1

Price FIBONACCI Ratios Technique Applied to ELLIOTT Waves
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Appendix n° 2a

This Excel file can be obtained from the Author at.
mircdologa@yahoo.com

Positive Reversals
Calculations of Upward Price Projections
December 2007

PO (Low)
P1 (High)
P2 (Low)

P2-P0

Calculated Projection. - |
P4 +(P2-P0) Value [923880 |
Real-Time Value
Difference (pts) 280
[Real-Time Value - Calcufated Value]

Difference (%) 0,23% .

level

pts
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Appendix u° 2b

Thfs l ﬂfa can ,be obtafned from the Author at.

Negative Reversals
Calculations af Dawnmrd Price Projections
December 2067

fevel
level
level

PO-P2 670 ots

level

lp1 - (PO-P2) \falue” |
[Real-Time Value

|Difference (pts)
_[Real—‘!“me Value - Calculated Value]
|Difference (%i 0,15%

level

pts-
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Appendixn® 4
Pre-Open Main Poirtts
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Appendix n° 35
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Appendix n° 8

Pivotal Bar Count Table

"Table-couepiled by Dr Mireea Delogs

www.pitchforkirader.com
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Appendix n° 9
Types of Bar Count Numbers from 5 to' 208
Fib n° 81 Square
Nb Six 1] 84 MBSk
- Lucas n° il - Fibn? & Square Root
Fib n° 90 bes& & ’lﬁ’ Cinﬁ&
T 9 144 Number & Square 56  NbSi
[11] Lucasn® 100 square
12 NbSix mﬁi_ NEiSix
3] Fon 108 NS
lucasn® & NbSik & f44Numiber || 112 Square Root
2] rFior 1] 114 wesi
24 Nb Six 1200 NbSix
26  Square 21 Squae |
21 Cube (2] lueasr® &NbSKE 144 Number |
Lueas n° 125 "Cube
30  NbSix 126  NbSix
[34] Fobr 127 Square Root
36 NbSix & 144 Number & Square 132  NbSix
38 Square Root 136 38 Circle
42  NbSix 138  NbSix
45 18 Circle Fipn® & NbSix
47 | Lucasn’ 160  NbSk
48 Nb Six & Square Root 156  NoSi N
49  Square 162 Square Root & Nb:Six
HALF 168 Nb Sk
54  NbSix 169 ‘Square
Fib n® e HbSi
60 NbSix 180" NbSix
62 SquareRoot 186  NoSi
64 Square 8 Cube 192 NbSi
66  ‘NbSix 196:_ Squaie
72 Nb.Six & 144 Number 198 NpSi
Lucagn® [199] Lucast®
78 Nb'Six 204 NBSK
79 Square Root 206 Square Root
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Appendix n° 10

Bar Count Grid
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Appendix n° 11

Three Pawns Technique

Trade MANAGEMENT
Three Pawn Technique - Triple Order Preparation and Trade Execution

We have reached the stage of evaluating precisely the trade, with the help of the Three-Pawn
Technique. It is a “to be or not to be” situation or a “fo make or not” entry decision. This
progressive order technigue consists of three steps:

- Step 1 - Find the most optimal entry and place the first order,

- Step 2 - Scrutinize for the best stop loss location — and then enter immediately a stop
order, right after the entry order was executed. This will be the second order.

- Step 3 - Find the most appropriate logical profit objective and then calculate
the optimal reward/risk ratio (R/R ratio) which should not be under 2.5 value; if that is
the case, place the third order, right after the stop loss order is working on broker’s
waiting list.
We take 2 to 2.5 R/R ratio trades seldom and only if they have a high probability. Do
not forget that our main purpose is capital preservation. There is always another
opportunity, but only if you are still in possession of your capital. Our purpose is not
to make any home runs.
We are only looking for low-risk high-probability trades.

Most of the time, these three progressive trading orders, labelled the three-pawn technigue,
are pre-arranged, at the moment when the trade decision is made. It is vital for the capital
preservation sake, that once they are established, they should never be changed. Due to the
reliability and the automatism of this technique, we named it the automatic trading mode. 1t
is, one of the best remedies for the “srigger-shy” syndrome.

If only two orders are pre-arranged, we are in a semi-automatic mode. 1f all three orders are
not pre-arranged, we are simply in a manual mode.

The three pawns technique must be understood, learned and practiced everyday, with no
exceptions. This requires discipline and patience:

- Discipline, in respecting 100% of the three rules, and

- Patience, in waiting for the entry order to be executed. Once this done, the second and the
third rule will antomatically ensue, almost flawlessly. The trader must reach a high level of
routine, continuously checking and double checking his/hers well meditated decisions and
actions, in such a way that the main task is preserved from every day’s noise.

We have to insist by saying that the precise follow-up of the Three-Pawn Technique,
dominates the trading life span of a novice trader, who usually does not exceed the three-
month period, because his main objective was not the capital preservation.

Fortunately, for those traders who have completely assimilated this techmique, it will
represent the warranty of consistent profits,
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As we have anticipated, the market price zoomed at the speed of an express freight train,
through the median line (refer to the Figure 350 — Volume D). As we have already mentioned,
we have no choice but to wait for our set-up to come along. Patience has here the last word.
The first step, the zooming of the median line, has been accomplished.

Let us see if there will be any testing or retesting of the median line, If it does, we will enter
and target the upper median line. :

For a novice trader, the up-steaming momentum is a real blessing signal to get right on the

freight train’s wagon, and enter long right away.
But like they say... Never run after the market! Let the market come to you!
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The last bar, on the above chart, is called an inside bar, because it is contained within the

previous bar. I¢ has a highly predictable reversing power.

At this point we should prepare our trade (refer to Figure 351 ~ Volume I), in case the market
will test or retest the median line. If it does, firstly, we will use a pre-arranged buy stop entry
order at 5103 level. As soon as this order is executed, we will make a second order, this time, g
sell stop order at 5098 level, therefore establishing the stop loss at the low of the previous bar.

As we know, the third order of this technique is placing a pre-arranged exit for the logical
profit objective. But before placing any orders, we will have to establish the reward/risk ratio.
For that, we need the exact location of the exit level, which will be calculated through the

ATR technique (refer to Figure 352 — Volume I).
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Figure 352

The reward is calculated by projecting the Average True Range — ATR(21), toward our
defined logical profit target, the U-MLH. The ATR(21) for our time frame is 5 points. We will
start to pile-up ATR bars, taking as first building reference the highest third of the last
market bar, followed by the upper thirds of each conmsecutive ATR bar, until we have
progressively reached our target, the upper median line (refer to Figure 352 — Volume I). We
note the intersecting value and subtract 2-3 ticks, in order to ensure any short of breath
momentum risky situation. Otherwise, we could risk a reversal, created by an up-sloping
failure, just in front of the upper median line. We should know by now, that greed does not
have a place in trading, Thus, we have finally reached our logical profit objective at 5116

level.

But before placing any orders, we will have to establish the reward/risk ratio, and see if the
R/R ratio value is above the 2.5 usual limits.

Now we are able to calculate the reward/risk ratio (R/R ratio):

o Reward is 13 points - [exit level (5116) minus entry level (5103)],
o Risk is 5 points - [entry level (5103) minus stop loss level (5098)],
o Reward/Risk ratio is 2.6 — (13 divided by 5) — our usual value.

Conclusion — the R/R ratio being acceptable, we may place our 3 pre-arranged orders.
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