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Review 
LETTER FROM EDITOR 

By Brad Brenneise 
I am very pleased by the number and quality of articles that are able to make 
it into the Spring Edition of the TSAASF Review.  I aim to offer a diverse 
array of technical analysis presentations and this time I can say that even I 
am surprised by the variety.  Keep sending them in.  Together, we can make 
this the best technical analysis newsletter ever! 
There has been a-lot of work and thought put into this edition by many 
different people.   Some have been presenters in the past, some are up-and 
coming analysts, others are future presenters, while some are well known 
analysts with large followings.  I will highlight them here so that you can 
understand the contributions these people have made and better understand 
the impact they have made on our group. 
 
Hank Pruden:  Hank is well known among TSAASF.  His contribution 
to our group is very rich - and I believe this is an understatement.  This time 
Hank has sent us an action sequence from the excellent Wyckoff Class he 
teaches at Golden Gate University.  This particular action sequence has a 
subtle, yet wonderful lesson wrapped up in it that I recommend you take 
time to ponder.  If you have not taken the Wyckoff Class, I highly enjoyed it 
and I believe it will be worth seeing if you can fit it into your schedule. 
Hank has also written a book review on:  The Janus Factor: Trend Followers 
Guide to Marked Dialectics by Gary Anderson.  Any recommendations he 
makes are worth taking look at. 
 
Scott Hathaway:  I first noticed Scott's work in a journal put out by the 
Market Technicians Association (MTA) called Technically Speaking.  
His approach was so unique, and his examples were so compelling, that I 
had to write and ask him if he had an old article hanging around he would let 
us print to expose his work to you.  I have since had many conversations 
with him and my respect for what he does has only deepened. 
Scott has an uncommon way of looking at the markets.  He uses a market 
geometry approach, and his article showing how to draw a pentagon on the 
stock chart is very detailed.  This article is fresh, and we are certainly 
privileged to be among the first to see it.  Please take the time to enjoy it and 
send a warm thank you note to him. He can be reached at: 
sdh@hathawayanalysis.com. 
 
Garrett Jones:  Garrett is a future speaker for TSAASF.  He will present 
to us on June 8th.  You can read more about him in his biography, but I must 
say, this is one gentleman you don't want to miss.  You will understand more 
when you read his articles about the cycles of economic inflation and 
deflation. 
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Adrienne Toghraie:  Adrienne is an internationally recognized 
authority in the field of human development for the financial community. 
She has written 13 books on the psychology of trading including, The 
Winning Edge 1-4, Traders' Secrets, and Trading on Target.  They have 
been highly praised by financial magazines.   She also did a webinar for 
TSAASF on March 27.  Her compelling article highlights what it takes to 
become a successful trader. 
 
Jeffrey Kennedy:  Jeff Kennedy is one of Elliott Wave 
International's (EWIs) top technicians, and is their Chief Commodities 
Analyst.  He has written articles over the years and I have had the 
opportunity to read some of them.  He has taught courses for EWI on ways 
to utilize Elliott Wave Theory.  He currently presents at conferences like 
the Trader's Expo, where I had the opportunity to see him in New York.   
He is also an adjunct professor at Georgia Tech University. 
 
Sinan Koray:  Sinan Koray came all the way from Australia to speak at 
the TSAASF Cycles conference we had in 2011.  He presented market 
psychology principles and gave an introduction to the uses of W.D. Gann's 
Square of Nine.  He has inspired me to take a deeper look at the Square of 
Nine, and is an indirect influence on the article I wrote for this edition 
called, Meddling In the Affairs of Market Wizards.  His article is in an 
interview format that lists some questions every trader should be asking 
themselves.  His web-site is worth looking at and his Inner Circle e-mails 
are inspiring. 
 
This is an exciting time for TSAASF, and as editor of the TSAASF 
Review, I feel privileged to take part in it.  We are going to be hosting the 
26th Annual Conference of the International Federation of Technical 
Analysts (IFTA) later this year on October 9-11, in San Francisco.   
"The IFTA Annual Conference is the leading event for Technical Analysts, 
Traders, Fund Managers, Asset Allocators and Investors from all 
continents.  It provides a unique opportunity to reach the decision and 
opinion makers in your market. With the presence of an estimated 120 key 
delegates, sponsorship of the IFTA Annual Conference is an extremely 
efficient vehicle for companies looking to gain targeted exposure to this 
extremely influential audience."   -   www.ifta.org 
 
We also plan on distributing a Special Edition of the TSAASF Review 
describing the IFTA conference that is planned for October in more detail, 
so please keep an eye out for it. 
 
Please to write me with any questions or comments.  I would enjoy your 
correspondence and might possibly (with your permission - of course) put 
what is on your mind in the next TSAASF Review. You can write to me at: 
TSAASFReview@yahoo.com 
 
Thank you, and happy trading. 
 
Sincerely, 
Brad Brenneise 
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THE ACTION SEQUENCE METHOD 
 

By: Professor Hank Pruden,  
Ph.D., Chairman, TSAASF 

For over a quarter of a century, I have taught technical analysis to traders and analysts at the university level. I 
am proud to have won multiple "best teacher" and "best scholar" awards based on my ability to teach motivated 
beginners in finance and to challenge experienced professional investors and traders. The feedback from 
investment professionals during that time brought about continuous improvements in the application of 
behavioral finance and technical analysis principles and procedures. I found my greatest educational challenge 
to be helping people progress from the definition level of instruction to the application of theory. 

Over the years, I have used my own experiences, coupled with secondary research, to develop an innovative, 
workable educational system, the Action Sequence method, for building the skills and knowledge of 
intermediate learners of technical analysis. While the Action Sequence may be very roughly thought of as paper 
trading, the method includes extensive feedback and replays the original sequence, incorporating lessons learned 
from the previous experience. The replay portion of the model is critical; in this way, the student-trader is being 
trained to react appropriately to future market circumstances. 
 
Analytical Framework 
The Action Sequence in technical market analysis is a modification of the case study method of instruction. At 
the Harvard School of Business, students actively learn from experience using the case method. There are 
several strong parallels between the Action Sequence and the case method: 

 Analysis of practical problems drawn from real-life situations.  Students putting themselves in 
the positions of managers.  A decision-making orientation. 

 Learning by doing or an experiential approach. 
 Developing the student's understanding, judgment, and communication leading to effective action. 
 Building dependable self-reliance within the student. 

In addition, the Action Sequence emphasizes the application of time-tested Wyckoff principles of market 
behavior to concrete case histories of market action. The student gains knowledge as well as skill and judgment 
through the practical application of the substantive material of the Wyckoff method of stock market analysis. 

Perhaps the essential value of this dynamic education technique lies in its ability to excite interest in the trader-
analyst. The trader will become an active participant in the educational process instead of remaining a passive 
recipient. Often, our participation in education that is exciting, challenging, and relevant disturbs our sense of 
adequacy and causes us to seek self-improvement. If the educational experience provides opportunity for the 
trader to encounter groping, self-discovery, and the uncovering of blind spots, real change in behavior can result 
where it counts—back on the trading desk. 

An exercise with an action sheet and feedback follows; I encourage you to practice trading using the Action 
Sequence method. 

Action Sheet and Feedback Exercise 
In this exercise, you will conduct a technical analysis of the daily vertical line chart of a stock and enter or exit 
trading positions. The period covered is December of the first year until November of the next year. During this 
period, you will find intermediate swings for covering and going long near the bottoms and selling out and 



making short sales near the peaks. Use protective stops on all trades. Pyramiding with a trend is sometimes 
advisable. 
 
Use all appropriate Wyckoff principles and techniques at your command. This is an "open book" exercise; as 
you go through the Action Sequence, feel free to consult other sections of The Three Skills or any notes you've 
taken. 
 
With this exercise, you will find an "Action Form," accompanied by a chart with a slice of the year's data. You 
are to reconstruct the chart price and volume in your own hand on tracing paper, then interpret the present 
position and probable future trend of the stock, gauging the relationships between supply and demand. Next, 
judge the underlying motive of the Composite Man and take definite action: buying, selling, or remaining 
neutral. 
 
Following each action sheet, you will find a "Feedback" section. Feedback is composed of two parts. The first 
part consists of the feedback from the market itself. This "what really happened" type of feedback is the most 
powerful feedback of all. The second part of feedback is the commentary from some person skilled in 
interpreting the Wyckoff method, the Life Cycle Model of Crowd Behavior, and The Ten Tasks of Top Trading. 
In the case of the stock chart sequence used in this exercise, I will play the role of the commentator offering 
expert opinion. 
 
You can replay the previous action if you are not in sync with the market. Following the feedback and replay, go 
on to the next action sheet in the series and so on until the sequence is complete. At the conclusion of the Action 
Sequence series, take note of which Wyckoff principles were particularly useful to you so they will be in your 
arsenal the next time you are given an opportunity to trade. 
 
In the future, when you are on you own, I encourage you to apply the same sort of logic contained in this Action 
Sequence exercise to your own trading. You will discover this approach especially helpful during instances 
when you are back-testing or paper-trading a stock, commodity, future, or any other instrument you wish to add 
to your inventory. In addition, the logic and procedures demonstrated in this exercise can assist you greatly in 
conducting the debriefing and periodic review tasks of the Ten Tasks of Top Trading. 
  
Since the Action Sequence is wrapped up with a learn-by-doing educational philosophy, it is imperative that you 
become fully engaged in the exercise by carefully and completely filling out each and every one of the 
components you see on the Action Sequence form. Please do not just skip over some items or skip writing down 
your thoughts. Doing the thinking and the writing helps immeasurably in building skills and forming the correct 
habits for a judgmental method. Studying the feedback from the market and from the commentaries is essential 
to building your skills, your knowledge, and your judgment. 

 
Action Sequence 1 Interpreting supply and demand: Using Figure 9.5, complete this action sequence in its 
entirety before moving on to the next action sequence; do not look ahead! 

1. Redraw the chart on transparency paper in your own hand so as to get a feel for the price and volume action. 
(Verbalize to yourself, in Wyckoff terms and principles, your observations.) 
 

2. Interpret the relationship between supply and demand. What is the present position and probable future trend 
of the market? 
 



3. What is the motive of the Composite Operator? 
 

4. Select one of the following. Fill in the blanks. 
a. Buy or go long at with a stop at  
b. Sell or go short at with a stop at  
c. Close out an existing position at . 
d. Move the stop on an existing position to  
e. Do nothing; await further developments. 

 
5. Which of the Ten Tasks of Top Trading would you want to adopt to gain the proper mental state for the 

implementation of the type of task you believe is involved in this action sequence? (For example, stalking.) 
 is the proper task for the mental state management needed in this 
action sequence. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Feedback on Action Sequence 1  
 
The market itself gives the essential feedback lesson. If you look ahead to the chart for action sequence 2 
(Figure 9.6), you will see that from point 1 to point 2, the market rose sharply on expanding volume. This was a 
bullish action. Moreover, price traced out a pattern of higher lows and higher highs within the trend channel 
connecting points 1 and 2. That, too, was bullish action. But this feedback and commentary have the benefit of 
20/20 hindsight. 



 
The foresight analysis called for in action sequence 1 was not so easily done. Yet, by carefully examining the 
price and volume from December 2004 to August 2005, the trader-analyst could discern clues that the 
downward to sideways price action was probably accumulation and not distribution. The large volume entering 
the market at the market low points of March and May June 2005 also points to accumulation. Those turning 
points showed that the Composite Man and the forces of demand were willing to absorb the offerings that were 
pressed upon the market. 
 
Point 1 was used by the Composite Man to test the market's readiness to advance. It shows a penetration below 
prior support that the Composite Man created in an effort to attract a following of public sellers. The 
comparatively heavy volume during the last weeks of July and the first week of August 2005 revealed a 
substantial effort and following by the bears. But the continuation of this bearish decline failed to materialize 
and in fact was reversed by the rally in late August. 
 
Everything now depended on the power of the next decline. The very shallow downside price action into mid-
September coupled with a diminishment in volume indicated that the bears were exhausted and/or losing control 
and that the bulls were gaining the upper hand. The Wyckoff principle of a spring appeared to be at work, with 
an action below support levels in the trading range, and then its successful test on smaller price spread and lower 
volume. A trader could have elected to buy his first one-third of his capital position in the vicinity of the price 
lows of mid-September 2005. 
 
A protective sell stop-order must be entered by the trader a few points below the price low at point 1. 
 
A trader would have needed to exercise patience throughout the weeks of January to August 2005 as the market 
groomed itself in a trading range for either a markup or a downtrend. Then, as the market sprang upward from 
the low at point 1, the trader would have been wise to go through the mental tasks of building a low-risk idea, 
stalking the trade, and then taking action. 



 
THE EASIER WAY:  

DRAWING A PENTAGON USING A FIBONACCI GRID 
 

By Scott Hathaway 
 

INTRODUCTION 
The pentagon is certainly a familiar shape, probably due in part to our defense department building. Applying 
them to the charting of financial markets can have great predictive value, as the final two charts of the Dow 
Jones Industrial Average and gold futures each demonstrate using the high and low of a major downtrend (skip 
ahead to Charts 6 & 7). 
I first began drawing pentagons just over a year ago, and published some immediate findings on the Dow 
including some monthly analysis that has held up. (Refer to the Appendix for an example of pentagonal 
predictive power.) 
However, drawing a pentagon using a high and low can be a rather tricky technique when using specific angles, 
in the event your charting program features this geometric ability. 
Since many technical analysts have little to no experience with geometric charting techniques, and especially 
with non-traditional ones like this (trend or vector-based), I thought it best to approach the pentagon from its 
integral relationship with the much more familiar world of Fibonacci ratios, since a pentagon is actually a 
Fibonacci machine! 

 
PART ONE: BASIC PENTAGON SET-UP WITHOUT GEOMETRY 

REGARDING  THE  PENTAGONAL  NUMBER  5  &  THE  ‘GOLDEN  MEAN’ 
Besides the obvious connection of 5 being in the accumulative Fibonacci series (0, 1, 1,2,3,5,8,13...), there are 
two important mathematical relationships which incorporate the square root of 5: 

 
Square root of 5 = 2.236 = 1.618 + .618 
2.236 + 1 = 3.236 / 2 = 1.618 
 

BUILDING A FIBONACCI GRID: PENTAGONAL PROPORTIONS AND SPECIFIC FIBONACCI RATIOS 
As the first chart demonstrates, a grid of Fibonacci expansions of both price (red) and time (green) using 
specific ratios can be employed to build a pentagon, when using a downtrend (or uptrend) for both an upward 
and downward pointing pentagon: 
 
CHART 1: PENTAGONS AND SPECIFIC FIBONACCI RATIOS 
 

 



The particular ratios and relationships given depend on whether the downtrend is seen as the lower left side of 
an upward pointing pentagon, or as displayed on the right as  its  upper  left  side  of  ‘the  roof’  but  flipped  upside  
down for our purposes here. 
 
APPLYING THE GRID TO THE DOW AND GOLD 
 
On the Dow, the downtrend from the major high of 11,750.28 in Jan. 2000 to the major low of 7,197.49 in Oct. 
2002 is used, since it starts the enormous expanding pattern. Subtracting the two points gives a downtrend of 
4552.79 points, which is over 33 months. The upward-pointing template gives the following expansions: 
 
CHART 2: DJI MONTHLY - APPLYING THE FIBONACCI GRID 
 

 
 
Current price is questioning the soon-to-be  pentagon   top’s  price  of  14,563.90  (as  of   this  writing  on  Mar. 20). 
Also, note that Sept. 2011 identified  the  lowest  monthly  close  of  that  year’s  correction’s  end. 
 
In the case of gold from a long-term perspective, I am using the massive downtrend from the previous all-time 
high of $873 in Jan. 1980 to the major low of $253 in Aug. 1999. This slow and torturous slide moved exactly 
$620 over 253 months. The downward-pointing template offers these expansions: 
 
CHART 3: GOLD MONTHLY – APPLYING THE FIBONACCI GRID 
 
The all-time high of 1923.70 in Sept. 2011 is well caught, as .618 of the 235 month downtrend (145.23M) from 
the low gives Sept. 2011, and the ever useful 2.618 expansion (the Golden Mean of 1.618 squared) roughly 
picks off the all-time high, as gold cannot close monthly above this level.  
(NOTE: The .618 time movements to the left and right of center can certainly be viewed as 1.618 expansions 
from the extreme left and right.) 
 
Notice that Sept. 2011 came up on both charts, and helped identify a simultaneous turn for these two 
traditionally  inverse  markets.  Let’s  hear  it  for  Fibonacci  time  expansions! 
 



 
 

 
BACK TO THE SQUARE ROOT OF 5 
 
I would like to offer another and much more accurate understanding of the all-time high of 1923.70 utilizing the 
previous all-time high of $873 with the square root of 5 and the pentagon width of 470M converted to dollars: 
 

Jan. 2000 HIGH + (Pentagon width x square root of 5) = 
$873 + ($470 x 2.236) = 1923.95 

1923.70 (All-time high) – 1923.95 = .25 = 5 squared /100 
 
In other words, the exact relationship between the two prevailing tops is perfectly related to the square root of 5 
and the pentagon width (double the downtrend width), with 5 squared as a decimal to boot! 
 
DRAWING THE PENTAGON 
 
Now that the appropriate Fibonacci grids are in place, pentagons can be drawn by simply connecting the 
intersections as shown in the next two charts. However, they will not be seen as perfect pentagons since the 
relationship between price and time has not been set: 
 
CHART 4: DJI MONTHLY – PENTAGON FROM INTERSECTIONS, NO TRUE GEOMETRIC 
PERSPECTIVE 
 
At least 3 more reversals come under the spell of this shape, including the previous all-time high (the Mar. 2009 
actual low is captured perfectly by a 36o angle shown in Chart 7). 
 
Since the low at point 2, the Dow has made 3 consecutive large trends inside the pentagon. The final move up 
(dashed line) from the base to the right upper side with corresponding correction and subsequent break may be a 
bullish scenario repeating on the next chart: 
 



 
 
 
CHART 5: GOLD MONTHLY – PENTAGON FROM INTERSECTIONS, NO TRUE GEOMETRIC 
PERSPECTIVE 
 

 
 

The before-mentioned top is now seen as arriving triumphantly to a pentagonal corner target, from a spectacular 
uptrend getting a nice boost upon finally leaving the pull of the lower right side.  
In addition, current downward resistance is immediately noticeable, a successful break of which would be quite 
bullish, as the previous chart displays. 



But how do these get to look like a real pentagon   as   in   the   last   two   charts?  And  what   about   the   ‘additional  
geometry’  they  offered? 
 
If you have to crunch a zillion charts a day, this may be as far as you need to go, as a simple pentagon can serve 
well. But for the adventurous with a little more time  on  their  hands,  let’s  delve  a  little  into  the  fascinating  world  
of  geometric  charting…2 

 
PART TWO: APPLYING GEOMETRY 

 
GEOMETRIC CHARTING: DETERMINING THE SCALING RATIO (GEOMETRIC LOCK) 
 
The  pentagonal   approach  presented  here   comes   from  my   ‘Relative  Charting’  method.  Actual  price   activity   is  
used for the direct relationship between price and time, for example, the amount per time that a trend moves 
from high to low. Therefore, calculating the average movement (price/time) of each downtrend is in order:3 

 

1. The Dow: 4552.79 over 33M, its average movement is 4552.79 / 33M = 137.9633/M (rounded).  
 

2. Gold: $620 over 253M, its average movement is $620 / 253M = 2.6383/M (rounded). 

These   are   called   vector   ratios   (‘Vr’),   as   the   trend   can   be   expressed  by   connecting the two points with a line 
(vector). This is represented by the lines drawn between points 1 and 2 in the previous examples. 
 
SETTING THE VECTOR TO A SPECIFIC ANGLE 
 
Usually in Relative Charting, a trend (vector) is set at 45o. But a pentagon does not have a 45o line in its 
construction. So we need a little trigonometry (just a little, thank God) to align the charts so the vectors are set at 
the appropriate angles: 72o for  the  Dow’s  vector,  and  36o for  gold’s  vector,  as  shown  in  the  next  two  examples  
(Charts 6 & 7).2 

 

To  set  a  chart’s  45o Vr (scaling ratio or geometric lock) so that a trend (vector) is seen at a specific angle, the 
trend’s  vector  ratio  is  divided  by  the  tangent  ratio  of  the  desired  angle: 
 

Trend Vr / tan (desired angle) = 45o Vr 
Therefore, 

For the Dow: 137.9633/M / tan 72 = 44.827/M 
 

For gold: 2.6383/M / tan 36 = 3.6313/M 
 

If your charting program offers a geometric lock (there are several names for this function) that unites price and 
time, then simply enter this new 45o Vr for this feature.  If  not,  then  here’s  a  rough  way  around  it,  to  get  it  close-
enough:  
 

1. On the Dow, draw a line from the vector low of 7,197.49 to the right 100 periods out, and 4482.7 points 
above (100 x 44.827), and extend. 
 

2. Now  manually  align  the  chart’s  vertical  scale  so that this line appears to be 45o, using a right edge tool. 
You can get pretty darn close. (Disclosure: I have published a few articles doing this...!?!) 
 

3. Repeat in a likewise fashion for gold using 3.6313/M. 
 



 
ALIGNING THE CHARTS 
 
Next, both pentagons are shown properly, and the 45o angles do more than just align the charts: 
 
CHART 6: DJI MONTHLY - PENTAGON IN TRUE GEOMETRIC PERSPECTIVE  
 

 
 
A 45o angle picks off the previous all-time high closer than the adjacent pentagon side.  
 
It is interesting to note that the sine ratio of 72o is .9511. This retracement of the pentagon height gives 
14,203.37, just 5.27 above the previous all-time high of 14,198.10!  
 
Now move the upper right side of 36o to  the  pentagon’s  bottom  center,  and  the  downtrend’s  upper  right corner: 
 



 
CHART 7: DJI MONTHLY – ADDING PARALLEL ANGLES 
 

 
 
The major low of Mar. 2009 is nabbed (finally!), as well as the 2005 correction from Mar. – Oct.  
 
There is a potential 4 year (48M) cycle starting in Mar 2005. If a current reversal is refuted as in 2005, I would 
expect a similar bull run to ensue. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
Now  it’s  gold’s  turn: 
 
CHART 8: GOLD MONTHLY - PENTAGON IN TRUE GEOMETRIC PERSPECTIVE  
 

 
 
Here, a 45o angle functions as well, as it picks up the Oct 2008 bottom from the lower right corner. 
 
Now add 1/5 to the inversion of 5 to the picture: 
 



 
CHART 9: GOLD MONTHLY – ADDING THE FIFTH 
 

 
  
The fifth functions as a price retracement and an angle. Support is offered at $1,551.53 and is holding currently. 
The 2008 correction is surrounded by ascending and descending 18o angles   from  the  pentagon’s  right  corner.  
18o is also 72o,  just  seen  from  the  other  side,  as  they  are  ‘complimentary’,  totaling  90o. 
 
Procedural note: To draw 18o angles if you do not have an angle function, repeat step one of the manual 45o 
angle procedure, but adjust the 45o Vr by the tangent ratio of 18o: 
 

45o Vr x tan 18 = 3.6313/M x .3249 = 1.1799/M 
 
 

CONCLUSION 
 
By using a Fibonacci grid of specific ratios emanating from a selected trend (examples use downtrends), a 
pentagon can be drawn without a proper geometric environment. This shape can clearly be used for predictive 
purposes, as the examples show. If placed in the proper geometric environment, its associated 45o angle can be 
of benefit as well. 
 
It must be stated here that we are just at the beginning of what is possible with pentagonal analysis. Many 
techniques can be added, including circles, various angles, and expanding/shifting/rotating the pentagon. 4 

 



More information on this can be found at www.hathawayanalysis.com.  Scott can be reached 
at: sdh@hathawayanalysis.com. 
 

APPENDIX 
 
To demonstrate the predictive power of the pentagon, here is the initial chart (Chart 8) from my first published 
article,  ‘Back  to  the  Drawing  Board:  Pentagonal  Analysis  of  the  Dow  Jones  Industrial  Average  Since  2000’  in  
Technically Speaking (Feb 2012) [a publication from the Market Technicians Association].    (Note:  This  chart’s  
work is not quite as accurate as the work presented in this article, as I was working with a non-geometric 
charting program. But the geometry and levels function well.) Please review this article for further detail and 
some advanced techniques and concepts. 
 
 
CHART 8: DJI MONTHLY – PENTAGON FROM JAN 2012 
 

 
 
I predicted that a sustained break of the pentagon would indicate a strong bull market, with resistance at the 
circle. In later blogs updating the chart, the pentagon/circle top was indicated as the circle was successfully 
broken, as shown in Chart 9. The market has now reached this resistance. 
 



 
CHART 10: DJI MONTHLY – PENTAGON CIRCLE BREAK 
 

 
 
ENDNOTES 
 

1. I am using the common rounded version of the Golden Mean as 1.618, as well as all other ratios.  
The perfect irrational Golden Mean gives a slightly higher pentagon top of 14,564.06 (rounded). 
However, the error of rounding this ratio is relatively inconsequential. 
 

2. The foundation of geometric charting is too great a subject to explain in full here. I suggest Gann Made 
Easy 
 

3. This is the exact opposite of traditional geometric charting a la W.D. Gann, which uses an ideal quantity 
of price such as $1/week, or 100 points/month for the Dow at large prices. 
 
 

4. Refer  to  ‘Back  to  the  Drawing  Board:  Pentagonal  Analysis  of  the  Dow  Jones  Industrial  Average  Since  
2000’  in  Technically Speaking (Feb  ’12)  for  some  examples  of advanced pentagonal applications such as 
trig ratio S/R levels and time points, circles, etc. 
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“Those  who  fail  to  learn  from  history  are  doomed  to  repeat  it” 
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TThhee  SSeeqquueennccee  ooff  EEvveennttss  iinn  tthhee  CCyyccllee  
 

 
 
"Owners of capital will stimulate the working class to buy more and more of expensive goods, houses 
and technology, pushing them to take more and more expensive credits, until their debt becomes 
unbearable. The unpaid debt will lead to bankruptcy of banks, which will have to be nationalized, and 
the State will have  to  take  the  road  which  will  eventually  lead  to  communism.”  Karl Marx   (Das Kapital,1867) 
 
 

"By the Law of Periodical Repetition, everything which has happened once must happen again, and again, 
and again -- and not capriciously, but at regular periods, and each thing in its own period, not another's, 
and each obeying its own law... The same Nature which delights in periodical repetition in the sky is the 
Nature which orders the affairs of the earth. Let us not underrate the value of that hint."     Mark Twain 

 
  
Mayan religion grew primarily out of the milpas agriculture which required accurate predictions of   
time and accommodation to the cycles of life in the rain-forest. There is one overwhelming aspect to 
Mayan religion: it is based on accommodating humanity to the cycles of the universe. The universe 
functions in a logical, cyclical, and predictable way; human beings can exploit that cyclical nature by 
accommodating themselves to these cycles.                                   Richard Hooker  (Civilizations in America,1996) 
 
 
 

“All through time, people have basically acted and reacted the same way in the market as a result of: 
greed, fear, ignorance, and hope. That is why the numerical formations and patterns recur on a constant 
basis.”    Jesse Livermore  (How to Trade in Stocks) 

                                                                                                               

    

                                                                                                               “The  Kondratieff  Wave  is  the  single  most  important  tool  in  economic  prognostication.”  
                                                                                Joseph A. Schumpeter (Economist and Harvard Professor) 
 
 
 
 
 
“A  prudent  man  foresees  the  difficulties  ahead  and  prepares  for  them;;  the  simpleton  goes  blindly  on  and  suffers  the  consequences.” 

Proverbs 22:3 
 

            Aren’t  we  all  like  a  bunch  of  ants  on  a  log  going  down  the  Mississippi  River  …  all  arguing  who  is  steering?      
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TTHHEE  SSEEQQUUEENNCCEE  OOFF  EEVVEENNTTSS  IINN  TTHHEE  LLOONNGG  WWAAVVEE  CCYYCCLLEE  

  
 
“Studying  the  sequence  of  events  in  the  Long  Wave  (Kondratieff  Wave)  cycle  allows  the  practitioner  to  have  a  great 
advantage. By knowing the sequence of events in the cycle one can easily determine where we are in the cycle. If 
you know where you are, then you know what economic events should follow. If you know what is coming, you can 
plan for it and use it to your advantage rather than having it take advantage of you. It's really that simple. GJ 
 
 

In covering the sequence of events in the Long Wave cycle, we need a starting point. A logical point would be 
the absolute economic bottom that would define the beginning of the cycle we are currently in. The nation-wide 
bank holiday mandated by FDR from March 6 through March 13, 1933, would seem to best define that event.  
 
At the bottom of the cycle, we slowly begin to rebuild a devastated economy. After the crash (1929 to 1932), 
debt is wiped out because most of it results in default. People are hungry and desperate -- so they are willing 
to work hard to get a job. There are no "slackers" because slackers don't get hired. The work that is produced 
is of the highest quality because there are few jobs available and only the best workers are hired. In time, this 
“work  hard  for  a  day’s  wages”  permeates the society and replaced the loose attitude that was prevalent prior to 
the  peak  when  most   felt  entitled   to  a   job  and  didn’t   feel   the  need  to  expend  any  more  effort   than  absolutely  
necessary. Depressions tend to improve attitudes. In a depression, if you want a job, you've got to work hard 
and produce a top quality product. 
 
The process is slow, but once the economy begins to grow, debt creeps back into the picture. As businesses 
grow and seek expansion, the most logical and efficient method for acquiring capital is to get a loan. As the 
cycle progresses, business begins to boom and debt increases at a much faster rate to compensate for the 
demand (1960s). Demand then translates into necessity. The necessity brings on inflation and the inflation 
begins to rise at an increasing rate (late 1970s). Inflation then peaks due to leverage, reduced returns and 
increased debt (1980). The peak in inflation is usually followed by a recession lasting a year or two. This is 
followed by the Plateau Period which is  the  period  following  the  peak  in  inflation.  I’m sure you have heard the 
term   “necessity   is   the  mother   of   invention”   – the increased demand of the period leading into the peak in 
inflation brings about a new technology in the Plateau Period. The semiconductor boom of the late 60s led to 
the computer craze of the 1980s and 1990s – the New Technology. 
 
This ushered in the Information Age at the expense of the Industrial Age. The Plateau Period is characterized 
by declining rates of inflation; declining interest rates; a psychological return to "normalcy" and a roaring bull 
market in paper assets. The plateau period is a period of disinflation -- initially, this is inflation where the rate of 
inflation is declining. This new technology enhances production and, ultimately, leads to overproduction. The 
high debt and overproduction set the stage for deflation after many years of disinflation during the Plateau 
Period. The breadth of the stock market peaks (1998) which ultimately predicts a peak in stock prices (2000). 
This sets up a crash in the stock market (2000 to 2002). At this point in the cycle the stock market is the market 
of choice (technology stocks) and is the vehicle where the vast majority of investment funds reside. Later, this 
trend changes from disinflation to deflation. 
 
When the stock market peaks and ultimately crashes, it puts extreme pressure on all other investments – such 
as real estate (2005) and blue chips stocks (2007). At this point, due to the high level of debt and 
unemployment, people are forced into liquidation -- initially liquidating their investments, but later their homes 
and other valued possessions. This ultimate liquidation in society brings us to the bottom and completes the 
cycle. As you can see, each separate phase of the cycle sets up the next. It is perfectly logical -- it should be, 
Mother Nature doesn't make many mistakes. 
 
Once you know the sequence of these events, you gain a very serious advantage.  The following page lists the 
sequence of events in the Long Wave cycle in a bullet format: 
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TTHHEE  SSEEQQUUEENNCCEE  OOFF  EEVVEENNTTSS  IINN  TTHHEE  CCYYCCLLEE  

  
 

•     The Ultimate Economic Bottom (DEBT DEFAULT; BANKRUPTCIES; BANKS CLOSED; ETC.)  
 
•   Slow Rebuilding Process (LITTLE DEBT; QUALITY WORK; DEBT SLOWLY CREEPS BACK)  
 
•   Business Expands (LOANS ARE THE MOST EFFICIENT WAY TO FUEL THE GROWTH)  
 
•   Business Booms (DEBT EXPANDS AT MUCH GREATER RATE TO MEET DEMAND)  
 
•  Increasing Inflation (DEMAND becomes NECESSITY brings on INFLATION)  
 
•    Inflation Peak (SHORTAGES; LOWER RETURNS; LEVERAGE; INCREASED DEBT)  
 
•   Plateau Period (RECESSION; DECLINING INTEREST RATES; DECLINING RATE OF INFLATION;              
    PSYCHOLOGICAL RETURN TO NORMALCY; ROARING BULL MARKET)  
 
•   New Technology (NECESSITY is the MOTHER of INVENTION-COMPUTERS-INFORMATION AGE)  
 
•   Overproduction (NEW TECHNOLOGY enhances production and, ultimately, OVERPRODUCTION)  
 
•   Stock Market Peak (FOLLOWS PEAK IN BREADTH)  
 
•   Stock Market Crash (PARTICULARLY IN THE AREA OF THE NEW TECHNOLOGY) THERE IS AN INITIAL   
    CRASH IN THE FAVORED MARKET SECTOR FOLLOWED BY A RECOVERY IN STOCK PRICES. LATER THE  
    SECOND DECLINE BEGINS WHERE THE REAL SHARE DEVASTATION OCCURS  
 
•   Disinflation becomes Deflation (PRICES OF ASSETS FALL)  
 
•    Bankruptcies and Liquidation (DUE TO DEFLATION, UNEMPLOYMENT & HIGH DEBT LEVEL)  
 
•   Debt Default (INDIVIDUALS AND CORPORATIONS BELLY UP ON DEBT)  
 
•   Stock Market Bottom (TOTAL CAPITULATION) AT THIS POINT PEOPLE LITERALLY HATE STOCKS AS  
    THEY HAVE FALLEN TO AN EXTREME LEVEL OF UNDERVALUATION  
 
•     Economic Bottom (BANK CLOSINGS; DEBT RESTRUCTURING; REMONETIZATION; NEW CURRENCY)  
 
 
 
NOTE: WAR IS A PART OF THIS PROCESS, AS WELL. PEAK WARS OCCUR DURING PERIODS OF STRONG ECONOMIC EXPANSION 
(VIETNAM, WORLD WAR I); ARE A BURDEN ON THE ECONOMY; AND ARE UNPOPULAR. TROUGH WARS FOLLOW A DEPRESSION; HELP 
THE ECONOMY DUE TO UNEMPLOYMENT AND UNDERCAPACITY; AND ARE POPULAR (WORLD WAR II, THE CIVIL WAR, THE AMERICAN 
REVOLUTION).  TERRORISM  AND  OTHER  SUCH  ‘WILD  CARDS’  ENTER  THE  CYCLE  AT  VARIOUS  STAGES. THIS TIME AROUND IT BEGAN IN 
1970 WHEN 3 ARAB TERRORISTS ATTEMPTED TO HIJACK AN EL AL BOEING 707 AT MUNICH AIRPORT IN GERMANY AND INCREASED WITH 
THE EVENTS LEADING UP TO AND INCLUDING 911. 
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OOBBSSEERRVVAATTIIOONNSS  
THE MOST DANGEROUS TIME IN THE PAST 80 YEARS 

I   haven’t   had   a   long   term signal in my work for over 5 years.  These signals are generated when there is a 

confluence of my trend lines, channels, cycles and other indicators coming together.  The best signals are when a 

number of these indicators converge at the same time and the same point – which is rare. My last two signals 

were both in 2007:  July 19th and during the second week of October.  The July 19th signal is the highest confidence 

signal  I  have  had  as  everything  seemed  to  meet  on  that  day  …  and  July  19th was the orthodox top for the market.  

The  market’s  final  top  was  during  the  second  week  of  October.  

I have known about the mid January date (in this report) for quite a few months. It is always good to have a clue 

ahead  of  time,  but  you  can’t  count  on  things  until  you are close to the actual date.  At the July 19th top in 2007, for 

example, I knew of the convergence in October and immediately assumed that would be a low.  A later summer 

top  and  an  October  low  … what would make more sense?  Well, the market fell hard for one month after the July 

19th date and then rallied to a higher high in October.  It was obvious that both dates would be tops once October 

arrived.  I wrote a Special Alert two days before the July top and on October 5th for the second top. 

“Feeling”   is more   important   than   “thinking”  — as any successful trader will   tell   you.      “Feeling”   is  where   “gut  
feeling”,   “gut   reaction”   and   similar   terms   came   from.      My   feeling   is   that   this   may   be   the   most   urgent   and  
important warning I have ever given.  As you will read, this is due to where we are currently in the Long Wave 

cycle and the implications of being there.  We are in the debt destruction phase of a roughly 80 year boom/bust 

cycle that consists of two roughly 40 year periods of debt buildup and debt destruction. 

I read Harry  Browne’s  How You Can Profit from the Coming Devaluation in 1970.  Early on without the benefit of 

much knowledge or experience at that time, I followed my intuition to buy gold stocks at $35/oz.; sell those stocks 

in September 1974; and come back into gold in the summer of 1976. During the entire time I kept hand charts of 

gold, the Dow Jones Industrials and a few stocks. I also read a lot of books on technical analysis, etc. Gold began a 

second bull market in the summer of 1976 that led into an even more aggressive move than the first bull market 

from $35/oz. In 1978, I moved to Southern California to join one of the only international money management 

firms in the country. I was the #2 man and responsible for marketing, client relations, technical analysis, etc. I 

provided the technical input in January 1980 that resulted in our selling our gold positions on the day of the 

intraday high ($877/oz.) at $864.  By that time I had firsthand experience in some major historic events -- in the 

stock market, the May 1970 low; the January 1973 top; and the major 1974 bottom. In gold, I had experienced 

buying at the $35/oz. level; sold the gold stock peak in September 1974; re-entered during the summer 1976 low 

and selling  on  the  high   in  January  1980  …  while  observing  an  historic  peak   in   inflation.      In  between these great 

successes I was gaining meaningful experience in making every possible mistake one can make in short term 

trading. To  this  day,  I  don’t  know  which  of  those  two  was  the  most  beneficial. 

I would suggest that the most significant economic and stock market events in the past 25 years are the 1987 

Crash; the Tech Stock Bubble and Valuation top of 2000; the Real Estate top of 2005-2006; and the Blue Chip top 

of 2007.  Due to my study of the Long Wave cycle; technical analysis;  and  those  “gut  feelings”,  I  was  able  to  warn  
of each of these events before they occurred and can document each of those warnings. 

The  alert  to  get  out  of  gold  stocks  in  September  of  1974  may  have  been  the  first  of  these  warnings  …  and  it  wasn’t  
much more than a feeling. I  am  not  the  typical  “touchy-feely”  type. I am just referring to an awareness of what 

drove me at that time.  I had little else in the way of knowledge and experience to drive a move to action. 
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My first action with respect to the methodology I use today happened almost exactly 40 years ago. I had an 

intersection   of   trend   lines   right   at   the   beginning   of   1973   …   and   a   strong bearish feeling.  I didn’t   have   the  
knowledge of the Long Wave  cycle  that  I  have  today.  I  didn’t  aggressively  short  the  market  because  I  was  already  
invested  in  gold  stocks  for  clients  …  and  they  already  had  good  profits.    From  that  point  to  September  of 1974 the 

gold stocks exploded in price while the industrial stocks collapsed. That action influenced me to continue with the 

process. 

Now  we  are  exactly  40  years  later.    I  didn’t  know  about  the  40  year  cycle  then,  but  I  do  now.  “Every  40  years  or  so  
something   bad   happens   …   every   other   40   years   or   so   something   really bad   happens.”  The last really bad 

occurrence was The Great Depression.  The bottom of the Great Depression was when the banks closed in 1933 – 

which was really bad.  1933 + 40 = 1973 (the beginning of the 1973-74 Crash that brought the Dow Jones 

Industrials down to 570). 1973 + 40 = 2013.  Will this date have any significance? I will show you why I believe it 

may.  GJ 

We Hold These Truths to be Self Evident 

The above words occur at the beginning of the second paragraph of the Declaration of Independence, July 4, 1776. The 
document begins as you see below: There are two things to be taken from what you see – 1) that was probably the last 
time our government  was  “unanimous”  on  anything  and,  2)  that  was  236+  years  ago.  Hint:  236 is essentially three 80 
year cycles – this  has  monumental  significance  …  which  I  hope  to  explain. 

IN CONGRESS, JULY 4, 1776 

The unanimous Declaration of the thirteen united States of America 

I consider the information in this report to be critical. It is for this reason that I have decided to begin the report 
with the section that I originally planned to be the Summary and Conclusion. 

In this Summary it is my goal to succinctly tell you how and why America has gotten itself to its present state 
i.e.  its  rapid  progression  from  just  42  years  ago  when  America  was  at  its  peak  as  one  of  history’s  all-time great 
empires to its current state of being a broke nation that currently deals with fiscal cliffs and debt ceilings – and 
soon  will  be  forced  to  deal  with  the  reality  of  not  being  able  to  solve  either.    Let’s  face  facts.    If  America  didn’t  
have its military network, we would be the laughing stock of the world – behind closed doors, we already are.  
There are TV shows where Americans are being interviewed and asked simple questions about the world and 
specifically about their own nation where their answers are embarrassing – not to the person answering the 
question, of course, because they are neither intelligent enough nor aware enough to comprehend the extent 
of  their  lack  of  knowledge.    ‘Ignorance  is  bliss’  has  taken  on  new  meaning  in  America.    It  was  funny  with  Jay  
Leno’s  Man  on   the  Street   interviews,  but  when   foreigners  are  using  Leno’s   format   for the purpose of humor 
that ridicules Americans it becomes sad.  The truth hurts. 

I would like to do a rather quick top-down approach as to why this unfortunate situation is both a reality and an 
epidemic. I will deal with mankind as a species; the USA as a country and an Empire; and how the dominant 
cycles of each have worked hand-in-hand to make the recent outcome an expectation to a handful of people 
and a surprise to the masses. 

We live on a planet of cycles.  From caterpillars becoming butterflies to swallows flying to San Juan Capistrano 
to  whales  swimming  past  Monterey  to  mankind  continuously  going  through  boom  and  bust  cycles  …  everything  
on this planet has a cycle it follows.  Countries also have cycles.  We focus on their economic and political 
cycles.  Our country was blessed by having its Founding Fathers who were brilliant statesmen that were driven 
to  create  a  masterpiece  …  and  succeeded.    Their  motivation  was  a  greedy  and  corrupt  nation  that  mercilessly  
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taxed its citizens and removed many of the  citizen’s  rights  in  the  process.    The  Founding  Fathers  masterpiece  
was  The  Constitution  …  the  document that contained the well thought out laws to govern The Republic.  The 
Constitution was by design because the Founding Fathers knew that a republic was the ideal form of 
government. 

I grew up in a different government.  America was a democracy when I grew up.  This would not have pleased 
the Founding Fathers as The Constitution was the intended antidote for such an event. The Founding Fathers 
knew the cycle of government – they   knew   the   “sequence   of   events”.      That’s   why   they   gave   us The 
Constitution.  When I was growing up, America was proud to be a democracy.  We championed being a 
democracy and pushed our form of government all over the world. Such actions would have made Thomas 
Jefferson ill.  We were never supposed to be a democracy. They knew that a democracy was a transitional 
form of government where a republic was a stable form of government.  They also knew that a democracy was 
part of the governmental  evolutionary  chain  …  and  that  it  followed  a  republic.     

What  could  possibly  be  wrong  with  a  democracy?    It  is  rule  by  the  majority  …  isn’t  that  fair  and  just?  Yes,  it  is  
wonderful  when  the  populace  is  wise,  educated  and  enlightened.    When  it  isn’t,  you have a problem. I wrote a 
report titled THE END OF DEMOCRACY IN AMERICA well over a year ago. I distributed it on a very selective 
basis because I knew it was too controversial for general acceptance.  As Jack Nicholson said in A Few Good 
Men,  “You  can’t handle  the  truth” – and,  frequently,  we  can’t.  The  following  is  why  democracies  don’t  last: 

 A democracy is always temporary in nature; it simply cannot exist as a permanent form of government. A democracy 
will continue to exist up until the time that voters discover that they can vote themselves generous gifts from the public 
treasury. From that moment on, the majority always votes for the candidates who promise the most benefits from the 
public treasury, with the result that every democracy will finally collapse due to loose fiscal policy, which is always 
followed by a dictatorship. The average age of the world's greatest civilizations from the beginning of history has been 
about 200 years. During those 200 years, these nations always progressed through the following sequence: 

 From bondage to spiritual faith; 
 From spiritual faith to great courage; 
 From courage to liberty; 
 From liberty to abundance; 
 From abundance to selfishness; 
 From selfishness to complacency; 
 From complacency to apathy; 
 From apathy to dependence; 
 From dependence back into bondage.         
Alexander Fraser Tytler (1742-1813) 

 
I would suggest reading the information above a few times. That   is   the   “government”   cycle.      Thomas  
Jefferson’s  kids  grew  up  happy  in  a  republic.    I  grew  up  happy  in a democracy.  Somewhere along this cycle 
children will grow up in a dictatorship.    I  didn’t  know we  weren’t  originally  intended  to  be  a  democracy  when  I  
was  a  child.    It  will  be  interesting  to  see  what  future  children  won’t  know. 
 
The cycle of mankind plays conveniently well into the cycle of government. Mankind goes through cycles that 
are approximately the length of the average life span in duration.  These are referred to as boom/bust cycles, 
but  they  have  a  very  clear  sequence  of  events  that  don’t  vary any more than the seasons that unfold through 
any given year.  The boom/bust cycle is really a cycle of debt buildup and debt destruction.  The debt is built up 
during the boom and is destroyed during the bust. There are two distinct periods of debt buildup that I have 
labeled  the  “initial  stage”  and  the  “parabolic  stage”.  The initial stage begins at the economic low when there is 
virtually no debt.  In the current Long Wave cycle, that would have been in 1933 when the banks had closed. 
Usually, a war follows not too long after a depression.  Wars that  follow  depressions  are  “trough”  wars  and  are  
popular wars because they are usually for strong causes and they put people back to work.  Examples are the 
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American Revolution, the Civil War and World War II.  All were popular wars where young men wanted to 
participate. 
 
As the economy slowly builds itself back up, debt is taken on and increased to finance the growth. With respect 
to mankind, man   is  very  conservative  at  economic  bottoms.     Think  about   it  …   it   is a lot more difficult to be 
liberal when you are broke and without a job.  The initial debt buildup stage ends after an initial boom stage.  In 
this   cycle,   it  was   during   LBJ’s  Great  Society.      This   is   followed  by   an   initial   bust   stage  where   some  debt   is  
destroyed. That was the 1973-74 recession which was the biggest recession since The Great Depression.  
Toward the end of the initial boom stage,  you  usually  have  a  “peak”  war (the Vietnam War).  Peak wars are 
unpopular because they come during a time when the economy is at a peak and the expense and hardship of 
a war stresses the economy. Peak wars also fail to have a true rallying cause.  As such, young men want to 
avoid the war as opposed to participating in it.   
 
During and after the war, liberalism grows.  It then comes to a peak usually when there is a peak in inflation. 
That period was the late 1970s with the inflationary peak in January of 1980 when gold peaked at $877/oz. 
Generally, you will have the most liberal president in office in the past 40 years.  The president was Jimmy 
Carter.  At this stage of the cycle, you have a peak in inflation that is followed by less inflation (disinflation), 
lower  interest  rates,  a  psychological  return  to  “normalcy”  (three  piece  suits  vs.  Nehru  jackets  and  medallions) 
and a bull market in paper assets (stocks and bonds).  Interest rates peaked in November of 1981 and bonds 
bottomed at a price of 55 with yields of between 15%-18%.  Nine months later the stock market bottomed and 
began the great bull market from 1982 to 2000. Liberalism, in this phase of the cycle, peaks with the peak in 
inflation (January 1980) and conservatism returns.  Ronald Reagan became president for two terms followed 
by his vice president for one term. 
 
After the 1974 low, debt enters into its second phase, the parabolic phase.  During this roughly 40 year period, 
debt builds back up and then grows at a parabolic rate.  The conservatives increase the debt with war and 
military related expenditures and the liberals increase the debt with entitlements.  The parabolic stage brings 
debt to levels that would have been termed  “impossible”  just  a  few years earlier.  It continues nonetheless. 
 
During  this  final  cycle  of  roughly  80  years,  the  USA  was  fortunate  to  have  become  an  Empire  …  in  fact,  one  of  
history’s  greatest  empires.    The  American  Empire  peaked  in  about  1970.    This  is  easily  determined  by  a  vis-à-
vis comparison with the rest of the world.  In 1970, there were two worlds – the USA and everyone else. The 
difference was that stark.  That is what happens when empires peak.  America was #1 in virtually everything in 
1970.  It was #1 militarily; #1 in education; #1 in technology; #1 in medicine; #1 in sports (the Olympics); #1 in 
manufacturing and #1 in just about everything else.  It took more than the next 20 nations  to  match  America’s  
GDP.      1970  was  America’s   peak   year   in   oil   production;;  General  Motors  was   the   largest   corporation   in   the  
world; and America had eclipsed ONE trillion dollars in Gross Domestic Product (the production of goods & 
services).  (Note: Please keep that number in mind. ONE trillion dollars represented the entire production of 
good & services by the greatest empire on the planet at its peak.) Today  we  throw  the  word  “trillion”  around  as  if  
it is pocket change. 
 
Now it is difficult to find categories where America is #1.  It is nowhere near #1 in education – and, that alone, 
will   affect   all   other  areas.     We  are  not   at   peak  oil   production  any   longer;;  General  Motors  was   “saved”   from  
extinction by the government and apparently is growing nicely as a Chinese corporation (of sorts); and the next 
two nations pretty much cover our GDP.  Soon we will not be #1 there either.  Unfortunately, many of us from 
my generation and nearby generations will still   live  with   that   “Empire  mentality”  where America is still #1 in 
everything. It was indelibly imprinted in our minds. Such thinking is false reality. This evolutionary process 
through the cycle is not unique to America. Frankly, it happens in just this manner with all empires.  When one 
understands that even an empire can follow hand-in-hand with the debt buildup/debt destruction cycle, it 
makes the ‘42 years from peak to pending disaster’ a bit more believable.  
 
The  cycle  can  be  seen   in  mankind  by  what   is   termed  “shirtsleeve   to  shirtsleeve   in   three  generations”.     This  
refers to grandfather and grandmother building a company during the depression years.  They worked right 
next to their employees (in shirtsleeves).  Their company becomes successful and down the road they have a 
son and send him  to  Harvard.  He  comes  back  and  runs  the  company.    He  is  successful,  but  isn’t  close  to  his  
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workers and focuses on his business at the expense of his family.  He has a son who has no interest in the 
business,  is  a  jet  setter  and  takes  drugs.    That’s  it  …  “shirtsleeve  to  shirtsleeve  in  3  generations”. 
 
I spoke at investment conferences across the country many years ago and mentioned this story in many 
different   cities.   Invariably,   someone  would   come   up   to  me   and   say,   “Mr.   Jones,   I   know   the   family you are 
referring  to.”  I  wasn’t  referring  to  any specific family  at  all  …  but  it  goes  to  show  the validity of this observation.  
It essentially defines the cycle …  as the parents were conservative; their son was less conservative; and the 
grandson was totally  liberal.    These  events  aren’t random as many would have you believe.  It is an intricate 
tapestry of events that fit together to augment one another and to follow the steps of the cycle. While many are 
appalled at the direction the country has taken, the reality is that it is merely following a well worn path.  Our 
country has evolved through the same process as the family in my story.  Again, this is an expectation for a 
few and  a  surprise  for  the  masses  …  just  the  way  it  was  supposed  to  be. 
 
On a monetary side, the Federal Reserve has been calling the shots since 1913 – 100 years ago.  The FED is 
supposed to keep us out of bad economic situations (keep the economy on an even keel) and keep our 
currency strong (maintain purchasing power).  Sixteen years after the FED took charge we had the worst 
financial catastrophe in the history of the nation – The Great Depression.  If the US dollar was worth $1.00 
when  the  FED  took  charge,  it  is  worth  about  4  cents  now  …  OOOPPPS!    So,  it  is  pretty  clear  that  the  FED has 
completely failed at its stated objectives.  On the other hand, it has been an overwhelming, all-time success for 
the owners of its stock.  You see, the  FED  is  NOT  a  government  agency  …  it  is  a  privately  owned  corporation. 

 
It was ultimately the FED’s   responsibility   to  keep  banks   from  making  bad   loans  …  and  even   to  keep  banks  
from  issuing  credit  cards  to  those  who  shouldn’t  have  credit  cards.    Again,  the  FED  did  not  do  its  job  …  or did 
it?  Corporations have to answer to their shareholders, not to the public.  I will share with you an observation – 
you can decide for yourselves whether it has any merit.  I believe the FED clearly shirked its responsibility in 
overseeing the banks and assuring that they act in a fiduciary capacity.  This resulted in people becoming 
overextended.  Then the FED shirked its  responsibility  in  “keeping  a  stable  economy”  with the worst real estate 
collapse in US history.     Was   it   the   FED’s   responsibility   to   avert   this   disaster?   YES.   Could   the   FED   have  
averted the disaster i.e. did the FED have sufficient knowledge of what was going on prior to the disaster to 
avert it?  YES.  Did they avert the disaster?  NO.  Now the FED is creating $ONE trillion per year to buy back 
mortgages.      How   is   this  money   generated  …   is   it   from   all   the profits they have made from controlling the 
economy?  NO.  They create this money out of thin air.  There is no cost to the FED.  The FED then goes and 
buys the same assets that its lack of action caused these assets to be lost in the first place.  So, in simple 
terms,  it  would  appear  that  the  FED’s  lack  of  action  caused  US  citizens  to  lose  their  homes  and  then  the  FED  
creates money out of thin air to buy these assets for the FED’s  own  account. I should point out that the FED 
had no problem saving the banks that were  most  at  fault  in  this  fiasco  …  with taxpayer’s  money  -- presumably, 
some of the same people who lost their homes. It would appear that the FED facilitated the problem; had the 
dirty deeds carried out by its major henchmen (the biggest banks); then stepped up to suggest the system had 
to  be  saved  …  and  volunteered  the  taxpayers  (the  victims)  as  the  payers;;  then,  after  the  taxpayer  is  committed  
to   pay,   the   banks   still   won’t   loan   him  money;;   then   after   home   owners   lost   their   homes,   the   FED   suggests 
buying up these mortgages to get this bad paper off the market. Who  pays?  …  why  the  same  person  who  lost  
his  home  and  bailed  out  the  banks  that  made  him  lose  his  home  …  and  then  wouldn’t  give  him  a  loan  after  he  
saved them. Thank God we have the FED to save us! 
 
These situations are endless.  All of the things that have been the basis for our economy and the basis for our 
growth are now the basis for our problems.  We have a fractional reserve banking system. If I have a bank and 
lend you $1000, my bank has your $1000 and you have a deposit receipt from my bank. The fractional reserve 
system allows me to now lend out $9000 for the $1000 you deposited.  When I make those loans (credit 
entries) if some or all of that loan money goes to other banks, they can now loan on their deposits.  Behind this 
entire process is ONLY your $1000 deposit.  What happens when you lose your job and now have to withdraw 
your $1000?  All those other loans and new deposit receipts are backed by nothing.  As long as serious growth 
is occurring during this process things are usually OK.  When massive growth occurs, things become lax and 
even  more  ways  of  creating  worthless  paper  are  discovered.    This  is  “creative  financing”  at  its  best  (worst).  It  is  
a  natural  process  …  we  didn’t   invent the process but we contribute to it and redefine it in each successive 
cycle. 
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Another major area that is no longer serving us as it once did is the US Dollar as the world’s reserve currency. 
After the Bretton Woods agreement, America had  a  monopoly  as   the  world’s  reserve  currency. When Nixon 
closed the gold window in 1971, America ran a serious risk of losing its reserve currency status. America 
needed to act fast to maintain its world dominance and it reserve status.  This was accomplished by cutting a 
deal with the Saudi where all oil transaction had to be paid in US dollars. The Saudis had to recycle their 
wealth through New York and London based banks to support the US dollar based banks and enable funding 
for vast loan portfolios for Western use.  The Saudis must also purchase large amounts of military weaponry to 
secure their position in the volatile Persian Gulf.  This reserve currency status has been US dollar based for 70 
years and was British Pound based prior to that.  The US and/or   the  British  have  been   the  world’s   reserve  
currency for the past 200 years.   
 
Over this entire time, they have controlled world banking and have been too formidable for any other country to 
challenge.  Now that is changing.  Oil deals are being done with Russian oil and China currency backing.  
About a dozen such deals have been accomplished.  This would not have been tolerated in the past, but with 
Russia and China on the other side of the table, they can get away with it.  India and Brazil are aligned in that 
direction, as well.  There is a change brewing. 
 
 
THE PRESENT AND FUTURE RISK   
This parabolic debt expansion can be seen with $100 trillion of unfunded liabilities and a quadrillion dollars 
worth of derivatives.  These are parabolic numbers.  This debt cannot be paid off and cannot be put off forever. 
This will ultimately be defaulted on because there is simply no other alternative.  When it happens, the fallout 
with be far and wide. We are in the debt destruction phase of the cycle and that process will continue to 
happen until the system breaks.   At that point, the world will be forced into a new monetary arrangement that 
will be akin to the next generation of a Bretton Woods type agreement.  This one should come sooner in the 
cycle due to the unbelievable amount of debt and derivatives that have been created.  
 
I believe the risk this time will not only be in selecting the proper investment vehicles, but in being with a safe 
custodian – both will be mandatory. In my view, the final stages of this cycle will do what is necessary to 
separate the greatest number of people from their money.  Since most other major areas have already been 
attacked in this cycle, my guess is that safe money will be the likely candidate in the final stages. Heretofore, 
smart money would avoid risk by moving to bonds and/or money market funds.  In my view, such a move this 
time will be like jumping out of the frying pan into the fire. 
 
Interest rates are being artificially held down. This is similar to gold being pegged at $35/oz. or wage and price 
controls.  Markets will ultimately seek their true value.  Artificial controls always fail. 
 
THE CHARTS 

I realize that not everyone appreciates the language of charts and technical analysis.  The vast majority of the 
charts that I have selected cover the long term.  Because I believe we are in such a critical time period that is 
based on a roughly 80 year cycle, there should be confirmation of that assumption by the long term charts. 

I believe the following information will be useful prior to delving into the charts: 

While I was initially impressed  with   the  Long  Wave  cycle,   I  noticed   that   it  wasn’t  a  perfect   cycle   like  Halley   ’s  
Comet – which visits us every 75-76 years. I realized that the sequence of events in the cycle were more helpful 

than merely focusing on an assumed time span, such as 50 year periods, for example.  Cycles can expand and 

contract. I think my main contribution in that area is observing that the Long Wave cycle is the cycle of mankind 

and how it acts on this planet. The Long Wave cycle was discovered by Nicolai Kondratieff. Karl Marx was aware 

of the cycle as were other economists such as van Gelderen, de Wolff, Rogers and Schumpeter (Harvard). They 

observed 50 year cycles of booms and busts going all the way back to the Magna Carta. I always felt the Long 

Wave cycle was a cycle of mankind, so I decided to do some research on life expectancy.  Life expectancy over the 

periods of prior research was about  50  years.    In  2010,  it  was  78  years.    1929  +  78  =  2007  …  BINGO.    This was a 
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dynamic change and one that I believe is very meaningful to the cycle.  I do not believe the cycle is static, I believe 

it  defines  man’s  actions  and  that  the  time  associated  is  directly related to life expectancy during the given cycle.   

Another  area  that  may  prove  to  be  valuable  is  what  I  call  the  “magic  lines”.    I  am  a  big  believer  in  trend  lines.  If  I  
had only one technical tool that I could use, it would be trend lines.  The most notable discovery that I have come 

up with regarding trend lines deals with the major turning points of 1974, 1982, 2000 and 2007.  I discovered this 

by accident by drawing in the 1974 to 2000 trend line.  I created a parallel line that I based at the 1982 low and 

noticed that the peak in 2007 came up to meet that line.  To a technician, that is a very big deal.  I called Peter 

Eliades to share the discovery and he was as impressed as I was (it is always good to get confirmation from a 

credible source).  I then brought the line over to the December 1994 low and it has hit that line with the recent 

price action of September and October.  Another  “magic  line”  is  the  1966  high  through  the 2000 top in the Dow 

Jones Industrials.  This line, when extended, hits the 2007 top.  I had never seen either of these two basic lines 

mentioned anywhere else – however, up until discovering them, I had missed them, too.  By the way, I paralleled 

the 1966-2000-2007 line off the 1973 high (from 40 years ago) and noted that it hit the recent 

September/October market peak.  Both of these lines are very important in what you will see later in this ALERT.  

When I have what I consider a major long term signal such as what you will be seeing, they usually indicate 
both a stock market juncture and an economic juncture.  I was interviewed on Tuesday, January 15th by 
DeWayne Reeves of the Christian Financial Radio Network (www.cfrn.net) via an introduction from good 
friend, Burt Schlichter (www.danielstrading.com). I was interviewed later that day by Michael Yorba of Yorba 
Media (www.yorbamedia.com). Both DeWayne and Michael are seasoned professionals who ask the right 
questions.  They  offer  a  comfortable  format  that  is  much  like  a  couple  of  old  friend’s  “shooting  the  breeze”.  Both  
asked about the chart that you will see on page 15 and inquired as to when and at what price the two lines 
would intersect. I said the lines intersected at 1483 on January 16th or 17th. This juncture in the cycle will usher 
in what history dictates should be the most dangerous time of the cycle in the past 80 years.   

I will be sharing the charts from that interview in this ALERT – so the charts are from two days ago, January 14 
close. The  first  chart  on  the  next  page  is  from  Terry  Laundry’s  work  (www.ttheory.com).  I had noticed from the 
Long Wave cycle that there are two periods of debt buildup. The initial period of debt buildup occurs from the 
bottom of a depression where there is virtually no debt to speak of – as the economy comes out of the 
depression,   debt   grew   to   a   peak   during   LBJ’s  Great   Society   in   the   1960s   and   then   slowed   going   into   the  
recession  low  of  1974.  That  completed  the  initial  debt  cycle  and  led  us  into  the  “parabolic”  debt  cycle.    It  began  
from a much higher base and it grew exponentially into its current parabolic levels.  This sets up the debt 
destruction  phase  of  the  cycle  …  which  we  are  currently  in.    I  was  pleased  to  see  Laundry’s  chart  (top  of  page  
9) as it clearly shows these periods of debt buildup and debt destruction as they translate to economic booms 
and busts.  Look at the low and high periods in the lower part of the chart.  Note how it corresponds to the Dow 
Jones Industrials.  Look at 1929 and see where the 39 year period goes to 1968 and from 1968 to 2007.  
Hence,   “every   40   years   or   so   something   bad   happens  …  every   other 40 years or so something really bad 
happens.  Do you really want to follow the crowd and not take action prior to the really bad period? 

I had a friend tell me last  week  that  “things  looked  pretty  good”.    I  asked  him  to  think  back  to  1987  and  how  
things looked to him then. Then I asked him if he remembered what the financial news media was saying at 
that time. I asked him to do that same process leading into the peak of 2000; then into the real estate peak; 
and finally into the blue chip stock peak in 2007.  Each was a bullish to extraordinarily bullish period.  Each had 
a high degree of complacency. I then asked him what was different about the current period. Mother Nature 
always  wins.     She  provides  example  after  example  …  and  even  example   that  happened  fairly   recently.     No  
matter, mankind ignores the facts, refuses to do any homework and then is surprised when the same input 
produces  the  same  results.    That’s  the  way  the  game  is  designed  …  and  there  have  never  been  more  chips  on  
the table. 

http://www.cfrn.net/
http://www.danielstrading.com/
http://www.yorbamedia.com/
http://www.ttheory.com/
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Currently, we have a very odd mix.  On the one hand, we have fairly high bullishness coupled with a high 
degree of complacency.  That is something that happens at all major market tops.  However, on the other side 
of the equation, we have the most  advertised  market  crash  in  history  (that  hasn’t  happened  yet)  coupled  with  
four  TV  shows  on  survival.     As  they  say,   “they  don’t   ring  a  bell  at   the  top”  and  there  are  no  shortage  of bell 
ringers over the past number of years.  Has something this strange ever happened before?  I believe all you 
have to do is go back to 2000 to see something similar.  The bullishness was extreme with the hot technology 
stocks  and  with  the  “new  economy” they defined.  Complacency was so high it translated to exuberance. On 
the   other   side,   you   had  Y2K  …  an   event   that  many  warned  would   throw  all   the  world’s   computers   off   and  
potentially cause a worldwide recession (or worse).  What happened?  Y2K came and went without a hitch.  
Why do I bring this up?  Currently, we just had a similar situation.  This time we had the Mayan Calendar to 
deal  with  …  not   just  a  computer  problem,  but  a  26,000  year  cycle that would end the planet.  Like Y2K, the 
earth  didn’t  end  on  December  21,  2012.    What’s  my  point?    Going  into  2000,  we  had  extreme  exuberance,  but  
had a faction that was focused on Y2K i.e. the bulls and the bears.  Very recently we had an almost identical 
situation of bullish and bearish factions.  Allow me to share one rather poignant observation with you.  Although 
the feared Y2K problem did not occur, the resultant market acted as if it had.  The NASDAQ 100 had a peak-
to-valley decline of 83.5%.  I would keep that in mind since the Mayan Calendar event passed without incident 
– just like Y2K. 

The chart at the top of page 10 is one of my all time favorites.  It dates back prior to 1929 and it is a semi-log 
chart  so   it  shows  how  extreme  1929  was.     That’s  good  because  even   though  the  chart  similarities   this   time  
favor a comparison with the 1966 to 1982 period, the real comparison is with 1929 to1932. 
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The  chart  above  exhibits  the  “every  40  years”  in  picture  format.    The  last  really  bad  occurrence  was  the  Great  
Depression crash of 90% from 1929-1932.  The middle 40 year period saw the Dow Jones Industrials drop to 
570 which was a 45% decline.  The Over the Counter market lost 78% during that period. The most important 
aspect of the chart above is to see that we are tracing out the same pattern now as was done 40 years ago. 
This time it is a much larger pattern. Keep in mind that historic bottoms are defined by low valuations such as 
price/earnings ratios of 7 or less; dividend yields of 6% or higher; and the S&P selling at or below book value. 
We were nowhere near those values in 2009.  We were most certainly at those values in 1932 and also in 
1974 and in 1982.  It is those values that define a capitulation low. 

We  are  currently  tracing  out  a  “megaphone”  pattern  – that pattern was the left side of the diamond pattern in 
the 1974 low period.  Look at 1968 and see the comparison with 2007 in the current cycle.  Note that we are in 
the process of completing point D on the current chart.  Look what happens after point D in the prior period. 

The next chart shows the 303 month cycle (25.25 year cycle) converging with the 40 year cycle.  It also has a 
couple  of  my  “magic  lines” that you may find interesting.  Note the 1974 low connecting with the 1987 high and 
then hitting the 2009 low (red line).  This line is a parallel to the lows from 1982 through the 1987 low.  This line 
may have some future significance with respect to point E.  Now focus on the 1966 top extending to the 2000 
top – this line goes right to the 2007 high.  To the experienced technician, these are remarkable trend lines. I 
paralleled this line from the 1973 high of 40 years ago and note that it came through the recent September and 
October highs.  In the chart on the bottom of page 11, we have one of my favorite discoveries with respect to 
the magic lines. The key line in the chart below is the line from the 1974 low to the 2000 top.  I paralleled that 
line off the 1982 low and noticed that it hit both tops in 2007.  I then moved the line to the December 1994 low 
as the next most logical point.  It was then just a line in space until the September/October surge tested the 
line (as I had hoped it would). I will visit this line again, so please keep it in mind.  
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The chart above corresponds nicely with the prior chart.  This chart uses the historic dates of the 1987 top with 
the   top   in   2000   and   the   2009   low.      The   above   technical   study   is   called   an   Andrew’s   pitchfork   for   obvious  
reasons.  It takes the starting point and creates a line bisecting the other two points.  This line should provide 
resistance to the current advance.  You will see that this chart confirms the observations of the other charts 
once I show you where these lines intersect.  The following three charts will show you some cycles that are 
nothing short of remarkable. The main cycle below is the 303 month cycle or 25.3 year cycle. You will see that 
the prior line for this chart defines the 1987 top; the 1962 low; and the 1937 high as we go back in 25.3 year 
intervals.  If we look at the half cycle, we can see that the 151 month cycle is equally extraordinary. It defined 
the 2000 top; the 1987 top; the 1974 low; the 1962 low; the exact 1949 breakout point for one of the great 
advances in history; the 1937 high; and the 1924 breakout point.  Those exact hits make this cycle one of the 
greatest cycles of all time.  You do not get that many direct hits merely by coincidence. The following two 
charts will allow you to look more closely at these incredible cycles.  Note that in the chart on the bottom of 
page  13  I  mention  George  Lindsay’s  bottom to bottom to top pattern.  This says taking the distance between 
the 1962 low and the1987 low with often project the time period to the next high.  You can see both bottoms in 
the bottom chart on the next page.  You will notice that if you move that time period forward, it brings you to our 
current time frame. 

Although it will become obvious, the not so subtle message of this report is that there are a great deal of things 
that are coming together in this particular time period.  My experience has been that when you have a lot of 
indicators   that  come  to  a  specific  period   in   time,  you  are  discovering  an   “energy”  point.      I  had  a   remarkable  
number of things coming together in my work on July 19, 2007.  That proved to be the turning day.  When you 
have a lot of  information  coming  together  of  a  long  term  nature  …  and,  in  some  cases,  a  very  long  term  nature  
…  the  implication  is  that  something  bigger  and  more  meaningful  than  the  norm  is  very  likely  to  occur. 

The two charts on the next page and the chart on the top of the following page are all based on the chart at the 
top of page 13.  Remember to expand these charts for better viewing. 
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If you expand to percentage viewing to increase the size of the above chart, you will see just how amazing this 
chart really is.  I fully realize that many people do not relate to charts and may even question if they have any 
value.      Frankly,   that’s   why   I   began this report with information that I had originally intended to use as a 
summary. If I wanted to attempt to win a non-chart person over, I would use the chart above and its two 
predecessor charts.  If you expand this chart you will see that the breakouts in 1924 and in 1949 occur right at 
the  line.    Charts  aren’t  meant  to  be  perfect.    This  is  an  industry  where  perfection  isn’t  part  of  the  vocabulary  …  
however, this cycle is about as perfect as any I can recall.   

The chart at the top of the next page comes with a visual warning that it may cause vertigo in some viewers. 
This chart is included basically for my benefit. I do not show charts of my actual long term chart because it is 
proprietary  …  and  because  the  only  person  it  would  make  any  sense  to  is  me. The chart above contains some 
of the information in that chart.  I presume this chart is adequately confusing to be thankful the complex chart is 
not shown. For those of you who are wild enough to enjoy the technical aspects of the market, you may note 
that my focal point is the July 19, 2007 market peak (not the October 2007 peak). I consider the July top as the 
orthodox top. The back-to-back right triangles off the July peak create balance points that set up shorter term 
cycles. One of these cycles goes to the week of July 5th of  this  year.  I  don’t  know  if  that  will  be  a  later  top  as  in  
2007 or not, but I did want to mention that week (it is a weekly chart). You can look at the intersection of some 
of these lines and determine for yourself if this work has value or not – some of the points are highlighted.  Due 
to  the  fact  that  we  are  in  such  a  unique  point  in  time  with  respect  to  the  80  year  period,  I  didn’t  want  to  focus  on  
the short term. One thing I did want to point out is the upper dark green line off the October 2007 high.  This is 
a line that I felt would attract the market as its counterpart did earlier at the beginning of 2010.  That was a 
strong and powerful move up from the 2009 low. Although we moved consistently higher from the July 2010 
low, note that the second thrust to the upper green line was monumentally more volatile. That implies an 
ending pattern.  The July low in 2010 was not coincidental either.  It was a balanced move.  Note the pink 
dotted vertical lines off the lower points of the right triangles. Note that the base measurement of the two 
triangles  projects  exactly  to  that  July  2010  low.  That’s  about  all  I  want  to  say  about  this  chart.    That  message  
will  carry  deep  meaning  to  some  and  the  others  will  most  likely  be  experiencing  vertigo.    Let’s  press  on. 
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The next chart gets right to the point and hopefully provides visual relief from the prior chart.  The chart below 
takes two very long term trend lines and puts them on a daily chart of closing prices. The upward sloping black 
line is based on my original  ‘magic  line’  discovery  of  the  1974  low  to  the  2000  high  trend  line.    The  black  line  
takes that exact slope and starts at the December 1994 low.  The downward sloping brown line is based on the 
2002 low to the 2009 low trend line.  It is paralleled off the 2007 high (October). Note the red circled area – this 
is  where  these  two  lines  intersect.    This  is  what  I  refer  to  as  an  “energy  point”.  Energy  points  have  a  tendency  
to draw prices to them.  Frequently, they are also reversal points.  Occasionally, they are acceleration points, 
but that is rarer at these types of conjunctions. 

This is one of the charts I used on the 
Christian Financial Radio Network 
interview  and  on  Michael  Yorba’s  show  
later that same day (January 15). Both 
asked when and at what level the 
arrow is pointing.  I said the price is 
1483 on the S&P 500 Cash Index chart 
and comes in on the 16th/17th of Jan. 

As you will see in the chart at the top of 
the next page, it was a direct hit in both 
price and in time.  That is the benefit of 
technical analysis.  Nothing is perfect in 
this   industry  …   that’s   for   sure,   but  we  
deal with probabilities and we seek an 
edge.    These  lines  provide  that  edge  …  
and  it’s  the  only  reason  I  look  at  charts. 

 

The chart at the top of the next page is a blown of version of the chart above.  Key on the black and the red 
lines. The vertical brown lines are January 16th and 18th.  The   “sweet  spot”   is   right   in   the  center  on   the  17th. 
That’s  exactly  where  the  price  went.    This  is  why  I  spend  time  with  charts. 
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This is the same chart from the prior page.  The black and the red 
lines are the key points.  The blue line is a trend line I had drawn in 
on another chart and the black channel lines encompass the most 
recent price action.  I added those lines in this chart at the left just to 
show what a strong intersection point that is. 

 

The chart below is of the Dow Jones Industrial Average 
on a daily basis.  The dark blue lines are bar chart lines 
and the lighter blue line is a line on close chart.  The 

downward sloping dashed line is the parallel off the 2002 to 2009 line.  The upward sloping dashed line 
connects the October 2011 low with the June 2012 low. That line was broken in the decline from the 
September/October highs.  It has approached the line on three prior occasions and been turned back.  The 
intersection between these two lines falls between January 17th and January 18th – almost exactly like the S&P 
chart. 

 

The importance of this message  isn’t  the  date  …  even  though  it  turned out to be accurate.  The real message 
is to be aware of where we are in the cycle and what it implies with respect to risk.  The charts that follow will 
provide some idea of the potential risk. The next chart is the 1966 to 1974 journey for the S&P. The largest and 
most aggressive correction was the D to E decline.  We are currently in the D wave which could end at any 
time – in fact, it may have done so today.  The key lines to be aware of in the next two charts are the down 
sloping lines of the megaphone because that should be the direction of the next major move.  Note points A, C 
and E in the upper chart.  I would expect to see something similar to that in the lower chart.  If that turns out to 
be correct, we can expect a lower low than 2009.  That should be helpful in quantifying risk. 
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There are only two more charts that I would like to share with you.  One is a Daily chart and the other is a 
Weekly chart. Both are a lot shorter term than what I have been showing you.  After all, we do live in the short 
term.  The second chart is included for the bulls in the audience.  There are some bullish arguments, of course 
– in  fact,  the  best  bullish  arguments  appear  at  major  market  tops.    If  you  wanted  to  define  “bullish”  you  would  
certainly select years such as 1929, 1937, 1973, 1987, 2000 and 2007.  Just remember what followed those 
historic years. 
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The above chart shows the Advance/Decline line (red) at a new high with a large degree of separation from its 
moving average line (blue). The vertical yellow lines show the amount of separation from the moving average 
lines. When there is a large separation, the tendency is to move back in the direction of the average (blue line). 

 

The above chart is a weekly chart of the New York Composite Index.  At the moment, it is an impressively 
bullish  chart  …  but  that  bullish  aspect  is  not  yet  confirmed.    Since  it  is  a  weekly  chart that breakout has to be 
there  at  the  end  of  the  week.    Next,  I  would  make  you  aware  of  false  breakouts.    That’s  where  a  market  breaks  
out,  the  shorts  cover,  new  buyers  rush  into  the  market  …  and  the  rally  fails  because  at  that  point  everyone  who  
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intends to be in the market already is.  We have to be on the lookout for that. If the market advances and then 
comes back to test the breakout point and turns back up THEN we have to pay attention. 

At this point, we should briefly discuss market sentiment. Investors Intelligence reported 53% bulls yesterday 
which is the highest bullish reading since the September/October top. They also reported 22.3% bears, a 7 
month low.  The differential is over 30%.  These numbers are the type of numbers one sees near market tops, 
not market bottoms. 

One bullish argument for stocks is that bonds are not the place to be.  They are paying historically low rates for 
and have historically high prices – that translates to EXTREME risk, which is not typically the reason that 
people purchase bonds.  That means you are paying through the nose in price and getting what is probably a 
negative real return.  To make it even less attractive, your level of price risk is pressing all-time high levels.  
The bull market in bonds also happened to begin in the 4th quarter of 1981 – 31 years ago.  That’s  the  longest  
and most aggressive bull market in bonds in US history.  I think we have addressed buying at the top of bull 
markets --- that  falls  into  the  “not  a  good  idea”  category.    Anyway,  what’s  ugly  for  bonds  is  beautiful  for  stocks,  
right? Most of  the  time,  the  answer  to  that  question  is  “Yes”.    It  may  be  correct  this  time,  however,  I  think  that  
for  a  market  to  have  a  sustained  move  in  either  direction,  there  must  be  a  very  good  reason.    “I  hate  bonds”  is  
not a strong fundamental reason to own equities.  There are times when paper assets seek the value of what 
they are written on.  When that occurs, both can go down with a vengeance. 

Another argument for equities is that we may be in the same phase of the cycle as the Germans were with the 
Weimar Republic.  In fact, we may be.  That argument is a better argument than the other one.  There are hints 
that we are rapidly moving in that direction.  Jumping to conclusions at this stage of the cycle is not advisable. 
During times of uncertainty, I believe  smart  money  will  do  what  smart  money  does  at  such  times  …  move  to  
the  sidelines.    “Sidelines”  in  the  past  have  been  defined  as  money  market  funds  and/or  bonds.    Smart  money  
won’t  move  into  bonds.    Moving  into  money  market  funds  may  be  a  worse  idea  than  bonds,  but  I  don’t  intend  to  
discuss that in a public format. 

 

CONCLUSION 

The  40  and  80  year  cycles  are  easily  seen  in  Terry  Laundry’s  chart  on  page  9.    The  cycles  and  the  events, and 
even the sequence of events, which occur at these times are evident.  For those who absolutely hate charts, 
you have to agree that the 25.3 year chart and the semi-cycle of 151 months are beyond remarkable.  The 
evidence is not strong, it is overwhelming.  These major events and major reversals in the stock market and 
the economy are never isolated incidents that happen out of the blue and come as a complete surprise.  There 
is always more than enough readily available information and strong warnings from reputable professionals to 
protect oneself.  Yet people will readily take information from talking heads and sources that have never called 
or  warned  of  a  market   top  over   the  warnings  of  seasoned  professionals  who  have  called  many   tops  …  and  
bottoms.  Why is that?  Does it make any sense at all?  Over all these years of frustration at similar times, my 
answer   is  now  YES  …  yes,   it  does  make  sense.     Mother  Nature   is  a  whole   lot   smarter   than   I  am  …  and   I  
understand she has been around a lot longer, too.  Simply put, if everyone saw these major historical turns 
coming then everyone would step aside and be unscathed.  Well, gosh, that seems like a good thing, right? 
No,   it  would  be  an  absolute  disaster.     Here’s  why:  You cannot create proper action through suggestion – at 
least not with the masses and not at this stage of the cycle.  You  can’t  tell  people  who  are  receiving  welfare  
and food stamps that gold plated front teeth and Air Jordans are probably not the best use for their funds.  You 
can’t   tell   some  of   these  new  entrepreneurs   that   impregnating many women and outsmarting the system by 
creating a six figure entitlement-driven income (a factual example, by the way) is really wrong thinking.  You 
can’t  tell  the  suburban  spender  that  he  should  save  something  in  case  things  change.    Nope,  it  doesn’t work.  
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Mother  Nature’s  plan,  however,  is  extraordinarily  effective  …  it   is  an  equal  opportunity  destroyer.    It  will  wipe  
out   the  welfare  cheaters  and   it  will  wipe  out  people  of   impressive  wealth.      It  doesn’t  care  whether  you  are  a  
Republican or a Democrat.  When it finishes its work, people will think differently.  They will conserve.  They 
will no longer be wasteful.  They will appreciate things they previously ridiculed.  Families will be much closer.  
People will be more tolerant and will have more heartfelt feelings for those less fortunate.  People will turn to 
God.  People will realize that in order to even be considered for a job they must work hard, do a very good job, 
be on time and be reliable.  Otherwise, there is a long line of people waiting for that job who will do what is 
necessary.  Liberals will become conservative.  

We  can  argue  whether  it’s  a  good  plan  or  not,  but  there  is  no  argument  as  to  whether  that’s  what  happens  or  
not.  That is exactly what happens.  The only thing that changes is degree.  This will set up the greatest buying 
opportunity of a lifetime.  There will be virtually no risk.  The upside potential will be dynamic.  The immediate 
concern is transition.  We are in the debt default stage and we are transitioning from one extreme to the other. 
This is a necessary process and it will affect everyone.  It is not negative, nor is it a negative opinion.  You will 
be able to label it shortly.  It will be quite negative if you ignore it.  It will be substantially more positive if you 
give it the respect it deserves.  Mother Nature always wins. 

Not seeing big turns coming has a price tag.  Not knowing what to do when an historical turn comes carries an 
even greater price tag.  Most of the time, it is wise to wait for confirmation.  That is almost always the case 
during the body of a move.  However, at the conclusion of very large moves, it is dangerous.  I will leave you 
with one final and very poignant thought.  You are now aware of 25, 40 and 80 year cycles.  Hopefully, my 
charts have provided some credibility with respect to those time periods. Allow me to attack your comfort zone. 
I  told  you  that  a  lot  of  cycles  were  coming  together  now,  I  didn’t  tell  you  how  many.    One  that  is  coming  is  a  240  
year cycle (generally 225-240 years).  That  cycle  is  called  a  “revolution”  cycle.  Allow  me  to  clarify  …  if  you  go  
back that amount of years in America, you will be at the time of the American Revolution.   

I strongly urge you to go back to page 4 and read the quote from Alexander Tytler. The gentleman’s  remarks  
and observation are classic. Tytler was born in 1747 and died in 1813.  He was obviously alive at the perfect 
time to make such an observation.  He was a judge, writer and historian who served as Professor of Universal 
History, and Greek and Roman Antiquities, in the University of Edinburgh.  Are we also in a time of revolution? 
I  don’t  know.  The  last  one  was  about  taxation  without representation, an oppressive government that removed 
freedom and rights from the individual, and basic unfairness.  I’ll   let   you   deal   with   that   one  …   I’m   just   an  
observer.    As  they  say,  “Don’t  shoot  the  messenger.” 

Regardless of your opinion, we are in a time period that requires action. 

 

All the best,                                                                         

            
                                    
 

Garrett Jones              
 

  
 
 
 
 
 
 
 
 
 

NOTE:  THIS E-MAIL REPRESENTS THE VIEWS OF THE AUTHOR AND IS INTENDED FOR EDUCATIONAL PURPOSES ONLY.  THERE IS RISK 
OF LOSS IN ALL TYPES OF TRADING.  PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.   
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analysis department of the legendary Robert Farrell. He was involved in building up three successful money 
management firms during his career. All three of these firms were recognized for robust performance, aversion 
to risk and strong performance in down markets. Mr. Jones is a recognized expert in gold, technical analysis and 
the long wave economic cycle. 
 
After reading   Harry   Browne’s   classic,   How You Can Profit from the Coming Devaluation, Jones was 
captivated by gold and international economics. He began buying gold stocks for clients when gold was selling 
at $35/oz. and sold near the highs in late 1974. In 1978, he became vice president with Guild Investment 
Management, Inc., one of the first money management firms in the U.S. to specialize in international asset 
allocation — including gold, currencies and foreign markets, in addition to the U.S. markets. While with Guild, 
he again caught the move in gold and currencies and was instrumental in providing the technical opinion 
resulting in selling gold at $864/oz. on the precise day of its all time high (at that time). 
 
During the 1980s, Mr. Jones formed Evans & Jones with Don Evans. Their management company was a pioneer 
firm in market timing utilizing mutual fund switching. Evans & Jones primarily managed funds for large 
pension accounts and wealthy individuals. In 1990, Mr. Jones assisted in the founding of FX 500, Ltd., a firm 
utilizing S&P 500 futures contracts as an investment and hedging vehicle. In a matter of a few years, FX 500 
Ltd. became the largest domestic firm trading exclusively in S&P 500 futures contracts – trading as many as 
4,000 contracts per trade when the full size contract traded at $500 per point. 
 
Mr. Jones developed a proprietary trading system that received national recognition in the US Trading 
Championship with a return of 98.6% for the 4th quarter competition in 1989. He traded exclusively in the S&P 
500 futures, but found the system to be highly effective in the currency and precious metals markets, as well. He 
later developed a long term indicator for the stock market that has proven to be very effective in its goal of 
keeping the investor in for the trend (both in up and down markets) with a minimum of whipsaws. Jones entered 
the business during a bear market period and has an uncanny ability is spotting approaching bear markets. He 
forecast the 1987 collapse at the ISI international monetary conference in August of 1987 – two weeks prior to 
the market top. He is on record for calling the top in the stock market in 2000 (the all-time valuation top) and the 
all-time market top in October of 2007. He called the orthodox top in July 2007 to the exact day and then called 
the October 2007 top, as well. He has continued his focus on the refinement of trading systems and research on 
technical and other indicators for defining turning points in the markets. 
 
Over the years, he has been a featured speaker at a number of international monetary conferences both 
domestically and abroad. Mr. Jones has written numerous articles for domestic and international financial 
publications and participates in radio, TV and media interviews when time permits. He is currently working on a 
follow up CD to his 1988 audio tape presentation of An In-Depth Analysis of the Long Wave Cycle. The original 
work was highly acclaimed for its content and coverage of the sequence of events in the economic cycle. Mr. 
Jones states  that  “by knowing the sequence of events in the cycle, one can determine where we are in the cycle 
and know what is next to come. Such information allows one to plan for these coming events as opposed to 
being  surprised  by  them.” 

  
                                        



MODELING TOP TRADERS 
 

By  Adrienne  Toghraie,  Trader’s  Success  Coach 
 
 
 

 
Remember when you wanted to conquer the world, when nothing could stop you from becoming a Top Trader?  
With a passion for success you developed your system, and over time you began to produce consistent and 
comfortable returns. You have a supportive family, your dream home, two cars and a country club membership. 
Comfortable you may be, but a Top Trader you are not.  

If you have not yet lost the dream of being a Top Trader, you might wonder what it takes to be one. After all, 
you have worked very hard to get this far. Wouldn't it be great to take the next leap? The answer is that the 
difference between a Top Trader and an Average Good Trader is a very small difference indeed.  I have worked 
closely with a fair number of genuine Top Traders, and I can tell you that to be a Top Trader, you do NOT have 
to be: 

 extraordinarily intelligent 
 highly educated 
 very lucky 
 from a happy and well-functioning family 
 brilliant at math 
 well-connected 
 good-looking 

Giving up the Dream 
If you do not have to be an exceptional person with exceptional resources, you still do have to be willing to take 
calculated risks. For many traders, the accomplishment of becoming an Average Good Trader is an exceptional 
accomplishment.  But if your goal was to be a Top Trader, and you traded in your goal for security, the part of 
you that needs that fulfillment will feel like it is in a state of paralysis. Eventually, you will reach that point 
where even your secure world will start to crumble. 
Richard had dreamed of being a Top Trader. After getting off to a good start, he soon achieved a respectable 
level of success.  Within a brief period of time he had married, fathered two children, and bought a home. Life 
was comfortable for him and his Top Trader goal was within reach. Then, he experienced his first major draw-
down. Suddenly, Richard saw what he could lose and he was frightened.  He was afraid to take any additional 
risks because it might mean that he would not be able to keep up with his responsibilities. As a result, Richard 
forged an unwritten agreement between his trading and his life. He agreed to do what was necessary to maintain 
his trading at the current level and life would give him what was necessary to keep up the status quo.  
 
This arrangement would have been sufficient to make Richard content but for one fact: he knew that being a 
Top Trader was the main source of his passion and his reason for being a trader in the first place. He had let go 
of his dream and what he had in return was security. The security was good for his family and for a part of him 
that needed it, but not good for that part of Richard that wanted to live life fully.  
 
Inside, Richard's disenchantment began to gnaw away at his spirit. He found it harder and harder to face his 
trading and his profits slipped away. His comfortable agreement unraveled. After a while, instead of being a Top 
Trader or even an Average Good Trader, Richard was barely making a living at trading.  
    
So, what are some of the components that Richard was missing?  
 
A Continual Winning Strategy 
    

 



Marc is a Top Trader who has never given up his dream.  From the very start, he knew that he was going to be a 
Top Trader. Although he did not know the exact steps to take to reach his goal, he knew from experience that 
each time he overcame a hurdle or conquered a personal limitation, there were lessons to be learned and that an 
opportunity would open up for him. So, Marc decided to find the right teachers for each step of the way.  As a 
result of this strategy, Mark advanced one notch at a time. Although he does not possess a super intellect, and he 
is not a great scholar, he is very skilled at getting the best from the best. As Marc progressed in his career, he 
hired the best and learned from them.  
 
Each time he found himself at a plateau, he discovered how to get off of the plateau. Using this strategy, he 
realized that he had reached a limit in his trading results by relying on his methodology. The only new territory 
left to explore was to learn to have a better relationship with himself. Marc realized that he needed to overcome 
the issues of his past that were holding him back, such as his limiting beliefs, his internal conflicts and his fears. 
At this point, he became conscious of the importance of psychology to his trading performance. With coaching, 
he transformed his limiting psychological issues into a psychological base that would support exceptional 
trading. At present, he is not only exceptionally good at bringing in trading capital, and creating money for his 
clients, but after years of siphoning off the knowledge from his mentors, he is now a mentor for others. He says 
that now being a teacher gives him what he needs to continually grow to the next level of success.  And, he is 
earning around ten million dollars a year.   
  
Unlimited Beliefs 
    
Sam is a young Top Trader who once viewed himself as short, unattractive, and totally lacking in personal 
appeal and charisma. Nevertheless, he decided that he wanted to be a top money manager. He commenced his 
career on high hopes and extremely low funds. He decided that if he were going to attract investors, he would 
need to bring in the largest returns since he felt he wasn't sales savvy. He did not know that the average good 
money manager brings in 20%, so without that limiting belief he started to bring in more than 100% on family 
money. Even though he had limiting ideas about himself, he did not have limiting beliefs that he was not going 
to be a Top Trader.  So, with virtually nothing in hand as far as his own capital for trading, Sam took every cent 
he had and hired me as his trading coach.   
 
Like Eliza Doolittle with Professor Higgins to transform him, Sam learned to transform his opinion about his 
appearance.  First we changed his feelings about the way he viewed his height, since that seemed to be a major 
issue. Instead of seeing his height as a limitation, he learned that many great men in the past stood no taller than 
he did and that many great men today are shorter than he is. He also learned that while he was not physically the 
man that would make women swoon, he could be charismatic about using his energy to attract people. The right 
energy could attract not only women and men to him, but investors, as well. He learned that he must take the 
initiative to meet people in a way that would make them want to seek him out. Each and every lesson was a 
difficult one for Sam, but because of his determination and his laser-like focus, he has become a top money 
manager. He needed to feel that he was as tall and attractive as the money he earned in order for people to 
believe in him enough to trust him with their money. 
 
Finding Teachers who can Teach 
Elliott was a Top Trader on the floor who came in from the cold and is now trading off the floor.  He started as a 
floor trader by knocking on doors and by schmoozing people at trader hangouts. By making friendships and 
using his charm, he extracted information from these traders and learned all he possibly could about floor 
trading. The more information he obtained in this fashion, the more he increased his abilities and position until 
he was working as an independent floor trader. Long before he would need to leave the floor, he decided to take 
the next step and become an off the floor trader.  

Applying the same strategy to this move that he did to getting on the floor, he used his charisma to seduce others 
to teach him about trading off the floor. But, he discovered that the information he derived from charming 
people was not enough to get him started. So, Elliott started hiring people to teach him. When we worked 
together and he had recapped who he had hired to teach him, I realized much of what he learned was not going 
to make him successful off the floor.  Great traders are not necessarily great teachers. Great marketers and 



seminar leaders don't always give information that will make you a highly successful trader.  Once he was 
directed to the right teachers he was on his way to achieving success as an off the floor trader. Now, Elliott owns 
two separate mansions and through his organization, he supports twenty people in an affluent life-style. From 
his trading on his own account, he makes in excess of two and a half million dollars each year. 

Modeling these Top Traders 
From these three Top Traders, you can extract some of the qualities that it takes to be a Top Trader: 

1. Keep in the forefront of your mind your dream and your goals.  Make sure you never take them for granted.  
Review them often. 

2. Make sure your beliefs are in alignment with your dreams and goals. Strong supportive beliefs in the best of 
yourself and your ability to achieve your dreams and goals are the foundation for building success. 

3. Hurdles are part of the journey and with each hurdle there is a valuable lesson to learn.  Think of them as 
opportunities for growth. 

4. Find traders who are successful in the trading that you want to do and model them. 
5. Find teachers who know how to teach.  Ask traders who are successful to give recommendations on good 

teachers. 
6. Find a traders coach who you feel comfortable with, who will assist you in eliminating the sabotage that is 

holding you back, and will be there for you to keep achieving new levels of success.  
7. Whenever you are on a new plateau, think of it as a stepping stone to the next level.  The minute you stop 

growing you set up the environment for sabotage. 
8. Always work on a better relationship with yourself by overcoming your fears and conflicts. 
9. Charismatic energy is the best energy for having a good relationship with yourself and other people.  This 

energy will bring out the passion in you, which will motivate you to focus on your dreams. 
10. Mentoring for others is one of the best ways to learn new lessons for yourself.  Teaching will open you up to 

a part of yourself that needs to learn and grow. 
 

Conclusion 
Top traders have a formula for being on top and when you apply this formula, you too can also reach 
high levels of success.  To be at this elitist status requires you to bring out the best in yourself and 
sometimes that best is not enough.  But, if you do what Top Traders do, think how they think and work 
as hard as they do, you are more likely to reach your dreams and goals.  The important thing to realize is 
that by modeling on these Top Traders the road is not as rough. 
 
ADRIENNE  TOGHRAIE,  a  Trader’s  Success  Coach, is an internationally recognized authority in the field 
of human development for the financial community. Her 13 books on the psychology of trading including, The 
Winning Edge 1-4, Traders' Secrets, and Trading on Target have been highly praised by financial magazines. 
Adrienne's public seminars and private counseling have achieved a wide level of recognition and popularity, as 
well as her television appearances and keynote addresses at major industry conferences. 
 
She has also been a presenter to the TSAASF organization and recently (March 27th) did a webinar for the 
members. 
 
Contact Information 
 
Contact Name: Adrienne Toghraie  
Company: TradingOnTarget.com                                                                                               
Website: www.Tradingontarget.com 
Phone: 919-851-8288 
Email: Adrienne@TradingOnTarget.com 
 

HOW TO PREVENT A TRADING ACCIDENT 

http://www.tradingontarget.com/


 
By Jeffrey Kennedy, Elliott Wave International 

 
 

My most important analytical and trading rule — let the market commit to you before you commit to the market 
— is based on behavior we employ every day as we drive our cars. 
 
Let’s  pretend  that  you  are  driving  a  car  in  the  United  States  and intend to make a left turn into a shopping center. 
At the same time, another car drives toward you in the opposite lane with its right-hand turn signal on, 
indicating that the driver plans to make a right-hand turn into the shopping center. 
 

 
 

How do you handle this type of situation? You can either immediately make a left in front of the other car, or, as 
a safe and conscientious driver, you can wait until the other driver slows down and begins to turn. 
 
I  hope,  for  safety’s  sake,  that  all  of  you  wait  for the opposing car to slow down and begin turning before starting 
your own left turn. The reason is self-evident, especially if you have ever found yourself behind a driver who 
has forgotten to turn off his or her turn signal and ends up driving many miles before realizing the error. 
 
The quickest way to have an accident is to pull out in front of a car that merely has its turn signal on. In other 
words,  it’s  best  to  wait  for  the  other  car  to  commit  before  you  do,  the  same  way  that  it’s  best  to  let  the  market 
commit  to  you  before  you  commit  to  the  market,  and  here’s  why: 
 
Let’s  say  that  you’re  looking  at  a  high-confidence trade setup on a price chart. You could simply buy or sell, 
based on that evidence alone. Doing so, in my mind, is an aggressive approach to trading, the equivalent to an 
aggressive driving style. 
 
Instead, why not wait for another price bar or two to form to see if the market is indeed willing to commit to 



you? If so, then go ahead and commit to the market by placing your trade. If, though, ensuing price bars or price 
action  don’t  confirm  price  action,  then  stand  aside. 
 
This simple rule can benefit you in two ways. First, it slows down your trading. One of the biggest mistakes 
many traders make is overtrading. In fact, I believe that if you spend more than 10% or 20% of your time 
trading, then you are overtrading. By incorporating this simple rule in your trading, you eliminate knee-jerk 
reactions to market moves and the propensity to try to pick market tops and bottoms. 
 
Second, this rule focuses your attention on higher-confidence trade setups. If you believe that a particular 
market is topping, and appropriate price action corroborates that belief, then you have a better chance of 
executing a successful trade. 
 
Think of it this way: Your initial  trade  setup  or  trade  signal  is  the  market’s  turn  signal.  If  the  market  then  begins  
to slow down and turn, just like that oncoming car, then the market is demonstrating a commitment, and you can 
then reply in kind. 
 
A line in one of my favorite movies, The Mummy,   has  Brendan  Fraser   saying,   “I   only   gamble  with  my   life,  
never  my  money.”  Well,  why  gamble  at  all?  If  you  don’t  gamble  with  your  life  by  turning  in  front  of  oncoming  
traffic, then why gamble with your money by acting prematurely and not waiting for the market to commit? 
Remember, waiting for the market to commit is the best way to prevent a trading accident. 
____________ 
Jeffrey Kennedy is Chief Commodities Analyst at Elliott Wave International, with 20-plus years of experience as 
an analyst, trader and teacher. He also produces Elliott Wave Junctures, an educational service that shows how 
to spot trading opportunities with wave analysis and supporting technical methods. He has taught thousands of 
people how to improve their trading through his EWI courses and as an adjunct professor of technical analysis 
at Georgia Tech University. For more info, go to www.elliottwave.com. 
 
 
 

AN INTERVIEW 
 

By Sinan Koray 
 
You are being interviewed for a job as a trader.  Your interview questions are listed below. Answer them, as 
honestly as you can.  Speak the answers out loud or write the answers.  
 

1. What personal issue is trading going to solve? Can you be on your own? Can you support yourself 
financially? Can you support yourself emotionally? Do you like how you do things? 

 

2. What is your one reservation about trading that you haven't told anyone?  
 

3. If you are unhappy with your trading thus far, how would you handle it if your trading does not improve 
at all? 

 

4. How will this pursuit look in ten years with expectations of your family members, pressures of children, 
mortgage and a full-on life? 

 



5. Are you trading to resolve an earlier, unresolved financial pursuit? Does trading have something in 
common with that aspect of your life, the one you never worked out how to conquer? 

 

6. Do you want to be successful in trading to get more love, respect, power or appreciation? For example: 
Getting your mother to stop dominating you; proving to your father that you do have what it takes? 

 

7. Are you emotionally mature enough to handle your trading upsets responsibly? 
 

8. When you are upset do you feel better when you transfer your pain on to your trading, your broker, your 
system or the markets, as a way of ridding yourself of bad feelings? 

 

9. Do you know the difference between a hobby and committed profession? 
 

10. If trading meant having to compromise your real self, would you get out? 
 

11. Are you prepared to talk about issues you feel defensive about?  
 

12. If someone close to you wants to address some issue about your trading that hurts you or makes you 
uneasy, are you willing to feel bad so they will feel better by getting it off their chest? 

 

13. Are you prepared to stick with trading for life? 
 

14. How well do you persist? If you run out of skill during a tough period, do you punish yourself, pout and 
go silent? Do you punish someone close to you? Is the punishment telling something about you that is 
hidden? 

 

15. If trading does not bring you the income you imagined, are you prepared to go hungry and sacrifice some 
of the luxuries you now have? 

 

16. If trading does bring you the income you imagined, are you intending to make lifestyle changes? 
 

17. Are you searching for excitement through trading? 
 

18. How good are you at doing what you don't want just because your trading requires it? Can you 
participate in something you dislike and do it in a way that makes your trading better? 

 

19. How emotionally open are you? Can you share your joys and sorrows with close ones? 



 

20. Do you have a life outside of trading that excites you enough to add passion to your life such as hobbies, 
sport, friends or interests? Is your trading your only source of energy, interest, emotional wellbeing and 
life? 

 

21. Are you prepared for dry spells where glory and big profits are out the window and all you have is anger, 
frustration, or boredom? Can you ride these periods out without thinking it's over, knowing it's a phase 
and profits will return? 

 

22. Are you tempted to rebel against systems, indicators, setups and stay out when you need to be in or be in 
when you need to stay out? 

 

23. Have you talked about finances, budgets, draw-downs, margin calls, gaps, government interventions that 
may affect your trading with a peer or an advisor? 

 

24. Are   you   trading   with   your   money,   family   money,   relative’s   money,   borrowed   money,   spare   money,  
inherited money? Are you prepared to deal with emotional implications of the scenario you are in?  Have 
you thought of what would happen if you lost or made a lot of money? 

 

25. If you are discussing your trading with a loved one, do you trust them with the emotional roller-coaster 
of your trading?  Can they be objective and supportive enough to help you? Will they be an emotional 
drain for you?  Can they strike a balance between giving you confidence and warning you if you are 
heading down a self-destructive path? 

 

26. Do you have an exit strategy out of your trading venture?  When would you employ such a strategy? 
 

27. Do you have a dollar target for your profits that would prompt you to retire from trading? 
 

28. Can you allow your partner to dislike your trading? Are you happy to let your partner to assist you with 
discipline? If you have to choose, are you willing to give up your trading for family harmony?  
 

If  you  think  there  is  room  for  improvement,  ask  yourself:  “How  may  I   improve  this  aspect  of  my  emotions?”  
Within you are resources that are way beyond your conscious awareness.  You do know what to do in most 
cases? 
 
Sinan Koray 
www.tradestressfree.com 
 
 
 

http://www.tradestressfree.com/


 

MEDDLING IN THE AFFAIRS OF (MARKET) WIZARDS 

By Brad Brenneise 

Recently, I got a new technical analysis software package - different from the one I had been using for years.  
The package I had been using was a good technical analysis program, and had served me well in many 
discoveries, but it was more of a general market technical analysis program, and didn't provide much in the way 
of Gann analysis tools.  If you have read some of my previous articles, you will know that I am exploring the 
techniques of W.D. Gann.  The new program, Market Analyst, has a large suite of Gann tools available. 

So far, I have had many hours of fun playing around with the tools in Market Analyst.  One tool in particular 
that I took an interest in is the Square of Nine chart.  If you had attended the TSAASF Cycles Conference, that 
was a couple of years back, you may remember that one of our speakers, Sinan Koray, gave part of his lecture 
on the Square of Nine.  I read that 20% of the people in the trading pits of Chicago, at one time, actively used 
the Square of Nine in making trading decisions.  Whether this is true or not, I keep coming across references to 
this square in market related literature. 

I have named my article after a quote from my favorite author, J.R.R. Tolkien.  He said, "Do not meddle in the 
affairs of wizards, for they are subtle and quick to anger."  I consider the Square of Nine to be in the realm of the 
market wizard.  It has many interesting mathematical properties.  It also looks mysterious and has been 
compared by some to a pyramid. 

I won't go into much detail on the many uses of the Square of Nine.  I don't really have any formal training using 
it.  I simply mean to show you some interesting things that I have discovered exploring the Square of Nine in the 
little time that I have been looking at it.   In many ways, I feel like Mickey Mouse in the movie, The Sorcerer’s 
Apprentice.  Sure there is magic here - but without having an understanding of it, things can quickly get out of 
hand. 

Beyond this point, we enter into a whole new realm.  We step off into the ether where gods are born, suns die, 
and the future  is  made  clear  while  in  the  present.    So  …  come  with  me  and  meddle  in  the  affairs  of  the  market  
wizards - at least for a little while.  It should be fun. 

The Square of Nine is a square that is made up of numbers.  Usually, in the middle of the square, it begins with 
the number 1, and then spirals outward in a clock-wise direction counting higher.  Around the outside of it is a 
date ring, with each day of the year shown in a circular fashion.  This ring is aligned with the solstices and the 
equinoxes of the year on the North, South, East, and West portion of the square.  I am not sure exactly the 
reasoning behind the date ring, but it may have something to do with the amount of energy the earth receives 
from the sun on the solstice dates and the theory of how that may affect the market. 

The square of Nine can be divided up into "aspects."  These aspects are divisions of the circle into well-known 
geometric angles such as 90 degrees (square), 120 degrees (triune), 60 degrees (sextile), and 45 degrees (semi-
square).  Two numbers on the square form an angle between them when compared to the middle of the square.  
If they form a well-known angle, it could be said that they "aspect" each other.  I am able to view these aspects 
easily because the Square of Nine in Market Analyst has the ability to show them. 

I played around with the major highs and lows on the S&P 500 and observed the aspects these numbers create.  
In doing this, I made some startling observations. 



The high of the S&P 500 market in 2000 occurred on March 24 at the price of 1552.87.  By taking the price of 
1553 and highlighting it on the Square of Nine, and turning on the "square" aspect feature, I saw that the dates 
of April 22, July 24, October 24, and January 21 are marked.  Please see the chart below showing the bottom 
the market made in 2002. 

 

S&P 500 2002 Bottom 

The first bottom of the Head and Shoulders pattern was made on July 24, 2002.  This was "square" to the 2000 
high of 1553. 

Here is what it looks like on the Square of Nine. 

 

 



Square of Nine Chart Showing 1553 

The low in 2002 was made on October 10 at the price of 768.63.  By applying the triune (120 degrees) aspect 
tool to the price of 768, I saw that October 11, February 7, and June 9 are marked.  On October 10, 2002 at the 
price of 768, the market was in an aspect to itself - October 11.  It is also well known that the market made the 
2007 high on October 11 - almost 5 years to the day of the low. 

 

S&P 500 Showing October 2007 High 

 

Square of Nine Chart Showing 768 

After seeing the price of the major high or low show the turning day of the year - not the year - I was deeply 
interested and had to see if the 2009 bottom day was made on an aspect to the top price. 



The high of the S&P 500 that was made in October 2007 was 1576.09.  Using the square aspect, I saw that the 
dates highlighted were June 7th, September 8th, December 8th, and March 7th.  Take a look at the market 
bottom in 2009.   

 

S&P 500 Showing March 2009 Low 

 

Square of Nine Chart Showing 1576 

March 7th was on the weekend. 

So far, three out of three major highs and lows in the S&P 500 are made on aspect dates to the high or low price 
in the Square of Nine.   



At this time, the tool might seem magic - the stuff of wizards.  You might be wondering what the principle 
behind all of this is.  Well, I can't tell you with any authority right now.  However, I am going to take a guess at 
it in true Gann fashion.   

One concept that W.D. Gann used was converting price into time.  He said that the price of a top would make a 
turn in time based on how high or low it was.  This is just another form of converting price to time.  You can, 
conversely, convert time to price by picking a date and seeing what prices aspect it on the square of nine.  
Though this last one may be a valid way of doing things, fast market movements can hit two or three of these 
times to price conversions in a single day.  Converting price to time in this fashion works much slower and 
therefore, might have more meaning. 

What I discovered, that shown above, is stunningly accurate.  It seems to tell the future.  But when trying to 
apply this to real trading I imagine that the dates may be off a day or two depending on the price you picked.  
For example, my first price was 1552.87.  I chose 1553 because it rounded to that number nicely.  However, had 
I chosen 1552, I would have gotten a set of dates that were close to the ones I got with 1553, but they would be 
off a little.  This just goes to show that using the Square of Nine is an art - not a science. 

You may be wondering what the Square of Nine currently aspects from the March 2009 low.  Well, I cannot 
publish an article like this without giving you that information.  However, please keep in mind that I am not 
making any predictions.   

The market bottomed out on March 6, 2009 at the price of 666.79.  The number 666 is interesting in itself and 
has Biblical implications.  It is the Number of the Beast in the book of Revelation.  However, on the Square of 
Nine, it aspects the following dates (I am only going to give the dates once, because some repeat):  

Square Aspects (90 Degrees): June 1st, October 2nd, December 30th, and March 30th. 

Triune Aspects (120 Degrees): November 1st, and February 28th. 

Sextile Aspects (60 Degrees): September 1st, and April 30th. 

Semi-Square Aspects (45 Degrees): August 17, November 16th, February 13th, and May 15th. 

Semi-Sextile Aspects (30 Degrees): August 1st, December 1st, January 29th, and May 31st. 

By adding the Semi-Square and Semi-Sextile aspects to the Square of Nine, dates become less meaningful as 
there are more of them to consider.  They still may be important, but I wouldn't put much weight on them.  I 
would consider the square, triune, and sextile aspects the most important. 

Homework Assignment: Here is an assignment for you to do on your own.  Take a look at the rise in the S&P 
500 from the 2009 bottom and find the largest correction.  Compare the dates of the beginning and the end of 
that correction to the dates I have given above.  What do you find? 

The Square of Nine is a fascinating tool that has many uses.  As an amateur Gann researcher, I was excited to 
discover the things I saw.  However, there is no guarantee that things will work the same into the future.  It takes 
skill to successfully trade the markets, and I believe that understanding and risk management is worth more than 
the ability to make forecasts.  If I were to list in order of importance the skills one needs to invest, I would put 
forecasting near the bottom of that list.  However, it is fun from time to time, and can yield beneficial results 
when combined with a trading plan.  I hope you enjoyed the article. 

You can contact the author with any questions or comments at: TSAASFReview@yahoo.com. 



BOOK REVIEW 
 

THE JANUS FACTOR: TREND FOLLOWERS GUIDE TO MARKED DIALECTICS  
- By Gary Anderson 

 
Review written by Prof. Hank Pruden, Ph.D., Chairman, TSAASF 

 
Gary Anderson is a good friend of the TSAASF.  Over the years he has flown in his own plane from his home in 
Eugene, Oregon to give presentations to technicians, students and others at Golden Gate University on Wyckoff 
and on The Janus Factor.  In fact, many of the principles that are now incorporated into his book, 
The Janus Factor, were first introduced to us during those presentations in San Francisco. 
 
The book review that follows incorporates many of the fine comments concerning The Janus Factor made by 
both the Bloomberg Press and by such eminent reviewers as Linda Raschke, Greg Morris and Michael Kahn. 
 

Janus was the Roman god of gates and doors and was represented by two opposing faces, suggesting the two-sided 
nature of things.  Anderson uses the metaphor of Janus to explain the dual nature of the markets and how the 
markets vacillate between two different environments:  one which is dominated by trend followers and the other by 
contrarian bargain hunters. 
 
Anderson addresses how to recognize these shifts-which will put you in a better position to improve your odds of 
success from market to market-he also offers a systematic view of how positive and negative feedback loops drive 
capital flows in the stock market.  With a firm understanding of how those flows tend to favor either sector leaders 
or   sector   laggards   at   different   times,   you’ll   be   better   equipped   to   find   the   market’s   high-probability trades.  
Anderson also shows you what   it   takes   to   compute   “The   Spread,”   which   he   considers   a   trader’s   ultimate 
risk-management tool.  – Bloomberg 
 

Gary  Anderson’s  book,  The Janus Factor is a well-crafted 170 pages loaded with figures, charts and tables and 
packed with pithy aphorisms that are  a  trade  mark  of  the  author’s  style. 
In approaching the book, I recommend that after reading the first four chapters, the reader then skips forward to 
chapters 4 and 9.  There he/she will discover familiar chart territory and trading sequences that pave the way to 
the remainder of the book. 

PRAISE FOR THE JANUS FACTOR 

Here are what Raschke, Morris and Kahn had to say on the back cover of The Janus Factor: 
 
“A   wonderful,   thought-provoking read that everyone from market students to the most astute investment 
professional  should  appreciate.    Nice  to  see  original  work  so  enjoyably  presented.” 
-LINDA RASCHKE, President, LBRGroup, Inc. 
 
“Gary   has   produced   an   intellectual  work   that   offers   something   almost   totally   new   to   the   investment   analysis  
field.  Laced with history and anecdote, he walks the reader through his entire process with a learning curve that 
is intoxicating.  Until now, I would have bet that there is very little to add to the concept of relative momentum, 
and I would have been dead wrong.  This is a book anyone even slightly interested in market analysis will want 
to  read,  and  probably  more  than  once.” 
-GREGORY L. MORRIS, Chairman and Chief Technical Analyst, Stadion Investment Committee 

“What   I   like  about   this  book  is  how  Gary  Anderson  Explains  the processes that make markets.  Each chapter 
starts with a parable taken from the real world and then applied to the markets-all before the serious science 
begins.  Make no mistake, that science will help you understand the real reason markets do what they do.” 
-MICHAEL KAHN, CMT Editor, Quick Takes Pro market letter, and communist, Barron’s Online 
 



Book: Gary Edwin Anderson, The Janus Factor:  Trend Followers Guide to Market Dialectics, Bloomberg 
Press, Published by John Wiley & Sons, Inc., Hoboken, New Jersey, U.S.A., 2012 (ISBN 978-1-118-08707-7) 
 
THE AUTHOR: 
 
GARY EDWIN ANDERSON is a principal of Anderson & Loe, providing stock market consulting and 
advisory services to an international clientele of professional asset managers, including banks, mutual funds, 
hedge funds, and financial advisors.  A well-known technical analyst, Anderson won the 2003 Charles H. Dow 
Award from the Market Technicians Association for his paper on feedback loops in the stock market.  
Anderson’s  work  has  been  featured  in  Barron’s, and he has been published in Technical Analysis of Stocks & 
Commodities.  In addition, he publishes a weekly commentary, Equity Portfolio Manager. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



THE SECRET OF THE CHART 
 

By Brad Brenneise 
 

 
 

S&P 500 2007 To 2013 
 

The above chart is a chart of the S&P 500 Cash Index.  Believe it or not, the lines you see are drawn using a 
mathematical formula from a single point.  They are not dependent on anything that occurred after the high in 
the S&P 500 that happened on October 11th, 2007. 
 
I have used tiny red and green arrows (they probably appear as dots) that highlight the areas where the market 
turned off of these lines.  They are incredible. 
 
There is a secret to creating this chart.  It took me months to figure out.  Would you like to know it? 
I don't intend to keep this secret to myself.  However, because of the work I had to do to learn it, I won't print it 
here.  As the new editor of the TSAASF Review, I would like feedback on the things you would like to see 
incorporated into the Review. 
   
So here is the deal ... if you would like the secret of this chart in full detail, I will give it to you, but only if you 
sent me a letter telling me something about your impression of the Review, of TSAASF, or the kind of things 
you would like to see in our group in the future. 
 
Write to me at: TSAASFReview@yahoo.com. 
 
Brad Brenneise 

mailto:TSAASFReview@yahoo.com

