Itismy propos thet there isafundamentd

Itismy proposal that there is afundamental, underlying structure that isthe samein all markets and all timeframes. Thishas
been suggested before by Elliott, Gann, et al, but the difference here isthat my "fundamental structure" isvery simple and
does not require intense study and alitany of qualifications and exceptions. My underlying structure isimmediately obvious
when looking at any price chart in any timeframe, and should have real utility for any trader working in any timeframe. In fact,
| don't know why more writers haven't keyed into thisbefore... | hope what you see here will ring true and that your own
observationswill reinforce mine. I'm aways open to comments, criticisms and suggestions!

So what isthis fundamental structure? Very simply, an impulse push, aretracement and another impulse in the same direction
asthefirst. Graphically, it would look something like this:
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The structure is exactly the same, whether the market isin uptrend or downtrend. The only difference isthat the structureis
inverted. So let'sforget about the downtrend for amoment and just work with the uptrend line. Notice that there are two
impulse waves (wave A and C), and one retracement wave that moves in the opposite direction of the impulse waves (B).
Understand that thisisjust arough schematic structure, but try to be very clear about the nuances of what I'm saying before
we look at real market data

The A wave hasa sense of urgency toit. If the market has been dull and flat for some time, the appearance of an A waveisa
welcome sign. It feelslike the market is coming back to life. Now, talking about how it feels may not seem very scientific, but
it'scompletely appropriate. | believe that these patterns appear as aresult of trader psychology. It can bevery hard to tell
when an A waveisgoing to end or how far it'sgoing to go. Sufficeit to say, one of the most amateurish trading mistakesis
to buy the market near the top of the A wave and dump it in frustration near the bottom of the B. Been there and done that?
If not, you probably haven't been trading very long. Thisisthe function of the market: to create emotional reactionsin the
market participants. Be aware that trading according to these market-induced emotionsis rarely going to be profitable. In
fact, the purpose of the market is to generate emotions that cause the mass of market participants to do the wrong thing at the
wrong time. We must understand this structure so that we can stand apart from the crowd! Thisisalso why good trades feel
uncomfortable sometimes. We are going against the emotional patterns of the market, but these patterns are designed to
separate suckers from their money. A few last words on A waves: the slope and duration of the A wave provide a method to
guantify the strength of the A impulse. Steeper and longer waves have more strength.

The B waveisanatura reactiontothe A wave. B must follow A. It'salmost likealaw of nature: day follows night, rest
follows action, action follows rest, reaction follows action. An extremely interesting fact about B wavesis that they seem to
respect the ratios and proportions described by Fibonacci numbers. In other words, we expect the B wave to terminate at 38%,
50% or 62% of the length of wave A. Especialy on shorter timeframes, retracements of 21% and 89% are a so quite common.
Though many times these points will be hit exactly and the market will turn, allow some room for noise and error. If the
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market is close to one of these areas start watching for aturn. Do not be upset if the market turns at 41% instead of 38%.
Thisisal just away of quantifying the market structure so that your brain can deal withit! Y ou can simplify even farther and
say that the B wave normally retraces 50% of the A wave, with amargin of error of about 10%-15% +/-. This statement will
upset alot of hard corefib traders, but it isthe fundamental understanding.

The character of the B wave tells us quite a bit about the overall health of the market. The more deeply B retraces, the weaker
the market is assumed to be. A B wavethat can only pull back 21% of A isamarket that is quite strong, with areal sense of
urgency. Inthissituation, we might well expect continued movesto the upside. On the other hand, amarket that pulls back
very deeply (62% or more) may not even reach the peak of the A wave again. We can "feel" thison the charts. A steep and
long B wave will fed like the market is giving up the gains of A, while ashallow flat B will fed like the market can't wait to
continue the move started in the A wave. Graphically, some of these B'slook like this:
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A rule of thumb for the length of the C wave is given by a"measure move objective’. Thissimply meansthe C wave will be
about aslong asthe A wavewas. To put it more mathematically, take the length of the A wave from its base to its peak, and
add that value to the end of the B wave (this means we have to see the B wave turn first). Thiswill project an ending value
for C. Again, thisisnot rocket science, and sometimes these values will not be hit exactly, but it does give usaway to
quantify the market's action. On achart, thislookslikethis:
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So that iswhat I'm proposing to be the fundamental structure of the market. Now for afew refinements.... what happens after
the C waveiscompleted? The"normal" course of action isfor an X-Y-Z downward impulse unit to form, and for the market
to continue moving in alternating waves of ABC, XYZ, ABC .... Thislookslikethis:

Another possible direction the market can take isto immediately begin another B correction after the C. In this case, another
C leg often follows out of the B correction. It isalmost asif the C wave doubles asthe A wave of the next impulse unit.
(Hey, if thiswas always simple the structure would self-destruct because everytrader would seeit and try to trade it!)

Y et another possible outcomeis, if the psychology of the market isready for it, that anew A wave may begin from the
termination of the C wave. This producesthe 5 wave structure that Elliott theorists propose to be the fundamental, underlying
structure of the market. Be very clear on this point: my structureis much more simple and, | believe, elegant than the
complications of Elliott'stheory. Elliott's basic 5 wave impulseis produced when thereis an intense sense of urgency and real
strength behind the market's movement. Thisiswhy Elliott said that true impulse waves always have a5 wave character. |
believethat it is more correct to understand the 5 wave structure as avariant of the basic 3 wave structure. Elliott'sfamous'3'
wave getsits strength from the fact that it is actually two separate impul se waves with no pause or correction between them.
This structure looks like this:
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There are other variations of this structure, but these are the most common and probably the most significant. There are
variationswherethe Y and Z of the XY Z could be counted asthe A and B of the next ABC, cases wherethe C failsto carry
beyond the peak of the A wave, and (especially on low timeframes) periods where the market will swing back and forth within
anarrow range. | don't personally feel it's necessary to make thistheory precisely account for all variations of market action;
aslong asit provides abasic framework that gives some sense and structure to the market, it'sdoing it'sjob. Remember too,
the market has a certain degree of "noise" (chaos, randomness?) in the price action. This noise can distort the underlying
structure and make it hard to recognize, but it is still there!

It isalso important to understand that this structure is playing out in various timeframes and levels at the sametime. If weare
looking at a5 minute ES chart, we can usually see the structure very clearly. It isalso important to understand that the 5
minute structureis amicroscopic view of the 30 minute structure, and that patterns on the 5 minute chart are going to be
strongly influenced by the 30 minute chart. In other words, even if the 5 minute chart looks like a short, if the 30 minute chart
iscoming up to aretracement level you want to be very careful of that short. If you'reinterested in predicting, the highest
probability turning points occur when several timeframes give significant projections at the same levels (confluence). | have
cometo believe that THE key to successful trading is being aware of the influence of the higher timeframe on the timeframe
you aretrading. Also keep in mind that these "timeframes" are yet another arbitrary structure we impose upon the market.
Why 5 minute bars and not 4 minute 45 second bars? No real reason other than convenience.

At the same time you're aware of the influence of the higher timeframe, a so be aware that the patterns you are seeing on your
chart are the result of the interactions of the lower timeframes. When you go down to acertain level in the market, most
markets (except for the most active) become untradeable. The stock indiceswork down to 1 minute bars, but most markets are
difficult to trade below 5 minute bars (though equal tick bars will make recognizable patterns out of the thinnest markets.)
Keep in mind the influence of thislower timeframe aswell. The pauses you seein your timeframe are likely due to turning
pointsin that lower timeframe. More than once, I've seen atrader dump agood trade when the market seemsto stall, but it
was really just aturning point in the lower timeframe. Patterns that appear to be aberrations are often just the normal interplay
and interference patterns between waves at different levels and timeframes. The most powerful patterns happen when several
timeframesroll over in the same direction simultaneously--this creates a situation with potential for intense positive feedback.
Y ou can visualize this multi-level structure something like this, being aware that everything on this chart would be part of the
A-B gtructure of the next higher timeframe:
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One more small but important refinement isto be aware that these are impulsewaves. There are plenty of timeswhen the
market islocked in atrading range and is moving sideways. At these points, | suspect the market still respects, on some level,
this ABC structure, but the level of noise to signal becomes so high in trading ranges that it is very difficult to make any
directiona calls. The market does clearly alternate between periods of relative rest and relative strength. In atrading range, it
isusually best to stay out of trouble and wait for the emergence of real impulse. Only then can we make directional callsand
forecasts with any degree of certainty. Most trading tools work best when there is a supply/demand imbalance, which will
show itself on the tape as strong buying or selling.

Well, that'sit for the basic structure. Let'squickly apply thisto afew charts. Noticethat sometimesthe ideal structureisa
little skewed or distorted. Many timesit will be unclear exactly how the market is conforming to thetheory. Thisisto be
expected when looking at real market data, but at least understanding this structure gives you a better sense of where the
market isat any point intime:
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Start looking for and watching this structure in all timeframes (down to even thetick level). Good trading!
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