Technical analysis is the study of market action, primarily through the use of charts, for the purpose of forecasting future price trends.

There are three premises on which the technical approach is based:

1. Market action discounts the known fundamentals

2. Prices move in trends

3. History repeats itself

The term cycle is derived from the Greek word Kuklos, which means circle.

A cycle is a recurring interval of time within which a round of regularly repeated events is completed.

Cycle analysts apply past precedents of time duration between past events, such as the time between market lows, in order to estimate the probabilities of the future course of prices and to make educated estimates of how long a particular trend might last (History repeats itself).
6 phases of full bull through bear cycle – Dow theory

· 1.Skepticism. In a major Bull Market, the first phase is accumulation of stocks at bargain prices by the "smart money" (the most knowledgeable and experienced investors). Meanwhile, the mass mood toward the stock market ranges from disgust to general skepticism. Stocks are depressed, and may have been for  a long time.   

2. Growing Recognition. The second Bull phase is known as the mark-up phase. Stock prices rise on increasing transactional volume. There is growing recognition that fundamental business conditions will improve. Stocks move up big. It is a very rewarding time to be in the market.   

3. Enthusiasm. The third Bull phase is marked by popular enthusiasm and speculation. Sentiment indicators are near record levels. Fundamentals now appear extremely positive.  Late in this third phase, however, volume starts to diminish on rallies. The smart money has reminded itself that "no tree grows to the sky". Consequently, those knowledgeable investors, who bought early at wholesale prices, stop buying. Moreover, they begin the distribution phase, parcelling out their stocks at retail prices.   

· Disbelief. The first Bear Market phase is marked by clear and widespread technical deterioration, even while almost everybody is still feeling extremely bullish. But when everyone who ever is going to buy has already bought, there is only one direction for prices to go--down. When buying power is used up, there is insufficient demand to absorb the accelerating distribution of stocks by the smart money at current prices, so prices have to move lower. An ever increasing number of stocks already have stalled out and formed potentially bearish chart patterns. But even as stocks break critical chart support levels, this clear bearish technical evidence is widely ignored by the uninformed masses.   

5. Shock and Fear. The second Bear phase is marked by a sudden mood change, from optimism and hope to shock and fear. One day, the public wakes up and sees, much to its surprise, that "the emperor has no clothes". Actual fundamental business conditions are not panning out to be as positive as previously hoped. In fact, there may be a little problem. The smart money is long gone, and there is no one left to buy when the public wants out.    

6. Disgust. The third Bear phase is marked by discouraged selling and, finally, total disgust toward stocks. Fundamentals clearly have deteriorated and the outlook is bleak. Downward price movement continues but the negative rate of change eventually begins to slow as potential sellers liquidate holdings at distress prices. Even the best stocks, which initially resist the downtrend, succumb to the persistence of the Bear.      
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Cycles – Basic concepts
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Once the wave is identified, its value can be 

determined at any past or future time.

It is the characteristics of waves that provides 

a degree of predictability for the price action.

A Simple Cycle

Cycle 

tops

are called 

crests

Cycle 

bottoms

are 

troughs

Note: Cyclic analysts prefer to measure 

Cycle lengths from low to low.

Measurements can be taken between crests

but are not considered to be as stable or 

reliable.

The 3 qualities of a cycle are , amplitude, 

period, and phase.

Remember this is a series

of Dow type waves 

Remember Dow wave
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Cycles – Basic concepts

Time
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Amplitude:

measures the height of the wave

Wave Period:

is the time between troughs

Phase:

is a measure of the time location of

a differing wave troughs.

Amplitude

Period Phase

Simple Cycle

Because there are different cycles occurring

at the same time, phasing allows the cyclic

analyst to study the relationships between 

different cycle lengths.

Phasing is also used to identify the date of the 

last low.

If we know the 

amplitude

, 

period and phase

the date of the next cycle low can be 

determined if the Cycle remains constant.


Cyclic principals 4 main ones plus concepts

Summation,  Harmonicity,  Synchronicity, Proportionality  - Variation  - Nominality
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Principle of Summation 

(Price patterns are formed by the interaction of two or more cycles)

All price action is the simple addition of all active cycles

Add together the two different cycles at the bottom of the chart to create a composite 
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Continuing each cycle into the future and summing them back together  = the future price trend in theory …
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Principles of Harmonicity & Synchronicity

Lacking Harmonicity

Lacking Synchronicity

Harmonicity & Synchronicity

Wave A

Wave B

Period A

Period B
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Harmonicity – Neighbouring waves are 

usually related by a small whole number, 

usually two.  (eg. If 20 day cycle exists,  the 

next shorter cycle will be ½ its length 10 

days.  The next longer cycle would be 40 

days.

Synchronicity – tendency for waves of 

differing lengths to bottom at about the same 

Time.

Wave B is ½ the length of Wave A.

Wave A has two repetitions of the smaller Wave B 

(Harmonicity)

When Wave A bottoms Wave B also bottoms 

(Synchronicity)
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Principles of Proportionality, Variation and Nominality

Proportionality –

relationship between cycle period and amplitude

.  

Cycles with longer periods (lengths) should have proportionally wider amplitudes.  

The amplitude, or height of a 20-day cycle should be about double a 10 day cycle. 

Variation

– the 4 other principles are just strong tendencies, and not necessarily 

reflected exactly in the real world 

some variations can and do occur.

Nominality – There appears to be a nominal set of Harmonically related cycles that 

affects all markets.

Nominal model cycle lengths can be used as a starting point in the 

analysis of any market.  
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Nominal Cycle Model
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In this example the model begins with 

an 18-year cycle and proceeds to each 

successively lower cycle half its 

length. 

(The only exception is the relationship 

between the 54 and 18  months which 

is a third instead of a half).
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Patterns and Cycles – Confidence building

The best situation is if you have a cycle which has a turn confirmed by a price 

pattern you could also try summation to generate pattern signals re: previous Double Top.

S

S

NL

H

Cycle


Many people use time by the mechanical clock, but it might be worth considering more natural activities like the Moon cycle or the planets at work and other techniques.  

Whatever you use you should start with a longer term cycle first, and then work downwards a Top/Down approach – nominality.   

Dow talked about various stages, Elliott Wave uses the concept of 8 wave cycles, Gann did much work on cycles and there are many techniques that can be employed.  Key is to use ones you understand and are comfortable with and should be confirmed by correlated markets and other techniques and not just reliant on the cycle analysis alone.
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RULE OF CONFIRMATION – THOUGHT PROCESS/CHECKLIST

ENVIRONMENT

RofC

X Market check Various Techniques

Historical data

Top/down approach Fundamentals Support/Resistance

T-lines broken/intact

Ma’s/%R techniques/Filters

Political/market specifics

Look for repetitive behaviour/Cycles

Myriad of choices

Elliott Wave/Candles/Gann

Rule of 7, Oscillators

Big picture/small picture/vice versa

Related markets

Opposite markets

Fly’s, curves

Yield/Price
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