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PRESIDENT'S ADDRESS WELCO’IE

Welcometoourspringissueof the ATAA newsletterandtoallour  Welcome to the following new members:
fellow members who have joined recently. Mr Don Daisley Hunters Hill, NSW
' ‘ ‘ Ms Justine  Kehoe MMS, NSW
One of the first of many questions asked by traders startingin this ~ Mr Scott Gamble MMS, NSW ,
industry is “Can you recommend a data supplier?”. Withthisin Mr Geoff  Kershaw  Summer Hill, NSW
mind, two of our members have kindly taken on the task of MrRick Boronski Baulkham Hills NSW
collating a survey of current users of data services and preparing  Mr Joe Cahill Drummoyne, NSW
a handy guide for traders wishing to evaluatea data vendor. This ~ Mr John Morgan Cremorne, NSW
will appear as a feature article in a forthcoming issue early next  Mr Jeffrey - Triganza = Concord, NSW--
year. : MrDaryl  Wright Sydney, NSW

, * Mr John Stanley Vaucluse, NSW
Your Association’s founding goal is to promote the theory and MrBruce  Davenport  Hughesdale, VIC

practice of technical analysis as well as to encourage the highest  MrK. Berkeley Annandale, NSW

standards of professional ethics and competence amongst our  Mr Dimitrius Psyroukis ~ Newtown, NSW

members. . - "MrGary  Richardson Glenfield, Auckland, NZ
' Mr Alistair Nash Blackbum, VIC

We provide the means to facilitate the interaction of analystsand  Dr John Summers  Nedlands, WA

traders in meeting these objectivesthrough the distributionof this ~ MrDavid  Cleary Bridges Financial, NSW

- newsletter, our regular monthly meetings and through our  MrJulian  Reynolds Russell Reynolds, NSW
educational courses conducted in conjunction with the Securities  Mr Peter Webster North Sydney, NSW
Institute, the Sydney Futures Exchange and the Australian Stock My Michael Lynch Crows Nest, NSW
Exchange. We also maintain an educational library of instructional
video tapes and continue to Iay the foundations for accreditation
and certification of technical analysts in Australia.

Every cycle of manifestation contains within itself the seeds of its
origin and so here is a piece of wisdom gleaned from an ancient
text which might prove helpfil for some travellers along the path:

A small minded man weighs what can hinder him and
Jearful, dares not set _to work. Difficullies cause the
average man o leave off what he has begun.

A truly great man does not slacken in carrying out
what he has begun, although obstacles tower thousand
Jold until he has succeeded.

Wishing you all the very best,
Charles Balas, President

DATA SUPPLIERS

As mentioned in the President's Address, we are starting on the
survey of data suppliers. We would like to ensure that wecoverall
data suppliers currently used by members. If you currently buy
electronic data please telephone Michael Lynch (02) 958 0752 or
Nicholas Guoth (02) 949 5128 and advise them which supplier
youuse.
It isup to you - if we do not cover your supplier, do not complain
later - ring Michael or Nicholas NOW!!!
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MASS PRESSURE DAYS |

Nick Flambouras, Gann Research Educators

Before issuing this month's forecast dates based on the “Mass
Pressure Chart” I'd like tofirst restate whatDW Hunt pointed out
in the Iastissue: That many new traders would like to see forecasts
that are absolute highs or lows in whatever time frame they are
working in. Although this does happen occasionally, as will be
showm shortly, the majority of the time the forecast is 1-3 days off.

At times it will not be a Major or Intermediate trend change, but.

simply a minor ong. However, if one understands how to identify
the immediate trend, then these 3-5 day changes in trend can
become priceless.

Imaginethatﬂle intermediate trendisupanda3 to S daycorrection
of 45-64 ticksis duewithin thenext 1 to 3 days. Aslongasthetrend
remainsup, upon completion of the correction, new long positions
could be established with a minimum of risk and a high degree of
confidence. And if the market cotrects beyond our forecast point,
both in time and price, first, our 1oss would be minimal, and
second, this in itself couldbe ourfirst clue toan impending change
in the intermediate trend.

Financial Astrology isnotanexactscience, but itisone of the most

useful tools I've ever used in anticipating market turn dates. The

beauty of it is that it not only alerts us to possible turn dates, but
also the amount of rally or decline to be expected on a particular

aspect.

~ Thistechnique, “The Mass Pressure Chart”, was taught to me by
an elderly gentlemen in his 80°s who was a business partner, i.c.
money manager, with the late W.D, Gann from 1944-1952, just
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beforeMr. Gann’sdeath. Wehavebeen communicating atthe very
leastoncea week for the past 15 years. He has helped me more than
words can describe, both analytically and emotionally, to become
amore confident Analyst/Trader. Hlearned a great lessonfrom this -
man, thatis, if themind holdsbacklcnowledge, the mind cannever
hope to receive knowledge. This is an undeniable “Law of
Nature”. -

We can all make trading Stocks or CommodJUﬁ a full time job if .
we treat it like a BUSINESS and not a LOTTERY. I’dlike to show
some past examples of the “Mass Pressure Chart”™ for the years
1991 and 1992. Some of you received the 1991 Chart whenI visited
in January of that year. Compare the “Mass Pressure Chart” for
theyears inquestion withthe actual “T” Bond chartsand note how
well the Forecast worked, although there were inversions af times.

TRERD CHANGE DATES'FOR JULYTO OCTOBER1993.

July 9-14 Top
Aug.2 Top
Aung 11 Low
Aug. 20 Low
. Awug 26-27 Top
_ Sep.6 Top
Sep. 15-17 Low
Sep. 30 Top
Oct. 8 Top
Oct. Top
Oct.25 | Low
Nov.1  Top -

— Unfortunately, space does

L aid

not permit the printing of the
Mass Pressure Charts for
1991 & 1992 - they were just
too big. Copies of the Mass
Pressure Charts, and
enquiries about their use,
can be obtained from My
Flambouras in Chicago on
(312) 987 9057. Phone

weel  between 8am and 2 pm

Pl e i ..’-o/.n-—--r- .

x225d . Chicago time (he heads fior
"~ the Country Club about 2

e -
. I..--'dl
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R Py

pm). Alternatively, fox him
on (312) 987 9049. Ed.
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SOUND ADVICE

THERE'S A BEAR IN THERE

The following is an extract from the back page of the Money
Vision Newsletter Phone (075) 339 616 Fax (075) 339 922. Some
Technical Analysts have a tendency to be bearish all the time,

this may help them find balance. It is repraa’uced with the
permission of MoneyVision Corp..

THE CYCLE OR CIRCLE OF EVENTS.........
ECONOMIC OR OTHERWISE

*This letter concentrates on swifching between “paper money”
and real assets as conditions dictate. We follow our own advice,
having sold out of shares just prior to the 1987 crash and
repurchasing shares like Westpac, Santos and Schroders, for half
their former price. As we have previously pointed out, this
amounts to a 100% gain in PURCHASING VALUE.... tax free
against these particular shares. Now to us, that's pretty good
business, especially on a risk adjusted basis.

We are basically optimistic, not permanently pessimistic.
OPPORTUNITIES ARE ALMOST ALWAYS THERE. ASWE
SHOWED ON OUR JUNE 93 COVER, EVEN IN ONE OF
HISTORY’S WORST DEPRESSIONS, YOU MUST BE

INVESTED IN SOMETHING TO HAVE A CH.ANCE FOR

GAIN.

Somepeopleunforiunately tcndtobe“pennanentbears“. Tothem

we remind that HISTORY IS INFLATIONARY. The historical
odds for sitfing tight, with a large amount of paper money for

lengthy periods are not good.

Downturns eventually un their course, Positivesbalance negatives.

The dark of night slowly moves toward high noon and the coldest

day of winter gradually moves towards the sweltering heat of
summer. All being a circle, or cycle which must be kept in mind,

otherwise who among us would have the courage toact contraryat
bottoms and snap up the bargains?

CONCENTRATE ON TRADING ACTUAL

Worktoaplan. Simplify your affairs, Set them out so they are easy
to monitor and understand.

Jack Houghton.

A VALUABLE LESSON

1920, KIGH BMERICAR XY JONES
500 13T SHMEQBIT IOEX FROM HISTORY
- Thebull market of the 1930's depression outpacedthe bull
market of the roaring 1980's. Percentage wise, the
200 (- 1937 EIGH w upmove fromthe 1982 lowto the 1987 highis less thanthe
194.40 1932-37 upmove.
150 The 1930's upmove hasfaded frommemory butit certainly
took place, as is graphically porirayed alongside.
Dow 1932 low 41.22.....1937 High 194.8 odd.
100+ Gain....373%
80 p~ Dow 1982 low 776.92 1987 High 2722.42
B Gain.....250%
°01 The 1930s bull market unfolded right in the middie of the
50 most talked about economic depression in history! NOT
. gagzm i IN A BOOM! Time cycles appear to have overruled
. S mdll L N O I fundamentals.
1926 : 30 - 34 38 )
_ ) Etch this into your memory
My Jouty a3 _
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POINT & FIGURE CHARTING COURSE

About the Course

Point and figure charting is one of the oldest tools used by traders
and investors to time their trades. There are no definitive texts and
point and figure charfing has been traditionally learned from
experienced chartists. The charts are quickly and simply
maintained, inreal timeifnecessary. Clear signalsare given. Price
objectives can be determined. :

Course Objective

At the conclusion of this course you will be able fo draw and
analyse point and figure charts of security pnoes A basic prior
understamimg of charting is assumed.

" Your Presenter

Colin Nicholson, BEc, ASIA, is 2 private trader who has
successfully used point and figure charts particularly in the equity
markets since the late 1960s. He is a prominent member of the
Australian Technical Analysts Association and is a lecturer in

otheranalytical courses of The Securities Institute of Australia. He.
was rated Excelfent or Very Good from all pamcxpants who

underfook this course in 1992

Course Outline

Point and Figure Charting is conducted as four 2-hour workshops.
After the techniques are explained there is ample opportunity to
ask questions and discuss practical examples. You will construct
and analyse your own charts during the course, These can thenbe
maintained by you after the course.

Workshop 1: Origin ofthe point and figure methed. How to draw

a point & figure chart. W'hat price data to use. how to choose
an appropnate scale,

Workshop 2: Trends and trend lines. Support and resistance.

Price objectives

Worlshop 3: Congestion area analysis. Reversal patierns.
Continuation pattemns.

Waorkshop 4: Putting it all together. Case studies.

Dates and Times

Thursdays, 4, 11,
5.45pm to 7.45pm

Location

18 & 25 November, 1993

SIA Training Rooms

Level 30
Australia Square
Sydney, 2000

Fees

$595 ATAA Members ($100 saving)
$695 All other participants
Telephone the SIA office on (02) 251 6799

How to Enrol :

Or fax: {02) 251 6548

THE ATAA BOOKSHOP - .

20% DISCOUNT OFF LIST /

PRICES

FOR AUTHORS LIKE
KRASTINS, O'NEILL, PRING

PHONE CHARLES ALEXIOU ON (02) 258 1258 FOR MORE INFO

ATAA Newsletter September 1993
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TRADING OPTIONS WITH CANDLESTICKS

A TRANSCRIPTION OF IVAN KRASTINS' ADDRESS 10 THE
SYDNEY MEETING OF THE ATAA ON MAY 17 1993. THE
TRANSCRIPTIONHAS BEENPREPARED BY COLINNICHOLSON.

" IVAN'S CHARTS WERE NOTAVAILABLEFOR USTOREPRODUCE.

DW HUNT HAS BEEN ABLE TO REPLICATE SOME OF THEM.

- HOWEVER, FOR VARIOUS REASONS SOME OF THE CHARTS.

COULD NOT BE RECREATED, IN WHICH CASE THE NOTATION
(NA) APPEARS AFTER THE CHART NUMBER.

INTRODUCTION . C

My objective in this sort of prcsentatlon is to allow
people to see for themselves the real message from the
market. Most people see what they believe, rather than
believe what they see. This is the big trap. If you are
bullish on a market, you will sec all signs to be bullish.
If you are bearish, you will see all bearish signs. It is a
challenge,

Now let us start off with a question:

WHAT AM1? .

-1 am always right, but I don’t have an inflated ego.

ClibPD

People try to beat me all the time.
I have the ability to confuse the masses.
I exist in almost all couniries in the world.

I reward people as they Ieafn, .
but charge for lessons not learned.

I have been around for centuries.

I can make grown men or women cry,
or send them over the moon.

1 employ thousands of people directly and indirectly.

Iam thé markef.

It hasbeenaround along time and will be around aficrweare gone.

Onething thatisaround usall thetime isrisk. A lotofpeopletrade
options because they believe it is less risky trading options, Itisa
sad fact that 83% of all options expire worthless. People lose their

money more slowly with options. It is not the guaranteed way to
uniold riches quickly,

PREREQUISITES FOR TRADING

The thing that we need to address in reality with trading
the markets is, starting from the top down: To accept
that investing really is speculating. Whether it is a
business or gambling will depend on the individual and

the individual‘s approach to the market itself. Whether

we use fundamental or technical ways of analysing a-
market to give us buy and sell decisions, this is a very
small component of the business of trading the markets.

“Things that 1 believe one needs to address, before putting

your orders in the market, are things like your stop loss
strategy. A stop loss is the price or time at which you
are wrong and the market is right. Most people do not
like to use a stop loss, or they place it very close to the
market, almost guaranteeing that they will get stopped

“out of the market.

Profit sirategies are also very important to address.

‘When will you take your profit if the market moves in your

direction? Also money management and portfolio theory.
There are many things behind the buy or sell decision. It
comes down finally to having a plan for the markets.

Part of having a plan for the markets, before one starts

looking at candiesticks or even ringing up the broker and

opening up an account, is to address things of this
nature. Psychologically, we are all different, so we need
to address whether we are coming at the market from a
perspective of a short ferm scalper. Some people enjoy
being in and out of the market on a daily basis or even a
minute by minute basis, Other people are happy fo trade
a much larger time frame.

The time frame that you want to trade will depend on the
fime you want to devote to analysing the markets. One
can look at the markets only once a week and still trade
very profitably. Or there are other techniques that mean
you have to watch the markets very closely. Options on
stocks have a differenit life to the stocks themselves. So

you need different techniques in your analysis and tmung
tools. : :

How many of you believe that the fuiures market is more
volatile than the stock market? If you take out the

~ incredible leverage of futures you will find that the

volatility of the stock market is very much the same as
futures. But the bottom line moves a lot more in futures.

- Tax needs to be considered. Where we get- data-from.

What will trigger the decision to buy or sell? What wiil
cause us to sell? Will we rely on the advice of our broker
or a newsletter? Will we do our own analysis? Will it be
fundamental or technical? All of this before you start
putting your money in the market. It is not gambling.
How do we determine ‘the probability of success? Every
single technique, whether it is indicator based or whether
it is chart pattern based, with the software available, we
can assess the probability of success of that particular
pattern. How many people here know how reliable is a
key reversal pattern in the local market they trade? Very
few have sat down and looked at it. Well, on the SPI, is

ATAA Newsletter September 1993
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a key reversal 80% profitable, or 60% or 50%? These are'

fmportant things to look at.

Af what point are we going to admit that we are wrong in fermns
of trading the markets? How many losing tradesina row? When
will we get out of the market? When do we stop trading? Allthose
things are very, very important, Ibelieve. Asare these things: Our
own personal concepts and goals. How many of you like losing

money? Weshouldlikeitalot...in small, controlled doses. Avery

famous trader in the US, Richard Denis, who is reported to have
madeabout $200million in the markets, said that 90%of his trades
were losing trades. He went fishing very often, but when he made

4 gain, he really pyramided his position. One needs fo be very
secure in themselves to do that.

The one thing that remains constant in this world is that trading
with 2 plan means that you will nof be surprised in the market.
Trading with a plan can come from using things that we are here
to journey through: technical analysis.

THREE TENETS OF TECHNICAL
ANALYSIS

Whatare thethreebasictencts oftechnical analysis, the underlying
assumptions?

The first is that prices move in trends. Look at Chart 1, which
shows US interest rates back to 1916:

Chart 1

US AAA CORPORATE BOND RATE
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We can really see the forest rather than the trees on this chart. We

can see where we are now in relation to where interest rates have

been in the past. So, people who believe that interest rates cannot

fall much further should note that rates were down 10 2,.5% in the
1940’s.

Markets move in trends...lock at Chart 2, which shows the Hong
Kong stock market:

Chart 2
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The day the stock market collapsed in 1987, the pawers thatbe in
Hong Kong said that: “We do not want our stock matket to fall.
Thewaytostopitfallingisto close the market down.” Guesswhat:
" theyclosedthe market onMonday and on Tuesday theHong Kong
race track took record earnings. When they reopened the market,
it went down anyway. The next basic tenet of technical analysis is
that history repeats itself. We can see some examples from the
~ currency marketsofhowbeautifully history repeats itself. However,
~we need to be careful to isolate the span of history we are
. comparing. There is an old saying in the market that what is
- gbvious is obviously wrong. There are a lot of people in the 1987

- crash who looked at Chart 3 and said: “That is where we are: there

as the Dow Jones in 1929-30:" However, we were nowhere near
it as chart 3 shows. So one needs to be very, very careful here.

Chart 3
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Itisinteresting to note with candlestick charts, coming from Japan,
thatmiostof the patternson candlestick charts areveversal patterns.
There are very few continuation patterns. There are a few
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exceptions, but the majority are reversal pafterns. From that
perspective, they canbeexcellent timingiools. Not directional tools.
They won’t tell you whether you should be buying or whether you
shouldbeselling. Youuseotherindicatorstoletyoudecidethat. But
the candlestick patterns will tell you when to buy and when to sell
and timing really is the key.

The final tenet of technical analysis is that the market discounts the
news. Inother words, the market knows before the news comes out.
Look at Chart 4, which shows the oil price:

Chart4
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Saddam Hussein invaded Kuwait in what month? Yes, in August.
Notice that the oil market had already started to goup. Now, it may
be that he was in there going long in the oil market. Other people,
1 arn sure, already knew what was going on. Now the liberation in
January. The market had atready pre-empted that news by coming
off its highs by as much as three months before, letting us lmow that
the market will continueto godown, ratherthan whattheexpedations
were in the press.

The bottom line of what the market does tousis that the market will
do whatever is necessary to prove the majority is wrong. The
majority of people must be bullish at the top and the majority of
people must be bearish at the bottom.

The only way we canovercome thatis to Jearntolistentothe market;
to read the clues the market is constantly giving tous. Thecluesare
contained in various elements of technical analysis.

Technical analysis is as broad a term as fundamental analysis.
Unfortunately I am illiterate and can not read findamental analysis.
1don’t even know how to spell it. Technical analysis relies only on

theprice data itselffor the market you areanalysing or trading. The-

first part of technical analysis that most people gravitate towards is
charting. That is one sub-group of the whole subject of technical

analysis. Fundamental analysis is a broad term So is technical

analysis.

The charts that most people use bring a very visual approach to the
marketsand that is thedanger withit. fIwere tousethe term “head
and shoulders”, most of you would know what I am talking about.
Ttisachart pattern that appears very seldom. Itisamazinghowoften

people will say: “Oh there is a head and shoulders patiern”, but in

fact there are very fow of them. We start seeing patterns there

because we are aware of them, ratherﬂlanbmxsethepaltems
are there.

FOUR BASIC CHART TYPES
Therearcfourbasicchart categoriesthat weuse aschart analysts,
as shown in Chart 5. The first is a straight bar chart: A vertical
line between the high and the lowwith atick on the right for the
closing price and on the left for the opening price.

Chart 5a: Bar Chart
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Thereisaphenomenoninthefutures market thatisexcellentand
highly relisble andisalsoused by alotof short termtraders. That
istotmdethemovementawayﬁnmﬂ\eopenmgpric& Thefirst
price of the day represents everyone’s input into that market

~ based on the news from yesterday or what happened on New

York overnight. A good example was on Thursday on the SPL,
whenthe SPI opened at 1720, one pointaway from the targetand
then fell away from it. If voi1 get that sort of day, short term
trading i a firtures market can be very safe. By recognising the
relationship of the open to the high and the low and the close to
the high and the low, the market will continually speak to you.

Chart Sh : Candlesticks
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Another form of chart isthe candlestick chart. Ystarted ranning
seminarson candlestick charts a few yearsback in Asia. Itislike
taking coal back to Newcastle. Candlestick charts have become
very popular, very meaningful, very important as part of your
armoury oftoolsyoucanuse. I willbe going through quitcafew

different patterns on the candlestick charts as they pertain to

options.

Another type of chart you can use is the cidsing line chart.
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Chart S¢: Closing Line
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Now,aﬂth&sechartslamﬁutﬁngup,theotheroneisf.hepointand
figure chart, are using the same price data. That is the all
ordinaries index covering about two years of data.

The closing line chart is the type of chart that one cught to use if”

"you are using RSI, a moving average or any indicator with a
formula that takes into account only the closing price. Youdon’t
need to look at a bar chart or a candlestick chart to inferpret an
indicator. A lotofpeoplegetconfused looldingfordivergence and
all sorts of signs in bar charts versus the indicator, rather than the
closing line chart. the closing line chart will give a really clear
picture, while the bar charts just gives a lot of noise.

The final type of chart is useful for very short term trading. That
isthe point andfigure chart. In the point & figure chart, the crosses
represent prices going up and the zeros represent prices going
down. Thereisno element of time, The other chart types progress.
with time from lefi to right. In the point and figure chart, it only
moves from left to right with changes in control in the market
place. Themarketplaceisawarbetween thebuyersand the sellers.

Chart 5d: Point & Figure

indicators. Chart 6 shows the trend following indicators againon

the same data.
Chart 6
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One of the troubles with following indicators is that it is like
standing on the back end of the QEIL, telling you where the market
hasbeen, not where it will be going to. Hawng said that, they are
still valuable

Trenid followmg indicators, like moving averages, are excellent

fromatradingperspective, though notfroma forecasting perspective.
If someone says to you that the price should be going up because
the moving average is pointing upwards, it is exactly the opposite.
The moving average is pointing upwards because prices have
already gone up.

Most traders use some sort of trend following approach, such asis
shown in Chart 7.
Chart 7
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Only one side can win. Which side will be the winner? The
stronger one, the onemast convinced of theirright to make money.

INDICATORS
The next part of Technical Analysis that most people gravitate
towards after looking at chart and chart pattems, are things like
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Bollinger bands are excellent for options trading, because they
focus on the volatility of the market or the underlying stock or
futures contract you are trading. Bollinger bands use a moving

- average of the price, with a band above and below that adjust

accordingtothevolatility of the market. Withthe sortof programmes
that you use, it seems that the default setting is 20 for the moving
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averageandZstandarddewaﬂons 2 aboveand 2 below, focontain

the price movement. -

With options, I have found a 5 period moving average with 1

standard deviation gives a better picture of breakouts. Seechart8,
Chart 8
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What we seeisthat a strong movement in the market is, 9 times out
of 10, preceded by a quict patch. A quiet patch is evident on the
chart if you know what you are looking for. The Bollinger Bands
will graphically showyoubycoming together that the volatility has
gone out of the market,

Now, as an optjons trader, that is the ideal time to be a buyer of
options. Why? Because the premiums are small. As soon as the
market becomes volatile, the Bollinger Bands will expand and
guess what? The premmms on puis and calls will go through the
roof.

For anyone trading options on stocks in Australia they are very
expensive options to trade compared to the overseas markets,
primarily because of thethinness of the market as well as a few other
technical reasons.

OSCILLATORS

The tools people move onto after the trend following group, the
ones people gravitate to until they find themselves in 2 a situation
where they are losing money hand over fist, are the early warning
tools.

Early warning tools, leading indicators, are the oscillators. They
all measure how over bought or over sold a market may be, Just
because a market is over boughi, does not mean it is time to sell a
market. The market can still go through the roof even though it is
overbought. It is more important to see how it reaches that stage.
No matter how it reaches the over sold stage or the over bought
stage, these are the tools that will get you onthe right side of a big
movement, a large movement, before it is self evident.

OTHER TOOLS

- Some of the other things that people can use and do use are things

ChhPDF

like the state of the market analysis. Looking at the news in the
market place. Is the news favouring one side? Is everyone bullish?
The wamning signs. I'was up in Brisbane last week and went toa
presentation there by a'broker. There were three hundred people
and guess what they were talking about? The stock market. They
werereally bullish. It is a warning sign, but it is not time to go out
and sell, just because of seeing that

The put call ratio; the ratio of call options to put options is an
invaluable tool in terms of analysing a big, a major, fumn in the
market.

American futures commitment of traders. Does anyone here trade
American fatures? Yes. Commitment of traders is an excellent
report that comes out from the exchange. It tells you on what side
thelargetradersare. Large traders are largetraders for one simple
reason: they have thedollars. So, if you can look to align yourself

"tobe on the same side as the large trader, if they are on the opposite

sidetothe news, guess what? Youhave probabilities working with
you and this is where options come into it as well.

Time is a very tricky part of analysing the markets. Trying to
project time can be rather disastrous for your back pocket.

Ellioft Wave and Gann are two separate doctrines.

Now all of those techniques together still only give you the
possibility of the market going up or down and the probability
atiached to it. You need money management, you need common
sense and more impaortantly, you need product knowledge.

OPTIONS STRATEGIES

Product knowledge when we ate talking about options, is needed
because there is more than one way to skin a cat in terms of, if you
arebullish on 3 market, you can do various strategies with options.
These are the finger prints, thefoot prints, you need to knowbefore
you trade options. Are you better off just going out and buying a
call? Or doing a bull call spread? Or doing 2 bull put spread? All

those.three will return a profit for you.. No one is better than the

other one. It depends on the market juncture when you goinasto
which one you should be using or could be using. Interms ofa fall
in the market: same sort of scenario. You goandbuy a put, yon are
longaput. You doabearput spread. Theseare all valid strategies
for making money if a market were to come down, if the market
were to fall.

Then the final strategy and the one that most people maybe ignore,
or are not aware of, is a very simple strategy because it can be very
effective, frrespective of which way the market is going to break,
is things likea straddle ora strangle, Powerful terms, but those two
strategies will make money for you if the market moves up
dramatically or collapses dramatically. Again thosetell tale signs

- courtesy of the Bollinger bands indicate when these are excellent

strategies.

Butterflies and other complicated strategies....if you understand
what a call isand what a put is, long a call, shorta call, long a put,
shorta put, thenall these will £all into place. By knowing thebasic
building blocks, you can start out with a position. ... let’s say you are
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bearish on the market and everyone is going to go out there and
dosomesortofbearishstrategy. Let’spretendyougooutthere and
buya put and the market does not go down. A lotof peopleadopt
a strategy called BHH: Buy Hold and Hope.

Now, there isnever areason to establish a strategy and not be able
to work around it. If you have gone out there and bought a put,
*which will make money for you if the market falls, and the market
doesnot start tofall, youdo notneed tosell theput. Youcantrade
around that put. You canbuy a call and create a straddle. Youcan
buy a call and create a strangle. You can turn it around and make
itintoabull put spread, alot of different things, abutterfly, butyou
need to understand the basic building blocks.

BAR CHART SIGNALS
Now, let us have a look at the various chart signals that are
available on a bar chart.
Chart 9
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Chart 9showsone thata lotof peoplewill have heard of, especially
those who have bought my book: A key reversal. Itisamisnomer.
A key, as in important, but after the event. This tends to be quite
a strong timing tool. 'When the market trades lower than the
previous period, then higher and closes at the other extreme, that
is a bullish key reversal. This is one of five signals,

The other ones are, in terms of decreasing strength:

Chart 10
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Chart 10 showsa simple reversal, where the market does not trade
lower. It trades higher, the buyers ran out of steam, but the sellers
are not convinced enough fo push the price below the previous
period low. It iscalled 4 strong reversal pattern, but not as strong
asthekeyreversal. Theexceptionisifthe highisabovetheprevious
highby 30%cfitstange, itisasstrongasakey reversal. Itisagreat
timetobe going out there and taking a short position in the market.
Or a bullish reversal. They are reasonably commonly known.

. Chart 11
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Chart 11 shows a hook reversal, which features very strongly in
candlestick terminology, called a harami, All the hookreversalis,
an inside period, where we do not trade higher than the previous
period, we do not frade lower, but we have an opposingclose. The
previous close wasnear the high, but thisoneis near the low. There
is some form of change of sentiment in that market. You get two
orthree ofthoseinarowand there willbean explosive move, which
you trade whichever way the market moves.

Chart 12
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Chart 12 shows an open close reversal. Not alt that commonly
known, Most people, it would be fair to say, would concentrate on
the closingpriceof the market. Didtoday closehigherorlowerthan
yesterday? But thatisonly part of the story. Ifthe market were to
close higher today than yesterday, but lower than today’sopening,
guess what? There has been an inter-period change of sentisnent.
It is a very, very strong signal, especially if there has been a gap
between the two ranges. You then have what is called an island
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reversal, which happens 3% of the time in markets, but is an
extremely strong reversal pattern,

Any of the previous reversal patterns MAY be at a turning point.
The next pattern WILL be at a turning point. .

Chart 13
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Wecallitthepivotpoint. Ithought Iwasprettycleverbackin 1933
for discovering the pivot point, a great timing tool. Thenin 1986-
: 87masoﬁwa:epackagelfoundﬂlatallﬂlesetoolshadbeenaround
for a long time.

T LTI,

This pivotpoint conépt can get you inone period from the turning
point. One day, if you are using a daily chart. One week, if you
areusingaweekly chart. You haveahighperiod, withalower high
before it and a lower high after it, the first close below the low of

that period. A great stand-alone timing tool, especially if you ar¢”

usingit in thedirectionofthetrend. Thedirectionofthetrend, that;
is where your high probability returns come into it.

Chart 14
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. InChart 14, we have a litile schematic on ANZ. Of the various

reversal patierns, whicharethe ones that are most profitable? You
canuse something like a moving average to define a trend for you.
Then you take the chart signals in the direction of the trend. You
can design an excellent trading system around that.

Sothere are fivebarchart reversal patterns. Withcandlesticksand

the reason I like candlesticks in my own work, is that there are
thirteen timing tools.

CANDLESTICK PATTERNS ™ —

The importantthing to remember about timing tools is that they do
not tell you whether tobuy or whether tosell. Youneed your other
tools to tell you that. Things like your retracement. Thipgs like
your trend following indicators. Things like your early warning

- tools. This is the way the market speaks toyou. The language of

the market. I will be going through some of these, but some of the
more important ones are things like your “engulfing line”. There

is no direct equivalent with a bar chart. Sometimes there is and
sometimes there is not. The thing to bear in mind inthess charts
is that the ordinary bar chart configuration is at the bottom, with
the candlestick configuration at the top, so that you have a direct

comparison. (4slvan'schartswere notavailable, the chartsshown

only represent the candlestick patterns - Ed.)

The way you construct a candlestick chart is quite simple. If the
close on the bar chart is higher than the open, it means there will
benon filled in, or “real” body. It dependsonthesofiware package
you are using, but if it is not filled in, it means that it closed near
the high and the open was near thelow. Thelittle whiskers above
and below are called shadows. Ifthe real body is black, it means
the close was below the open. That is all there is to candlesticks,
If it has closed lower than the open (solid real body), it is bearish.
If has closed higher than the Open (non filled in real body) itis
bullish. :

Now to interpret them further, youlook athowthese patterns work
in with the previous period.

you | T

ar e -y L L ~wa o oer o o *33

So, we see’in Chart 15 the engulfing line, It engulfs the previous
teal body. The real bodyin termsofthe Japanesecandlestick is only
the difference between the open'and the close. That is where the
real activity is. The extreme high and the exireme low, for the
candlestickuser, isnotallthat important. So, thebearish engulfing
line will look as above. The opposite is the bullish engulfing line,
They are very, very powerful stand alone timing tools.

I will go through a lot of them individually, to give you an
appreciation of the différent types that there are. Things like your
“thrusting pattern”, your “morning star” and your “doji”.

Chart 16
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All that 2 doji is means that the opening and the closing price in
that period were the same. See Chart 16. Ifit opens and closes at
the same price, there will be no real body. The evening doji star
and the evening star are all very straight-forward patterns.

Rathernastyisthe “abandonedbaby top”, “shooting star*and the - -

“pearish harami”. The word harami meanspregnantin Japanecse.
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In Chart 17, you can see why. It looks asthough it isabout tobulge

" out. It is an inside period in terms of a normal bar chart.

it you can understand the meaning of the open and close, the
relationship between the two of them, you do not need to use
candlesticks, A bar chart will give you the same information, but.
the candlestick chart looks more colourful.

‘Now, let us jump down the track a bit.

Chart 18
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The Dow Jones Index back in the 1920°s. Remember how [

wextianesltavathe cnauifiog line, nbere the el badtcerchraces,
the real body of the previous one? It isblack, so it means it closed
below the open and opened near the high, engulfing the previous

one. This wasbefore all the descent of the great crash happened.

History repeats itself? Look at the RSI on the DJIA (NA). The
relative strengthindex putout by Welles Wilderback in 1978, has
stood thetest of time. This is ona menthly chart basis. How many
people here look at the RSIona monthly chart basis? Great. This
is the one that will give you the big movements.

Question from the audience: How do you handle candlesticks in
a regal time situation?

Jvan: As the market is unfolding, from a trading perspective, [

believeyou should analysconetime frame and trade asmaller time
frame. Inthe one above, we are analysing a monthly chart, so you
are looking to take signals from a daily chart ora weekly chart for
yourentry. Youknowthat in thiscomingmonth, ifthis price were
to close down, that would give us bearish divergence, before the
month is finished. So, if yon want to be aggressive during the
month, you start taking short signals and get out at the end of the
month if the market has not closed down. Or, you can be less
aggressive and wait for the actual signal itself, which means you
will not be selling out near the highs, but you will be selling just
below the close. Still not a bad place to sell.

Chart 19
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Chart'19 shows the 1987 crash. Guess what? It was preceded by,
on a manthly chart basis, a pattern called a “dark cloud cover”,
thesmall darkline. Itisnotasbearishasanengulfing line, because
it does not engulf the previous period, but only engulfs about half
of it. It was accompanied by a bearish divergence on the RSI,
pulling the RSI down. Itis notasnice as the 1929 one. The nicest
divergences are the divergences that take place over five periods,
but notwithstanding that, it was a nice signal.

In terms of the markets generally:

Chart 20
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Chart 20 shows the Nikkei (Dow Index). You seein late January
a very bearish configuration called “three black crows” in terros
of candlesticks. All that simply means is three periods in a row,
three consecutive periods, that are all black. They must appear
when the market is athigh levels, thatisthe difficult part. So, what
youneed tobelooking at, with the all time highs and as the market
is rallying up, as soon as you see the three black crows, you know
youwant to be taking sell signals down the track. It doesnot mean
you sell the market as soon as you see the threeblack fellows, but
you will be wanting to soon.

Attheall time highs onthe Nikkeiyou seeabearishengulfing line,
where the real body engulfed the previous high and thelow, before
the ensuing decline. Then we get another three black crows. So,
once you see the market turn and you see three black crows, you
should be out of there. It is too late to gointo the market there, you
need to wait for a bounce back up in the market. '

Chart 21
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~ Another nice little pattern, shown in Chart 21, that occurs at

turning points, especially those of you who are familiar with
Fibonacci levels, is the “hammer ling”. As the words imply, the
market is hammering out abase. The market istrying to go down,

but is over powered by the buyers, the sellers miss out.

This is a bullish hammer line. Notice that none of these patterns
will tel! you how large the movement will be. Very few elements
in technical analysis will tell you how large a move willbe in a
mariket.

Chart 22
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Chart 22 showsa “hanging man”. Another nice litfle pattern. It
looks like a manwho hasbeen hanged. A smallreal body, alower
shadow, hanging in mid space. Now, if you get that, complete with
divergence or something else in the market, it gives youenoughto
go into the marketonthe shortside. You always need to see where
the market is in relation to where it has been to see how effective
the signal will be.

Remember the doji  mentioned, where it opened and closed at the
samelevel?, Youcansesoneheretoo. A nicelittledoji that marked
thetop. Itis where the market runsout of steam in both directions,
that is both up and down. There is a lot of churning that goes on
in the market place.

EA T
(A

If the open and the close are not both at the same Ievel and et you
are left with a small real body, that is known as a “spinning top”,

See Chart 23. The spinning top can beat either a top or a bottom,
it does not matter. What it essenfially means is a very small real
body, in relation to the upper and the lower shadows themselves,

Chart 24
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where yourreal profits will bemade. On thebig movements, That
is where trading can be really relaxed as well.

Now, in terms of when you get in, if the market does not move in
yourdirectionwithin three periods, getout. Threeperiodsisatime
based stop order. Ifoneisusing a candlestick formation or a chart
based formation like a key reversal or a pivot point, why hang
aroundinthemarketifthe marketdoes not move inyourdirection?
So, three days, if you are using a daily chart, if it has not moved in
your direction, why stay there? Get out. There will always be
another opporfunity. You have to be patient and wait for it.

“Dark cloud cover®, shown in Chari 24, is similar to a bearish
engulfing line. Dark cloud cover simply means that the real body
is black, but the range does not go down below the previous reat
body. Thisisa verybearish signal, but notas bearish asa bearish
engulfing line. So, there are all sorts of different patterns you can
work with. ‘

Chart 25
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Doesanyoneknow the stock shown in Chart 257 Western Mining.
ThisshowswhatImeanby a nice tight bearish divergence pattern,
And guess what? It comes in complete with a nice bearish
engulfing line. Thisisthen followed by a secondary top, marked
by dark cloud cover, followed by a pivot point reversal. So at this
tuming point, there are a lot of reasons to be bearish into this

market top. The indicator was telling you whether to be bullish

or bearish. Itwas telling you tobebearish becausé it is diverging,
In other words, it was stretched to the top side. The candlesticks
toldyouwhento sell thismarket ie, after the bearishengulfing line.

- Ifyou want tobe less aggressive, you wait for the secondary top to
form. Youtakeachartsignal onthe darkcloud cover. If youwant
to be even more conservative, you wait for a pivot point. Notethat
nothing there told you how far thé market would go.

At this point, Ivan was asked from the audience what chart he
would take these signals from. He continued: The weekly chart.
I have found that for most traders who do not want to be infront
of the screen, weekly charis are excellent. On BHP, the SPI and
local stocks, the weeldy charts give you the big message. This is

Chart 26
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Now focus on Chart 26. This is a weekly chart. What is the
senfiment inthat market as we move downthrough thebear trend?
Bearish, yes, but should we be bearish? Look at the RSL. It has not
given you a divergence, it has only given you a potential bullish
divergence. One ought to wait. This is the weekly chart. So, then
youcallupthe microscopefroma practical trading perspective and

_ you look at your daily chart. See Chart 27.

Chart 27
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The daily chart, going into the lows, gives you a very bullish
engulfing line. As soon as you see that, it is the time to pull the
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trigger.

Now, most people will wait for confirmation that they are right.
Most people will want more confirmation that the formation is a
bottom. Now, by definition, the more confirmation you want, the
more the market hag already gone up. So, pull the trigger as soon
asyouseethesignal. Iris more painful psychologically tobe buying
much closer to a bottom, especially with an option., -

Assoonasthemarkethas started to rally, andyoustartwﬁrkingoﬁ
your retracement levels from the high, you can see what levels the
market will respect.

L

Chart 28
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Chart 28 shows the sanie daily chart a few days later. The move

hasbeen abounce through the 38% level, straight through the 50%’

level to about the 62% retracementlevel of the Iast movement down.
Guess what? We get a bearish engulfing line on the candlesticks.
Ifyou bought on thebullish engulfing line, then this is a great point
tobe taking some profits. With options, ifyoubought calls, youcan

use the signal to sell some higher up calls, for what is called z free.

trade, You getyour money back for what you paid for the call down
there by selling 2 higherupcall. That way, emotionally you are out
of the market. Given that reversal pattern, it would not be unusual
to expect what? The marketto come down and give us a secondary
bottom. Notice thattheweekly chartdid not have thesignal for you.

Ivan was then asked from the audience about one of the indicators
shown on the chart.(Not shown here - ED)} He continued: That is
the MACD as a histogram. What I have done there is taken one of

the MACD lines from the other one. This will show divergences
similar fo the RSL

Once you have established that there is maybe a turnaround

coming, at that stage what doyou do? Very simply, you calculate
fromthelowto the highto getyour38%, 50%and 62% retracement
levels. These are things that most peaple are aware of, but most
people do not do.

The market then goes down and, on a weekly basis, gives us the

scenario shown in Chart 29.

Chart 29
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Anyone who has worked with RSI will know that a double
divergence is much more powerful than a single divergence. We
have not broken new lows. That is a bullish divergence, because
the RST uses the closing price.

So, youhave gone through the Fibonacci levels. You have turned
up the microscope and you have focused on the daily chart and this
time, you do not get a candlesticl formation, you get a pivot point,
See Chart 30.

Chart 30
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A pivot point, remember, is the first close above the high of the low
period. The weekly chart told youwhat to do. Thedaily chart told
youwhen topull the trigger. When to buy that market. If you wait,
guess what? See chart 31 (NA). If you did not buy then, it would
havebeen very painful to buy options. Ifyou missed it there, then
step back and wait for a different market or wait for another pull

“back to come. The market will always, always, but always havea

secondary top and a secondary bottom, like this one on chart 32
(N A), ari abandoned baby bottom, where we have a small real body
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away from the real body before and away from the real body
afterwards. 1t is like an island reversal in terms of a bar chart
except that it is not an island reversal. The market then races off
to the top.

Letus nowlook at the scenario in chart 33 (NA) interms of BHP
options. Most people, when they trade options, believe they need
to focus on that side and work out the fair value or the real value.
What doesall this mean? To mie, if Iwere to buy an option, I know
that I will have to pay too much for it. If T want to sell an option,
IknowIwill haveto sell ittoocheaply. So, it meansthat if Iwant
fo trade options, I must trade them for. the bigger moves and not
for the short term turns,

. Now, let us look at how to determine which strike pnce to go for
in this example. Chart 34 shows BHP:

Chart34
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There were a lot of reasons why, at that point in time, one cught

tohavebeenextremely bearish onthat market. Numberone is that
it made the highs through there. It then came back to a Fibonacci
retracement level and gave us a very bearish two candlestick
formations one afier the other: A doji and a shooting star, This
was followed by a bearish engulfing line, which is also a pivot
point. I am talking quickly, but a Iot of signals tend to coincide at
very significant turning points.

Now, what strike prices do you go for? The things to look at are
the larger moves again. This is the weekly chart. Take the
movement from the low to the high and calculate the normal
Fibonacciretracement levels of 38%, 50%and 62%. Alsoyoutake
the first movement down and project it down below to give youa
target. So, with that distance you multiply itby 1.6 18 downbelow.
The most extreme target was $10.14 on that chart.

Now, asthe market came down into one of those target areas, this
is why I think the weekly charts can be really good for you, fook
at the extreme volatility that came in on Chart 35 at one of the
targets.
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But nofe that there was no candlestick formation fo say to gef out
of the market until the oneacouple of weeksbefore theextreme low.
That was your first exit from amove backup there, Interms of your
percentage returns, theseare the sort of peroentage returns you can
getwithoptions, ifyoulook totrade onlfy with the potentially larger
movements.

Ifyou start to look to trade the shorter term moves, both on the lIocal
options and the Iocal futures in Sydney, the spreads between the
buying and the selling rates are so large, they will have you for
breakfast and they will smile all the way to the bank.

Something else'that is really good for options trading is to actually
chart the undetlying options price itself and then apply your
normal, traditional, techmml analysis techniques. See Chart 36
(NA).

Remember yourdefinition ofa trend: lower lows, Guesswhat? The
trend changes in through there. Then there is your secondary
bottom. Thereis your buy in through there, way before all that rise
took place. The service that Tuse for that data isup in Brishane, but
each day one gets all the option prices. You just down Ioad it into

* yourcomputer and you spit out a chart from it. Itis a service called

JustData inBrisbane. Theyareexcellent for thissort of work. They
will support Metastock, CompuTrac, InstghtTrader CSIandsoall
the formats you need. :

You can run your indicators over the actual options price itself,

- However, in Australia you have to work with the thinness of the

market, so you can only work with a handful of option stocks.
Having said that, though, it really pays dividends to do that.

Now, let us look at some software packages that can chart
candlesucks for you

Chart 37 (NA) is from a package called Relevance. It gives you
candlesticks. I givesyou your normal bar charts. It gives you asplit
screen mode. It gives you heaps of indicators. You can look at
enough to confuse. You can scroll through your indicators. The
nice part is that you can look at two markets side by side and look
atthings likeone market goestoan extreme low oran extreme high
and it is not matched by another market.

For example, what has happened with the local markét, the SPI? B

‘In Chart 38 (NA), it is not going on to a new high as the All
* Ordinaries did go toa new high. Those sortof configurations tend
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10 ek sgniicant Wming puits FORECASTING COMPETITION
I have just received, but do not sell, a new windows based

package,called Supercharts that has just come out and sells for
$1US295, which makes it excellent value, and is selling at the rate
of 1000 per month. Itis put out by Omega Research. Ithasavery
powerful systems testing mode in it. This program also supports
awholelot of diﬂ'eren't data_fonnats. It i.swindowsbased, _all icon | Theidea is that ALL members submit a fo t on that night for
based commands. With this one, thereisalsoaprograminthere ™ 4 .. important markets approximately one year later. The
tomakeyouaware of the differentcandlestick formationsand will  wygrinoore will be announced at the equivalent finction one year
highlight them automatically. Jater and we hope there will be enough interest to make this an
' anpual event.

On November 15, we will hold our Annual General Meeting and
Sydney Christmas Party at the State Library. It has been suggested
that we include a FUN competition in the proceedings.

Howmany of you are having a ball with the markets? You should

be. Sugarisanice oneto havea lookat, asis Gold. Thereisafive is‘ strésed that this isaFUNmmpetiﬁon We will collate all the
day option in Gold that is rather interesting totrade as well. Itis g a4g and publish them in the Newslettér for interest sake, but
a very short term contract, only five days. Soyourleverage with ¢, engyre that it remains fun, WE WILL NOT IDENTIFY THE

that is that you can buy an at the money Gold call or put for about MEMBERS MAKING EACH FORECAST. The only time the
$1.50. Itis excellent i you are trading futures, because you can 'identity of the forecasters will be known is when the winners are

buy the call as a stop loss against your fiufures position, or vice announced, and only the winners will be identified.
versa. ‘

We encourage all membersto enter, whether you study the markets
concerned or not. Anuninformed guess maywell dobetterthan an
expert’s forecast. What will that say about the art of forecasting?

Two week currency options are good in the US as well as the
normal serial ones for every month. That ison the futures. Then
you also have the Philadelphia exchange options on the actual
physical currencies. The three markets involved are:

There are not that many programs out that will give you actual Comex Gold

pattern recognition for candlesticks. Get is one that will telt you Australian Dollar against the US Dollar
onthe screen thatthis is abearish engulfing line or thisisabullish 4} 5 dinaries Share Price Index
whatever pattern. Bernard Chapman’s program Insight Trader
will also highlight candlestick formations for you. This one will
do it for you. But you have to program it in there, whichisabitof -
a challenge.

You will be trying to forecast the closing price for each of these
markets as at Monday 31 October 1994, -

The specific prices you are asked to forecast are:
to pull that trigger. BHowever, they are only as good as you Co . . e '

T . . mex Gold: The nearest spot month. Judging will use the figure
believing what you see. Look at this chart 39 (NA). This shows ) yricre in the “International Commodity and Futures Markets”
a classic bottom followed by a Fibonacct retracement of 50% and Table in the Australian Financial Review
a secondary bottom. There is a pivot poiiit for you 1o buy. Most _ _ )
people would not have the patience to walk away fromthat market. . . : .

. i . The Australian Dollar against the US Dollar: The spot rate.
ghe&“ld tt’h" Yantng to chase it hall way up the Iracement — y going will se the figure published in the “Latest Markets: The
ut because there are 3 lot of markets I can concentrate on from ; s IR o
atradingpoint ofview, I canadopta reasonably laidbackapproach Dollar” tableon mebacl;pageofme Australian Financial Review.
fld‘:cat‘g’r‘sﬂ;lﬂt}l‘sl System, you can test systems.  You can GIeale ry A1) Ordinaries SharePriceIndex: Physical index. Judging will

use the figure published in the “Australian Shares: Share Price

AllT have attempted to do in this short presentation tonight, is to Index” table in the Australian Financial Review.
show you some different concepts that you can use in terms of . .
timingfromcandlesticksas farasyour optionstrading is concerned. Come to the r@etmg prepared -Eo sub_m“ your entry. ,
It is a matter of doing the homework yourself. No one can do it - Lo
foryou. Jtisnota matter of going out there and trading and losing ﬁ;{ln;e;; m?lﬁzﬁiz?;?hﬁrso u;iﬁiomg tsg?:lsl;{(tihni]yr
oney. ratlsicaming by losing money. Take time off 0 p6y by 5 00pm on November 15 1993 to be cligible

e markets. ) ' )

VAN KRASTINS WAS A FOUNDING MEMBER OF THE ATAA AND IS ONE ADVICE TO A ROOKIE FORECASTER:
"

OFAUSTRALIA'SLEADING TECHNJCAL ANALYST'S. HEHASCONDUCTED "FORECAST OFIEN AND DESTROY “

COURSESFORTHESFEAND SIAASWELLAS SEMINARSINNEW ZEALAND, ~ BACKCOPIES OF THE NEWSLEYTER.

SOUTH EAST ASIA AND THE USA. IVAN'S BOOK “LISTEN TO THE :

MARKET™ IS PUBLISHED BY McGRAW HILL AND CAN BE OBTAINED ATA

20% DISCOUNT TO THE RETAIL PRICE THROUGH THE ATAA T T
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- SUPERCHARTS

ATOURJULYMEETINGIN SYDNEY, ONEOFOURMFEMBERS,

GORDON DONALD, TOOK THE TIME TO INTRODUCE A
NEW SOFTWARE PACKAGE TO US CALLED “SuperCharts”.
THE FOLLOWING IS A SUMMARY OF HIS PRESENTATION:

Finally the:rc isa technical analysis som package that exploits.

the power and ease of Windows. Windows is the international
standard graphics interface and it is so easy to use. The main
features of SuperCharts are:

Easy Icons: With SuperCharts, thedaysofcumbersome keystrokes
are gone forever, thanks to a series of customisable push buttons
we call Eagy Icons, Want to turna Bar chart into 4 Candlestickor
Point and Figure chart? Just clickon theappropriate EasyIconand
itisdone. Want to turna daily chartinto a weekly chart? Just click
on the “Weekly” icon and the chart is re-drawn instantly.

Massive Charts: Extensive historical analysis, encompassing all
kindsof marketconditions, isabsolutely essential when developing
orevaluatinganewtradingtechnique. Forthisreason, SuperCharts
letsyou display over 13,000 bars of data. Scrollbars let you easily
move backwards and forwards through the chart.

BaintBar and ShowMe: SuperChartsincludestwo revolutionary
new charting features found only in Omega Research products:
PaintBar and ShowMe. Simply stated, PaintBar and ShowMe
studies highlight the individual bars of achart which maybe of any
user defined criteria. PaintBar studies do this by colour coding
special bars. ShowMe studies do it by placing a mark above or
below special bars,

Standard Indicators: SuperCharts includes a comprehensive
library of classic indicators and studies which canbe graphed with
a click of your monse.

Custom Indicators: SuperCharts includes QuickEditor, which -
lets you create your own indicators and formulas at any time.

QuickEditor is powerful and easy touse: All formulas are entered
using simple English-like statements, thanks to the revolutionary
Easy-Language technology.

System Tester: SuperChartsincludesan advanced System Tester
thatenables you tobacktest an infinite number of yourown trading
systems and ideas quickly and easily: Using the powerful

QuickEditor, simply describe your trading system entry and exdt

rules. SuperCharts will then perform a historical simulation on
any desired data and reveal exactly how your system performed.

In addition to a comprehensive performance report, SuperCharts "

will place colour coded arrows on the chart, pinpointing your
- system’s exactbuy and sell points. This visual aid isinvaluable in
spotting suchweakmessesin your systemas missing big moves, late
‘entries and early exits.

Data Formats: The data formats supported currently include

Metastock, Metastock RT, Telechart 2000, CSI, CompuTrag,

AIQ, Dial Data, Knight Ridder Final Markets, Tick Data Inc,
TradeStation and ASCII, along with others.

Help: SuperCharts includes one of the most sophisticated and

. comprehensive on-line help features of any technical analysis
. program: - Unlike most programs, SuperCharts® on-line help is

context sensitive, so that the help displayed whenyou click on the
helpbutton will be custom tailored to the actions you are taking at
the time. Also, there isa special on-line help for Metastock users;

Just select a Metastock command and an explanation of the

equivalent command in SuperChans wxll be dxsplayed

System Requirements: IBMPCortrue companblc. 286 orbetier
with at least 2 Megabytes of RAM, a hard drive, mouse, DOS 3.0
or higher and Windows 3.0 or higher. Monitor should have EGA
display or better.

Price: $A310.00

WanttoKnow More? Contact Gordon Donald ontelephone (02)
327 8722 or Facsimile (02) 327 5989. '

Please Note: The ATAA is reproducing this presentation solely
as a service for the information of members, especially those who
were unable to attend the meeting at which it was made. The
reproduction of the presentation does not imply any
recommendation of the product by the ATAA. Members are
advised to carefully investigate the suitability of this or any other
product for themselves before purchasing it,

SOFTWARE FORUM

SCFTWARE DEMONSTRATIONS, REVIEWS & WISHLISTS

Vendors of software are invited to approach the ATAA for an
opportunity to demonstrate their software to our members.

Members are invited to submit rev:ews of software they are using
for publication in this newsietter Why not share the advantages
and disadvantages of the program you are using?

Members are also invited to submit wish lists for software to this
column for publication. Do you have something in Technical
Analysis that you would like to do, but can not find software that
will do it? Tell us about it and we will ask through this column if

anyoneknowsthe softwarethat will do whatyou wish. Ifnot, maybe

oneofthesoftware developersmight take your wishonboard. Ifyon

““do niot ask, you may never know.
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The first in a series of articles dealing with the 56 year cycle, by
David McMinn.

‘History never repeats itself; but if does riiyme’
Mark Twain.

Most economic theories regard business cycles as occurring in
variable waves of progressive expansion, and contraction ad
infinitum. Many analystsare skeptical of using suchcyclesin theix
investment decisions, due to their poor predictability. However,

financial crises, which are the most dramatic phase of thebusiness -

cycle, tend to occur every 56 years insequences. These sequences,
in turn, are interconnected by sub-cycles in multiples of 9 years.
The financial crises typically involve a period of over optimism,
greed and rampant speculation, followed by crisis, over pessimism
and economic slump. Each crisis is unique and cannot be
compared with other crises in a parficular sequence. Even so, the
56 year cycle can assistin forecasting major turning points for the

'worse in businesstrends, with additional crises predicted for 1993

and 1996 (see sequences 09 and 12).

11 PRINCIPAL 56 YEAR SEQUENCES

" There are 11 principal sequences in which financial crises take

C\mPl% -

place every 56 years. Thésesequencesaccount for about halfofthe
major crises in Western European and US financial history since
1760. Three of these 56 year sequences were first proposed for the
US economy by Furlk (1932). For convenierice, all sequencesin
this cycle were numbersed from 01 ta 56 with (1761, 1817, 1873,
1929, 1985) being designated Sequence 01. Hence, Funk’s three
sequences are denoted as 01, 21 and 41 (see subsequently).
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The 56 Year Cy_cleAccording To Funk (1932}

FINANCIAL CRISES AND THE NUMBER 356

It was difficult to definewhat constituted a *major” financial crisis.
Thusa listby the renowned economist Kindleberger (1939) gives
what he considered were “major” crises (se¢ Appendix 1). This
source was chosen because it gave the most comprehensive listing
of major ctises in financial history. It also provided an external
referenceindependentofthisstudy. These ‘major’ crisisyears have
been given in BOLD figures throughout the text.

SEQUENCE 01
1761 US crisis. Ending of the French & Indian War.
(Also English crisis: June - December).

1817% US recession. (Also French crisis).

1873* US Black Friday (September 19) at end of Industrial
Over-Expansion Prosperity. Followed by 1873-79 US
depression. (Also German & Austrian crises: May 5/6)

1929* US Black Tuesday (October 29) at end of New Era
Prosperity. Followed by 1929-33 US depression. (World

1985* USS$ crisis. (Regarded by Kindleberger as a major
crisis, a classification which is debatable.)
* Each year marked with an asterisk is 56 years aﬂé} the
previous year in the sequence. This applies also to the
subsequent sequences in this article.
SEQUENCE 21
1781 US deflationary crisis. End of Revolutionary War.

US panic (May 10) at end of Bank Credit Land Boom.
Followed by 1837-38 US depression. (Also English
crisis; December 1836) o

1837

1893 US panic (May). Followed by 1893-94 US depression.

1949 1S recession

SEQUENCE 41 ... _. .
1801 US crisis at end of Carrying Trade Prosperity.
(Also Peace of Amiens Crisis: Europe).

1857 'US panic (August 24) at end of Californian Gold
Inflation Prosperity. Followed by 1857-5% US
depression. (Also English crisis: October and
Continental crisis: November).

1913  US crisis resulting from the second Balkans War.

Followed by pre World War 1 depression. (Also

European crisis).

1969 US near panic. Followed by 1969-71 US recession.
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Overthe past230 years, the 13 years in Sequences 01, 21 and 41
Coniain:

Five of the seven most severe panics in US history
(1837, 1857, 1873, 1893 and 1929, the exceptions
being 1907 & 1987).

Seven crises/downturns (1761, 1781, 1801, 1817,
1913, 1949, 1969 and 1985).

Given. the highly accurate trends by Funk (1932), the author
postulated theexistenceofadditional 56 year sequencesineconomic
history:

SEQUENCE 03
1763 Crisis at end of Seven Years® War (Continent: Sept)
1819 English crisis. US crises (Nov 1818 - June 1819). 1875 .

Collie Failure (UK). ,
1931 Crises in Austria (Creditanstalt Failure: May 11),

‘Germany (June) and UK (September 21).
1987 US Black Monday {October 19).

Worldwide stock market panics.

SEQUENCE, 05 (USA only)
1765 US crisis. Stamp Act passed.
1821 Inoperative.
1877- Inoperative.
1933 US crisis (March 6/9).
* 1989 ‘Friday 13 mini crash {{JSA: October).

SEQUENCE 09 .

1769 . French crisis (Febmary 1770)

1825 Panic After Inflation (England: December).
1881 Union Generale Failure (France: January 1882).
1937 US crisis (September)

1993 7 Crisis.

SEQUENCE l
1772 Crisis (England and Amsterdam January 1773)

1828 French crisis (December 1827).

1884 US panic (May 13/16).

1940 US near panic (June). French capltulatmn

1996 7 Crisis

SEQUENCE 32
1792 English crisis (Feb 1793). Aﬁercanal mania. US panic
(March 22/23). 3
Continental crises (March). Year of Revolutions.
English crisis (October 1847). After railway mania.
Rich Man’s Panic (USA). French panic (February 20).
Inoperative.

1848

1904
1960

SE QUENCE 48 o

1808 Embargo Depression (USA) English crises
{1808-9).

1864 French crisis (January). US panic (April 16/17).

192¢ Crisis (USA and UK).

1976 Inoperative.

SEQUENCE 50 .

1810 Gr@atPamc (England January 1811) Crisesin
Hamburg and New York (October).

English Black Friday (May 11). Overend Gurney
Failure. Italian crisis QMay 1). : .
Germany defaulis on reparations (January 1923).
Inoperative

1866

1922
1978

- SEQUENCE 52

1812 Inoperative.

1868 French crisis. Collapse of Credit Mobilier (Pereire
Brothers).

1924 French panic (March 4!5) Gcrman crisis after hypcr
inflation (November 1923),

1980 US crises (1979-80); Farmland (1979), US$ (1979),
Oil (1980).

Within the 56 year sequences, crises often occur in approximately
the same month of the year. The crisis month is gwen wherever
possible in the text:

SeqO1: 1873 (USA September), 1929 (USA: October).

— Seq03: 1763 (Continent: September), 1931 (UK: Scptember),

, 1987 (World: October).
Seq 05: No trend.
3eq 09: 1769 (France: Feb 1770), 1825 (England Dec),
1881 (France: January 1882).
Seq 12: 1384 (USA: May), 1940 (USA: June).
Seq 21: 1837 (USA: May), 1893 (USA: May).
- Seq 32: 1792 (USA: March), 1848 (Continent: March),
1904 (France: February).
Seq41: 1745 (England: early Dec), 1857 (England: October,
Continent : November).
‘Seq 48: Insufficient data.
Seq 50: 1810 (England: Jan 1811), 1922 (Germany: Jan
1923). o
. Seq 52: Insufficient data.

. For some sequences, available data was insufficient to indicate
_trends. Significantly, these 56 year sequences were specific, with

- —the crisis month nearly always found between March of the

sequence year and February of the following year, Even so, there
wereseveral exceptions of majorcrises ocmmngup tofive months
ea:ly:

1819
1828
1837
1848
1864

US crisis (given as a range Nov 1818 - Jun 1819).
French crisis (December 1327).

English crisis (December 1836).

English crisis (QOctober 1847).

French crisis (January 1864).

Panics in the 11 principal sequences initiated most of the severe
depressions in US economic history, notably: 1837-38, 1857-59,
1873-79, 138485, 1893-96, 1920-21, 1929-33 and 1937-39; the

- -onlyexceptions being 184143 and 1967-08. Furthermore, within

_the 56 year sequences, some countries may experience a financial
upheaval while others avoid such turmoils. In Sequence 09 for
example, the 1825 crisis was mainty confined to England, the 1881
crisis to France and the 1937 crisis to the USA. It is not possible
to account for such trends from these figures.
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SERIES 1:
1761
1763+ 18 1781 +36 1817
1765+ 36 1801 -+18 1819+ 18 1837+36 1873
1821+36 1857 +18 1875+ 18 1893 + 36 1929
1877+36 1913+18 1931+ 18 1949 +36 1985
1933 +36 1969+ 18 1937 T
1989 - -
SERIES 2:
SEQ52 SEQ32 = SEQS50 SEQI2  SEQ48
1772+ 36 1808
1792+ 18 1810+ 18 1828 + 36 1864 '
| 1812+36 1848+18 1866+18 1884 +36 1920
1868+ 36 1504 + 18 1922+ 18 1940+ 36 1976
1924 +36 1960+ 18

SUB-CYCLES IN MULTIPLES OF 9 YEARS

Ten ofthe 11 principal sequencesmay alsobe linked in 36 year sub-
cycles (Series 1 & 2) which Iast for 108 years (see Table 1).

TABLE 1: 36 YEAR SUB-CYCLES AND FINANCIAL CRISES

1978 o o
1980 ' o

Nine year sub-cycles fall in the central portion of the 36 year sub-
cycles, where overlap occurs between Series 1 & 2 (see Table 2).

TABLE 2: NINE YEAR SUB-CYCLES AND FINANCIAL CRISES

S04l s

1933 US crisis is (March).

spédJlétions the likelihood of Kindiéberger s crisis y&rﬁlhng
in the 36 year sub-cycles (1760-1987) was p <.001 and thus still
significant.

In the 1760-1940 period, the 9 year sub-cycle (see Table 2)
contained 20 years with 11 being regarded as “major’ crisis years.
The expected frequency, at only 3.2, was too small to allow a
reliable chi-squared test tobemade.  Similarly for the 1760-1987
period, the observed frequency was 12, still well in excess of the -
expected frequency of 4.1.

Importantly, the major crises in the 36 year sub-cycle Series 1

occurred in May - June and late August - November, apart from:
1819: US crisis (given as a range Nov 1818 - Jun 1819)

For Series 2, the major crises were all evident betwesn March and

- mid May, as well as January - February of the following year.
* FINANCIAL CRISES: ADDITIONAL LiéTIﬁGs

Apart from Kmdlebcrger s data, other listings of ﬁnancna] crises

weretoo small to allow statistical testing. Nevertheless, the results
for crises occurring preferentially within the 36 year sub-cycles
(Series 1 & 2) are presented in Table 3. The observed data exceeds
the expected frequency by at least. 100 per cent except for the

‘minor® crisis years (Union Corp, 1949), the French crises
(Encyclopaedia Universalis, 1968) and pre 1800 English crises
(Scott, 1912 & Ashton, 1959).

Thete were considerable variations in the listings and problems
arose in assessing the 56 as no firm definition exists of what

constituted a ‘major’ crisis in economic history. Thus it was
B D |0 e necessary to rely on the subjective opinions of economists,
+9 R2+9
TABLE 3: OTHER LISTINGS OF FINANCIAL CRISES
I2+9 18+9 1B80+9 1BH+9 188+9 B8y . 7
Source Total 36ysc - 9ysc
188+9 BY+9 BHH BE+9 B4+9 W8 - Number Obs Ex Obs Ex
Multinational crises :
BH+9 BR2+9 IBI+9 BO+S B9 B Kindleberger (1989)
Major crises 1760-1940 31 15 55 11 32
0+9 BH+9 1B+9 B Major crises 1760-1987 44 18 78 12 47
Kitehin (1923)
Union Corp (1949)
. Major crises 1795-1940 22 10 42 07 24
Between 1760 and 1940, 34 years appeared in the 36 year sub-  Minor crises 1795-1920 17 04 3.0 03 18
cycles (Series 1 & 2), of which 15 were ‘major” financial crisis - .
years. Thelatter figure does not inchude the crises of 18280r 1864,  Encyclo Americana (1987)
which occurred early (ie: pre March). Major crises 1760-1935 23 11 42 08 25
Using a chi-squared test, the probability was assessed atp<.0001  Crises Bv Country
(highly significant) and thus very unlikely to happen by chance. * Ammer & Ammer (1984)
For the period 1940 to 1987, a number of currency speculations  US crises 1815-1930 11 0 2006 11
wereincluded in Kindleberger s figures for crisis years from 1958 L : -
onwards, only one of which falls in the 11 principal 56 yéar  Mitchell (1975)
sequences (1985 USS crisis - Seq 01). It is debatable how manyof  J§ ‘commonly accepted crisis ,
these could be considered “major’, comparabletothemajor crises  years® 1795-1920 15 07 27 05 15
in the 130 years to 1940. However, even including these currency .
- ATAA Newsletter September 1993
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Newman et al (1992)
US banking crises :
1810-1935 14 o7 25 05. 14

Encyclo Universalis (1968)
Frenchcrises 1815-1940 16 06 3.1 €3 13

Buumanan (1922)
UKcnsm 1790-1920. 16 07 29 05 L7
Ashton (1939)
English crises 1700-1800 17 06 3.2. 04 17
Scott (1912)
English “serfous crises’ .
1555-1720 37 10 66 03 4.0
Kindleberger (1984)
Western European crises :
1522-1800 15 06 27 04 16
' Abbreviations: ysc: year sub-cycle; Obs: Cbserved;

Ex: Expected frequency

Several of the 11 principal 56 year sequences persisted mEnghsh
trends between 1555 and 1760 based on listings of inancial crises
by Scott (1912} and Ashton (1959). .

Seq32 1568 English goods seized at Flanders (January 1569).
Seq 50 1586 Crisis (1586-87). Babington Plot. Poor harvest.

- 8eq 05 1597 Crisis (1596-97). Famine.

Seq 32 1624 Plague. Poor harvests (1620-25).

Seq 48 1640 Charles 1 seizes merchants deposits (fune).
Seq 01 1649 Crisis (1646-49). Civil war. '

Seq 05 1653 Crisis (1652-54), Dutch war.

Seq 12 1660 Crisis (1659-60). Spanish war.

Seq 48 1696 Great re-coinage. Land bank failures. (1696-97).

Seq 52 1700 Cxisis (February -~ March 1701).

Seq 01 1705 Crisis (1704-07). War losses. Tension between
England & Scotland. .

Seq 03 1707 Run on the Bank of England.

Seq 09 1713 English crisis. Fears over Queen Anne’s
succession (January - April 1714).

Seq 12 1716 English crisis (January - March 1717). Walpole's
conversion scheme,

Seq 41 1745 English Black Friday (December 5) Jacobite
rebellion.

Sub-cycles in multiples of 9 years were not verified statistically

(p > .05). Consequently, the 56 year cycle was not confirmed in. -

I7thcentury English trends. Thisfinding is more fully coveredin,
asubsequent paper “The 56 Year CycleinEngland: 1555t0 17607,

CONCL‘USIONS

In 1985 (Seq O1), the USA expenenmd a USS crisis. This was
followed by excessive speculation in shares and takeovers,
culminating in the worldwide stock market crash of October 1987
(Seq 03). Strangely, this major panic was not followed by a

downturn in the US economy, in contrast to previous trends in the'

36 year sub-cycles. In addition, 1989 (Seq 05) only experienced
theFriday 13 mini-crashin Qcteber. By extrapolating from the 56

" yearcycle, majorcrises will probablybeéxperienoedin 1993 {Seq

09)and 1996 (Seq 12). Given the surging London and New York
share markets in the early 1990’s, the 1993 crisis could be severe.

Major US and Western European financial crises do fall
preferentially in patierns of the 56 year cycle at least since 1760.
This cycle is precise, with the crisis month usually taking place
within the sequence year (ie: March of the sequence year through
to the following February). Within the sequences, crises often
occur in the same month of the year. The 56 year cycle is a key
indicator of major turns for the worse in business trends. Links
between this cycle and business cycles in economic literature
(Kondratieff, Kuznets, Juglar andKitchen cycles) are discussed in
‘Business Cyclesand theNumber 56°. [Wewill publish thisarticle
in a later Newsletter, Editor.]

A theoretical basis of this cycle has been formulated and will be
presentedinasubsequent paper “Mob Psychology, Solunar Cycles

~ & The Number 56°. [This article will also be published in a later

Newsletter, Bditor.] Greater understanding of the mechanisms
involved in the 56 offers the potential to boost the accuracy of

~—forecasts derived from this cycle. At present such forecasts are

totaily dependent on numerological analysis and extrapolation
" from historic trends. Both of these approaches are primitive and
leavealottobedesired in their predictability. Evenso, the 56 year

_ cycle bas persisted since at least 1760 despite radical changes in

technology, population levels, per capita income, economic
* sophisfication and so forth. Remarkably, the 56 still retains

: predictahility into the Iate 20th century.

COPYRIGH’I‘ 1993 M.LRIGHI‘S R'ESERVED

D McMINN (066) 89 1278

APPENDDCIiMAJORETNANCIALCRISES-IGNDIEBERéER o

(1989).
1720 England. South Sea Bubble. C - - September.
France. Mississippi Bubble C - May.
1763 Amsterdam. SP - January 1763. C - September 1763.
1772 England and Amsterdam, SP - June 1772, C- Jan 1773.
1793 England. After Canal Mania. SP - Nov 1792. C -Feb
1793 (included under 1792). _
~ 1797 England, SP- 1796. C - February - June 1797.
1799 MSP 1799. C - August - November 1799.
1810 England. Great Panic. SP - 1809, C - January 1811,
1815-16 England SP - 1815. C- 1816.

"T1819 USA.SP- August 1818. C - November 1818 - June 1819.

England 'SP - December 1818, C - None.

1825 England. SP - Early 1825, C - December 1825.

1828 France, SP - MNG. C - December 1827.

1836 England. SP - April 1836. C - December 1836.

1837 USA. SP-MNG. C - May.

1838 France. SP - November 1836, C - June 1838,

1847 England. SP - January 1847. C - Octobér.

1848 Continent. SP - MNG. C ~-March 1848.

1857 USA. SP - Late 1856. C - August 1857.
England. SP - Late 1856. SP - Qctober 1857.
Continent. SP - March 1857. C - November 1857.

1864 France, SP - 1863. C - January 1864,

1866 England[ltaly SP - July 1865. C- May 866

".1873 Germany/Austria. SP - Spring 1872, C - May 1873.
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USA. SP - March 1873. C - September 1873.

France. SP - December 1881, C - January 1882.
(included under 1881). .

1390 England. Baring Crisis. SP - Aug 13%0. C- Nov 1890,
1893 USA. SP - December 1892. C - May 1893,

1907 USA. SP - Early 1907. C - October 1907.

France/Ttaly, SP - March 1906. C - August 1907.

1920-21 USA/UK. SP - Summer 1920. € - Spring 1921.

1882

1929-33 1929 USA. SP - September 1929..C - October 192?.

1931 Awstia. C-May. Germany. C - June.
UK. C -September. 1933 USA. C -March 1933,

1950% & 1960’ Currency speculations: France 1958, Canada

1962; Italy 1963. Britain 1964. France 1968.
US$ 1973.
1974-75 Worldwide. SP - 1969. C - 1974.
1979-82 USA. 1979-80 Crises: Farmland (1979), US$ (1979)
Oil (1980). Third World Debt - August 1982,

‘Course Name

INDIATORS COURSE

Want to learn to use indicators? Then this is the coursefor you!

Mathematical Approaches to Technical Analysis.

~About the Course ‘
Mathematical approaches to Techmical Analysis represent the
“technological leap” from charts to science. Traders and investors
‘have the opportunity to create objective trading systems for their
" profitable use.

Course Objective

-=At the conclusion of this course you will be able to construct and

1982-87 USA. 1985-87 Crises: USS (1985), Stocks (Oct-1987), testyour own mathematical trading system. The course assumesa

Real Estate (1987).
All years included with no exceptions.

-Abbreviations: SP: Speculative Peak; C - Crisis/Panic;
MNG - Monih Not Given.
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general faniilarity with charting and Techical Analysis.

Your Presenter

Peter Pontikis, BEc, CPA, ASIA is Technical Analyst for a major

Australianfinancial institution. Hehascharted and traded currency

markets for corporate treasuries and banks since the early 19807,

He is a frequent contributor to the programmes of the ATAA and
-is a lecturer in other research/analysis courses for the Securities

-~ Institute of Australia. Hewas rated Excellent or Very Good by all

participants in the ATAA Technical Analysis course in 1992.

Course Outhne
_ Workshop 1: Price Analysis Framework Trend or Range?
- Trends, Moving Averages,
- Directional Movement Indicators,
e Entry/}':‘xit Rulu; and the use of Filters

W0rkshop 2: Rangmg Inchcators
- When to use - when not to use.
- Early warnings of trend reversals.

~=Workshop 3: Combining Tfeﬁci__and’ Ranging Systems.

~+~YWorkshop 4: Trading Systems. Capital Management techniques.

Stop/Loss Rules
Dates & Times: Tu@days 3, 12 19& 26 October 1993.

Location:
SIA Training Roomns
Level 30
" Australia Square
o ) Sydney, 2000

Fees: $595 ATAA Members ($100 saving)

Bow fo Enrol : Telephone the SIA office on (02) 251 6795
Or fax: (02) 251 6548
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SECOND POSTSCRIPT FROM CHRISTOPHER CARR

‘Well, I should have been more careful. 1used technical analysis to argue what appeared to be valid market tops in both the S&P 500
and the FT 100 indexes. I console myself with the reminder that practically all the leading technicians have been proved wrong when
they have engaged in forecasting. I have not retreated from my proposition that we are near 2 major market top and that we face the
“mnother of all bear markets”. We can argue over fundamental factors, but that debate can be conducted in a dlfferent context, not in

the context of the technical approach.

Letmemaketwocritical points. First, technicalanalysistellsuswhere we are atthismoment. Itisnot in any primary sense aforecasting
tool. Second, use of technical analysis quickly tells us when we are wrong. In other words, we may have to change our minds. Elhott
Wave and other tools can get us on the right side ahead of the crowd.

There is an inevitable delay between the
writing and publication of articles.  During
that interval I have been impelled to change
my mind. Lookagain at the FT' 100 chart. 1
have had to change the Elliott Wave count.
Note also that the swings fromthatMarch top
were cotrective in that they lost rather than
gained momentum. There was plenty of
warning of ancther impulsive move up. This
move appears to be the final 5th wave. How

Lot Loss oF

3-fuy—93 FISE 184.. 5488 @) 16:41:53
i f 3183.7
} ¥ 2553
T % ¢ "wa & u:,.. - | RPY
T . ) ¢ y‘ﬂW¢ & 2892.5
@ ”Y“rh @ / © 2695.4

! 2602.5

canThe surethat thisis the Sthwave? Nothing | } " MOMENTUN 00 LOWNSIOE 125
is certain, but compare wave ! with wave 3. 1 e TEAT o (S) 2425.6
Weexpectwave 5 totakeonthecharacteristics [ .r ﬂ,l 15 StmitAe N CraRAcTER 29416
of wave 1. Sofarthisappearstobehappening, '}'l 75 toser @ ’
: tanti S SO S— 2268.6
What about price I_JrOJectmns? The most T aMEET DATE 31686 -CLOSE,
common relationship between wave 1 and 23085 .6:0PEN a:ALL UOL
wave 5, when there is an extended wave 3 is g}g-gf&@' . 8:ALL 01 W 137 -
1/1. The next most common is 1.25/1, This - Pz e e
suggests a top at about 3116.
—bug—93 NIKKE).DOW 54/88/%) (£ 16:50:45
; ~ : e P21225
E = - Iog.
4 1 28297
+ 1 19414
i H .
I 1 igo6l1
I a @ |
{ 7o THE 17743
1 START  8F 16973
i A . The  LAREE
1 - (2D LoAVE & Oowors ] 16231
T @ Je 3, goo 1 15522
r. H 14043
J" L 41“ L 2 — —_— PO - 1 -J . 1419*
9368838 :DATE 28912 :CLOSE ..
28816 :OPEN B8:ALL YOI
28924 tHIGH a:all, ol
28747 1L0U H: 212725 +— 36
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Two days after 1 submitted my previous postscript for publication, I modified my count on the Nikkei Dowindex. What I had counted
as wave C turned out to be an internal count of an extended wave 3 of wave C. It so happens that this infernal count also includes an
extended wave C. Note where I have now placed wave 1 of wave C. What I had thought was the start of a new impulse move down
turned out to be an ABC correction and wave 4 of wave C. There are now several possibilities. On one hand, we could be completing
wave 5 of wave C. There appears to be a valid internal count to support this contention. On the other hand, this “5th” wave appears
to be flattening out and taking on corrective characteristics. This does not invalidate, at this stage, its provisional designation as wave
5, butitis possible that we are still ina complex wave 4 correction and still looking fortheshoxt wave 5 to complete wave C. Temphasize
that the “big” picture remains unchanged.

TheS&P 500index hascompleted acomplexcorrective

pattern. The large triangle is characteristic of a wave 4. - 3 o ] @
My original top becomes part of a large wave 4. 3i-fug33 [1.53P508 54789 _ 16:30:58
corrective pattern. The large volume throughout wave ‘ @ @ -3 . %37
4 suggests continued distribution to the public bothas 1 ’ 455 82
individuals and through the record number of mutual
funds.. Normally, the completion of wave 4 triangles ] 47.39
would beacoompanied by a diminufionof volume. This | o7
" time, volume has continued to be heavy. The present

breakout appears dominated by the public, withrecord 1 12,5
margin debt, and the multiplicity of mutual funds. Is
this the basis of durable market health? We are | EXPECT A 24.91
observingaphenomenonwithoutprecedentsince World | e £ I
War 2. We have a booming financial assets sector LolrECTIoN
accompanied by steep declines in real asset valuesand T AFTOK ExreRlel Y 44 62
commodities. I this the final aria? For historical | | ok 3 FolLOWSD s
parallels we have to go back to August and September g’ I g;"j . :
1929, But that was 2 long time ago. Nottoomany ¢, . ., , ., ., ,  ¢* ™ oF s 2% .68
bother to study the past or draw any lessons for the 938338 DATR 461 J98:CLOSE
present. i 468 .54 :0PEN B:pLl WOL

462.58:HI1GH B:ALL 01 :

468.20:1.0¢ H: 462.87 + 8.28

Christopher Carr 31.8.93

OVERSEAS NEWSLETTERS

In his July 14 1993 newsletter, “Tan McAvity’s Deliberations on World Markets”, the author urges more attention to older writers who
have experienced real bear markets and educate their readers with real-time mulii market experience and infernational perspective. He
suggests you should write for details, a sample and give serious consideration to adding them to your regular reading:

Richard Russell’s Dow Theory Letters, PO Box 1759, La Jolla, CA 92038, USA.

The International Harry Schultz I etter, PO Box 622, CH1001 Lausanne, Switzerland.
The Dines Letter (James Dines), PO Box 22 Belvedere, CA 94920, USA.

The Richland Report (Kennedy Gammage), PO Box 222, La Jolia, CA 92038, USA.

Ian McAvity’s address is: RIS Ltd, PO Box 43310, Tucson, AZ 85733, USA. Non subscribers could also try him for a sample: I-Iis
annual subscription cost is $UUS225 for 18 issues.
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TECHNICAL ANALYSIS IN JUST 52 MINUTES

THE VIDEO TAPE OF THIS NAME BY DR. ALEXANDER
ELDER WASSCREENED AT THEJUNE MEETINGS INBOTH

SYDNEY AND MELBOURNE. THIS REPORT BY COLIN
NICHOLSON.

This is an excellent introduction to technical analysis and a
refresher course on some basic principles. It is therefore valuable
viewing for both beginning technical analysts and for those with
rather more experience. )

The video is written and presented by Dr Alexander Elder, who
isaprofessional traderand teacher of technical analysis as well as
being a practising psychologist.

‘About Dr Elder
DrElder was borninLeningrad and grewup in Estonia, Helater
obtained political asylum in the USA and subsequently published
a book on psychiatry. However, he is better known through
"publication of over fifty articles, software and book reviews on
financial trading, DrEIderisalso apopularspeakerat conferences,

In 1988, he founded Financial Trading Seminars in New York, an
educational firm for traders. He runs seminars in the US and the

His technical work includes development of the Triple Screen
Trading System and the Elder Ray indicator. '

“About The Video
The video outlines the three “M’s” of successful trading: Mind,
Method and Money.

It briefly looks at both the fundamental and the technical
approachestoanalysis of financial markets, concentrating on the
latter.

The basics of bar charting are then demonstrated, covering chart
construction, trendlines, support and resistance and pattern
recognition.

Thisis followed by a discussion of technical indicators, dealt with
in three groups: trend following, oscillators and miscellaneous
indicators. The trend following indicators covered are: Moving
Averages, MACD and MACD histogram and Directional
Movement. Oscillators mentioned include: Stochastic, Elder
Ray, RSI, ROC and Williams %R.

" In particular, Exponential Moving Averages and Williams %R

are given detailed coverage. As promised, the formulae and
worksheets mentioned on the tape are reproduced below.

The video presentation is concluded with some discussion of
trading systems, possibly the most valuable part of the video.

'Exponential Moving Average

Formula; EMA=PTxK+EMAY x(1-K)

Where: K =2/(N-1)
N = number of days in the EMA (chosen by trader)
PT = today’s price
EMAY = EMA of yesterday

Worksheet - Day Close 10EMA
! 4473
2 456.8
3 3410
4 452.5
5 5634
6 465.5
7 4450
8 4547
9 - 4535 .
10 - . 4565 454.7
Il 459 5 4556
12 4652 4573 .
" 13 ’ 4608 457.9
14 460.8 458.4
Williams %R
Formula; Hr-C
Wm¥%R=100x -~
Hr-Lr

Where: r = time window sclected by the trader,
eg 7 days in the worksheet below.
Hr = highest high of the selected period eg a 7 day high

Lr = Jowest low of the selected period eg a 7 day low
C = latest close
Worlsheet: Date High Low Close Wm%R:7

14/8 362.2 3582 361.2
15/8 3635 360.2 3604
16/8 361.6 360.3 361.3
19/8 366.5° 3604 362.0.
20/8 362.0 3553 3593 .
2178 360.4 3582 360.1
22/8 359.9 357.4 357.5.80.36
23/8 357.2 3553 356.7 81.50
26/8 358.6 357.1 3585 7143
278 358.8 356.9 357.8 77.68
2818 3595 356.1 3573 70.15
29/8 356.4 353.7 354.1 94.03
30/8 351.5 3485 3514 7456
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