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Figure 2-1. DAILY BAR CHART Intel Corporation (INTC)
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This daily chart of Intel is a good example of an uptrend over a six-month period.
Charts facilitate the study of trends. Important trends persist once they are estah-
lished.
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Figure 2-2. CANDLESTICK CHART Intel Corporation (INTC)
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A candlestick chart of Intel covering two months. The narrow wick is the day’s range.
The fatter portion is the area between the open and close. Open candles are positive;
darker ones are negative.
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Figure 2-3. LINE CHART Intel Corporation (INTC)
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A line chart of Intel for an entire year. A single line connecting successive closing
prices is the simplest form of charting.
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Figure 3-1. CONSTRUCTION OF A DAILY BAR CHART IBM
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The construction of a daily bar chart is simple. The vertical bar is drawn from the
day’'s high to the low. The tic to the left is the open; the tic to the right is the close.
Volume bars are drawn along the bottom of the chart.
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Figure 4-1 SUPPORT AND RESISTANCE Sun Microsystems (SUNW)
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An uptrend is marked by rising peaks and troughs. Each peak is called resistance;
each trough is called support. The uptrend is continued when a resistance peak is
exceeded.
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Figure 4-2. ROLE REVERSAL Sun Microsystems (SUNW)
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An example of role reversal. A broken resistance level usually becomes a new sup-
port level. In a downtrend, a broken support level becomes resistance.
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Figure 4-3. RISING TRENDLINE Sun Microsystems (SUNW)
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An example of a rising trendline. Up trendlines are drawn under rising lows. A valid
trendline should be touched three times as shown here.
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Figure 4-4. CHANNEL LINE Sun Microsystems (SUNW)
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An example of a channel line. During an uptrend, prices will often meet new selling
along an upper channel line which is drawn parallel to the rising trendline.
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Figure 5-1. HEAD AND SHOULDERS America Online (AOL)
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Example of a head and shoulders bottom on a daily chart of America Online (AOL).
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Figure 5-2. DOUBLE BOTTOM General Electric (GE)
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Example of a double bottom on the daily chart of General Electric (GE).

Figure 5-3. DOUBLE TOP REVERSAL PATTERN IBM
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Two prominent peaks can be seen on the chart of IBM, forming a douhle top reversal
pattern.
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Figure 5-4. SPIKE TOPS AND BOTTOMS Lucent Technologies (LU)
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Two examples of a stock changing direction with little or no warning.
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Figure 5-5. SAUCER BOTTOM Advanced Micro Devices (AMD)
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Some bottoms are a slow, gradual process and have a rounding shape like a saucer.
This saucer bottom in Advanced Micro Devices (AMD) took almost a year to form.
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Figure 5-6. SYMMETRICAL TRIANGLE Citigroup (C|
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An example of a symmetrical triangle during the 1999 advance in Citigroup. The two
lines converge, with the upper line falling and the lower line rising. Since this is a
continuation pattern, the odds favored resumption of the bull trend.
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Figure 5-7. ASCENDING TRIANGLE AG Edwards (AGE)
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An example of an ascending triangle. The upper line is flat, while the lower line is
rising. This is usually a bullish pattern and is completed when prices close above the
upper line.
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Figure 5-8. PENNANT Apple Computer (AAPL)
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An example of a pennant forming during the ascent of Apple Computer during
November 1999. The pennant looks like a small symmetrical triangle, but normally
doesn’t last for more than two or three weeks. The breaking of the upper line signals
resumption of the uptrend.

Figure 5-9. FLAG Seagate Technology (SEG)
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An example of a bullish flag forming during November 1999 about midway through
the rally in Seagate Technology. Bull flags are short-term patterns that slope against
the prevailing trend. The uptrend usually resumes after the upper line is broken.
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Figure 6-1. PRICE GAPS Lucent Technologies (LU)
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Examples of price gaps. The two gaps along the bottom formed an island reversal in
October 1999 in Lucent. There’s also a measuring gap halfway through the rally and
an exhaustion gap near the final top.
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Figure 7-1. KEY REVERSAL DAYS IBM
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Examples of key reversal days. The two downside reversal days are identified by
higher openings and lower closings on heavy volume. The bigger the price range, the
more significant is the reversal signal.
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Figure 9-1. PRICE AND VOLUME JDS Uniphase (JDSU)
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An example of price and voelume moving in harmony during an uptrend. The price
advance during January 2000 saw heavy trading. The February correction was on light
volume. The resumption of the uptrend was on heavier volume again. That's what
should happen during an uptrend.
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Figure 9-2. VOLUME USED IN A PRICE PATTERN America Online (AOL)
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An example of volume used in a price pattern. The chart shows AOL breaking a “neck-
line” of a head and shoulders top. The breaking of the neckline coincided with a burst
in trading activity —which is usually a negative sign for the stock.
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Figure 9-3. PRICE AND OBV LINES JDS Uniphase (JDSU)
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An example of price and OBY lines not confirming each other. The March 2000 move
to new highs by JDS Uniphase was accompanied by a flat OBV line. That was an early
warning of a possible top.
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Figure 9-4. ON-BALANCE VOLUME (0BY) LINE General Electric (GE)
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An example of the OBV line giving a bullish warning. During the decline in the price
of GE during the 1st quarter of 2000, the rising On-Balance Volume line hinted at the
hottom.
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Figure 10-1. WEEKLY BAR CHART Intel Corporation (INTC)
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A demonstration of the importance of long-term perspective achieved by a weekly chant
going back almost two years. The triple top provides the first clue that a major reversal
may have begun. The reversal is later confirmed by a break in the trend begun in early
2000, followed by a second hreak of the longer term up trend.
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Figure 11-1. MAJOR MARKET AVERAGE NYSE Composite Index (Weekly)
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The best way to determine the trend of the stock market is to chart one of the major mar-
ket averages. This example shows that the NYSE Composite Index has been rising for

several years.
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Figure 11-2. STRONG INDUSTRY GROUP PHLX Semiconductor (SOX) Index
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An example of a strong industry group. During the first quarter of 2000, semiconductor
stocks were the strongest group in a strong technology sector.
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Figure 11-3. INDIVIDUAL STOCKS Intel Corporation (INTC)

wm |MTEL CORP

Daily Bars

1_;4"[]‘1]_”» 1
”H‘{”Hl el H

11f1J 75

]
122 zal s i3 @0 |zr |3 o hs [z 31 |7 [t Jzz Jze [ IE I_

[December |z000 [February [march |

Intel was one of the strongest semiconductor stocks during the first three months of
2000. Having started the search in a strong semiconductor group, the search for a
winning stock is made a lot easier.
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Figure 13-1. RSI OSCILLATOR Dow Jones Industrial Average
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A 9-day RSI oscillator applied to the Dow Industries. RSI readings over 70 often coin-
cide with short-term pullbacks. Readings below 30 often identify market bottoms.

Figure 13-2. STOCHASTICS OSCILLATOR S&P 500 Index
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The 14-day stochastics oscillator applied to the S&P 500. The last two bottoms in the
S&P were marked by oversold stochastic readings below 20. Readings over 80 coin-

cided with several short-term peaks.
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Figure 14-1. RATIOS AND RELATIVE STRENGTH Nasdaq/S &P 500 Ratio
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The rising Nasdag/S&P 500 ratio shows remarkahle relative strength in the technology
sector during the last quarter of 1999 and the first quarter of 2000. The breaking of the
up trendlines, however, signalled new relative weakness in technology. Ratio charis
are a good way to spot sector rotations within the stock market.
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