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Foreword

hat is it that makes the writings of W.D.
WGann so fascinating, yet still controversial

to so many? Are there, contained within
his writings, specific ideas that unlock the Holy Grail
of the stock market and change the way you look
at price and volume charts? Can he really help you

become a better investor or trader?

Many deeply believe so. In fact, Gann's writings and
concepts are embraced by scores of serious investors
and professional traders, to this day. And some of
those investors have found, as | have, that his writ-
ings have significantly influenced their trading in a
very positive way. | can emphatically state that more
than any other person, the writings of W.D. Gann
have completely changed my approach to the stock
market. Using his ideas, | was able to increase, by
tenfold, a small portfolio of several thousand dollars,
over a period of sixteen months.

It was in Gann's book, Truth of the Stock Tape, that
| came across the idea that changed the way | per-
sonally looked at price and volume charts, by com-
paring a stock’s cumulative trading volume to its

Al serious
students of the
stock market are
eventually drawn
to the writings
of W.D. Gann and
Clif Droke's book
is an excelfent
place to start.
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W.D. Gann had an
enormous impact
on my approach
to the stock
market, and it
was his direct
influence which
led me to con-
clude that the
number of shares
available for
trading was

as important

as price and
volume, and that
viewing stocks in
this way could
reveal accumula-
tion bottoms and
distribution tops.

floating supply of shares. The impact of this idea
was like the cliché of “getting hit with a ton of
bricks” and here is why: | had observed several
dozen high-flying stocks as they came crashing
down to earth. It was Gann's teachings that made
me realize that if there was a rectangular distance
an a chart in which the cumulative volume equaled
the floating supply of shares, then that rectangle
represented a proxy for a change in ownership in
that company. 1then reasoned that a change in
ownership most likely would occurr right at the top
and that the rectangle could always be seen as the
place of final distribution. The implication of these
ideas led me to realize that there would also be a
rectangular area at long-term bottoms, which could
be seen as the place of initial accumulation.

At that time | did not own a computer and charted
stacks entirely by hand. With Gann's ideas resonat-
ing in my head, | began the laborious task of track-
ing the float turnover for a large number of stocks.
Adding volume numbers cumulatively and compar-
ing them to a stock’s float was quite difficult and
could take hours, even with a handheld calculator.
But the end result of this intense study convinced
me that my thoughts on the subject were exactly
right. | then purchased a computer and hired a sys-
tems analyst fo write the cumulative-volume float
indicator that is documented in my book, The
Precision Profit Float Indicator. In short, W.D. Gann
had an enormous impact on my approach to the
stock market, and it was his direct influence which
led me to conclude that the number of shares
available for trading was as important as price and
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volume, and that viewing stocks in this way could
reveal accumulation bottoms and distribution tops.

When [ first read Clif Droke’s manuscript for this
book, | had not read any of Gann’s material in quite
some time. | found the experience of revisiting
Gann’s work more than enjoyable. There is some-
thing about Gann's material that is akin to reading
an ancient manuscript that talks of turning ordinary
stones into gold. 1t is as though one has discovered
the actual writings of Merlin,

i truly believe that many of Gann's ideas are time-
less and stand as a testament to a man who spent
his life studying the markets, successfully trading
them, and sharing his ideas with others. His teach-
ings have stood the test of time and are regarded
as one of the foundations of financial research.
After reading his work, one gets the impression
that Gann had seen it all and understood the
importance of sharing his discoveries. Yet, there is
also the feeling that his most important discoveries
were not fully revealed —and may stilt be shrouded
in some secret code, which has yet to be uncov-
ered. Perhaps new students of Gann technigues will
finally be able to unlock the code — and reveal
even more of Gann's impressive body of work.

Those new to Gann's methods should find Gann
Simplified a fascinating introduction. Clif Droke has
done an excellent job of delivering the “essence”
of W.D. Gann’s writings. He not only gives the
reader the best of Gann’s ideas in Gann's own
words, but also elaborates on Gann's teachings in a
clear and easy-to-follow style.

Clif Droke has
done an excellent
job of delivering
the "essence” of
W.D. Gann's
writings. He not
only gives the
reader the best
of Gann's ideas
in Gann's own
words, but also
elaborates on
Gann's teachings
in a clear and
easy-to-follow
style.

|
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Even those
who have read
Gann in the
past will find
this new book
stimulating.

Likewise, even those who have read Gann in the
past will find this new book stimulating. Readers will
learn that much of the wisdom from today's top

“gurus” originally came from Gann. Gann Simplified

also presents essential writings on Gann angles, the
Law of Vibration, swing charts, reading the tape,
the "24 never failing rules,” the dangers of over-
trading, how much to risk on any one trade, using
stop loss orders, the importance of weekly, monthly
and quarterly charts, and much more.

If in reading any book on the stock market | can
uncover one nugget of information that will either
make me money or save me from losing it, then |
feel that my money was well spent. This book cer-
tainly meets that criteria and | highly recommend it.

- Steve Woods,
Author of The Precision Profit Float Indicator
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CHAPTER 1

W.D. Gann:
The Man and His Incredible Trading Legacy

among traders and market technicians today.

Tales of his phenomenal success in trading and
his arcane, yet highly accurate, technical theories are
widely known. Not so well known, however, are the
particulars about Gann and his methods. Who was
this mysterious man who claimed to have discovered
the secrets of consistently and accurately forecasting

T he name of W.D. Gann has become legendary

the markets? What discoveries enabled him to do W.D. Gann. )
this? Do his theories and technique; still apply iq ::::e :‘é'::? o
today’s markets? More importantly, if they do still Publishing,
apply, can they be explained in a straight-forward, ;;r::lr:;to )

simplistic manner without the esoteric jargon and
abstruse mathematical concepts that enshroud much
of his work?

To begin, let’s explore a little of Gann's background.
William Delbert Gann was born on a cotton ranch
on June 6, 1878, in Lufkin, Texas. He displayed a
strong aptitude in mathematics during his early
years, completed a high-school education, and start-
ed trading in 1902 at the age of 24. By his own
admission, Gann’s early trading was based on “hope,
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“Gann began to
observe that
markets followed
mathematical
laws and certain
time cycles, He
was particularly
interested in the
connection
between price
and time, a
relationship he
referred to as the
‘square’ of price
and time.~

fear and greed,” all of which he later realized were
not compatible with a successful trading strategy.!

" After losing significant sums of money,” writes
James A. Hyerczyk in his excellent work on Gann
theory entitled Pattern, Price & Time,2 *Gann began
to observe that markets followed mathematical laws
and certain time ¢ycles. He was particularly interested
in the connection between price and time, a relation-
ship he referred 1o as the ‘square’ of price and time.
He began studying this interaction diligently, even
traveling to England, India, and Egypt to research
mathematical theory and historical prices.

“In developing his theories, Gann was undoubtedly
one of the most industrious technical analysts. He
made thousands of charts displaying daily, weekly,
monthly and yearly prices for a wide variety of stocks
and commodities. He was an avid researcher, occa-
sionally charting a price back hundreds of years. At a
time when most market analysis was strictly funda-
mental, Gann’s revolutionary theories relied on natur-
al laws of mathematics, time cycles, and his unshake-
able conviction that past market activity predicted
future activity,

In conducting his market research, Gann discovered
a rule that would become the bedrock of his trading
methodology, a rule he called the “Law of
Vibration,” which he claimed applied to the realm of
natural science as well as the financial realm. Gann
so refined this law that once a stock started to move
higher or lower he was able to pinpoint the exact
level to which a stock would rise or fall, and often
the exact time required to reach this objective. He is

12 GANN SIMPLIFIED

famous, of course, for being one of the few to accu-
rately forecast the stock market crash of 1929 and
subsequent depression. in fact, he wrote a detailed
month-by-month overview and forecast for the
entire trading year 1929 one full year in advance (as
part of his “Annual Stock Forecast™ service to his
newsletter subscribers); the vast majority of which
was accurately fulfilled.

Gann was as versatile a trader as he was a successful
one. Unlike traders of today who tend to specialize
in a single area (like stocks or particular commodi-
ties), Gann made money trading in everything. He
was a member of the New York Rubber Exchange,
New York Commodity Exchange, New Crleans
Cotton Exchange, and Chicago Board of Trade. In his
various books he describes his methods for accurate-
ly forecasting price trends of a wide variety of com-
modities, including coffee, sugar, cocoa, rubber,
hides, hogs, eggs, cotton, wheat, rye, corn, soy-
beans, wool, lard, and butter, if there was an
exchange for it, Gann probably traded it, regardless
of what it was. This goes to show the universality of
Gann's phenomenal trading and forecasting tech-
niques, which can be applied to any market.

By all indications, Gann’s trading success was impres-
sive. According to Hyerczyk, an analysis of Gann's
trading record over 25 market days revealed that
Gann made 286 trades, 264 of which were prof-
itable. His success rate of 92.31% turned an initial
investment of $450 into $37,000.4 it has been
rumored that over the span of his trading career,
Gann acquired cumulative profits totaling $50 mil-
lion, a figure which, however, is unsubstantiated.

Gann so refined
his “Law of
Vibration,” that
once a stock
started to move
higher or lower
he was able to
pinpoint the
exact level to
which a stock
would rise or fall,
and often the
exact time
required to reach
this objective.
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Overall, W.D.
Gann was
arguably one of
the most success-
ful and accurate
traders in the
annals of Wall
Street history. He
set world records
for leverage and
trading profits
on more than
one occasion,
and unlike most
of his successful
peers, he never
failed to share
his knowledge
with an eager
trading public,
desirous of
learning the
proper way to
acquire profits in
the markets.

Brokerage statements indicate that he traded an
account with a balance in excess of $2 milfions and
that upon his death he left an estate valued at
around $5 million.

During his lifetime, Gann generously shared his
knowledge and ideas with others, penning a total of
seven books and numerous trading courses. Most of
his more complex, intricate techniques were revealed
in his commodity trading courses, such as the
"Master Egg Course,” among others. But the basis
of his theories was revealed in more down-to-earth,
perpetually popular volumes such as Truth of the
Stock Tape and its companion, Wall Street Stock
Sefector. Other works include The Tunnel Thru the
Air: Or, Looking Back from 1940, New Stock Trend
Indicator, How to Make Profits in Commodities; and
45 Years in Wall Street.

Overall, W.D. Gann was arguably one of the most
successful and accurate traders in the annals of Wall
Street history. He set world records for leverage and
trading profits on mare than one occasion, and
unlike most of his successful peers, he never failed to
share his knowledge with an eager trading public,
desirous of learning the proper way to acquire profits
in the markets. He was as prolific and successful a
teacher as he was a trader, a legacy which endures
even today, as many of the world's top traders and
investors continue to pore through his work and
adapt Gann methods to modern-day instruments,
Let us now take a look at some of the basic princi-
ples of Gann Theory, which continue to influence
modern-day investors.

14 GANN SIMPIIFIED
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1 Hyerczyk, James A, Pattern, Price & Time: Using Gann
Theory in Trading Systems, John Wiley & Sons, 1998, pg. 1

2 Ibid., pg. 1
3 Ibid., pg. 1
4 [bid., pg. 2
5 Ibid., pg. 3
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CHAPTER 2

The Foundations of Gann Theory

The Basics: Pattern, Price and Time

e three basic concerns of Gann theary are pat-
T';ern, price and time. By "pattern” Gann meant
identifiable and recurrent price formations in
charts of stocks and commedities. Gann taught that
these patterns could be recognized time and again,
and could be used to forecast price movements since

these various patterns always tend to repeat.

Gann also placed special emphasis on “price,” by
which he meant that a trader should constantly
focus on the price of the stock or commodity itself.
Gann had several ways of doing this. He taught his
students to compare the current price of a stock or
commeodity to its previous high or low price in order
to get an indication of where it was in the trading
range {(a trading range is a concept that will be more
fully explained in a later chapter). He also taught that
a chart should be divided up into percentages from
one significant top to a significant bottom, placing
special emphasis on the 50% portion of the divided
range. Percentages were also a big part of his tech-
nigue. As a student of geometry, Gann even taught

By “pattern”
Gann meant

identifiable and

recurrent price

formations in

charts of stocks
and commodities.

Gann also placed

special emphasis

on “price,” by

which he meant

that a trader

should constantly

focus on the

price of the stock

or commodity
itself.
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Gann emphasized
"time” in the
study of market.
He considered
the time element
to be of the
greatest impor-
tance since time
is the least com-
mon denomina-
tor in the equa-
tion of the mar-
ketplace and is
the only constant
factor in the
study of all kinds
of markets.

that the geometric angle at which the price of a
stock or commodity is positioned on a chart has
meaning (another concept we'll discuss later on).

Finally, Gann emphasized “time” in the study of
market. In fact, he considered the time element to
be of the greatest importance, since time is the feast
common denominator in the equation of the mar-
ketplace and is the only constant factor in the study
of all kinds of markets. A great deal of Gann’s work
was centered on the study of time cycles, seasonal
trends, and historical dates. Gann gave special
weighting and consideration to each of these three
basic factors at different times, depending on the
market environment in which he was trading. He

believed that each of the three factors dominated at
various times.

Role of Scientific Law

Gann considered the key to his success a theory he
formulated based on his study of scientific laws and
his observation of the laws governing the motion of
bodies, which he called the “Law of Vibration.” He
insisted that this scientific law governed the motion
of everything from humans to planets, and could
also be seen in the marketplace. He described his dis-
covery of this law in detait in an interview he gave to
Richard D. Wyckoff, editor of The Magazine of Wall
Street, in the early 1900s. Part of that interview is
excerpted below:

"1 soon began to note the periodical recurrence of
the rise and fall in stocks and commaodities. This led
me to conclude that natural law was the basis of

18 GANN SIMPLIFIED

market movements. After exhaustive researches and
investigations of the known sciences, | discovered
that the Law of Vibration enables me to accurately
determine the exact points to which stocks or com-
modities should rise and fall within a given time. The
working out of this law determines the cause, and
predicts the effect, long before the Street is aware of
either. Most speculators can testify to the fact that it
is looking at the effect and ignoring the cause that
has produced their losses . . .

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

“In going over the history of markets and the great
mass of related statistics, it soon becomes apparent
that certain laws govern the changes and variations
in the value of stocks and there exists a period of
cyclic law, which is at the back of all these move-

ments. Observation has shown that there are regular
periods of intense activity on the Exchange followed

by periods of inactivity. . . . The law which | have
applied will not only give these long cycles or

swings, but the daily and even hourly movernents of

stocks. By knowing the exact vibration of each indi-
vidual stock | am able to determine at what point
each will receive support and at what point the
greatest resistance is to be met.. . .

Gann considered
the key to his
success a theory
he formulated
based on his
study of
scientific laws
and his observa-
tion of the laws
governing the
motion of
bodies, which he
called the “Law
of Vibration.”
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After exhaustive
researches and
investigations
of the known
sciences, |
discovered that
the Law of
Vibration enables
me to accurately
determine the
exact points to
which stocks or
commodities
should rise and
fall within a
given time,

The working

out of this law
determines tha
cause and
predicts the
effect long
before the
Street is aware

of either.

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

"Science teaches ‘that an original impulse of any
kind finally resolves itself into periodic or rhythmical
mation,” alsa, ‘just as the pendulum returns again in
its swing, just as the moon returns in its orbit, just as
the advancing year ever brings the rose to spring, so
do the properties of the elements periodically recur
as the weight of the atom rises...”

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

"If we wish to avert faifure in speculation we must
deat with causes. Everything in existence is based on
exact proportion and perfect relationships. There is

20 GANN SIMPLIFIED

no chance in nature, because mathematical princi-
ples of the highest order lie at the foundation of all
things. Faraday said: ‘There is nothing in the Universe
but mathematical points of force.". . .

“Through the Law of Vibration every stock in the
market moves in its own distinctive sphere of activi-
ties, as to intensity, volume and direction; all the
essential qualities of its evolution are characterized in
its own rate of vibration. Stocks, like atoms, are really
centers of energies, therefore they are controlled
mathematically. Stocks create their own field of
action and power; power to attract and repel, which
in principle explains why certain stocks at times lead
the market and ‘turn dead’ at other times. Thus to
speculate scientifically it is absolutely necessary to fol-
low natural laws.”!

Gann: The Mathematician

Gann possessed an extraordinary gift for mathemat-
ics. He was a mathematician by nature, so it only fol-
lowed that much of his technical theory should be
concerned with numbers and with mathematical
relationships in the markets. Certain numbers took
on a special significance in his work, namely, 16, 25,
36, 49, 64, 121, and 144, His numerical theory of
the market was based on his study of the Bible,
along with ancient Egyptian number theory.

He found, for instance, that the number 7 had a
special significance in the Bible and thereby used it
to develop a seven-day cycle theory for the short-
term study of the market. He considered the number
7 to represent completeness, therefore, seven to him

Stocks, like
atoms, are

really centers of
energies, there-
fore they are
controlled
mathematically,
Stocks create
thelr own field
of action and
power; power to
attract and repel,
which in princi-
ple explains why
certain stocks at
times lead the
market and

“turn dead’ at
other times.
Thus to speculate
scientifically it

is absolutely
necessary to
foliow natural

laws.
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Gann possessed
an extracrdinary
gift for mathe-
matics. He was a
mathematician
by nature, so it
only followed
that much of his
technical theory
should be
concerned with
numbers and
with mathemati-
cal relatienships
in the markaets.

symbolized time and rhythm, as well as the complete
cycle —the basis of Gann theory.

He also considered the half-cycle of 3% to be vitally
important in his study of the markets, The number 7
is & harmonic of 3%, This number is also quite
prominent in the Bible and is mentioned, among
other places, as being the timeframe of Daniels
vision (3¥z years); the time of Christ’s public ministry
on earth (3% years); as well as the hiding of the
Christ child in Egypt for 3V years. Thus, Gann used
this to formulate a theory demonstrating the exis-
tence of a 3¥s-day, -week, -month, and -year cycle.
He applied this knowledge in trading the markets.

The number 12 also took on a special significance
for Gann as it denoted for him the concept of space.
Twelve is also considered to be the reference point of
the cycle, since a cycle geometrically represented is a
circle, which is composed of 360 degrees. Since
there are 12 divisions of the circle of time (i.e., the
clock), 12 months in a year, 12 houses in the zodiac,
etc., the number 360 divided by 12 yields 30, a
number which, besides being the number of days in
a month, was important in Gann’s trading strategy.
Gann posited the existence of a 30-day, 30-month

and 30-year trading cycle based on the study of this
number.

The number 144 (which is a product of 12 times 12)
was also important for Gann, the number also repre-
senting the number of minutes in a day (1440, with
zero at the end being disregarded). The number 144
also recurs throughout the Bible, and therefore took
on an even greater significance for him.
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Based on his many years of studying number theory,
then, he concluded that markets adhere to mathe-
matical law. From this conclusion he was able to
develop his trading theory. This theory basically stat-
ed that market movement is governed by the forces
of pattern, price, and time.?

Time: The Strongest Market Influence

According to Gann, time had the strongest influence
on the market because when time is up, the trend
changes.3 Concerning the importance Gann assigned
to the time factor, consider the following Gann quote,
in reference to his analysis of the October Eggs
futures contract:

Certain numbers,

for example

12 and 144

{144 being a
product of

12 times 12),
took on a special
significance in
his work. This
grid is an
example of

the type of
mathematical
relationship he
would use in
developing a
trading
strategy.
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“Overbalance”
oaccurs when a
move in price
and time
averextends and
travels too far

in one direction.
When this
happens, the
market can be
expected to react
in the opposite
direction with
the same force
and magnitude,
including the
time factor. This
confers a certain
amount of
predictability in
the movements
of prices once
this concept has

been mastered.

“The greatest time period from January 24 to
February 8 was 11 market days. And the last
advance from April 18 was 11 market days; there-
fore, when the market declines more than 11 days,
it will overbalance the greatest time period. When it
declines more than 75 points it will overbalance the
last price declines or space reversal, and indicate
lower prices.”4

Naotice that Gann used the term “overbalance [of]
time.” This was a common expression of Gann's in
his market writings, and forms an integral part of his
theory of technical analysis, Overbalance occurs
when a mave in price and time overextends and
travels too far in one direction. When this happens,
the market can be expected to react in the opposite
direction with the same force and magnitude, includ-
ing the time factor. This confers a certain amount of
predictability in the movements of prices once this
concept has been mastered.

Combining time and price forms the basis for much
of Gann theory. Writes John Murphy, in Technical
Analysis of the Futures Markets, “Gann saw a defi-
nite proportional relationship between the two. One
of his methods for finding tops or bottoms is based
on the squaring of price and time —that is, when a
unit of price equals a unit of time. For example, Gann
would take a prominent high in 2 market, convert
that dollar figure into a calendar unit (days, weeks,
manths, or years), and project that time period
forward. When that time period is reached, time
and price are sgquared and a market turn due. As an
illustration, if a market hit a prominent high at $100,
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Gann counted 100 days, weeks, months, or years
forward. Those future dates identified possible turn-
ing points.”>

Among the timing tools Gann used is a concept he
referred to as "anniversary dates.” This term refers to
the historical dates the market made major tops and
bottoms. The information collected in effect reflects
the seasonality of the market because often an
anniversary date repeats in the future. A cluster of
anniversary dates indicates the strong tendency of a
market to post a major top and bottom each year at
the same time.5 The dates and time spans between
these anniversary dates —top to top, top to bottom,
bottom to bottom, and bottom to top—were fun-
damental factors in his thinking.” And these relation-
ships further led to his development of theories of
time cycles in his quest 10 accurately forecast price
movements in the market.

In his book, Pattern, Price & Time, James A. Hyerczyk
wrote concerning Gann's time cycle studies, “When
looking at anniversary dates he saw a series of one-
year cycles. In geometric terms, the one-year cycle
represented a circle or 360 degrees. Building on the
geometric relationship of the market, Gann also con-
sidered the quarterly divisions of the year to be
important timing periods. These quarterly divisions
are the 90-day cydle, the 180-day cycle, and the 270-
day cycle. In using the one-year cycle and the divi-
sions of this cycle, you will find a date where a num-
ber of these cycles line up (preferably three or more)
in a single point in time in the future. A date where
a number of cycles line up is called a time cluster.

Combining time
and price forms
the basis for
much of Gann
theory. Some
of the methods
and timing tools
used in his
analysis for
finding tops

or bottoms
included:
squaring of
price and time,
anniversary
dates, time
clusters, and

time cycles.
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This time cluster is used to predict major tops and
bottoms. Time cycles are a major part of Gann analy-
sis, and should be combined with price indicators to
develop a valid market forecast.”8

In the chapters that follow we will explain the
specifics of applying Gann’s methods for predicting
price movements in terms of time, price, and pat-
tern. However, one must first understand the con-
cept of tape reading, which Gann felt was very
important and this is the subject of our next chapter.

NOTES

1 Hyerczyk, James A., Pattern, Price & Time: Using Gann
Theory in Trading Systems, lohn Wiley & Sons Inc., 1998,
pgs. 9-11, as reprinted in The W.D. Gann Technicai Review,
vol. 1, no. 11, p. 1, November 12, 1982,

2 Ibid., pg. 13
3 loid., pg. 15

4 Gann, W.D., Truth of the Stock Tape, Lambert Gann
Publishing, Porneroy, Washington, 1923, pg. 61

5 Murphy, John, Technical Analysis of the Futures Markets,
New York Institute of Finance, 1986, pg. 538

& Hyerczyk, pg. 16
7 Ibid., pg. 16
8 |bid., pg. 16
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CHAPTER 3

The Truth of the Stock Tape

Interpreting Price & Volume

ann laid heavy emphasis on being able to

read the tape correctly as a prerequisite for

speculative success. Much of his early work
focuses on the technique of what was then called
“tape reading,” i.e., the science of interpreting price
and volume in a stock or commodity on a minute-
by-minute, hour-by-hour, or day-by-day basis. Most
traders and investors pay attention only to price
movements, ignoring trading volume. Gann, howev-
er, believed that price was only half the picture —
trading volume was the other half, and he believed
that trading success hinged on being able to put the
two together into one comprehensive picture to be
able to interpret the balance of supply and demand
in a given stock or commodity.

“The tape is the great scale in which the weight of
all buying and selling is weighed and the balance of
supply and demand shown by the less or gain in
prices,” wrote Gann in his seminal work, Truth of
the Stock Tape. “When supply exceeds demand,
prices decline to a level where supply and demand

Most traders and
investors pay
attention only
to price move-
ments, ignoring
trading volume.
Gann believed
that trading
success hinged
on heing able to
put the two
together into
one comprehen-
sive picture to be
able to interpret
the balance of
supply and
demand in a
given stock or
commodity.
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“Market move-
ments depend
on supply and
demand. it
requires volume
of trading in
proportionate
large or small
amounts to
move stocks up
or down. The
volume of sales
to the stock
market s the
same as the
steam is to the
locomotive or
the gasoline is to
the automobile.
The sales are
the maotive
power which
drives prices

up or down.”

are about equal. At this stage fluctuations become
narrow and it may require weeks or months to
determine which way the next move will be. When
demand exceeds supply, prices advance.”!

Volume of trade alone was a subject Gann assigned
great importance to. “Market movements depend
on supply and demand,” he wrote. "It requires
volume of trading in proportionate large or small
amounts to move stocks up or down. The volume of
sales to the stock market is the same as the steam is
to the locomotive or the gasoline is to the automo-
bile. The sales are the motive power which drives
prices up or down.”?

Gann used U.S. Steel, which was one of his favorite
stocks to trade in, as an example 1o illustrate this
truth. In his day, U.S. Steel often had five-million
shares of common stock outstanding, and it required
a very large volume of sales to move this stock up or
down to any noticeable degree. General Motaors,
another of Gann's favorite trading stocks, frequently
had fifty-million shares of common stock outstanding
and its fluctuations were confined to a very narrow
range. Gann pointed out that this was because the
buying or selling of 100,000 shares will not move it
more than a point, if that much, due to the enor-
mous amount of shares outstanding. Yet another
stock popular among traders in Gann’s day was
Baldwin Locomotive, which had far fewer shares out-
standing than General Motors— only about 200,000
shares. The buying of 100,000 shares of Baldwin
Lecomotive was often sufficient to move it up or
down five or ten points due to the thin volume.
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“Therefore,” wrote Gann, "in order to understand
the meaning of volume, you must know the total
capital stock outstanding and the floating supply of
the stock you are trading in.” 3

This concept of comparing total stock outstanding
to trading volume was a unique concept that Gann
was famous for. More recently, the concept has
been revised and discussed in greater detail by Steve
Woods, in his book Precision Profit Ficat Indicator
(Marketplace Books).

Another thing Gann felt was necessary for tape-
reading success was to know the financial position
of the stock you were trading in, whether it was in
a weak or strong position. “It is not easy to frighten
investors and traders and start a selling move in a
stock which is generally known to be in a very
strong financial position,” he wrote. “Neither is it
easy to force a stock by manipulation to very high
levels that is generally known to have very little
intrinsic value."4

Time Cycles Govern Price Movements

Time was another element Gann deemed essential
to successful speculation. Watching the ticker hour
after hour tends to lock the trader into the habit of
viewing price and volume movements as the only
variable in the supply/demand equation; he often
forgets that the only constant variable in any stock
or commodity is time, and that furthermare, price
movements are governed by time cycles. "It requires
time to buy a large amount of stock when accumu-
lation is taking place, and it requires time to distrib-

Another thing
Gann felt was
necessary for
tape-reading
success was to
know the
financial position
of the stock you
were trading in,
whether it was
in a weak or

strong position.
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Even though
Gann believed
the tape to
contain all the
information
necessary to
confer enormous
profits to those
whao learned to
read it, he also
belleved that
incessantly
watching the
tape, reading
its quotations
constantly, tends
to provide a
misleading
picture of the
overall
supply/demand
balance to
most traders.

ute a large amount of stock at the top. One day,
one week, or one month is not long enough for a
big move. Sometimes it requires several months, or
even a year, to complete accumulation or distribu-
tion. While the process is going on, you can keep up
a chart of the stock you are interested in and judge
much better when the big move starts, than you
can by watching the ticker every day.” 5

This observation led Gann to establish a fundamen-
tal rule for reading the tape: “The best way to read
the tape correctly is to stay away from it.” Even
though Gann believed the tape to contain all the
information necessary to confer enormous profits to
those who learned to read it, he also believed that
incessantly watching the tape, reading its quotations
constantly, tends to provide a misleading picture of
the overall supply/demand balance to most traders.
Traders who spend all their time hunched over the
ticker {or computer screen as the case may be), in
their zeal to trade every minor fluctuation, often
become confused as to the much more important
larger trend, which is where the big money is usually
made. Gann likened this failing to someone trying
10 admire a painting by a Renaissance master: in
looking to closely and too hard at every little brush
stroke, one misses the true beauty and elegance of
the picture, which can only be seen from a distance.
The closer one stands to the painting, the less likely
he is to capture the overall symmetry of it. In like
manner, the more often one pores over the ticker,
obsessed with each minor filuctuation, the less likely
he will be able to identify the larger pattern in the

Gann often said that the tape is used to fool traders,
for often when stocks look the weakest on the tape,
they are the strongest as accumulation is taking
place. At other times, when they are booming and
very active and appear the strongest, they are really
at their weakest point, because the insiders are sell-
ing while everybody else is enthusiastically buying.

A corollary to this truth is that the biggest mistake a
chronic tape watcher makes is that he trades too
often, getting in and out sometimes during the day,
and each time paying a commission. If he buys or
sells higher or lower each time, even though he has
made profits on his trades, he is increasing the per-
centage against him.

It was also emphasized by Gann that the more fre-
quently one trades, the more often one’s underlying
opinion must change and as a result there is a
greater probability that the trader will be wrong.
Even in the most dramatic bull or bear markets
there are significant moves against the main trend,
but day-to-day trading is not the way to capitalize
on these movements. Instead, Gann felt that one
should have patience and wait until there is a real
justification before taking a position. By trying to
catch every minor swing, the trader will often miss
the major move when it occurs. Daily fluctuations
are generally of little importance to the major trend
of the market.

“This same rule and reasoning should be applied 1o
any other stock you wish to determine the trend of.
During the period of accumulation or distribution,

Gann felt that
one should have
patfence and
wait until there
is a real justifica-
tion before
taking a position.
By trying to
catch every
minor swing, the
trader will often
miss the major
move when it
occurs. Daily
fluctuations are
generally of little
importance to
the major trend
of the market.

supply/demand picture. the man who tries to read the tape must get fooled
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The trader or
investor should
keep a daily,
weekly, and/or
monthly chart
of the price
and volume
history of
whatever stock
or commodity he
happens to be
trading in. This
pictorial history
of the “tape”

is the key to
successful
speculation.
Being able to
properly read
financial charts,
more than
anything else,
was the secret
of Gann’s

trading success.

dozens of times and make mistakes in trying to fol-
low minor moves which do not mean anything.
Therefore, the correct way to read the tape is to
keep up a chart showing moves of from three days
to one week and the amount of volume. Of course,
you must consider the total outstanding stock and
the floating supply. Again, | emphasize the fact that
the correct way to read the tape and interpret it
accurately is to stay away from it.”¢

The point Gann was making in emphasizing all of
this is that the trader or investor should keep a daily,
weekly, and/or monthly chart of the price and vol-
ume history of whatever stock or commodity he
happens to be trading in. This pictorial history of the
“tape” is the key to successful speculation. Being
able to properly read financial charts, more than
anything else, was the secret of Gann’ trading
success. Fortunately, he revealed many of his secrets
for interpreting charts in his books, many of which
you will learn here.

The Tape Tells All

In revealing his secrets for tape reading, Gann often
used the phrase “truth of the stock tape,” or re-
peated the old adage, "the tape tells all.” He wrote
that the stock market is an accurate barometer of
business conditions, with stock prices being nearly
always six to twelve months ahead of general busi-
ness conditions. He noted the following hierarchy of
tinancial developments: first, bond prices rise; sec-
ond, stocks advance; third, comes business boom.
The same order is true in a decline. Stocks will be
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down six to eight months while business is boom-
ing, because stocks are discounting the future busi-
ness depression,

“Market movemnents,” wrote Gann, “that is, the
main swings, are the result or effect of causes
which, as a rule, exist long before the effect is
known to the general public. In most cases, news is
discounted before it comes out and seldom has
much effect after it is generally known. Either good
or bad news that is expected usually falls flat as far
as the effect on the market is concerned.

“For instance, an extremely good or bad quarterly or
annual report on a stock comes out and the market
does not go up or down on it for the reason that it
is not news to those on the inside. They knew it
thirty to ninety days beforehand. Therefore, when
the public gets the news and acts on it, it is too late,
for those on the inside who ‘know’ have already dis-
counted it."?

A discussion of Gann's tape-reading technique
would not be complete without explaining his
method of knowing when to buy or sell a stock,
based on indications from the chart or tape. The key
to this is knowing how to identify points of accumu-
lation or distribution. Gann continually emphasized
that the truth that the stock tape has to tell cannot
be told in one day, one week, or one month. It
begins to tell its story the first day that a stock
reaches the buying or sefling zone, but it requires
time to complete the story, to assemble all of the
facts, to finish the accumulation or distribution and
give the final signal that a new move is on.

A discussion of
Gann’s tape-
reading tech-
nique would
not be complete
without exp!lain-
ing his method
of knowing
when to buy or
sell a stock,
based on indica-
tions from the
chart or tape.
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to identify points
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According to
Gann, the length
of time, as well
as the total
number of points
that a stock has
moved up or
down from

high or low
levels, must be
considered in
judging whether
accumulation

or distribution

is taking place.

For example, a stock making a new high would ordi-
narily be an indication that it was going higher, but
after a stock advances into new territory, if it is going
higher, it will continue up without breaking back
below the old top levels. Gann taught that after any
stock experiences a large advance or large decling, it
requires time to tell when the next big move is going
to start, and traders who stare at the tape, day by
day, will get fooled many times. Therefore, Gann
said, a trader should wait until he gets a definite
indication before deciding that the big trend has
turned and a major move started. The larger the cap-
ital stock of the company, or the more shares out-
standing, the longer it requires to complete accumu-
|lation or distribution. The length of time, as well as
the total number of points that a stock has moved
up or down from high or low levels, must be consid-
ered in judging whether accumulation or distribution
is taking place, according to Gann.

Gann also taught that the time factor was an impor-
tant consideration when trying to anticipate a
stock’s behavior. He wrote that when a stock uses
up several months’ time either in accumulation or
distribution, it will require, then, several months for
the run between accumulation and distribution to
take place. “All of the stock is not sold on the first
rally, nor even on the second or third. Stock has to
be bought, and the market supported on the way
up, until it reaches a level where the supply is
greater than the demand and the insiders are willing
to sell put. Then it hesitates and moves up and
down over a narrow or wide range, according to
the kind of stock, untit distribution is completed.

34 GANN SIMPLIFIED

“The same occurs when a stock starts down. It
requires a long time to convince people that after a
stock has been selling at 140, it is going down to
100 points. Some people buy when it is down 10
points, athers buy on 30, 40 and 50-point reactions,
believing the stock cheap because they remember
the price at which it formerly sold — 140, with the
result that when it continues downward, they all get
scared and all sell out, causing the last rapid decline
which may be anywhere from 10 to 30 points.”®

Gann concluded: “If people would only learn to
watch and wait, they could make a lot more money,
but they are in too big a hurry to get rich, and the
result is they go broke. They buy or sell on hope,
without a reason.”? To help you avoid these and
similar pitfalls we will next move on to a discussion
of Gann’s views on chart reading. As we alluded to
earlier in this chapter, it was essential to his trading
SUCCEsS.

NOTES
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CHAPTER 4

Gann’s Chart-Reading Technique

ann was a big believer in using financial Gann's funda-
G charts to judge the soundness of common mental premise

stocks and commodities. “All of the informa. ~ Pehind the use of
tion that affects the future price of [stocks and com- charts in trying to
modities] is contained in its fluctuations and you
need nothing more than its record of prices,” he
used to say. Most of his work was based around
various ways of interpreting the chart, and without
it, his forecasting success would have been largely
impossible.

predict price
trends is the

old maxim that
“history repeats.”

The fundamental premise behind the use of charts
in trying to predict price trends is the old maxim that
"history repeats.” Gann was fond of quoting the
passage of Ecclesiastes in the Bible, which says,

"The thing that hath been, it is that which shall be;
and that which is done, is that which shall be done;
and there is no new thing under the sun.”

“This shows that history is but a repetition of the
past and that charts are the only guide we have of
what stocks have done and by which we may deter-
mine what they will do," Gann would say.

!
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Along with the
price indications
provided by the
chart, Gann
always paid
special attention
to the trading
volume behind
the price
movements.

He pointed out
that a stock
cannot be
distributed or
accumulated
without a large
volume of sales,

Along with the price indications provided by the
chart, Gann always paid special attention to the
trading volume behind the price movements. “The
volume of sales on each individual stock shows the
percentage that is being bought and sold. That is
why the tape and price fluctuations tell the truth,
provided one interprets the tape correctly.”2 Gann
pointed out that a stock cannot be distributed or
accumulated without a large volume of sales.
Someone must buy and sell a large percent of the
capital stock near the bottom or top in order to
cause a big move in either direction. Therefore,
Gann urged traders to study volume closely, along
with the time required to sell a large amount of
stock and the number of points which it moves up
or down while the volume of sales is accumulating.
“Study the volume of sales at each important bot-
tom and top and consider the number of shares
outstanding in each stock,” was his frequent
admonition. “This will help you to determine
whether buying is better than selling, or not.”3

One of Gann's rules concerning volume was that if a
stock has a very large volume of sales in a day and
has made a very narrow range in fluctuations, do
not buy or selt until it shows a wider range of fluc-
tuations, and go with the trend whichever way the
move starts. Gann urged his students to keep up a
daily, weekly, monthly and yearly chart showing the
highs and lows for each respective time frame. By
doing this, he said, a trader or investor can obtain
an accurate picture of the overall position —strong
or weak — of the stock he is following. “This is the
proper way to read the stock tape,” he said.
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Gann pravided the example of U.S. Steel —a popu-
lar stock in his day and one of his favorites to trade
in—to #lustrate one of his rules concerning volume.
“Suppose U.5. Steel has advanced 20 or 30 points,
and it reaches a level where there are 200,000 shares
in one day, but the stock only gains one point. The
next day there are 200,000 shares and it makes no
gain. This is plain enough that at this paint the sup-
ply of stock exceeds the demand, or at least that
buyers are able to get all the stock they want with-
out bidding prices up. In a case of this kind, the wise
thing to do is to sell out, watch and wait. If all the
stock at this level is absorbed after a reasonable
length of time, and it moves up to new high prices,
it will then, of course, indicate still higher.

“In a big bull market, when stocks reach the distrib-
uting zone, they will fluctuate over a wide range
and the volume of sates will run several times the
total outstanding capital stock. For instance: In the
latter part of 1919 and spring of 1920, Baldwin
Locomotive sales ran from 300,000 to 500,000
shares per week, while the stock was fluctuating
between 130 and 156. This was when distribution
was taking place, and the public was full of hope
and buying regardiess of price.”

“ After that, a long decline started and Baldwin
reacted to 623/ during the week ending June 25,
1921. It was down 93 points from the high of
1919. During the last week of the decline, it went
down from 70 to 623/z , over seven points, and the
total sales for the week were less than 110,000,
which showed that liquidation had about run its
course and that there was very little stock pressing

Gann urged his
students to keep
up a daily,
weekly, monthly
and yearly chart
showing the
highs and lows
for each respec-
tive time frame.
By doing this,

he said, a trader
or investor can
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or weak —of the
stock he is
following.
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Gann taught
that by studying
past history and
knowing that the
future is but a
repetition of the
past, one can
determine the
cause according
te the time and

conditions.

for sale. The amount of sales at this time, in one
week, were about half of the capital stock and
probably about as much as the floating supply,
while when the stock was nearly 100 points higher,
the capital stock was changing hands about twice
each week."4

The normal pattern then ensued as Baldwin began
to rally from the June 1921 lows of 623/ on light
volume. This indicated that there were not many
shares for sale and that the stock had passed from
the weak hands to strong ones. Therefore it was very
easy to rally this stock. The stock advanced to a high
of 142 in October 1922. At this point another distri-
bution phase took place. Observing many examples
such as this reinforced Gann’s view that volume was
one of the key ingredients to trading success.

Gann taught that by studying past history and
knowing that the future is but a repetition of the
past, one can determine the cause according to the
time and conditions. “The average man's memory is
too short,” Gann wrote, “He only remembers what
he wants to remember or what suits his hopes and
fears. He depends too much on others and does not
think for himself. Therefore, he should keep a
record, graph or picture of past market movements
to remind him that what has happened in the past
can and will happen in the future, and should not
allow his enthusiasm to get the better of his judg-
ment and buy on hope, thinking that there will
never be another panic.”

Gann provided several useful rules for using chart
analysis to determine when a bear market had
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ended. He taught that a bear campaign must run
three to four sections before the bottom is reached.
“Look over your charts and you will find that each
group of stocks and each individual stock, when it
starts on the down trend, runs out three to four sec-
tions, First, it has a sharp decling; then rallies and is
distributed; then has another decline; hesitates, ral-
lies and then has another decline; hesitates again
and then has a final big break, or one we call the
clean-out, when investors and everybody get scared
and decide that stocks are never going up again and
sell everything. When this final clean-out comes,
that is the time to buy for the long pull for another
bull campaign.”

The Best Charts to Use

An extremely important distinction Gann made was
in which kinds of charts to use. For instance, Gann
did not believe in using space charts, also known as
“point-and-figure” charts, because they do not con-
tain the critical time element, instead displaying
price only. The other type of chart that Gann said
was most likely to fool traders, by producing false
moves, is the daily bar chart. The weak point with
these charts is the fact that they show the minor
moves, which Gann likened to the ripples in the
ocean caused by a pebble. They do not disturb or
determine the big move or main trend. Most traders
use this kind of chart.

Gann believed that the best charts to use are the
weekly, monthly and yearly charts. Gann liked using
fonger-term charts because they show more time,
and the more time a chart shows, the more reliable

Gann believed
that the best
charts to use are
the weekly,
monthly and
yearly charts,
Gann liked using
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charts because
they show more
time, and the
more time a
chart shows, the
more reliable are

its indications.
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"The weekly and
daily high and
low charts are
valuable when
the markets are
very active and
are good to use
on very high-
priced stocks at
the time they are
culminating or in
the final grand
rush, because

the daily and
weekly will show
the first change
in trend . . . But
the best guides
in long-pull
trading and
determining the
main trend are
the yearly and
monthly high
and low charts.”

are its indications. “The weekly and daily high and
low charts are valuable when the markets are very
active and are good to use on very high-priced
stocks at the time they are culminating or in the
final grand rush, because the daily and weekly will
show the first change in trend,” he wrote. "They
are better to use at the tops of fast moves than they
are at the bottom. However, when markets have a
quick, sharp, panicky decling, then the daily and
weekly charts will help, but the best guides in long
pult trading and determining the main trend are the
yearly and monthly high and low charts.”

Later in his life, Gann urged his students to also use
quarterly charts in their attempts at determining
market trends. In one of the last books he wrote,
How to Make Profits in Commaodities (1951) Gann
had this to say about the quarterly chart:

“The more time period used in a chart, the more
important it is for determining a change in trend. By
a quarterly chart, or a seasonal chart, we mean a
chart using the four time periods or seasons of the
year. We use the first three months of the year —
January, February, and March. Then we use the high
and low prices of wheat, soybeans, or other com-
moadities for these three months, the winter quarter.
Next, we use April, May, and June to complete the
spring quarter. After that, July, August, and
September for the summer quarter. Last, October,
November, and December for the fall quarter. This
makes four periods, of three months each, in each
year. Study a quarterly chart carefully, and you will
see how these guarterly periods show when an
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important change in trend takes place. Observe how
many times, after a prolonged advance or dediine,
the first time prices break the bottom of a previous
quarter it indicates a change in trend, and a bear
market starts. The first time the prices of one quar-
ter exceed the high levels of the previous quarter, it
nearly always indicates a change in trend, and a bull
market follows. If you will study any quarterly chart
carefully and note the position of wheat, or any
other commodity, in connection with the monthly
high and low chart, and the weekly high and low
chart, you will find it very helpful in determining a
change in the main trend. | advise keeping up a
quarterly chart on each individual commodity that
you trade in.”3

Gann laid down several rules for studying the daily,
weekly, and monthly charts and determining their
respective positions. He advised watching the action
of the daily moves in the first, second, third and
fourth stage. If a stock begins an advance, then hes-
itates and begins a sideways or lateral movement
and goes through resistance levels on the upside, he
advised watching how it acts when it hesitates and
stops the second, third and fourth times. When it
reaches the third or fourth move up, he advised
watching for a change in trend, as this represents
the culmination period of the move. The same rule
applies to the first, second and third moves on the
weekly and monthly charts. It also applies to the
major as well as the minor swings. According to
Gann, when a market begins declining or an individ-
ual stock starts down, it usually makes two, three
and four movements before it reaches final bottom.

According to
Gann, when a
market begins
declining or an
individual stock
starts down, it
usually makes
two, three and
four movements
before it reaches
final bottom.
If the trend is
going to reverse,
it will only make
the first and
second decline
and then turn
up again. But
after a prolonged
decline and a
fourth move
down, Gann
advised watching
for a bottom to
form and a
change in trend.
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FIGURE 4-1:
Two-year daily
chart of
Anglogold (AU)

If the trend is going to reverse, it will only make the
first and second decline and then turn up again.
But, after a prolonged decline and a fourth move
down, Gann advised watching for a bottom to form
and a change in trend.

Figure 4-1: Note the clearly-defined three-section
decline in the above stock chart for Anglogold, from
November 1999 through January 2001.

Different Time Frames

for daily trading or short-swing trading, Gann
advised never buying or selling a stock until it has
halted for two to three days at the bottom or top,
which will show that buying or selling is strong
enough to check the advance or decline. He advised
buying or selling and placing a stop-loss order not
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more than 3 points above or below the extreme
high or low point at which the stock halted.

This rule, however, should not be applied in panics.
On the days of extreme fluctuations and large vol-
ume, it is not necessary to wait two or three days,
because the market will have a sharp reverse move
up or down. Therefore, Gann advised taking profits
on the days of a fast advance and, when there are
big, panicky declines, to cover shorts and wait to
see what the market does the following days. He
urged traders to judge each stock according to its
position and not to expect it to follow the move-
ment of its own group unless its graph shows that it
is in position to do so.

Gann’s time rule for judging the overall position of
weekly charts involves waiting for a reaction of two
to three weeks and then to buy. This applies to
active stocks, as most of the active stocks will not
react more than three to four weeks before the
main trend is resumed. When in a bear market,
reverse this rule; sell on rallies of two to three
weeks. Gann instructed to always watch for a
change in trend in the third week, up or down.

Gann’s weekly rule for rapid advances and rapid
declines is to watch for a culmination in the sixth or
seventh week, up or down; then buy or seil after
watching the daily high and low chart for the week
that the stock reaches top or bottom, then place a
stop-loss order above or below the resistance level.

His monthly time rule was based on the supposition
that stocks that are in a strong position and show a
pronounced upward trend will seldom ever react

Throughout his
writings, Gann
continually
emphasized the
importance of
placing protec-
tive stops on all
trades, remind-
ing the reader
that big losses
are prevented
this way and
profits preserved.
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Apart from
studying price

into the second month. His rule was to buy and
place a stop-loss order under the previous month’s
low level. Always watch the point at which
advances start, whether from the fowest bottom or
first, second, third, or fourth higher bottoms. These
starting points are always buying points with a pro-
tective stop 3 points underneath. When a stock
declines or advances after making top or bottom
and the movemment runs into the second month, the
next important time to watch for a change in trend

movements is the third or fourth month, according to Gann.

along different

time frames,
Gann also
advised paying
close attention

All of these rules work best in the stocks that are
very active and are fluctuating on large volume of
sales. Gann encouraged traders to study daily, week-
ly, and monthly high and low charts of the active

to specific hours,  Nigh-priced stocks in order to learn how well his
days, and rules work.

months of the

year in order to

determine

Apart from studying price movements along differ-
ent time frames, Gann also advised paying close

potential turning  attention to specific hours, days, and months of the
points in stocks. year in order to determine potential turning points

in stocks. He observed that important changes in
price often take place on Monday in the first hour
of trade. “If a stock opens low on Monday and does
not sell lower by 12 o'clock, it is a good sign,” he
said. The next important day of the week to watch
for a change in trend, according to Gann, is
Wednesday, especially Wednesday afternoon,

Gann also taught that it is very important to watch
how stocks act during the first few days of the
month. Important changes often occur between the
first and third of each month, he noted. "One rea-
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son for this is that customers always receive their
statements on the first of each month and know
just how their accounts stand. They often sell out to
secure profits or sell out because their accounts
have been weakened by declines.” The 10th of the
month was also important for a change in trend for
Gann. The 15th is also important but not as much
as the 10th, he said. The 20th to 23rd is an impor-
tant time to watch for a change in trend as well,
since high or low prices are often reached around
this time of the month.

it is important
to study past
movements of
stocks to see

My experience has proven that the above dates are how much

important and of value to any trader who will watch
them, and will many times help in determining top
or bottom,” wrote Gann.

time is usually
required to
complete a

i i t.
Gann also advised watching for annual and seasonal "o o on

changes in stocks. "It is important to study past
movements of stocks to see how much time is usu-
ally required to complete a movement,” he wrote.
“There are several sections to a major movement or
swing. There are yearly and seasonal changes in all
stocks, and you must watch for these seasonal
changes. It is also important to watch for changes in
trend every third, sixth, ninth and 12th month, but
the most important time to watch for a major
change in trend is at the end of each year. By this, |
do not mean the calendar year. For example, if a
stock makes bottom in the month of August, and
the trend continues up; then the most important
date would be the following August or one year
later, when you should watch for at least a change
in the minor trend, which might last one to three
months or more.
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In this chapter we have outlined how chart reading
can be adapted to accurately predict and successful-
ly trade during a wide variety of market conditions.
Equally important in Gann's work was correctly
identifying periods of accumulation and distribution.
He said that, “The big profits are made in the runs
between accumulation and distribution.”¢ In the
next chapter we will take a more complete look at
the methods Gann used to recognize important pat-
terns of accumulation and distribution that could
help determine yaur next trading move.
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NOTES

1 Gann, W.D., Truth of the Stock Tape, Lambert Gann
Publishing, Fomeroy, Washington, 1923, pg. 52.

2 lbid., pg. 2
3 Ibid., pg. 82
4 I|bid., pg. 53

5 Gann, W.D., How to Make Profits in Commaodities, Lambert

Gann Publishing, Pormeroy, Washington, 1951, pg 30.
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CHAPTER 5

Identifying Accumulation

and Distribution

movements on charts which fluctuate in a fair-

ly narrow range over a considerable length of
time, were extremely important for being able to
locate areas of accumulation and distribution. More
importantly, the path —whether upward or down-
ward — that prices took after breaking out of these
|ateral zones usually determined whether the zone
represented accumulation (buying) or distribution
(selling). Therefore, by observing the path that prices
take after breaking out of a trading range, a trader
can profit by following the trend, expecting itto
remain intact for a while. “After great activity and a
long time in a narrow or wide range at top or bot-
tom,” he wrote, “a big move follows in which you
can make profits rapidly.” This technique of being
able to interpret accumulation and distribution by
the use of charts was the essence of Gann’s “tape
reading” success. To him chart areas showing either
accumulation or distribution were the embodiment
of supply and demand.

To Gann, areas of congestion, that is, sideways

Congestion areas

are sideways
movements on
charts which
fluctuate in a
fairly narrow
range over a
considerable
length of time
and are extreme-
ly important in
identifying areas
of accumulation
and distribution.
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The path—
whether upward
or downward —
that prices take
after breaking
out of these
lateral zones or
areas of conges-
tion, usually
determines
whether the
Zone represents
accumulation
(buying) or
distribution

(selling).

Accumulation
{(buying)

Distribution
(selling)

Accumulation: A Foundation

“Before any stock, or group of stocks, starts on a
big advance or decline, a long period of time is
required for preparation, or accumulation or distrib-
ution,” wrote Gann in Truth of the Stock Tape. “It
requires time to prepare and lay the foundation for
a building. The larger the building, the more time
required to construct the foundation. It is the same
with stocks. The greater the advance or the decline,
the more time required in preparing it.”"

Gann provides us the example of his old favorite,
U.S. Steel: “Take U.S. Steel, which was incorporated
February 1901. It was a new stock and the largest
corporation of its kind in the world at that time. Its
common stock was all water, and as water seeks its
level, Steel common with its five-million shares of
water had to seek its level. It required many years to
reach that level. The stock declined from 55 in 1901
down to 8%z in 1904. When it reached the level of
12 it remained from December, 1903 to September,
1904 fluctuating between 12 and 83/8. Most of the
fime the fluctuations were between 2 and 10, It was
at very low ebb, slow narrow fluctuations with very
smali volume of sales. This is where accumulation
took place, which required about ten months and
gave you ample time to watch it and see that it was
receiving support. You did not have to be in a hurry
about buying, as it was preparing for its long
advance.

“We will overlook the top at 947/ in 1909. How-
ever, you can lock it up for yourself and see that the
entire capital stock changed hands several times
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between 88 and 94, and some days the trading in
this stock alone ran cver half a million shares, which,
of course, showed that it was being distributed.”?

Here again Gann emphasized the special importance
of trading volume in deciding whether a certain level
on a price chart represents accumulation or distribu-
tion. “The reaction or decline which must follow
(accumuiation or distribution] will be in proportion to
the volume of sales and the heights to which stocks
have risen. The volume of trading is just the same as
a large volume of water. If it is two or three times
greater than normal, it must spread over a larger
area, break the dams and do great damage.”3

He added, “The volume of sales always increases
when stocks advance. This applies to days, weeks,
months and years. When liquidation is going on and
has about run its course, the volume decreases. The
years of bear markets always show small volume
and the years of bull markets always show very
large velume. When a market is working lower, the
volume of sales is very small in the last year cof a
bear campaign, which shows that liquidation has
run its course.”4

Gann concluded, " A study of the volume for each
week, month, and year on the individual stocks will
help you in determining the trend.”$

The chart for BAP on the next page, Figure 5-1,

shows distinctive reversals of trend whenever a con-
spicuous spike in trading volume appears. The trader
must determine the overall trend and technical posi-
tion of the market in order to ascertain whether the

Volume repre-
sents the number
of shares traded

Gann emphasized
the special
importance of
trading volume
in deciding
whether a certain
level on a price
chart represents
accumulation or
distribution.
Conspicucus
spikes in trading
volume, usually
are indicative

of a reversal

in trend—
whether upward

or downward.
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FIGURE 5-1:
Three-year week-
ly chart of
Creditcorp (BAP)

volume spikes represent a likely reversal upward or
downward.

One of his favorite methods for doing this was to
add up the total volume of sales that a stock makes
in going from an extreme low to an extreme high.
Gann shows us how:

“On December 22, 1928, the low on U.S. Steel
was 1493, and it worked higher all the time from
this level until September 3, 1929, when it reached
2613%. The total sales during this period were
18,895,000 shares. The total outstanding shares of
U.S. Steel are only a little over 8 million. Thus, in this
advance, the total outstanding shares changed hands
twice. From May 31, 1929, when the stock sold at
162V the last time, being down 30 points from the
high of March, it advanced to 26134 on September
3, 1929, being up nearly 100 points. The total sales
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during this period were 7,615,100 shares, almost as
much as the entire capital stock outstanding. Then,
during the period from September 3, 1929, when
the stock made a top at 2613, to November 13,
1929, when it reached a low of 150, the total sales
were 7,365,300 shares. Note how near these two
total volumes of sales came to being egual. This was
another good indication for bottom, when the num-
ber of shares on the decline equaled or nearly
equaled the number of shares on the advance.

“If you will study the daily, weekly and monthiy
volume of sales on culminations of each different
stock, you will find it very helpful in judging when it
is in a strong or weak position. "8

Gann believed that the best way to make money

in the markets was to follow the trend, whether

up or down, and to avoid trading against the trend
at all times. One simple method for determining
whether the trend is up or down is to note the over-
all trajectory of the priceline, especially the progres-
sive tops and bottoms being made along the way.
“Progressive” tops and bottoms was an operative
term used by Gann to describe how far apart the
tops and bottoms were spaced apart from each
other. ”As long as a stock makes higher bottoms
and higher tops, the trend is up and it is safe to fol-
low the advance,” he wrote. “This rule applies to
daily, weekly, monthly or yearly movements,”’ The
exact opposite is true of bear markets—as long as a
stock makes lower bottoms and lower tops, the
trend is down and is therefore safe for following on
the decline.

One simple

method for
determining
whether the
trend is up or
down is to note
the overall
trajectory of
the priceline,
especially the
progressive tops
and bottoms
being made

along the way.
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One of Gann's
most important
trading tech-
niques for
forecasting price
movements and
determining
trends was the
“swing"” chart.

Swing Charts

This leads us to one of Gann’s most important trad-
ing techniques for forecasting price movements and
determining trends: the “swing” chart. Much has
been written on this method over the years, and
Gann himself provides us with considerable com-
ment on the subject. He had various ways of con-
structing a swing chart, which is basically a chart in
which extreme tops and bottoms of each time
increment (whether a day, week, month, or year,
depending upon the type of chart used) is connect-
ed with a line for every two or three period move in
a single direction. Gann preferred the 3-increment
swing method, though there is evidence that in his
later years he reverted to a 2-increment swing rule.8
However, since the great body of his writing on the
subject deals with the 3-increment swing we will
focus on that here.

The basis of Gann's use of the swing chart is sum-
marized in his “Rule of Three,” which he explains
as follows:

“This is one of my discoveries of a method for mak-
ing big profits in a short time trading in active, fast-
moving stocks. | have made a lot of money with it,

and some traders have paid me as much as $1,000
for this method. . . .

“The rule is this: A stock which shows strong up-
trend will never close 3 consecutive days with losses.
When it does close 3 consecutive days with losses,
then it indicates that the trend has reversed, at least
temporarily, and the longer a stock runs before
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making 3 days’ reactions, or closing 3 days at lower
prices than the previous days, the surer indication it
will be that the move is over. The same rule applies
when a stock is dedlining. It will never close more
than 2 days with gains or at higher prices. When it
does close for 3 consecutive days with a gain, or a
balance on the credit side, then it indicates that the
trend has reversed, at least temporarily, and may
mean a big move up. It makes no difference how
high or low a stock goes during the market hours;
the price at which is closes shows whether it has
made a gain or loss over the previous day and
whether it should be placed on the credit or debit
side of your ledger. This is one of the most valuable
rules for trading in high-priced active stocks. It will
help you to get the benefit of the fast advances or
declines and enable you to know when the minor
trend is changing. Apply this same rule to the week-
ly and monthly high and low charts.”?

An example of a Gann swing chart is provided in
Figure 5-2 on the next page. Note carefully its con-
struction. Gann’ rule for determining the trend

Notice how the trend lines
change from solid (up
trend) to dotted (down
trendl) at points A, B, and
C. It is at these points

that the trend line has
penetrated a previous
peak or valley (circled
areas) formed by the price

swing.
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based on the swing chart was that a price extreme
(peak or valley), when penetrated, means the trend
has turned down or up, depending on whether the
price extreme was made in the ascending phase or -
descending phase. Gann also found that price objec-
tives could be forecast by measuring the amplitude
of the preceding swing — whether up or down—
and adding this measurement (in terms of points)
onto the beginning of the next swing. Often, the
previous swing will forecast the amplitude of the
forthcoming swing in both price and time.
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The formula for constructing swing charts provided
in the paragraphs on the previous pages, apply for
daily, weekly, and monthly charts alike.

Gann’s “Rule of Five”

Another important rule that Gann determined for
judging whether accumulation or distribution was
taking place was based on the number 5, which
Gann taught was the “number of ascendancy.” He
observed that the fifth day, week, month or year of
a market move —whether up or down — often was
the culminating move before a reversal set in, and
that it tended to be the most dynamic. He also
applied this “rule of five” to judging whether accu-
mulation (buying) or distribution (selling) was taking
place in a given stock or commedity. For example,
he taught that the sure sign of accumulation or dis-
tribution is a stock moving up or down many times
over the same range, especially making moves of 5
points or more without getting above its high point,
and at the same time not breaking under its resis-
tance levels on the down side. Gann advised that
when prices began fluctuating feverishly and rapidly
as trading volume expands, then get out, watch and
wait; that is, sell out your long positions and wait
for the opportunity to sell short. “Never be in a
hurey to get in again once you are out with a good
profit,” he warned.

Gann noted that wide fluctuations occur much more
frequently at high levels than at low levels, mainly
because distribution is taking place. “When stocks
reach very low levels after a final drive, they slow

Another
important rule
that Gann
determined for
judging whether
accumulation or
distribution was
taking piace was
based on the
number 5.

He observed that
the fifth day,
week, month or
year of a market
move — whether
up or down—
often was the
culminating
move before a
reversal set in,
and that it tend-
ed to be the
most dynamic.
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Gann taught

that when stocks
establish certain
levels of accumu-
lation or distribu-
tion over a long
number of
months or years
and then cross
them, it is almost
a sure sign that
they are going to
new high or low
levels before
they meet with
resistance again.

down and often work for some time in a very narrow
range while accumulation is taking place. Accumu-
lation and distribution are exactly opposite. When
the insiders want to sell stocks, they make all the
noise possible and do everything to attract the
attention of the public and create a large public
buying power. When stocks decline to low levels
and they want to accumulate a large line, they work
just as guietly as possible. They use every means to
disguise the fact that they are buying stocks, and do
everything to discourage the outsiders from buying
them."10

Gann taught that when stocks establish certain lev-
els of accumulation or distribution over a long num-
ber of months or years and then cross them, it is
almost a sure sign that they are going to new high
or low levels before they meet with resistance again.
“As a rule,” he wrote, “it is always safe to buy or
sel a stock around old bottoms or tops with a stop-
loss order three points above or below previous high
or low prices.” He added that when stocks advance
near old high levels and remain a long time and fail
to go through, distribution is taking place, and as
soon as they break out of the distributing zone, they
should be sold short.

“When a market starts to advance,” wrote Gann,
"it continues upward until it reaches a level where
supply and demand are about equal and prices
come to a standstill. Then supply increases until it
exceeds demand, and prices start to dedline.

“In a long decline or a long advance, a level is
reached where the supply is absorbed and prices go
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on 1o the next level, where they meet another large
supply and absorb it, and finally to a level where the
supply is so much greater than the demand that
distribution takes place and prices start on a long
trend down. This is why many weeks and some-
times several months are required at bottom or top
to complete accumulation or distribution before a
big move starts.

"People who buy or self the first or second time that
the market halts after the trend turns, invariably lose
money because it is simply a halting period to absorb
offerings or to supply a demand at that level, after
which the main trend moves on to the next level.
For this reason, it does not pay to buck the trend —
always go with it. If you trade against the trend for a
quick turn and get a small profit, accept it; do not
expect too much. At the same time, protect your
trade with a stop-loss order and do not let it run
against you when you are bucking the trend.”1

A A A

Gann’s views on accumulation and distribution are
clearly explained in his many writings as are his
trading rules. Applying his methods and utilizing his
swing charts over the long run can significantly
improve one’s percentage of winning trades. In our
next chapter we will discuss his Law of Vibration,
which many market historians felt was left purpose-
fully vague and remains a topic of discussion even
to this day.

{
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NOTES

1 Gann, W.D., Truth of the Stock Tape, Lambert Gann
Publishing, Pomeroy, Washington, 1923, pg. 103.

2 ibid., pg. 103
3 Ibid., pg. 104
4 Ibid., pg. 74
5 Ibid., pg. 73
6 lbid., pg. 165
7 thid., pg. 109

8 In his book, A W.D. Gann Treasure Discovered: Simple Trading
Plans for Stocks & Commadities (Geometric Traders Institute,
Ft. Lauderdale, Fla., 1998), Robert Krausz unveils a long-lost
trading course written by Gann himself to one of his students
in which he attered his “rule of three” swing trading princi-
ple, advising instead a two-day {or two-week, -month-, etc,,
depending on chart time frame) swing rule.

9 Gann, W.D., Truth of the Stock Tape, Lambert Gann
Publishing, Pomeroy, Washington, 1923, pg. 49.

10 Ipid., pg. 61
11 Ibid., pg. 62
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CHAPTER 6

The Law of Vibration

ann was as much a devoted student of

natural philosophy as he was of the financial

markets. He spent years studying the laws
of physics and applied that learning to his market
forecasting methods.

One of the important observations he made in his
study of science he called the “Law of Vibration.”
Gann daimed that this scientific law was an essen-
tial feature of all living things and that it governed
the movement of all physical bodies, including plan-
etary bodies. Humans, animals, insects and planets
all shared this common feature of the Law of
Vibration,

What exactly this “Law of Vibration” was, Gann
never made clear. His writings make frequent refer-
ence to it and he always claimed that he could make
huge profits in the stock and commodity markets by
applying it to his chart-reading technique, but he
never gave specific guidelines for its application.
After carefully reading through Gann's works, how-
ever, one can gain a fair comprehension of what he
was referring to.

Gann claimed
that this
scientific law
was an essential
feature of all
living things and
that it governed
the movement

of all physical
bodies, including
planetary bodies.
Humans, animals,
insects and
planets all shared
this common
feature of the
Law of Vibration.
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It is my view
that the Law of
Vibration is a
method for
isolating chart
congestion zones
and measuring
the upside or
downside
objective of the
priceline once it
has broken out

of that zone.

It is my view that the Law of Vibration is a method
for isolating chart congestion zones and measuring
the upside or downside objective of the priceline
once it has broken out of that zone, Apparently,
Gann saw in these consolidations, or congestion
zones (i.e., lateral trading channels), not merely
zigzags on a chart but something far deeper in
meaning. When prices behave in this manner, Gann
saw them as resting from their previous movement
and buitding up energy for their next big move.
Gann even had a way of measuring the size of the
anticipated move. By subtracting the extreme low of
the trading range in which the consolidation
occurred from the extreme high end of the range,
then multiplying that number by 3 and 5 (300%-
500%) Gann was able to forecast approximately
how high {or how low) prices would move once
they broke out of the zone of consolidation. He
observed that it was commaon for prices to have
rapid moves of 300%-500% after a prolonged side-
ways consalidation.

When the priceline on the chart “coils” or fluctuates
rapidly in a narrow, lateral range it is actually build-
ing up energy for its next big move. This Gann dis-
covered from his observations of the laws of nature,
and science today would classify this under the
explanations provided by vibratory physics. This rule
works extremely well in any market and across many
different time frames, whether yearly, monthly,
weekly, daily, or intraday. Notice the chart example
provided on the next page.
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Figure 6-1. Boeing (BA) FIGURE 6-1:
In Figure 6-1, Boeing’s daily chart shows a trading ch:ty::rﬁ‘g:ii?g

zone between roughly the $36 and the $41 level, a A
distance of $5 from top to bottom. Muitiplying $5

by 3 (to yield the 300% breakout objective) yields

$15. Adding $15 to the top of the trading range at
approximately $41 yields $56, an objective that was

quickly reached once prices broke out of the range.
Multiplying $5 by 5 (to get the 500% breakout

objective) yields $25. By adding $25 to the top of

the trading range of $41, the 500% breakout

objective of $66 was reached three months later.

As this chart illustrates, this application of Gann's
Law of Vibration, though not used to predict the
direction of price movements, can be used as an
accurate tool to forecast the amplitude of the move
once it gets underway. The price targets that resuit
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from this analysis can make one’s trading plan more
effective. Let's now take a look at how Gann’s chart-
reading methodology applies in today’s markets.

CHAPTER 7

Gann Analysis & Today’s Markets

important rules for forecasting price move-

ments and trading with safety and accuracy.
You may be wondering if the methods Gann used
80 years ago are still valid today. Since a picture is
worth a thousand words, let's apply Gann's chart-
reading techniques to several of today's actively
traded stocks and commadities in order to prove the
merit of these rules.

B y now we have established Gann's most

Figure 7-1. Intel Corp (INTC) A dlear<ut buy

Crossing an old top was viewed by Gann as a sign signal is generat-

of strength and therefore a buy signal. Here, Intel ed at the point
when the price-
line crosses

above the previ-
ous top. A sell
signal is generat-
ed at the point
when the price
falls below the
base of support
or previcus
battom.
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FIGURE 7-1:
Two-year chart of
Inte] Corp {INTC)

Corp's (NTC) chart flashes a clear-cut buy signal in
January 2000 when its priceline crosses above the
previous top set in September the previous year.
INTC continued the impressive run-up into August
2000 before reversing sharply to the downside. The
violation of support at $60 was a reason to go short
as INTC eventually dropped well below the $20
level.

Figure 7-2. Johnson & Johnson (JNJ}

To Gann, special consideration was always given
to prolonged sideways movements on the chart,
known as “consolidation” moves. During these
phases of low volatility and a lack of a clearly
defined trend, either accumulation (buying) or
distribution (selling) is taking place. Rather than try
to predict which way prices would move after the
consolidation was completed, Gann taught that a
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trader should wait for the priceline itself to declare
its intent, then follow it. A prime example of this
favored Gann technique is found in the chart of
Johnson & Johnson (INJ). Note the protracted side-
ways trading range that developed between April
1999 and January 2000. Early in 2000 the priceline
dropped beneath the floor of this range, indicating
that distribution had been underway and that a
downtrend was beginning. The trader should have
sold short at this point. The declining trend contin-
ued untit April before reversing. After a spike bottom,
or “V-reversal” in April, the trader should have
covered his short position and gone long. At the
former trading range of $89-$106, Johnson &
Johnson met with resistance once again. The trader
should await a firm signal before initiating a trading
position in JNJ.

FIGURE 7-2;
Two-year chart
of Johnson &
Johnson (JNJ)
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FIGURE 7-3: Figure 7-3. Boeing (BA)
One-year daily

chart of Boeing

(BA)

Boeing is a good example of a short-sale candidate
based on Gann’s principle of waiting for the market
to signal its intent, then following that signal.
Boeing entered a sideways consolidation between
November 2000 and December 2000 before break-
ing below the floor of its trading range at $62. The
astute trader would have sold short from here
awaiting the decline that was sure to follow. After
another brief consolidation in February, Boeing did
aventually decline to even lower levels.

A downward path of the price
after breaking out of a lateral

or sideways consolidation,
represents distribution or selling.
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An upward path of the price

after breaking out of a lateral

or sideways consolidation,

represents accumulation or buying.

Figure 7-4. Aviall Inc. (AVL)

The chart for AVL shows a defined trading range
between $7-$9.75 between November 1999 and
April 2000. When the floor of this range was broken,
the trader should have followed the lead and sold
short. After yet another lengthy period of consolida-
tion, AVL broken out again of its trading range
(between $4.50-3$7) in January, this time to the

upside. Note the large increase in volume on the FIGURE 74.
h b foi One-year daily

breakout. The trader would have been safe in chart of Aviall

assuming an upward trend would follow. Inc. {AVL)

"~ Note it!-né'"l'airgé increase in volume
on the breakout of the trading
range in the last week of January.
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FIGURE 7-5:
One-year daily
chart of Bergen
Brunswig Corp.
{BBC)

Figure 7-5. Bergen Brunswig Corp. (BBC)

In the chart of Bergen Brunswig Corp. (BBC) we find
three examples of how Gann’s trading rules can be
applied in rapid succession. Notice the three lateral
ranges that developed between the $5-$6.50 level in
April and July; the $8-$12 level in July and November;
and the $14-$18 level in December 2000/January
2001. When the priceline broke above these ranges
it was time to go long with BBC. Shortly after the
third rapid succession, BBC met with resistance (i.e.,
selling pressure) at the $20 level. Gann taught that a
trader should always watch round, whole numbers
like 20, since many traders like to sell around these
levels for psychological reasons. Sure enough, when
the $20 level was approached, trading volume
increased and the uptrend stalled out—an indication
that BBC was meeting with heavy selling. The trader
should have sold out his line of BBC at that time and
awaited for the market to signal its next move.,
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Figure 7-6. Dow Jones Utilities

Average (DJUA)
Gann’s chart reading technique works as well with
major stock market indexes as it does with individual
stacks, Notice the three-month lateral trading range
that developed in the Dow Jones Utilities Average
between the last week in April and the end of July
2000. When the top of this range was penetrated in
August, the trader got his signal to buy utility stocks
(or mutual funds indexed off the Dow Jones Utilities
Average). A large rise of the priceline followed.

Daily one-year
bar chart of Dow
Jones Wilities
Average (DJUA)
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FIGURE 7-7:
Weekly three-
year chart of
Cisco Systems
(CSCO)

Figure 7-7. Cisco Systems (CSCO)

Cisco Systems (CSCO) weekly chart covers almost
three years of trading and gives you a different per-
spective. It also is a good example of accumulation
between $10.25 and $17.50 from May 1998 to the
breakout in November of 1999. Then Cisco formed
another trading range between $22.50 and $30.50
from January to June of 1999 before starting its
surge to the eventual highs above $80.

Between February and October 2000, Cisco
Systems showed a trading range between the $50
and $80 levels. The floor of this range was decisive-
ly broken in early October, at which time the trader
should have sold short. CSCO eventually dropped
below the $15 fevel.
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Millions

Figure 7-8. 1BM FIGURE 7-8:
. Intra-day chart
Gann's method of analyzing charts works equally of 1BM

well with intra-day charts as it does with other time
frames. In the 1-minute intra-day chart for IBM
(spanning a period of 10 days), notice the trading
range that developed between $117.25 and
$119.75. When prices broke below the bottom of
this range, it was a signal for day traders to sell
short IBM in anticipation of a decline to $112 based
on the price objective rule. IBM did in fact fall to this
level over a two-day period.

This series of charts illusirates that not only do
Gann's methods work in today's markets, just like
they did 80 years ago, but hopefully encourage you
to look at charts in a different way. Though Gann is
very well known for uncanny predictions for the
stock market, he is equally legendary for his trading
and analysis of the commodity markets. He pub-

|
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lished individual annual forecasts for the grains, cot-
ton, coffee and sugar markets for which he charged
the then exorbitant price of $100 annually, per mar-
ket! In the next chapter we will review some of the

methods that Gann used in the cammodity markets.
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CHAPTER 8

The W.D. Gann Method of

Commodity Trading

11 -rre commodity market,” wrote Gann in
his book, How to Make Profits in

' Commodities, “offers good opportunities
every year for making profits both as an investment
and as a speculative proposition. Trading in future
options is just as legitimate as buying and selling
stocks. k is not necessary to buy the spot cotton
outright, carry it into the warehouses, pay insurance
and storage, for if [for example] spot cotton is going
up or down, future options will fluctuate more than
the cash article, and there is no expense in carrying
futures outside of the margin requirements,”!

He continues, “The course of [commodity] prices is
based on supply and demand, and it is much easier
to form a correct judgment on the commodities
market than it is on the stock market, on account of
there being so many stocks and different groups of
stocks which cause a mixed trend, some stocks
declining while others advance. With commodities it
is different. If one option [in a given commodity}
goes up, they all go up. You might be right on a

“The course of
[commodity]
prices is based
on supply and
demand, and it
is much easier to
form a correct
judgment on the
commodities
market than it

is on the stock
market. ... "
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A man who
trades in
commadities
with the proper
capital and uses
stop-loss orders
to protect his
capital and also
to protect his
profits will be
able to make
more money
than he will
trading in
stocks, especially
when [certain
commodities]

are active.

certain group of stocks and yet pick the laggard to
buy, and not make any money; but with commodi-
ties you could not miss it; if you were right on the
trend you would make money. A man who trades in
commodities with the proper capital and uses stop-
loss orders to protect his capital and also to protect
his profits will be able to make more money than he
will trading in stocks, especially when [certain com-
modities] are active.”2

Gann’s rules for trading the commodities markets
were simple and can be applied to any tradable
commodity:

1. When you have nothing else to hold on for
but hope, get out quick.

2. Never trade without a reason.

3. The time to hold on is when the market is
going in your favor and not against you.

4. Cut short your losses and let your profits run.

5. Profits must be followed up with a stop-ioss
order, and your capital should always be
protected by one.

Gann urged the commodity trader to learn to dis-
count reports which come from analysts and broker-
age offices. "They are honest,” he wrote, “but they
have commodities to sell and are always hoping for
higher prices. They go to the extreme either way. If
crops are bad, they exaggerate the damage. If crops
are good, they are likely to become too hopeful and
exaggerate the good condition...you must discount
their reports and opinions, "3
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The importance of the “tape,” i.e., the reading of
price and volume fluctuations in the market, cannot
be overlooked, according to Gann. “The tape tells
you the consensus of opinion and reveals the pre-
dominance of the opposing forces and shows the
trend according to supply and demand. Ignore the
news, reports, opinions and views of everyone if it
disagrees with what the chart and tape shows, for
supply and demand must govern in the end, and if
the selling power is greater than the buying, prices
will decline, regardless of bad news or anything else.
On the other hand, if the demand, or buying power,
exceeds the sefling, prices will advance regardtess of
good news. Of course, the general trend of the
market does not continue for long contrary to nat-
ural conditions, but supply and demand govern the
prices and the market discounts future events.
Therefore, before you act too strongly on any good
or bad news, be sure that your chart, which is but
the reading of the tape and the correct interpreta-
tion of it, confirms the news and shows that it is yet
10 be discounted.”?

Gann warned vigorously against the dangers of
overtrading. He often claimed that overtrading was
the cause of more profit losses on LaSalle Street {or
Wall Street for that matter) than any other single
factor. “Do not try to trade too often,” Gann
warned. “Jumping in and out of the market confus-
es you; the more trades you make the more chances
you have for getting it wrong, and increasing the
percentage against you. You can always make prof-
its if you wait for the opportunities. If you make two
or three consecutive trades and they go against you,

Gann warned
vigorously
against the
dangers of
overtrading.

He often claimed
that overtrading
was the cause
of more profit
losses on LaSalle
Street (or Wall
Street for that
matter) than
any other single
factor.
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As always,
Gann advised
commodity
traders to use
stop-loss orders
when executing
a trade, and to
follow up profits
by raising or
lower stops
(according to
whether the
trader is long
or short a given
contract).

and you have to take losses, better quit for a while
and look on. Wait until your judgment gets clear,
and the market shows a definite trend. You can
always form a better judgment when you are out of
the market than when you are in it, because you are
not influenced by your hopes and fears.”

According to Gann, one of the most important
things that traders overlook is the amount of capital
required to make a success trading in commodities.
* A man should go into the commodities market the
same as he goes into any other business—to make
a success and not a gambling proposition,” he
wrate. “If you make speculation or investment a
business, you probably will be able to accumulate a
fortune over a number of years, but if you go into it
to gamble and expect to make it all on one deal,
you will lose all your money and have nothing left
but hope.” Gann advocated trading with no more
than 10% of one’s discretionary, or surplus, capital.
“This money,” he wrote, "is not to be used to put
up on the [contract] and hold if it starts going
against you. It is for the purpose of paying several
small losses and still have capital enough left to con-
tinue to trade until you hit it right and begin to
make big profits.”s

As always, Gann advised commaodity traders to use
stop-loss orders when executing a trade, and to fol-
low up profits by raising or lower stops (according
to whether the trader is lang or short a given con-
tract), Gann further advised that once your mind is
made up and you have placed your stop-loss order,
do not cancel it or change it to where you have a
greater loss if it is caught. “in 99 cases out of 100,
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you will be wrong when you place yourself in a
position to take a greater loss than you first decided
on. It may be well enough some times to cance!
orders for taking profits if the market is going your
way, but never cancel an order to stop a loss. The
sooner a loss is stopped the better both for your
capital and for your judgment. As long as you stay
in the market and a trade goes against you, your
judgment gets worse all the time; in fact, you have
no judgment. It is simply a big hope that the market
will turn and go your way."¢

Another technique Gann used to rapidly multiply
commodity-trading profits was one he called
“pyramiding.” This is performed most successfully
in swift-moving markets. As a rule, Gann advised
adding to one’s trading position when the market
moves in your favor by 10-20 percent. £ach new
position should be followed up by adjusting your
stop-loss order so that it continually rises with, but
stays beneath, the market. That way, should the
market suddenly reverse, all of your profits will not
be wiped out.

Gann warned against the option trading strategy
known as the “straddle,” or “strangle” trade,
where two options — one put and one call— are
simultaneously purchased in the hope that one or
the other will show a profit, and that further, the
profit from the one will exceed the loss from the
other. This strategy, of course, violates Gann's funda-
mental tenet of trading on hope rather than on the
tape and chart indications. Wrote Gann, "Many
traders get the idea that they can sell one option

A technique
Gann used to
rapidly multiply
commodity-
trading profits
was one

he called

“pyramiding.”
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Gann wamed
against the
option trading
strategy known
as the "straddle,”
or “strangle”
trade, where two
options—one
put and one call
—are simultane-
ously purchased
in the hope that
ohe or the other
will show a
profit, and that
further, the profit
from the one will
exceed the loss
from the other.

and buy another, thereby making a straddle which
will work closer together and show them a profit. In
nine cases out of ten, it works exactly opposite, and
instead of a profit the result is a big loss. If you can-
not form a judgment of the trend of the market,
then do not try to play both sides at the same time.
Something always happens to upset all calculations
when traders figure out a dead sure cinch on a
straddle. As a trader once said to me, ‘My broker
recommended something safe and sure—a good
straddle—and | got on for a joy ride and the strad-
dle tore both my legs off.” This is the way most
straddles work out.

“Another great mistake that traders make is that
when they buy one option and it starts to go
against them, they refuse to see that they are wrong
and accept a loss, but sell another option to hedge.
Then they are both long and short of the market,
and they have to make two guesses as to where
they will get out right. It cannot be done. They
invariably close the trade that shows a profit and
hold the one that shows a loss. In this way, they
undo the wrong side of the hedge. A man cannot
have a clear judgment trying to play two sides of
the market at the same time. It is bad enough play-
ing one side. Therefore, keep out of hedges and
straddles; try to determine the trend and folfow it.”?

The commodities market, like any market, is gov-
erned by the forces of supply and demand, which
are judged by price and volume indications on the
tape. Gann often stated that the only difference
between reading the tape on a given commodity
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and reading it on stocks is that the commeodity tape
does not show the number of contracts traded in
on each sale. This makes it a little difficult at times
to determine the trend, but while one does not
know the amount of trading that is going on, the
fluctuations on the tape show very plainly whether
the volume is heavy or light, according to Gann.
“The market does not stand still on large buying or
selling,” he wrote. "It moves one way or the other.
Therefore the activity tells us whether or not there is
big business going on. When fluctuations are very
narrow and the market is dull and inactive, it shows
that the buying and selling is reduced 1o a small
scale, and no big move is indicated. Therefore, the
only thing to do is to watch and wait until you see
activity start, and then go with it."8

Gann also provided some good advice for trading
options on commodity futures: “It always pays to
trade in the active options, and not trade when they
get too close to maturity. There is no use taking
chances on wild fluctuations and bad executions
when you get near delivery dates. Trade in the next
option where you can get good executions.”

In regard to the commodities tape, Gann’s advice
was the same as it was with stocks—don't watch it
too closely; instead, he advised keeping up a chart
and reading the tape based on the high and low
indications of the chart on all time frames -— daily,
weekly, monthly and yearly. In this way, a trader can
best judge the short-term, intermediate-term and
long-term trends influencing price movements in
any market. Spotting those changes in trend is the
topic of our next chapter.

In regard to the
commodities
tape, Gann's
advice was the
same as it was
with stocks —
don't watch it
too closely;
instead, he
advised keeping
up a chart and
reading the tape
based on the
high and low
indications of the
chart on all time
frames —daily,
weekly, monthly
and yearly.
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1 Gann, W.D., How to Make Profits in Commodities, Lambert
Gann Publishing, Pomeroy, Washington, 1951, pg. 1.

2 Ibid,,
3 Ibid.,
4 Ibid.,
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8 Ibid.,
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CHAPTER 9

Rules for Determining a

Change in Trend

.D. Gann was a master at reading the
Wcharts and the tape and was an expert

stock and commodities trader as well.
He shared much of this wisdom through his many

writings on the subject of trading technigue, includ-
ing some of his trading secrets.

One of the methods he relied on most successfully
for forecasting future price movements and profiting
from the market, was being able to judge areas of
accumulation and distribution on the charts. To him,
these were visible areas of buying and selling, and
by following the direction the priceline took after
breaking out of these trading ranges, he made
enormous profits. He wrote several rules for deter-
mining when a trend begins and ends in the cotton
market, many of which we will share here.

Gann wrote that when the market is fluctuating in a
very narrow range, the cotton trader should keep
up a chart of every 10-point move made during the
day. “In this way,” he wrote, "you will be able to

One of the
methods Gann
relied on most
successfully for
forecasting
future price
movements and
profiting from
the market, was
being able to
judge areas

of accumulation
and distribution
on the charts.
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The value of
charts is to
determine where
support is given
and where it is
withdrawn;

also where
resistance is met
on an advance
and where it is
overcome, thus
enakling you to
buy and sell and
place a stop-loss
order as close as
possible for your
protection.

see whether accumulation or distribution is taking
place, and discern where resistance levels are
formed. When it breaks out into new territory you
can then follow the trend. In very active markets,
when prices are high and range wide, fluctuations
of 10 points mean very little, and you should keep a
chart of every move of 30 to 40 points made during
the day. In this way you will be able to locate the
resistance levels and tell when it breaks out of the
zone of accumulation or distribution, !

He wrote further, “You should always keep a month-
ly, weekly, and daily high and low chart on the active
options you are trading in. It will only require fifteen
to twenty minutes each day to do this and you will
be well repaid for your trouble. The value of charts is
to determine where support is given and where it is
withdrawn; also where resistance is met on an ad-
vance and where it is overcome, thus enabling you
to buy and sell and place a stop-loss order as close as
possible for your protection, 2

IBM Daily, Weekly, and Monthly Bar Charts

The three chart examples —daily, weekly, and
monthly - for IBM on the opposite page, show
differences across the various time frames. Notice on
IBM's daily chart, Figure 9-1, the drop to the $80 level
reflects technical weakness; however, IBM's weekly
chart, Figure 9-2, shows strong support at this level
in early 1999. On the monthly chart, Figure 9-3, the
drop to $80 after rising from $13 to $135 does not
seem 0o severe. Longer-term charts help the trader
put things in perspective with respect to the overall
technical position of a stock or commodity.
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FIGURE 9-1:
IBM Daily

FIGURE 9-2:
IBM Weekly

FIGURE 9-3:
IBM
Monthly
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Gann advised
»Do not try to
trade every day,
watch and wait
for opportunities
and once you see
you are in right
with the trend
of the market,
follow it up or
down until you
see a sign that
the trend has
reversed,

Continuing, he writes, " After violent fluctuations up
or down, the market nearly always comes to a
standstill before the next move starts. Buying and
selling becomes about equal and the market nar-
rows down, then activity starts one way or the other
and you should go with it. Of course, there are
bound to be false moves at times. After accumula-
tion is shown some news may develop which will
cause a sharp drive down, followed by a quick
rebound. Then if prices go above the levels previous-
ly established, you can consider that the move has
reversed and that prices will continue upward. "3

Gann noted that often, when the first top is made,
a lot of profit taking will be encountered and a
short interest will be built up. Something often will
occur of a favorable nature to scare the shorts into
covering, forcing prices to a slightly higher level,
which weakens the technical position. Then a quick
decline develops, and if previous low levels are
broken and the market is very active on the decline,
it will be an indication that the trend has again
turned down, according to Gann.

"Do not try to trade every day,” he advised. "Watch
and wait for opportunities and once you see you
are in right with the trend of the market, follow it
up or down until you see a sign that the trend has
reversed. Do not close your trade just because you
have a profit, but always be convinced by the posi-
tion of the chart and the general condition, that
the trend has changed. Never buy after a lot of very
bullish news comes out, nor sell after an extremely
bearish report. Both good and bad news is nearly
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always discounted. Of course, consider whether the
trend is up or down when good or bad news is
made known. "4

He advises further, “Remember [prices] can always
go higher if conditions are right. {Do not] buy just
because [prices are] . . . at low levells], as [they] can
always go lower. Never buck the trend, and do not
try to guess the top or bottom. Wait until the chart
shows you that the trend has turned. You can
always make plenty of money buying or selling after
the trend is well defined. The man who is in too big
a hurry will lose money and miss opportunities just
as often as the man who is too slow to act.”s

“Follow the tape and the charts,” concludes Gann,
“for they will point to the correct course of prices
according to the natural law of supply and
demand.”® Gann Angles can be used to quickly
determine whether supply or demand is the domi-
nating factor in a given market. They are possibly
the most well known of Gann’s technical tools and
represent a significant contribution to the field of
technical analysis. They are introduced in the next
chapter.
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NOTES

1 Gann, W.D., Truth of the Stock Tape, Lambert Gann
Publishing, Pomeroy, Washington, 1923, pg. 1665.

2 Ibid., pg. 165
3 bid., pg. 165
4 1bid., pg'. 166
5 lbid., pg. 166
6 bid., pg. 169
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CHAPTER 10

Gann Angles

nce the basic concepts of trend line support ~ The technique

and resistance have been mastered, we can known as “Gann

now proceed to a more advanced concept Angles,” uses
that allows for greater accuracy in market forecast-
ing using charts. Employing a little-known technique
developed by W.D. Gann, a trader can derive maxi-
mum leverage in negotiating the markets.

several degrees
of trend fines to
determine the

overall position

of the market,
Gann was a master geometer as well as a master whether strong
market technician. He saw many parallels between or weak.

the concepts of geometry and the patterns in the
market. He developed several ideas based on Greek
geometry that he implemented in his trading sys-
tem, ideas which proved highly accurate and which
can be used in almost any market, including cotton.
Known as “Gann Angles,” this technigue uses sev-
eral degrees of trend lines to determine the overall
position of the market, whether strong or weak.

All of Gann’s techniques require that equal time and
price intervals be used on the charts, so that a
risefrun of 1 x 1 will always equal a 45 degree
angle.’ He believed that the ideal balance between
time and price exists when prices rise or fall at a 45
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The 1 x 1 trend
line, deemed the
most important
by Gann,
signifies a bull
market if prices
are above the
trend line or a
bear market if
below. Gann felt
that a 1 x 1 trend
line provides
major support
during an
uptrend, and
when the trend
line is broken,

it signifies a
major reversal
in the trend.

degree angle relative to the time axis. This is also
called a 1 x 1 angle (i.e., prices rise on price unit for
each time unit).2

In his book, Technical Analysis From A to Z, Steven
Achelis explains the concept of Gann Angles as
follows: “Gann Angles are drawn between a
significant bottom and top (or vice versa) at various
angles. Deemed the most important by Gann, the
1 x 1 trend line signifies a bull market if prices are
above the trend line or a bear market if below.
Gann felt that a 1 x 1 trend line provides major
support during an uptrend, and when the trend line
is broken, it signifies a major reversal in the trend.
Gann identified nine significant angles, with the

1 % 1 being the most important:

1 % 8 = 82.5 degrees
1 x4 =75 degrees

1 x 3 =71.25 degrees
1 x 2 = 63.75 degrees
1x 1 =45 deqgrees

2 x 1 =26.25 degrees
3x 1 =18.75 degrees
4 x 1 = 15 degrees

8 x 1 =7.5 degrees

“Gann observed that each of the angles can provide
support and resistance depending on the trend. For
example, during an uptrend the 1 x 1 angle tends to
provide major support. A major reversal is signified
when prices fall below the 1 x 1 angled trend line.
According to Gann, prices should then be expected
to fall to the next trend line (i.e., the 2 x 1 angle). In
other words, as one angle is penetrated, expect
prices to move and consolidate at the next angle.”3
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Once you establish the reference point for drawing the angle

line—either a significant top (downtrend) or bottom (uptrend),

you would then use a protractor to measure the various degrees.
in an uptrend, the angle would be drawn upward from the bot-

torn, in a downtrend, downward from the top.

Gann Angles are drawn by locating a significant top
or bottom and using that as the reference point for
drawing the angle line. From this top or bottom,
draw a horizontal line outward and use a protractor
to measure the various degrees, keeping in mind
that the 45 degree line will be most important.
Once you have isolated these degrees, use a ruler to
draw the trend lines from the reference point out-
ward. It will be noted that smaller degree of trend
line, the less likely it is to have any significance. It
has been our observation that when prices have
broken below a 35 degree trend line, the entire
move is in jeopardy of being reversed (even though
Gann did not refer to a 35 degree trend line in his
writings). The angles between 35 degrees and 45
degrees are always the most important ones,
whether in an upward trend or downward trend.

Note the use of Gann Angles in the charts that fol-
low on pages 93 and 94.

|
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FIGURE 10-1: Figure 10-1.  General Electric (GE)
One-year daily

chart of General  General Electric’s chart shows four Gann Angle

Electric (GE) trend lines between June and October of 2000.
Note the bullish 2 X 1 angle that was first penetrat-
ed in September, then decisively broken in October
as were both the 3 X 1 and 4 x1. Each successive
Gann Angle trend line was of a lower degree,
hence, less bullish than the previous one. After the
4 X 1 angle was broken in October, a new series of
downward-sloping Gann Angles developed in
December: first the 1 X 2 angle, followed by the
1 X 1, and then the 2 x 1 angle. The steeper the
angle in the declining phase, the more bearish the
technical position of the market. Note that the 2 x 1
angle was tested in February before the stock
plunged once more.

94 GANN SIMPLIFIED

8

J A S ON D OOF N RM J J A 5 0 H DO FM AR J

Figure 10-2.  Intel (INTC) :\I:URE 10-2:
o-year

Note the three clearly-defined series of Gann Angles  daily chart of
in the chart for Intel. After the bullish 1 X 1 angle intel {INTC)
was broken in April 2000, it gave warning that the

stock was losing upside momentum. This was con-

firmed when the 2 X 1 angle was broken in

September. An extremely shallow 4 X 1 angle was

broken later in the month, warning of much lower

levels ahead.

Gann Angles are helpful tools to use when used in
conjunction with the other forms of chart analysis
described in Chapters 4 through 7. These angles—
especially when a potential change in trend has
been signaled — are useful in determining the slope
of the incipient trend. The shallower the slope of the
trend line, the less likely the new trend is to hold.
The steeper the angle, the more likely it is to be the
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beginning of a significant move. Gann's extensive
views on trading and many of the topics discussed
in the prior chapters are summarized in Gann’s trad-
ing rules which are included in Chapter 11.

NOTES

1 Achelis, Steven B., Technical Analysis From A to Z, Irwin
Professional Pubtishers, 1995, pg. 148.

2 tid,, pg. 148
3 loid., pgs. 148-149
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CHAPTER 11

Gann’s Twenty-Four

“Never-Failing” Rules 1

ann always believed that in order to make a
G success at trading the markets, one must fol-

low a series of well-defined rules, never once
deviating from them regardless of circumstance. He
provided 24 of his most reliable rules for the trader
to follow in any market and in all circumstances. A

list of his rules, along with the appropriate heading,
follows.

Amount of capital to use. Divide your capital
into 10 equal parts and never risk more than
one-tenth of your capital on any one trade.

Use stop-loss orders. Always protect a trade
when you make it with a stop-loss order 3to 5
points away.

Never overtrade. This would be violating your
capital rule.

Never let a profit run into a loss. After you

once have a profit of 3 points or more, raise
your stop-loss order so that you will have no loss
of capital.

Gann always
believed that

in order to
make a success
at trading the
markets, one
must follow a
series of well-
defined rules,
never once
deviating from
them regardless
of circumstance.
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Of these 24 rules,
Gann considered
the rule concern-
ing placing a
stop-loss order
the most impor-
tant. Threughout
his writings, he
continually
emphasized the
importance of
placing protec-
tive stops on all
trades, remind-
ing the reader
that big losses
are prevented
this way and

profits preserved.

I

Do not buck the trend. Never buy or sell if you
are not sure of the trend according to your
charts.

When in doubt, get out, and don’t get in when
in doubt.

Trade only in active stocks. Keep out of slow,
dead ones.

Equal distribution of risk. Trade in 4 or 5 stocks,
if possible. Avoid tying up all your capital in any
one stock.

Never limit your orders to fix a buying or selling
price, Trade at the market.

1 Don'‘t close your trades without a good rea-
son. Follow up with a stop-loss order to pro-
tect your profits.

Accumulate a surplus. After you have made
1 a series of successful trades, put some
money into a surplus account to be used only in
emergency or in times of panic.

1 Never buy just to
get a dividend.

1 Never average a loss. This is one of the
worst mistakes a trader can make.

1 Never get out of the market just because
you have lost patience or get into the mar-
ket because you are anxious from waiting.

1 Avoid taking smafl profits
and big losses.
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1 Never cancel a stop-loss order after you have
placed it at the time you make a trade.

1 Avoid getting in and out of the market too
often.

1 8 Be just as willing to sell short as you are to
buy. Let your object be to keep with the
trend and make money.

1 Never buy just because the price of a stock is
low or sell short just because the price is high.

2 Be careful about pyramiding at the wrong

time. Wait until the stock is very active and
has crossed resistance levels before buying more and
until it has broken out of the zone of distribution
befare selling more.

2 Select the stocks with small volume of

shares outstanding to pyramid on the
buying side and the ones with the largest volume of
stock outstanding to sell short.

2 Never hedge. If you are long of one stock
and it starts to go down, do not sell anoth-

er stock short to hedge it. Get out at the market;

take your loss and wait for another opportunity.

2 Never change your position in the market

without a good reason. When you make a
trade, let it be for some good reasons or according
to some definite plan; then do not get out without
a definite indication of a change in trend.

2 Avoid increasing your trading after a long
period of success or a period of profitable
trades.

He also advised
continually
following up on
a stop-loss order
by adjusting it
higher or lower,
as the case may
be, in order to
further protect
profits and guard
against potential
losses,
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Gann also heavi-
ly emphasized
the importance
of not changing
your mind when
once you have
committed to a
trade. “Nine
times out of
ten,” he wrote,
“when once you
place a stop-loss
order, if you
never cancel it,
it will prove to
be the best
thing that ever
happened, and
the man who
adheres to this
rule will make a

success.”

Of these 24 rules, Gann considered the rule concern-
ing placing a stop-loss order the most important.
Throughout his writings, he continually emphasized
the importance of placing protective stops on all
trades, reminding the reader that big losses are pre-
vented this way and profits preserved. He often said
that "failing to place a stop-loss order and overtrad-
ing have been the cause of over 90 percent of the
failures in Wall Street.” He also advised continually
following up on a stop-loss order by adjusting it high-
er or lower, as the case may be, in order to further
protect profits and guard against potential losses.

Along with the necessity of placing a stop-loss order,
Gann also heavily emphasized the importance of
not changing your mind when once you have com-
mitted to a trade. “Nine times out of ten,” he
wrate, “when once you place a stop-oss order, if
you never cancel it, it will prove to be the best thing
that ever happened, and the man who adheres to
this rule will make a success.”

Gann also urged his readers to heed nothing but
the message of the market and to ignore what
financial writers and advisors might be saying about
the market. It is your trading decision based on your
interpretation of the market that will make you
money, not someone else’s opinion, he said. “One
of the main reasons why traders make losses is
because they do not think for themselves and allow
others to think for them and advise them, whose
advice and judgment is no better than their own,”
he wrote.

On this same score he advised, “When you think
the market is reaching bottom or top, you will find
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that seven times out of 10 you will be wrong. It is
not what the market does today, nor what you

think it is going to do, that is important; it is exactly -

what the indications are that it will do at a later
date when you expect to make profits. Your object
should be to keep right on the market. Go with the
trend of the market. Study ail the time to determine
the correct trend. Do not think about profits. If you
are right on the market, the profits will come. If you
are wrong, then use the old reliable protector, the
stop-loss order.” ‘

- NOTES

1 Excerpted from 45 Years in Wall Street, by W.D. Gann,
Lamgert Gann Publishing, Pomeroy, Washington, 1949,
pg. 20.
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CHAPTER 12

Conclusion

he trading methods and theories of W.D. Gann  One of the
will forever change the way you view the stock amazing things

and commodity markets. Whether you are a about Gann
short-term “swing” trader or a long-pull investor, theory Is that it
Gann's wisdom can profit all traders in any type of can be as simple
market environment, or as complex as
the trader
One of the amazing things about Gann theory is wishes it to be,
that it can be as simple or as complex as the trader depending on

wishes it to be, depending on how deep one wishes how deep one
to delve into Gann's writings. Gann left an impressive  wishes to delve
body of work behind, which ranges from the fairly into Gann’s
simple and straight-forward (as revealed in his semi- writings. In this
nal work, Truth of the Stock Tape) 1o the arcane and book, we have
highly complex (as revealed in his “Master"” series of focused solely
commodity timing courses). In writing this book, we on the most
have purposely overlooked such Gann techniques as basic and easy-
his various squaring formulas, “master charts,” inter-  to-understand
planetary cycle analysis, etc. Instead, we have aspects of his
focused solely on the most basic and easy-to-under- work.
stand aspects of his work and provided an introduc-
| tion to Gann Angles, It is our opinion that this is
I where Gann’s best contributions to understanding

market behavior were made.
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This book should
by no means be
construed as
summarizing the
whole of Gann's
teachings. For
that, the reader
must look else-
where. Rather,
this book should
be read as an
introduction to
the many and
varied forms of
his technical
analysis, but
principally his
tape reading
method.

Probably the best information that can be gleaned
from Gann’s voluminous writings is found in his
early work on using charts to identify areas of accu-
mulation and distribution. Today this is known as
“support and resistance” analysis, which all techni-
cal analysts now embrace. Gann’s early work on this
was as clear and lucid — not to mention as accu-
rate — as any commentator you'll read on the
subject. Best of all, Gann was able to confer his
knowledge and techniques to students without the
aid of trend lines and geometrical chart patterns; in
fact, his earlier works have very few chart examples
at all. So clear and straightforward was his teaching
that he was able to confer his wisdom without the
use of visual aids.

What market analysts both yesterday and today
have always aimed to discover is the balance
between supply and demand, i.e., whether the
buyers (the “bulls”) or the sellers (the “bears") are
in control of a given market at a given time. This is
what classical tape reading and technical analysis
aim at discovering, but Gann’s original method of
arriving at this conclusion was so amazingly fresh
and insightful that it remains unsurpassed for its
accuracy and simplicity, even today. Gann, better
than perhaps any other market writer, was and is
the best teacher on how to read the tape.

This book should not be construed as summarizing
the whole of Gann’s teachings. For that, the reader
must look elsewhere. Rather, this book should be
read as an introduction to the many and varied
forms of his technical analysis, but principally his
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tape-reading method. There are many fine works
available today, which contain greater scope and
depth on Gann’s more refined forecasting tech-
nigues. Now that a foundation in Gann theory has
been laid in this book, perhaps you, the reader, will
want to further pursue these avenues.

If you come away with nothing else from reading
this book, remember Gann’s oft-repeated rule:
“Always let the market (i.e., the chart or tape) guide
your trading decisions.” Never buck the trend,
always go with it. Never trade without a stop-loss
order. Never overtrade. Never commit more than
one-tenth of your capital to any one trade. Follow
these rules religiously and you will find success in
the financial markets,
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