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Picking up the
Elliott wave pieces \

FTECHMNIOQLUE

In the first article of a three-part series, this wave amalyst discusses

shortcomings he has found in Elliott wave and describes the application of his

NEoWave theory to the stock market.

By Glerin Neely

e Elliott Wave Principle, pos
tulated in the early 1930s by
Falph Melzopn Elloit (and con-
tinually improved upon by
him through the 19408), was a rev-
olutionary concept for its Hme that
described markel behavior in
greater detal] than ever before.
Regrettably, years of incorresd
| forecasts made by varlous El-
| liotticians heve jeopardized (he rep
utatfon of RN, Elliott's famouws
principle. After renewed interest
and nearly a decade in the lime-
light, it appears to many people the
Wave Principle has atopped work-
ing. Is it a Nawed concepl or is it
simply being misinterpreted?

Having spent vears fncding solu-
tions to Ellott questions, [ve devel-
oped logical, objective, step-by-step
technigues that enhance Elliotft's
original principle. NEoWave theory
Mechy's Extensions of Wave theory)
9 mw eollection of innovations Lo
wave analysls derived from more
than a decade of research and real-
Lime experience,

NEoWave Is a superset of Elliott
ware thal introduces a more exten-
sive and precise collection of rules,
brimgmyg together various new oon-
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cepts and analytical technigues
that improve fomcashing accuracy,

In this series [ flrst explaim why
the reputation of Elliott wave has
been so damaged [0 primarily
revolves aroumnd one craclal perod in
history nearly all Elliotticians have
analvzed ncorrecthy], and then pro-
vide you with three simple NEoWave
comecpts you can fmplement imme-
chicikely (o fmprove vour analysis,

Second, you'll learn innovative
concepts that address and solve
many of the problema that have
plagued Elhiott wave sines s moep-
don. These new concepts, i applied
corretly, shoald provids you with an
erthareed level of analytical and trad-
irg comfickence nol usually possible
using Elllo wawve onty.

Third, Ull apply NEoWave con
cepts to 200-plus years of 1.5,
siock markel data, presenting the
first publicly released update of my
!llrl.g-[rerrn fovreczed i e%h! VLTS,

136-year-old error “Standard wave
count” (below) shows a yeardy aver-
age plot of the Dow Jones [ndustrial
J"u.'.n:'ragf from 1789 to 1906, In-
|:|.m]|.-a-:] o e chart is the generally
accepted long-term Elliott wave
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count. As you can see, that inter-
pretation puts the 115, stock mar-
ket in the latter stages of wave 5.
According to Elliott wave, when a
fifth wave ends, the market shoukd
move back inte the price range of
the “fourth wave of one lower
degree.” Measuring from the most
recent high, the Dow would need o
drop a caelamitous 480480 points to
el hal requirernent! Fortunagely
the generally accepted long-term
wave count on the US. slock mar-
ket containsg aeveral lundamental
tectimival errors, making this sce-
nario mpoasible.

[L starts with a misinierprefed perd
od of the stock market beginning in
18255 thal has resualted in an
evakanche of erroneous market fore-
casts throegh the 19905, To under-
| ctand the seriouveness of this emor,

we need to review some of BN,
| Ellodt’s most important rules,

Firsl, Eltiott discovered that the
behavior of fasl-moving markeis
lirgulstve waves] was clearly differ-
cnt from the reactions to those
markel phases (corrective waves).
Owerall, iImpulsive patterns always
prociuce & positive or negative poce
change and contain five subdivi-
sions, while corrective patierms pro-
duce more newtral price movernenl
arnd most often contain three subdi-
visions. If an impulsive pattern is
moving upsarnd. it will inchde three
afvaring phases, separated by two
intervening declnes,

Sepoanl, Elliott observend thel when

The prevailing long-term
Elliott wave count i
fiawed because It labels
the 1859 to 1929 advance
&3 am impalsive pattern.




Waele
[E et
Extendad
‘Wava (53 =
entersian ol
wired |
becaisa i[5
aubsizmially
lengér Fan
wawe 1 gr
wirem §

comparing the three
advancing phases {still
referting to the prior coam-
ple] of an impulsive pal-
term, ome, and only one, &
significantly longer [and
possibly more subdivided)
than the other two; he
called that wave the eden-
sion [see “Timpulsive vs, cor-
recthae,” B

Third, he diseovered the
middle segment of an
impulshre patlern fwoe 3)
can pever be the alwrtest of waves 1,
3 and 5. A generslly aceepied aseoct-
ated rule holds that whether o ol
wave 3 is the extension, i most often
exhibits noticeable price acocleration
loward fls cender.

Hemembering the above concepds,
ket's reburn to the year LRSS, which 1=
thie ersd of warve 2 in “Stanckrd wann
count,” Here is where most Ellioti
wapve analysls go astray. Exam-
ination of the advance from weee 2 1o
wave 3 (from 1855 low o 1929's
high) clearly reveals o pattern lacking
the characteristics of an impulsive
pattern and a third wave. When
viewed as @ whobe, that period pos-
geeses only two major advences, mot
three fa requirement of impalsive for-
mations]. The two advancees are sep-
arated by a long, wpward-drifting
consolidaton phase (bvpical of a cor-
| mection]. Purther, the price accelera-
| tiem typicadly associsbed with the cen-
{ ter of a third wave is not only absent,
| the middle of this wave 3 s the show
est, most congested trading period of
the kagt 200 years, Additionally, wane
A channels ke a cormrection (8 dAgeag
in this case), nod an impadsive. pat
term. Finally, If you attempt to laksel
each subsdivision of the 1859-1929
advance, It cannot logically be count-
ed as an impubsive pattern.

The "look"” of the longer-term
siructure makes it templing Lo
count the 1859-1929 advamnce as a
third wave, but yielding to that
temptation s what has placed maest
Ellidf wave analvsts squarely on
the wrong slde of the .5, stock
market for nearly a decade, To cone
slder 1859 v 19259 a third wave,
oo many fundamental rules must
be |gnored or broken.

Identifying the problem Markets func-
tiaty like Bacteria, which muotate to
frusirate the medicines developed
weradicate them. Eliofl wave was

5 Animpushe adance nidivides il ve

EgMETs and cragtaE an NETEEa N pros,
A comecthee pabem usaly subdvides
iz Frres segmenls and nomialy
creates [l or no p'rm:ra"gr

The middle segment of o
Implavg palen f'ﬂi‘\l'Bal
Gan neser be the shorest in
ﬂﬂl'ﬂ'ﬂﬁ[ﬂ‘ﬂ-ﬂfﬂm
mmies | anz B

/\/

.....

(R T

an incredilde discovery Tor its thme.
But, as technologies, povernments,
econgmies and social systems have
changed, the behavior of people has
alag, These changes have affected
the wave patterms FLN. Elliott dis-
coversd. Comserently, strict appli-
cation of arthodox Elliott wave eomn-
cepls to current day markeis slomes
forecasting accuracy. Markeis heve
evalved, but Elliot wave has not,

For example, in the 195805 con-

price patterns (e.d., triangle
formations] sceurred frequently. In
the "0, expanding and neotral for-
matlons becames the norm, while con-
tracting [ormmtions became more,

This change severcly affected the
design of nearly all the patiems
Elhott discovered: Triangles began to
develop long (extended) Cowaves,
creating a new pattern 1 call a “new-
tral triangle" the same thing hap-
pened Lo ternminal [ormations (sec
below], known in the 1980 for Their
“rising wedge” appearance. But
when wave 3 started extending in
such patierns in the 18805, the pat-
lerm no Jovgter booked like o wedpe,

As an additonal cxample, nthe
1860s, a NEoWiave pmiten called a
“terminal” consistently exhibited a
apecific relationship between waves
2 and 4: Wave 2
was alwavs the
larger, more tme-
CONSLIE COHTEC-
tior. In the 1895905

One nebulous area of
wave analysis |s defin-
ing the beginning of &
wave count. NEaWave
makas the process

maore objective.
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Specific rules definlng the
characteristles of Impalsive
and corrective formations
are sometimas lgnored or
overlooked by wave analysts,

waves 2 and 2 switched
behavior traits; wave 4
became the larger, more
Lime-COnsurming segmenl.

vt “That minor behavior change crealed

a new and completely different look
iy the terminal pattern.

Ag a wave analyst or trader in the
1990, if your objective has been to
search for patterns that exhibit the
“loolk” instead of patiems that obey
specific niles. you have had serious
difficulty predicting market mcthon.
Fule adherence is considernably more

important than pattern appearance,

Analytical libarties Notb all the prob-
lems of wave analyses can be laid at
Ellictt's feet. Many of them can be
blamed on those who have practicoed
his philosophies. The assoctation by
most wave analysts of market
advances with impulsive patierns
and market declines with corective
jallems is so permsive s diffloul
o challenge this stalus qud,

When A market edvances to now
highﬁ |:I':‘!'|.-'-|"'_1'I all-time e hlgh.'g.] il
does nol necessarily mean the
advance Is Impulsive; il a market
declines, it does not necessarily
mean the decline is corrective,
Instead of asking “which direction
Is the market moving™ as a way of
determining whether io label the
move impulsive or correchive, the
proper gquestlon to ask is "What
miles does this collection of waves
obey? The answer to that me
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imp question will more accurately
guicke the wave labeling process,

Jump start There are a few, simpls
NEoWave Lechnigues you can
implement immediately o begin o
Improve vour analysis,

Firsl. to guarantee struclural
Inktegrity, use cash data for all
¥our analysis. One of the primsry
reasons wave theory remaine so
controversial ls nearly everyone
appies its concepls to futares data

(where continuously decreasing
hakding costa create distortions in
price structure], Futures charts
should be implemented for trading
purpases only aller you are certain
a urning point is at hanad.

Second, when performing wave
analvsls, do not vuse bar charts,
which insecurately deplct market ac-
tivity by making it appear the high
amd low pocurred shmultaneously,
Wave analysis depends on the identi-
fieation of waves, which are hest

Profit from
MetaStock’s
ease-of-use.

MetaStock belps you huﬂ:ﬁ.;trr marifr and with more confidence.
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reveated with a specific type of line
chant. To constnact, determine I the
high or low cccurred first each day

[ Then plat them i el comect order,

each om o sepamte line of the chart.
The resulf s & NEcWave chart,
which has two advaniages: It more
accurately represents what the mar-
kel did in real time, and it allows you
o meare aceurately identify paiterms.

Third. to start your wave count
in the proper place. first determine
the gencral trend of the mecket. If
it has been moving upwsard, start
this process rom the lowest low of
the chart. I it has been moving
downward, start this process from
the highest high (see *Gelling start-
ed,” page 41].

Next draw a verlieal line intersace-
ing this highest high or lowest low
and call that point “start tme ™ Then,
going baclward in time, pick an
important high (f you started from a
low) or an important low {if you start-
exd [rum a high) that occumed shortly
before start tme, (This 5 a relathe
corcepls The further you go back, the
larger the degree of the tuming polnt
you'll identsfi.] Mark that paint “A,"

| Drawr a hortzondal Hoe from point A

Torward in Hme until it intersects
firture price action, Mark that point
"B.” Measure the time from point A to
start time ent A} and compare
it to the time start time {o point
B [segment B, Then lollow the dimee-
tions bedow as they apphe:

* Il segment B is less than or equal
fo scgment A, hegin your analysis
at starl time,

® I[ segment B is grealer then scg-
ment A, move start dme forwand o
the first higher low (if you started
from a low) or the firat lower high [if
you started from a high). and repeat
this process.

Incorporating these concepts
will Increase your success with
wave analysls. Having discussed
some of the serious problems with
the standard long-term Elliott
wave oount and giving you some
preliminary tools to Improve your
wave analysis, next month we'll
progress (o more advanced and
Innovetive concepis. [ 1]

Lelenn Neely t5 prosidont of the Elliok
Wince Insiiture in Laguing Beceh, Calff.
el 5 chigy trader for NEoWoee Lid in
SL Andreers, Seotland, on Gulermacianz]

crpital o COmgRy,
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A new wave
paradigm

In this second of three articles, Glenn Neely discusses
some NEoWave innovations that solve longstanding problems
associated with the Elliott Wave Principle.

By Gilenin Meely

g nature clearly demon-
strates, that which does not
adapt dies. Elliott wave — a
great diseovery for ils lime —
worked well during the early 1o
mid-20th century, but because of
subsequent mulations of Ellistc’s
arthodox wave patterns, 11 cannot
deal with the complex, high-tech
financial environment of the late
20th century, As a resall, most
| Elllott wave analysis have experi-
enced extraomdinary difficulty pre-
dicting market activity for the last
five to 10 vears,

New concepts are nesded to
brogden Elbott's orginal fnindation
and guide the lorecasting ol today’s
markets — {echmiques that promote
arcurate wave counting aned prodde
a more comprehensive description of
20th-century pattern developmenl.
To address these peeds, 11 present
three aress of noemmtion wa tradl-
tional wave theary and prowide tools
for thetr real-time employmeril,

Degree Ellioirs coneepl of degres —
the comparabllity of one wave to
another — |5 an essential part of
wave theory and accurate wave
| counting. Unfortunately, while
Elllott spoke of waves (n spectfic

termos like minor, intermediate and
primary, he never precisely .

I
"

Time and complaxity limis

| defined degree. Elliott Wave analysts

repeatedly preseni wave counis in
which patterms ol a smaller degres
eorEume more e and more price
than patterms of a baoger degree —a
logleally suspect practice.

NEoWave docs not suppor such
amalytical freedom. To delermineg
whether ane wave segment 1s of the
same degree as another, you must
consider three factors: the price
covered, the lime consumed and
the complexity exhibited by the
waves youre comparing, If the rela
tonship between the two wave sog-
ments does not meel specific
MEoWave standards, they are not
the same degree,

Extenslons Equally essentiial o
proper wave counting is the “exten-
sion” concept. Unfortunately, Efliote
was leas than clear on this subject.
An extension., he said, oceurred
when one of the trending waves (1,
3 or 8 of an impulsive pattern was

significantly longer or signiflcanthy
maore subdivided jor both) than the

other two, S0 far so good, but Ellioti
went on Lo say an extended wave
may or may not occur in oan fmpol-
sive sequence, Confusing the issue
even further, he sald the exiension
miight subdivide in a manner simi-
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ﬂ« Strict rules gowern NEoWave

pattern development, help-

ing to remowe subjectivity
from wava identification.

lar to waves of one larger degree,

making it impossible to identify.

By vontrast, under NEoWave.
cxtenslions are precisely defined
using three separate bat co-depen-
dend mubes lvolving price, Hime and
coenplexity. In an impalsive patiern,
the tremnding wave (elther wave 1, 3
or 5] that traverses significantly
more price than the other two is
called the extended wave (price
extension); the frending wave that
consumes significantly more time
than the others Is called the -
fomged wave (time extenston); the
trending wave that possesses slgnidl-
cantly more subdivisions (han the
others 5 called the subdivided wave
frormplesity exienesdar],

NEcoWave demands that every
impulsive patiern possess at [east
two of the three above Rules of Ex-
tension, Failure to meel that re-
guirement Indicates the paitern Is
niot fmpnilstee — i's that simphe.

| Modern concepls As an enhancement

o arthodox wave concepts. NEo-
Wirve spells out the specific melation
ships that ean and cannot gocur
between waves of the same degree,

For example, each fgure in "Price
lirnits™ [abawe right] s compesed of
PHAMETous monewaves [§e., individ-
ual wave segments]. The first
monowave 4 labeled wave 1. To
confidently say wave 1 Is part of a
larger uptrend (i.e., an impulsive
pattern], NEoWave rules require
wave 2 retrace between 25% and
To3% of wave 1. If wave 1 reiraces
more than 75% or less than 25% of
wave 1, the merket is not forming &
standard impulse pattern, making
the wave 1 labeling Incorrect
[unless it is part of a terminal
bmpailse patiern),

If the retracement of wave 1 by
wave 2 s less than 25%, wave 1
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should be relabeled wave rules af patiern develop-

A or wave C and posl- Fiure 1 | Figuea 2 Figue3 | ment, by default, 2 new
tioned within a complex ."'.III |II A pattern lor varialion on
series of corrections. All 1 1 |'III'-' 4 III N ary old pattern) must be
of the above retracement |V v b forming,
observalions also apply to :l r|l',] ||.:"E'riu-lml 1 I/i || WAY, This became evident in
the relatlonship betaeen IIII | IIII | | | | o 1990 when pattern de-
waves 3 and 4 of an velopment In the .5,
irnpulsive seqguence. EE [ ¥ 2 III | ."I | III F.ltl:H:E markel began to
Time and complexity E / Tas ol was 1 | l( b | change: formations
limits also must be : A { slaried appearing that
fddliess::l:l. Most impor- { | 2 I E‘.]]JutL'la ;rr_]'m-dnx airue-
antly, correciive waves £ ture did not explain,
should never take leas o Friﬂﬂ I!ITIitE making accurate marke
tme and ahould never be less com- e # prediction impossible. It was dur-
plex lhan impulstve waves of the e ey ing the 1990s. through logical

| same degree that precede them in
the same paitern.

Fallure to adbere to thal one ruls
is responsible for the most persistent
probdesm in the annals of Efott Wave
#nalysis. Elliotticians regularly pre-
sent wave counls in which wave 2
consumes bess e and exhibits less
connplexity than wave 1, or In which
wave 4 takes leas time and possess-
#5 less complexity than weve 3 (see
“Betting boundaries,” below [efi).

Ellintt must take aome of the
blame for this fechnical fawx pas.
Studying his eriginal diagrams, you
could mssume Ellioit believed cor-
rections were shorl, sharp affalrs —
Bul they are not. EllidtE began to
recognize this when he stated in
1846; “Usually the duration of a
bear market is hnger than the pre-
¥ious bull market.” Because pat-
terns follow the same rules on every
degree, Ellintt was scknowledging
that corrections usually took longer
than Impulsions, If all practitioners

| simply followed his lead and

stopped allowing wave 2 io take less
time than wave 1 and wave 4 to
take less time than wave 3, they
would Immediately Improve their
WEVe DOUNl ACCUTACY.

Except during rare terminal
lmpulse patierns, the minimum
bime and complexity reguired for
waves 2 and 4 is always 100% of
that taken by waves 1 and 3,
respectively,

Self-confirmation Two of the endur-
Ing questions thal bedevil Elllott
wave analysts are how to know
when thelr analysis 1s correct and
how tn know when one pattern
ends and the pext begins. The sell-
confirmation process answers those
questions by defining the post-pat-
tem behavior required (o verly the

conclusion of all wave patterns,
removing subjectivity and uncer-
tatty from the analysis process,

Seli-confirmation dictates that if a
change in price direction & the star
of a new trend and not merely a
resction 0 an ongoing trend, it will
annosunee iis armval through dra-
matic changes in price behavior,
tme consurmplion and complexity
development. To fully understand
this concept, let's analyze each com-
poncnt of the confirmation process.

First, if a new trend has just
started [Le., a new wave forma-
ton], the initial wave of the new
lrend must retrace 100% of the
fnal wave of the previous trend.
Second, that 100% retracement
EUSE Ocelr i an equal or leaser
amount of thme than the final wave
of the previous trend. Third, thart
100% retracement must be no
more compiex than the final waye
of the previous trend. Failure to
follow these guidelines will result
in Inpccurale analysis,

Contemporary patterns When price
acton does not follow catablisled

[
i

deduction and a process of elimina-
tlon, that T was able to discover
NEoWare formations and orthodox
pattern varations. The lollowing
are two of the most significant.

Newtral triangies Neutral triangles
fil & wold that has existerd hetween
cantracting amd :::lq.ranl:ﬂnﬁel:mnglﬁ

market

for 50 years. Instead of t

| forming the lomgest wave frst [like

wave A in a contracting (riangle), or
the longest wave last (Itke wave E in
an cxpanding triangle], a neutral
triangle is created when the middle
segment (wave C] is the longest
emong waves A, C amd E.

In “Neutral territory” (below),
there is an example of a real-time
newtral triangle found in the T-
notes in 1996, Based on our earlier
discussion, the conclusion of &
trend requires a radical change in
price behaviar, time consumption
and complexity. Notice that after
the highest pomt of the neatral ti-
angle [where most would be templ-
el o start the new trend), the mar-
ket does not react properly umtil
after the second high, which 5 s

&

Disily T-notes . ___ Neutral territory J
g e e A
i Himizn wivee G (the middle segrasi) & the lnges! areey waes &,
E.sln.lll G and E, snd also conpumes m2m Lme and i3 the most cpmplay
el a5 . resull waves A and E iend fowar equally.
\
&1 V‘l HNew mand sz hera
| xC
.2 \""\ E Bisgad on the NEoWave niks
| A ___ﬁ)nﬂr—?@— al zell conlimralion, we ke
43 Fog A the e fmnd cid nol
. | I|| ||I||Ill .r“ i "Iﬁ II' 1 abarwava © t-&ﬁs.mmrm
a4+ | ’;'I"||I %___ | luflwing wanem  was reracad
l! — foo much befone Lins paen
55 B |I titcine commenced
6.8 MEoWave neutral triangle V(
BT —— -
ar A 4CE A2606 508

r__—___
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| % where the neuiral trangle
l ended and the new trend began.

Diamatrics | discovered diametric
[prmations in the summer of 1981
while watching the S&FP 500. The
patiern staried out locking like &
contracting triangle [see "Mirror
image,” right), When it did not
produce the post-triangle “thrust”
necessary (o0 confirm the pattern,
it became impossible
to eategorize under El-
liott's pattern develop-
ment guldelines. cre-
ating the need for an

470 ¢

entirely new pattern i
calegory. [ts early
stage contraction, fol- 43
lowed by Its later stage
expanslon, gives a dia- 410
medric the general
shape of a bow tie. 260

In Nais and zigzags,
the corrective labeling
sequence is ga-b-c; in

triangles it i a-b-c-d-g;

Manthly SEP 500 (

Whaa waw E eaaced e
erioe knglh ol wine D il arow), 8 new mave
Rateen mas sgnaled — e clameine foemEdon.

o, But because a diametric s the
only wave formation composed of
seven segmeenis that does not con-
tai are X-wave, 1 had o add two let-
ters to the corrective alphabel. As a
result, a diametric formation 1s
labeled a-b-c-d-e-f-g. The most sig-
nificant clue thal a diametrc forma-
tion s developing is when price
action mimics A comtractng triangle,
but 1s not followed by the typloal

¥

o

; 5

IMI.' ',',

m/f ——

JSl?.'-ﬂ af diamsiric

MEoWzve damelnc formation

o e R N P

[ “thrust” of such a pabttern. All dia-
metric festures, behavior (raits and
varlations are nol yel Known; as
they contmee to orcure, miore will be
lezrmed vver Hme,

Adaptation and change are essern-
tial parts of life, For the open-mind-
ed, NEoWave coneepts dramatically
redice the difficulties Lypieelly
assoclated with Elliodl anave u,:m[}l-
#i% — difficultics you may have

. assumed you simply had

lllrrnr Imaga . i i,

In the final tostaliment
o thils serles, ' resisit ooy
fomg-termn, baulbish forecast
on the U.5. stock markel
Placing my coneepls an
the line. I'll reveal how
pocurate that forecast was
and how It has changed
e e last 10 years,

Glenn Nesly is prestdent af
the Ellintt Woone Institute in

Lomma Beach, Calif. outhar

of Mastering Elliott Wave,

in complex corrections 350
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Setting the
record straight

In the final instaliment of a three-part series, we show how NEoWave
concepts can be applied to construct a long-term forecast of the
stock market. The outlook may surprise you.

By Clerm Mesly

n approach o market analy-

sis is only worth learning i it

works. While many wave

analysis have had litthe suc-
cess predicting the stock markef in
recent yoars, oy Img-ii.-.m frvresrzed
from 1988 has accurately describxd
the path of the stock markel up 16
the present time.

As we approach the new millennd-
i, a renEsesament of that forecast,
uslng the concepts presented in the
first two installments of this series,
is in order. [nthe proocess of making
acnge of the paat 200 years of the
L5, stock marks!, some suprising
concluaicns regarding the future
covrse of the siock market into the
nesct century will be revealed.

A bold statement The first long-term
MEsWave stock market forecast
appeared] n Cyeles magazine in
1965, Written just 10 months aftes

i
. Forecast vs. reality

= Sl R
Thei diegram Beiew (8 & g of e loraced

pasiEey] in Cyo'ss mageeine N Augus TSEEL A
10 B actaal prick aosion of S Sinok
Terket over the fafiowing eig prars highlights 152
searey ol e el b e sl ol meikel
direcion erd patiam detzd 4

e
R,
1887 _,__—':!"_'_ _?:\_ I i

Illllr"lr II%II. .. f:_ .-";

i
i
I

.‘_,.-" Foroszd mad wher
F, B GAP e fede

The original MEoWave fore-
cast vu. the atual path of the S&F 500,

32 woni furesmaroom Ooober 1886

—

| the October 1987 crash — the

worst price alide (n stock market
history (4 one-day 500 point dropl
— It apecifically diagrammed how
thee 1.5, stock merket woukd unfokd
for thee rext 75 VEArS arw] made the
“pheurd” prediction the Dow Jones
Imclustrial Averagze would not break
its 1887 crash low of 161620 lor
200} years,

Al the tme, many Elllott wave
analysis were calling lor @ multi-
year bear market to end with 2 drop
below 1000 in the Dow — some
were oven forecasting n drop below
130, Extremely peasimistic books
lke The Greof Depresstan af 1950
and The Reckondrg were big sellers
in the years immediately following
the crash, reflecting the economic
and social ansdety of the Gmes.

The steadfast optimism of my
forecast practically unhinged the
orthwdox Elkott wave canp, For sev

cral moniths, [ responded (o a har-
rage of letlers from readera Bercely
||]1'|1|:|-.'4.|*.|| Loy '||r.1"u:|::-|-.-|;Hl.r|-.;_ 1!1&:.!
rdiculed my approach and polnted
ok the abesumndlibies of noy forecast,

But eight years later, the Dow s
more than 4000 polnts higher than
19873 ecrash low — closer to
10000 than 1000 — und Le 1958
MNEoWawve forecast = the only long
term wave count on the 1.5, stock
mearket to have survived unaltered
for mearly a decade. “Forecast vs.
reality” [below, left) shows the fore-
cast's accurncy, in terms of both
direction and magnitude, com-
pared o whal actually happened
In the S&P 500

Resclving the past To determine of
changes o my original loog-term
| count are necessary, we'll re-
| examine two centuries of stook
| market data. Because there was
no U.5, stock market 200 years
ago [hence no data), | needed to
design wave concepts for the back-
ward prijection of market behav-
lor om both a price and Hime basis,
Application of those copcepis
vielded a starting price of 0,30 and
a starlimg date of 1765 for the
lomg-term data (see “Resobring the
past.” mhove, right); it ia there wee
will begin our analysis,

1765 to 1830: Integrating the
| projected starting price and time
with the historical record, we can
confldently say that from 1765 to
1830, an impulsive advance
oceurred that should be labeled
wave 1,

The period from 1830 (o 1948
consists of three distinet parts.
We'll look at cach individually.

1830 1o 1865 There is no doubil
the price action from 1830 to 1865
5 a correctve pattern. But because

- e
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MNEoWave determined a starting price of 0.30 and a start-

| 1t conswmes less lme than wave L,
il cannot be the entire wave 2.
According to NEoWhave, i can only
be the Arst phase of a larger, more
cormplex correction,

1865 to 1929 As noted o
"Picking Up The Elliotf Wave Pleces”
(Fuitires, Augist 1996), despite its
disration and magnitude, 1866 to
15251 13 & corrective rally, Because a
correction that starts dewnwaril
cannol end upward, no possible
termination point for the eorrection
beginning in 1830 can cxdst untll
after 1929's peal. Therefore, Logi-
cally, 1865 to 1929 must be part of
the ongning complex correction that
hegan in 1830,

1929 to 1949: This period s
| ¢hearly comrecttve and s simibsr in
| price and time duration to the oor-
rection from 1830 o 1865 (meaning
they are of the same degree, and
ooitld be part of the same Larger for-
mation). Ad a result, in 1949 — for
the first time since 1830 — enowgh
siructure extsted o conclude the
correction that began in LA30,
Ultlmately, the patfern evolved inu

Mﬂnl:ihiﬂllﬂrplﬂvum. 1865 to 1929

o wave analysis is the reason most
Elliott wave analvsis are compselled
to change their wave counts as fre-
quently as they do. It is not the
faull of wave theory; it's the erro-
neous Mas of the analyst (loreing
wave strocturs 1o fit 8 preconceived
situation] thal creates the

1949 1o 1966: Just like 1765 to
1830, the 1948 fo 1966 period
appears impulsive (see "Douhle
three running correction,” above]; 1t
is retraced lttle by a multi-year
consolidation, which then 15 fol
e B more upside moveTnent,

1966 to 1852 This peried con-
sumed enough time o fully coreect
the 18459 te 1966 rally, but the sub
sequent 15962 1987 rally also is cor
rective in - Therefore, we can-
el label 1982 the end of a corvec-
Hon, The bull marker ending in
1887 alao st be part of the cor-
rection that began 1n 19685,

Similar to what happened from
1830 to 1949, a complex cormective
pattern began in 1966 and contn-
ued throughout the bull markets of
the 1380s and 1990s, It was not

a MEoWave formation called a dig-
Ble three running correction [a van-
atlony of RN, Elliott's Double Flat).
| The result Is a 11&6-year, upward
| slanting correction that separates
o impulalve advances |one Tom
1765 1o 1830 and the other from
194D to present], just as wave theo-
™ reguires [see “Double three mun
correction,” abxowe].

The concept of a century-long,
upward-slanting correction is so
difficulr for most Ellioil wave ana-
Irsts to underatand, their initial
reaction is whelesake rejection. They
mssume all large market advances
land even small market advances)
are mmpulsive and should be labeled
1-2-5-4-5, This simplistic approach

[ e ————————————————————

unkil 1994, when one of the largest.

Detwen 15685 0 20001, B Ll 8

100000
ing date of 1765 for the 200-vear stock market advance. | d ba labeled a corrective rally.
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fastest markel advances in history
oecurred, that It became possibile to
conchude the correction that stanted
in 18966, However, it will be some
time before we can confirm whether
an impulsive pattern began in
1894, If one did not begin In 1994,
the correction from 1966 is sull
unfolding. If an impulsive pattern
did begin in 199, 9 28-year correc-
tion ended there,

As an interesting side note, the
similarities of 1830 te 1949 and
L3856 1o 1994 represent a phenome-
non [ eall “patiern mirmering.” 11 youw
study 19459 1o 1954 in “21st ceniu
v bull” (elow], vou will potles it
mimies the design and behavior of
the 1766 to 1949 period, but is of
one lower degree.

Into 2000 Heve's a look at the stock
market’s [uture course,

Time targets: [n almost all cases,
excepl when wave 118 the extended
wave, wave 3 will talie mors tme to
develop than wave 1. In this case,
that means wave 1 must consamse
more than 65 years, making its sar
lteat conclusion date 20014, -

2151: aenlury bull
-

—— L N

UL e Fio0d miarketahoukd oad 3 i
Heed bggn in 150G and star ik bigaes] y At
100000 bl manse I 15, hesiaey el fia :
Ty acirding 10000 bolare B0S51 H
10000 A
: = The NEoWave
s | forecast for the
sbach market into
o | the nexl century.
1Q 1 :F. : |
1| A 7‘ Thara i virksals e sfoegs berwss
- - o = |hE
fomcoet o heoas | mase i 1068 Tha
an \ Pt 118481 brwvars, pea mvuch only CLITRRY LFRawT b e ier warad
B T S 2 1% b 10, ol fe= anded o'is 50 keveing
i |'"'F|I'-TI'E'W|'|‘- -
1760 1750 i I g fe= 1 18041 rasn 20 2050
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me Wave 3 also must take less
time to develop than wase 2 [ie.,
less than 118 years), Adding 116 to
15640, wr arrive at 20685 as the lat
egl comclasion dabe for wave 3,

Price targets: The hest way to pro-
_|F'-|"f. the I||E:-'|1i:|1!_=. area bor wave 3 s o
double the orginal channel, which
was lormed by drawing a line across
the low of wave | and the lowest
||||i:||r e The cvmclusion of wave 2.
“2lst century bull” (page 35} shows
the original channel, which has

| been doubled in width to eresate thie
| dashed bne above it The Dowr and
the S&F are ltkely (o conclhude along
that wpper dashed line. Depending
on how long it takes o conclude
wave 3, the upside target will vary
from as low as 90000 o well over
100000 in the Deeer. The S&F would
experience a similarly speclacular
advance, exoreding 10000,

From an arithrmetio perspeclive,
those target ranges may appear
ridiculous, but when viewsd loga
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rithmically pwihich s the way mar
hets evabes), those price largels an
reakonahle and believable, Consider
that from 1765 to 1996, the Dow
doubled more than 14 tlmes over
231 VEears fd-:‘a-t:l1|i.:1g Ol AVETRDE
eviery 165 yeurs). To excesd 100000
from current levels, the Dow will
have to double just a litle mors
than 4 times in 70 VESITS — B per-
fectly plausible sconario hased
the histovical growth rate

Social implicatbons For o raging bu
market (o contimae inte the nes
century, cleirly some lremendous
social, political and econemi
changes are on the horison for the
United States.

Becatise coopomic progress (=
achleved only through lncreass
E'I'Ilil‘“iFr:ul‘:_l.', the first 1|'|m'|: 10T ouEr
ceanomic boom already has
occurred — the global |"-:_:-II.,|.|-
communism. The frecing-ug
third world economies has alr=z-
provided large U.5. compan|es
with entirely new markels ios
Ltheir producis and services
Through Information technologi=
gcmalier 1.5 COmpar s glsn =il
begin to market to the entirs
waorld, creating unprecedented
prosperity 1'1.11' ihe L'nned Sian=s
|||dr]u-t in history. conc ]'..-.'. 1]
The Lale 2151 r;r.nlnr_l.r.

Man's natural drive toward =
clency dlso will alfect some of
most entrenched Institutions
Expect massive reductions
LL5. welfare system and the r
ation of the tncome tax (o e
currently cither in the process
being overhauled or under atac
within the mext five to 10 year=

While my long-term projs
have, in the past, provolked =keg
¢cigm and oven outrage, the d-
strated track record of pre -
[orecasts makes them wes
debate. The level of objectoan
detail NEoWave introduces
wave analyais process mekes
valuable tool for aralvsts s
substantially improve thelr
casting accuracy and radss ==k
ing to improve thefr botiom lres &=

Glenn Neelyy s preside
W Insitute In Lagu
authar -r.F Masiering
director af trading for
SL Andremns, Soorlong




