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Ralph Nelson Elliott

Ralph Nelson Elliott (1871-1948) led an adventur-
ous and productive life. He enjoyed a remarkably
successful accounting career, involving book
authorship, magazine contributions, extensive travel
and even a U.S. State Department appointment.
Elliott published his first book on the stock market
at the age of 7. An inspiration to anyone facing
his “declining” years, Elliott's evident genius
reached full flower in the last decade of his life, when
he brought a great gift of knowledge to mankind.

Elliott was of that rarest of breeds, a true scholar in
the practical world of finance. His I‘Eﬂlﬁﬁ'lal‘)'

theory of stock market behavior goes way beyond
the usual limitations that are characteristic of the

bulk of the literature. As A. Hamilton Bolton,
founder of the Bank Credit Analyst, said, “He de-
veloped his principle into a rational method of
stock market analysis on a scale never before
attempted.”

In fact, the Wave Principle is far more than a use-
ful analytical method. Over the years, it has had a
profound effect on those who not only have the
ability to recognize a theory of immense practical
value, but who can appreciate the aesthetic beau-
ty of the human experience in the abstract. The
Wave Principle has fascinated philosophers,
mathematicians, psychologists, theologians and
financiers alike. Now, after being out of print for
decades, the original works of R.N. Elliott have
been made available in this one complete volume.
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The Foreword and about half of the biography were initially
published in The Major Works of R.N. Elliott (New Classics
Library, 1980), which is now out of print. This volume features
a greatly expanded biography, upgraded footnotes, and the
Selected Essays section, making R.N. Elliott's Masterworks a
truly comprehensive anthology of the author's important
writings. Completists may wish to obtain R .N. Elliott’s Market
Letters 1938-1946 (New Classics Library, 1993), which contains
all of his additional publications.
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FOREWORD

Hamilton Bolton said in 1953, “For every one hundred in-
vestors who have heard of the Dow Theory, there is probably
not one who knows about Elliott's Wave Principle.” In the ser-
vice of justice, the time has come to remedy this oversight of
history.

For decades a demand has existed for reprints of Ralph Nel-
son Elliott’s major writings, but until now no one has seen fit to
bring all the books and articles together in one professionally
illustrated volume. I undertook this project in response to de-
mand from readers of Frost's and my book and out of my deep
concern that the form of the original discovery not be lost in the
dustbin of history. It is for those who have an appreciation for
the historical record and who wish an understanding of the de-
velopment of the Wave Principle through its discoverer, R.N.
Elliott, that this book is published.

History is replete with examples of innovators and discov-
erers, men years or even centuries before their time, whose ideas
reached so far ahead of their contemporaries’ that they were
ignored by the professional establishment of their day. While
Elliott was not ignored, he most certainly was not afforded the
recognition he deserved.

In my experience, there are two categories of people who
have stood in the way of providing Elliott's Wave Principle a
wider audience. The first is made up of those who reject it, in-
cluding both those who dismiss any such ideas out of hand and
those who grasp the theory but choose not to believe it because
they will not expend the energy required to find out if it is true.

A neutral response to unreasonable rejection of the Wave
Principle would have been impossible for the discoverer of this
remarkable phenomenon, who undoubtedly feared that his dis-
covery would go entirely unnoticed if he were not able to con-
vince at least a portion of the investment world of its validity.
The eloquence of The Wave Principle and the intensity of Nature's
Law partly derive from Collins’ and Elliott’s desire to convince
the investment establishment not only that the Wave Principle
was a valid theory, but also that it was the truth behind the
progression of the stock market, and that in fact it reflected the
law governing the form of the natural path of all human activi-
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ties. My goal with this book, however, is not necessarily to con-
vince readers that “Elliott is the way,” but merely to make avail-
able knowledge of the Wave Principle to those who have enough
sense and energy to use it.

As for the second category, I find that among those people
who understand the theory’s immense value and apply it suc-
cessfully, most have done their best to keep it secret. I have
been asked several times by students of the Wave Principle to
refrain from publishing any material at all on Elliott's great in-
novative work for fear that “too many” people would start using
the Wave Principle in their investment timing, thus diluting
the utility of the theory,

I must say that at times I have had second thoughts. The
Wave Principle frequently can call turns and project targets with
such incredible accuracy that I still find myself amazed. As a
tool for explaining the otherwise surprising and indecipherable
ways of the market, it has no equal.

However, the reader must realize that, despite the basic
simplicity of the concept itself, “Elliott” analysis is not that easy
to do if your goal is to do it well. On the other hand, it is very
easy to do haphazardly, and most part-time practitioners do ex-
actly that. Even if the Wave Principle were to become popular,
there would be so many opportunistic hacks floating about their
ill-considered opinions that the truth probably would be lost to
the investment majority in the ensuing babble. The degree of
uncertainty in wave pattern recognition, moreover, ensures
enough forecasting errors that the average person will dismiss
it after discovering the imperfection of its application. For most
people, the best approach, even by far the best approach, is not
enough, as they demand the Holy Grail of perfection.

In addition, let me say that even among devotees, it is one
thing to recognize that the Wave Principle governs stock prices
while it is quite another to predict the next wave and still an-
other to profit from the exercise, as anyone who ever has at-
tempted to turn a good market forecasting approach into money
knows full well. None of us can escape our human nature, a
nature that involves us in the universal design whether we wish
it to or not. I have met few men who invest or trade with a com-
pletely rational program based on reasonable probabilities with-
out allowing greed, fear, extraneous opinions or irrelevant
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judgments to interfere. To a man of superior discipline, the Wave
Principle will yield a fortune; but then so will many other meth-
ods. What no other method of reading the market can give you,
however, which the Elliott Wave Principle makes possible for
the first time, is a framework within which to observe, reflect
upon and enjoy the beauty of nature in the social activity of
man.
Thus, in the end, I find myself persuaded by the nobler words
of both Elliott and Collins, who agreed in their letters that what
is important above all else is the “search for Truth.” This search
is a project for all mankind, and keeping dramatic new concepts
from others will only hinder progress.

If the Wave Principle is nature's way of giving us a peek at
the future, we must nevertheless realize that it is only a peek,
not the full panorama. Foretelling the future with exactitude
all the time is not one of the blessings available to man and
likely never will be. Elliott himself, despite his great achieve-
ment, was not fanatical about his ideas. He knew that the Wave
Principle, for all of its value, was not the be-all and end-all. “The
discovery of the Wave Principle,” he said, “has only opened the
door to real progress.”

As you read Elliott's works, it may help to recall his words
of guidance to Charles J. Collins when he said, “I hope you ap-
preciate that application of rules requires considerable practice
and a tranguil mind.”

— Robert R. Prechter, Jr., 1979
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AUTHOR'S NOTE

Until now, nothing whatsoever had appeared in print per-
taining to Elliott's personal life or his activities prior to discov-
ering the Wave Principle. The facts I was able to put together
were gleaned partly by studying his books and market letters,
corresponding with the Library of Congress, and talking with
former associates. Howard Fay and Brenda Taylor were helpful
in providing biographical information. Journalist Peter Kendall
followed several leads to excellent result. Like a determined pri-
vate investigator, Market Technicians Association member
George A. Schade, Jr. in over two years of research systemati-
cally uncovered a wealth of information on Elliott’s lineage, fam-
ily and geographical locations. Elliott Wave International’s
Michael Buettner explored the U.S. State Department’s archives
to come up with startling information on Elliott’s role with the
Coolidge Administration. Marie Eliades took the photo of Elliott's
house in Los Angeles, and Paul Brodtkorb took the photo of
Elliott's residential hotel in Brooklyn. My deepest gratitude,
however, goes to Charles J. Collins, who sent me the entire file
of early letters between Elliott and himself. Not only was that
file one of the most exciting collections of material I have ever
read, but the letters told more than any other source about the
story of Elliott and his discovery of the nature of market behav-
ior.

Significant information was obtained from the following
sources: U.S. National Archives; U.S. Department of State;
Church of Jesus Christ of Latter-Day Saints Family History
Center (AZ) and Library (UT); Fairchild Sons Funeral Home,
Inc., Garden City, NY; Kings Park Psychiatric Center (NY);
Little, Brown & Company; Mrs. R. M. MacLaury; Ferrocarriles
de Guatemala; Pottawatomie County Register of Deeds (KS);
Los Angeles County Registrar-Recorder (CA); Lexington Genea-
logical and Historical Society, Inc. (IL); Graceland Cemetery
Association (IL); Livingston County Circuit Clerk (IL); Mont-
clair Public Library (NJ); California Department of Health Ser-
vices; Inglewood Park Cemetery (CA); City of New York
Department of Health; Arizona State Research Library; Arizona
State University Libraries (including Hayden); Phoenix Public
Library (AZ); Dominy Memorial Library (IL); Marysville Public
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Library (KS); Oregon State University Library (OR); Brenau
University Library (GA); Georgia State University Library;
Chestatee Regional Library (GA) and Gainesville College Library
(GA).

As you read the story of Ralph Nelson Elliott, you may be
as intrigued as I am that a theory so remarkably unique, when
compéared to other methods of market analysis at that time and
even those of today, could have been developed so late in life by
a man not of Wall Street background. Bolton accurately described
the enormity of Elliott's feat when he said that “he developed
his principle into a rational method of stock market analysis on
a scale never before attempted.”



A BIOGRAPHY OF RALPH NELSON ELLIOTT

A man’s life, like a piece of tapestry, is made up of many strands, which
interwoven make a pattern; to separate a single one and lock at it alone
not only destroys the whole, but gives the strand itself a false value.”

— Learmned Hand

Wave One: The Formative Years

Ralph Nelson Elliott's family tree contained some distin-
guished Americans. His maternal great grandfather, Jonathan
Hamblett, fought as a private militiaman at Bunker Hill during
the American Revolution. He was wounded in battle and later
appointed one of General Washington's bodyguards. Elliott’s
grandfather, Hugh Elliott, was a veteran of the War of 1812,
Hugh Elliott was residing in Ohio, then at the nation’s western
frontier, when his son Franklin, Ralph Elliott’s father, was born
in 1835. Franklin became a merchant and married Virginia
Nelson, who came from a wealthy farming family near Philadel-
phia, where her brothers and sisters each farmed 80 acres. In
1865, at the close of the Civil War, Franklin and Virginia Elliott
had a daughter, Anna May. She was three years old when the
family moved to Marysville, Kansas, a small community by the
Big Blue River in the northeastern part of the state. Franklin
had continued his father's practice of heading west with the
nation as a whole, as at that time, Marysville was a bustling
edge-of-civilization stop for the Pony Express and travelers on
the Oregon Trail. The family's second (and last) child, Ralph
Nelson Elliott, was born in Marysville three years later on July
28, 1871. The family then moved a few hundred miles east to
Fairbury, Illinois, a small and prosperous farming community
about 100 miles southwest of Chicago, apparently a better loca-
tion for a merchant. The family lived on Elm Street, where El-
liott spent his early childhood.

By the end of 1880, Elliott had moved with his parents
and sister to San Antonio, Texas. During his teen years, he
learned to speak and write Spanish fluently and developed a
love for Mexico, the border of which was 150 miles to the south.
He visited Mexico at times during his youth and in fact lived
there when he was 15 to 16 years old.
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In 1891, at the age of 20, Elliott left home permanently to
work on the railroads in Mexico at the height of North America’s
great railroad boom. Shortly thereafter, in the early 1890s, his
family moved to Los Angeles, California, where his parents and
sister remained for the rest of their lives. Elliott stayed in Mexico
throughout his early twenties, where he was employed variously
as a lineman, train dispatcher, stenographer, telegraph opera-
tor and station agent.

Around 1896, Elliott entered the accounting profession,*
though by what educational path is unknown. Because he had
already learned the industry from the bottom up, he developed
the specialty of railroad accounting. For the following twenty-
five years, Elliott held executive positions with a number of cor-
porations, primarily railroad companies, in Mexico, Central
America and South America (including Argentina and probably
Chile), many of which were U.S.-owned.

In his three decades spent mostly in that region, Elliott be-
came intimately familiar with all classes of people. “Latin
America is a land of extremes,” he later wrote in a manuscript.
“Riches and poverty, health and sickness, enlightenment and
direst ignorance, virtue and vice rub shoulders continually, pre-
senting contrasts perhaps as striking as in any other part of the
world.” He colorfully described local styles of living that reflected
great affluence and luxury as well as abject poverty and squa-
lor, as reflected by the following excerpts:

The wealthy Latin American builds himself a palace, drives
expensive automobiles, plays bridge for a dollar or more a point,
races his thoroughbreds, and enjoys his exclusive clubs, his
well appointed home and its lavishly served table. His wife
and children are exquisitely dressed, and are denied nothing
that money can buy; their English and French are [nothing]
short of perfect. His country house will boast a swimming bath,
tennis courts and landscape gardens, and not infrequently a
race-track and a golf course, Even [there,] his guests are fur-
nished with the same choice imported wines and viands, served
by perfectly trained domestics.

*Some researchers may discover library records of a Mr. R.N.
Elliott (F.C.A)) who wrote a study for the Institute of Chartered
Accountants in Australia. These records refer to a different person.
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The home of the peon is usually a mere shack whose walls
and roof are of leaves and grass. The floor is bare earth; furni-
ture, if any, and cooking utensils are of the most primitive
kind imaginable. Animals of all descriptions share the dwell-
ing place. Dogs and pigs [provide] warmth. The filth and squa-
lor is beyond description. They are ignorant ... and ridden with
superstition, [and have] little desire for improvement. When
drunk, ... a thoughtless word, a slight difference of opinion, an
accidental push, or a quarrel over women is sufficient to pro-
voke a bloody pitched battle with machetes, resulting in fear-
ful gashes and not infrequently death.

When recounting a number of personal anecdotes in the
same manuscript, Elliott revealed his experiences to be consid-
erably more adventurous than one might assume given his pro-
fession. For example, in one passage he recalled this incident,
which probably involved employees at one of the companies
where he worked:

Some idea of the innate savagery of the peones may be gath-
ered from an experience of the writer some little time back, in
a Central American port. Two laborers, both hopelessly in-
toxicated, were arrested and thrown into jail for fighting with
knives on the beach. On the following day, when they were
relatively sober, they were interrogated by the Port Comman-
dant, and professed to be the best of friends, stating that they
had been fighting “por gusto” (for fun). The quality of this grim
amusement may be gauged by the fact that the less fortunate
of the players had more than forty gashes on his face and body.

Elliott explained that wealthy landowners, with whom he often
stayed, typically looked after their laborers as if they were an
extended family, He recalled this scene illustrating the role of
women in carrying out this duty:

Late at night, during a heavy thunderstorm, a little Indian
boy came to the door of the farmhouse [where Elliott was stay-
ing] and informed the family that his brother was dying. Qui-
etly calling for her horse, and packing some medicines and
provisions in a basket, [the younger daughter of seventeen]
set off for a three mile ride through the rain and wind. The
writer, who was privileged to accompany her on this errand of
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mercy, can vouch for the discomforts of the journey, and also
for the utter lack of gratitude displayed by the unfortunate

sufferer, who proved to be merely under the influence of an
overdose of aleohol.

Besides revealing his responsible nature and hinting at a
gsubtle sense of humor that he displayed more than once in his
professional writings, this passage at least informs us that El-
liott was an accomplished enough horseman to ride three miles
through a thunderstorm in the middle of the night. He further
commented, “[The food] is of a most uninviting nature.... No beast
that walks, flies or swims is despised from the standpoint [of
edibility]. The writer has seen squirrels, lizards, parrots, foxes
and even snakes, cooked and eaten with evident gusto.” These
myriad observations could not have been made by a man who
spent all his time in comfortable hotels or corporate offices.

The challenge of conducting business in primitive condi-
tions and in a different culture, particularly one that continu-
ally presented extreme personal and political risks, was
particularly daunting. As Elliott explained, the “lack of means
of communication, the shortage of labor, [and] almost impass-
able roads” made industry particularly difficult. “It may take
one man all day,” he said, “to haul a load of coffee [by oxcart]
from the plantation to the railroad and return empty.” The per-
sonality of the locals also presented obstacles that had to be
understood and dealt with. In describing subordinates’ method
of dealing with superiors, for instance, Elliott observed, “The
very antithesis of the [blunt] North American, he will answer
questions in a courteous manner best calculated to please for
the moment,” irrespective of the truth. The region was also “con-
stantly seething with intrigue,” he noted, in prefacing this dis-
cussion of his situation in Guatemala years later when that
country’'s president died:

From night to morning, the whole country has been thrown
into confusion. Soldiers are patrolling the streets and are sta-
tioned at all the public buildings. There is manifest reluctance
to meet out of doors, and speculation is rife as to what turn
events may take. On the one hand, nothing may happen. On
the other, a few days may see the whole nation plunged into
bloody civil war, with its attendant harrowing scenes of women
and children being shot down in cold blood, of general chaos
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and of murder, rape and plunder. Everyone realizes, though

perhaps unconsciously, that he is living on the brink of a smol-
dering voleano, and that in the very nature of things, the mo-

ment of greatest seeming tranquility may precede a devastating
eruption.

An individual such as Ralph Elliott, who was at ease in dealing
with such an environment, was certainly well suited to handle
the transitions from “tranquility” to “devastating eruption” in
the stock market.

Elliott prospered in his special niche not only by being rug-
ged and adventurous, but ironically by being an accomplished
“people person” as well. Elliott later explained that Latin Ameri-
cans place tremendous value on “a suave and engaging person-
ality,” a “never failing urbanity,” above all other character traits.
Elliott's complex ability to deal with all strata of society, his
relish of the extremes of Latin American life, and his insightful
understanding of the character of the people, made him an in-
valuable asset to U.S.-based companies whose owners preferred
to reside in a more stable setting stateside.

On September 3rd of either 1902 or 1903, Elliott married
Mary Elizabeth Fitzpatrick (1868/9-1941), who was two or three
years his senior. Mary was a native New Yorker but was appar-
ently working in Mexico, probably with a team of U.S. currency
reform advisors to the Mexican government, when they met.
This city-bred Irish Catholic woman exhibited a substantial pio-
neer spirit in traveling with her husband throughout the Latin
American region in those days, although all indications are that
they led a relatively comfortable middle class life, not infre-
quently socializing with the well-to-do. From time to time, the
couple returned to the U.S. to visit Elliott’s family. Once was in
February 1909, when his mother died. She was buried in Ingle-
wood Park Cemetery in Inglewood, California, where Elliott's
father and sister were later buried.

As Elliott practiced his profession, his corporate positions
became more and more important. The main reason was that
his expertise was proving much broader than simply account-
ing. As later documents reveal, his value to a company was pri-
marily in the area of business restructuring. As he put it in a
book in 1926, “Accounting, like everything else, is undergoing
very radical steps in evolution; it is becoming serviceable in a
vastly broader sense.” Fulfilling that vision, Elliott financially
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reorganized numerous corporations by installing new systems
of record keeping, anticipating future expenditures, and apply-
ing a principle of percentage allocation of revenues, which in a
magazine article he later called “the only sane method of con-
trolling any business successfully.” Much like an independent
business consultant, Elliott ultimately served many clients, al-
though his approach was to sign on with companies one at a
time, remaining with each one until the restructuring was com-
plete. Elliott must have saved many corporations from chronic
losses or increased their profitability, as over the years he earned
a substantial reputation as a business organization expert.

The Elliotts might well have remained in Mexico for the
rest of their lives, but circumstances ultimately forced their re-
turn to the United States. Beginning in 1911, Mexico experi-
enced a series of violent revolutions that extended over the next
several years. Relations between Mexico and the U.S5. were
strained by the Wilson administration’s refusal to recognize the
government of Victoriano Huerta, who seized power in early
1913. Tensions increased sharply in April 1914 when U.S. Ma-
rines occupied the Mexican seaport of Veracruz to retaliate for
the seizure of a party of American sailors.

InJuly 1914, Huerta's government was overthrown, but the
resulting coalition government soon split, and civil war broke
out. On March 9, 1916, rebel general Francisco “Pancho” Villa,
who controlled much of the northern part of the country, led an
attack on Columbus, New Mexico. President Woodrow Wilson
ordered General John J. Pershing to pursue the rebel army across
the border and capture Villa. The expedition failed, serving only
to increase anti-American sentiment in Mexico, Assaults on .S,
citizens and destruction of American-owned property in the coun-
try were widely reported. Railroads appear to have been a par-
ticular target of both the rebels, who destroyed tracks and rolling
stock, and the federal government, which began to nationalize
the railroads in mid-1914. Nationalization probably affected
Elliott's employment situation.

When the Marines landed in Veracruz in April 1914, the
Elliotts moved to Frontera, a small port town on the Gulf of
Mexico near the western edge of the Yucatdn peninsula known
for its Mayan archaeological sites. Elliott may have come to the
region with the railroad, as the main coastal line from Coatza-
coalcos to Mérida runs through the area today. Because the area
was home for several American-owned mahogany plantations
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and an American community of sorts, he may have sought em-
ployment and refuge there, away from the center of political
unrest. Eventually, civil strife throughout the country reached
a point of crisis, and in June 1916, in Elliott's words, “when the
President ordered all Americans out” of Mexico, he complied and
returned with his wife to Los Angeles, California.

Wave Two: Retrenchment and Consolidation

Having been thus dislodged from his longtime area of work
and residence, Elliott appears to have undergone a period of
dissatisfaction with his situation. Over the next four years, he
changed jobs twice, investigated two others, and several times
made plans to return to Latin America.

Numerous details of this period attest to Elliott’s restless-
ness. In early 1917, he was living at 720 Beacon Avenue in Los
Angeles and was employed by the Typewriter Inspection Com-
pany. On May 28, his father died, and on July 10, he began work-
ing as the export manager for Blake, Moffitt and Towne, a
wholesale paper company with offices in New York and Los
Angeles and production facilities in the northwestern cities of
Portland, Seattle and Tacoma. In December, by which time he
was living at 801 Beacon Avenue, Elliott applied for a passport
to travel to Cuba to accept a position with the William P. Field
Company of Havana. In January 1918, he canceled his trip to
Cuba, applying instead for a passport to return to Mexico to
promote export business for Blake, Moffitt and Towne, which
he later described as being frustratingly “difficult ... under ex-
isting conditions.” In his passport application dated January 25,
he listed an ambitious itinerary that included visits to Sinaloa,
Sonora, Colima, Jalisco and Nayarit in Mexico, as well as Gua-
temala, El Salvador, Honduras, Nicaragua, Costa Rica and
Panama. The outcome of this journey on behalf of his employer,
or even whether it took place, is unknown, as it was not men-
tioned in his next passport application. The revolutionary senti-
ment still in the air in Mexico could have affected the export
business and therefore the anticipated success of the trip. Fear-
leas of the political climate, Elliott was back in Mexico the fol-
lowing year, living in Tampico from June to December 1919 and
working as an auditor for the U.S.-owned Pierce Oil Corpora-
tion. During these months, his wife resided in the popular re-
sort area of Asheville, North Carolina, staying in the U.S.
undoubtedly because of the potential danger that still existed in
Mexico.
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Ralph Nelson Elliott prior o January 1918
(probably several years earlier)
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It is fortunate for biographers that Elliott traveled so much
and that upon the advent of World War I in 1914, passports
were required of U.S. citizens for the first time. His various pass-
port applications, held by the National Archives, contain a good
deal of information. They reveal, for instance, that he was 5'8"
tall, had blue eyes, brown hair, a complexion described alterna-
tively as “ruddy™ and “fair,” and wore eyeglasses. Photos taken
in his mid-to-late forties show a man with a sturdy frame, a
hardy appearance and an air of self-assurance, all of which well
served Elliott’s active life.

Elliott's main goals during this time were to perform the
type of work that he enjoyed and to return to the region where
he had lived most of his adult life. He obviously found his em-
ployment during this time unfulfilling, possibly because he was
doing business development work or simple accounting instead
of the structural organizing that he enjoyed. His low opinion of
standard accounting was expressed unequivocally in a 1924
magazine article:

I believe it is safe to say that most accountants do not like
their calling, and this being the case, can you expect that oth-
ers, who are not familiar with the terms and objects, will rel-
ish discussions on the subject? When I introduced myself to
one young lady and opened the subject of accounting, she said
that the very word “accounting” made her sick at her stom-
ach. Now, I do not like accounting, but I do like the work I am
doing.... I am not exactly an accountant, but possibly the word
“efficiency” comes nearer to it; however, that sounds about as
bad. We all like efficiency in others, but not in ourselves. Now
I am going to sugar-coat my financial and accounting pills so
that you will like them.... What I am trying to do is help you
make money. [emphasis added]

That last sentence certainly reveals a drive that would later make
stock market forecasting an attractive vocation for R.N. Elliott.
For now, however, that was the furthest thing from his mind as
he searched for something that would challenge his organiza-
tional talents.

Elliott returned to Los Angeles briefly in December 1919
(perhaps to be with his sister for the Christmas holidays), then
packed up immediately and moved to Ridgewood, New Jersey,
He stayed there a short time before obtaining a residence at 142
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West 82nd Street in New York City, where he was living in early
March, 1920. He may have moved there because of a corporate
transfer or perhaps to please his New York-born wife, whose
sister, Mrs. Milton T. Thompson, lived in Upper Montclair, New
Jersey, an affluent suburban town near the city of Newark.
Whatever the reason, it was not because he had secured a highly
desired professional position, since he aggressively continued
his quest to find suitable employment in Latin America, where
he obviously preferred to reside.

In March, Elliott again applied for a passport, this time to
travel to Mexico City and Tampico “to attend to some property
acquired during a long residence in Mexico.” This visit was to
have been followed by travel to Cuba, this time to investigate a
position with the Cuba Railroad Company. Elliott’s abilities ob-
viously were widely known and highly regarded in Latin
America, since he was offered this position despite the fact that
it already had been accepted by someone else. As the company's
vice president and general manager wrote to Elliott, “If we
thought you would come, we would notify this party that the
offer to him was withdrawn.” Such energetic solicitations for
Elliott’s services were not unusual. The position he had consid-
ered accepting in Cuba three years before had been offered to
him in an urgent cable that read in part, “Your services badly
needed.” Apparently, he was the most talented bilingual accoun-
tant and corporate reorganizer available to these Latin Ameri-
Can companies.

Then came an abrupt change in Elliott's life. For whatever
reason, he suddenly called off his trip and ceased his efforts to
find employment and residence in Latin America. Perhaps the
reason was simply that in his fortuitous move to New York City
he had found another place that suited his adventurous nature.

Wave Three: Productivity and Progress

Elliott, now in his early fifties and with a new base of op-
erations in New York City, maintained a remarkably busy sched-
ule over the next seven years. Later letters to Charles J. Collins
reveal that he traveled to Canada, Germany, England and
France, though for what reason (personal or business) is un-
known. His largest company reorganization outside the railroad
field was Amsinck & Company, an export-import house of five
hundred employees.
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Elliott once again decided to specialize, and in response to a
newly popular industry, quickly developed a second specialty as
a business consultant to restaurants, cafeterias and tea rooms,
which was as well suited to New York City as his railroad spe-
cialty had been to Mexico and Central America. He displayed
his usual energy in establishing this new niche, and in the pro-
cess increased his professional stature yet further, this time by
writing for a professional journal. In the summer of 1924, El-
liott joined the editorial staff of the New York based monthly
business magazine, Tea Room and Gift Shop.

Though the term “tea room” is now quaint, tea rooms were
a booming business in the 1920s, and their popularity was spread-
ing rapidly to the point that entrepreneurs from experienced
restaurateurs to housewives were trying their hands at them.
Tea Room and Gift Shop averaged 30 pages an issue, sold for $2
a year, and boasted 3000 professional readers around the world.
Elliott’s arrival at the magazine was marked with some fanfare,
with nearly a full page devoted to introducing him to its read-
ers. Here is an excerpt:

Mr. Elliott Joins Our Staff

We are glad to be able to make good so soon some of the
promises of a “bigger and better” Tea Room and Gift Shop
made in the August number. One of the very important steps
toward increased service to our readers is the addition of Mr.
R.N. Elliott to the corps of experts in the various problems of
our field.... Mr. Elliott will conduct a department devoted to
the financial phases of tea room operation.... Mr. Elliott, in his
consulting practice, has been able to locate the financial leaks,
the violations of administrative principles, which have pre-
vented [an] adequate return.... Mr. Elliott has the accounting
background, and what is exceedingly important, the business
acumen, to be of great service to our subscribers.... His out-
look is not confined to accounting, but includes kindred mat-
ters as related to the general problems of the operation of an
eating place.... We have hesitated to apply such a label as “Ac-
counting,” “Operating Costs,” or “Finance” [to the subject].
Although Mr. Elliott is thoroughly equipped in accounting
knowledge and is a consultant in general tea room, restaurant
and cafeteria operation, he is primarily a business man.
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Elliott's monthly contribution was entitled simply, “Mr.
Elliott's Column,” and generally ran about two pages. Each one
was announced on the front cover and accompanied by his photo,
one of only two writers’ photos in the publication. Elliott's first
article, which appeared in the September issue, presented some
basic ideas and solicited questions from the business people who
read the magazine. Subsequent columns answered the questions
submitted. Elliott practiced what a Department of Commerce
bulletin from the time called “scientific management,” and ar-
gued that accounting was “just coming into its own” and becom-
ing far more than just bookkeeping, as he himself had
demonstrated during his many years of company reorganiza-
tion. His attitude toward the food service business, and to busi-
ness in general, is reasonably well expressed in the following
collection of comments culled from his seven articles:

Tea rooms apparently well patronized are supposed [by the
prospective entrepreneur] to be “coining money.” [However,]
“Survival of the Fittest” is true in tea rooms as in other classes
of business. Competition is a vital factor. It is [my] object to
caution prospective owners against misconceived ideas, so that
failures may diminish. It is all very well and proper that reci-
pes, decorations, etc., should receive due attention, but after
all, you are in the tea room business to make money. Many tea
room owners may think they are making a profit simply be-
cause they have more money in the bank at the end of each
month, but this is not necessarily a fact. Expenses which do
not occur every day should be anticipated. Assuming that the
financial fundamentals have been properly considered, the
question is whether you are making money, and if not, WHY.
To be able to ascertain where the difficulty lies, it is necessary
to keep records. Aside from keeping records which the govern-
ment may require for income tax purposes, one might as well
not keep any books at all unless they are handled in such a
way as to give reliable information as a guide for future ac-
tion. The subject is a very broad one and requires verbal and
graphic explanation.

His advice was not merely technical but came from experi-
ence. For instance, he urged hopeful novices first to obtain em-
ployment at a successful establishment at any wage offered,
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assume as many duties as possible over a period of time, and
learn the business from the bottom up, a path that he himself
had taken in developing his railroad accounting specialty. He
further advised that people not “follow a business that does not
appeal to them,” regardless of the apparent financial benefits,
an adage that he certainly lived by. His warnings against bor-
rowing to start a business reflected numerous experiences with
companies burdened with debt, which he considered one of four
primary reasons for business failure (the other three being in-
experience, insufficient capital and inadequate records).

Other comments from his columns reflected ideas that
served him well in the future. For instance, his admonition that
“indecision is frequently more harmful than a wrong decision”
later directed his unhedged calls on the market. His idea that
record keeping is primarily “a guide for future action” was di-
rectly applicable to his approach in studying the stock market,
and his penchant for “graphic explanation” helped him accom-
plish it. His general observation that “every business that is
new[ly fashionable] is liable to be overdone periodically” hinted
at his experience with business cycles and knowledge of boom-
and-bust fads. He even discussed the psychology of satisfied cus-
tomers and explained where to find honest opinions about a
business’ shortcomings, directions that reflected a healthy self-
esteem that later allowed him, when he was unknown among
market professionals, to solicit the opinion of the nationally fa-
mous Charles Collins concerning his Wave Principle discovery.

Then, as today, the restaurant business presented a strong
attraction for many prospective entrepreneurs, resulting in sub-
stantial competition as well as a high failure rate. As a result of
both factors, the industry was hungry for advice. Elliott’s com-
mentary was popular, and the opening letter addressed to him
in the November issue began, “Your column is most interesting
and I can plainly see that Tea Room and Gift Shop will have to
be enlarged to accommodate your correspondence.” The esteem
with which his column was held in the restaurant accounting
and management field is reflected by the fact that in late 1924,
Columbia University invited him to speak on the subject. Possi-
bly because of the very renown he was earning, Elliott was forced
to decline the invitation, as he was once again on his way out of
New York on business from his then-residence at 216 West 79th
Street.
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Elliott’s aggressive mobility and corporate service over the
years occasionally brought him into contact with influential
people in the academic and political world. His personal charm
served him well, and his fascinating range of experience and
steadfast integrity must have made him an enjoyable associate.

One of Elliott’s contacts was Dr. Jeremiah Whipple Jenks,
a distinguished lawyer, academician, political advisor and au-
thor of nearly two dozen books on politics, social issues, religion
and business. During the mid-1920s, Jenks was Chairman and
President of the Alexander Hamilton Institute in New York and
Research Professor of Government and Public Administration
at New York University. Elliott undoubtedly met Jenks through
professional association, as Jenks had also served on the board
of directors of several railroads, including the Pacific Railways
of Nicaragua. The two men may have become acquainted as early
as 1903, when Jenks was a professor of Political Economy and
Politics at Cornell University. He had spent some time in Mexico
that year serving as a consultant to its government on matters
of currency reform at a time when Elliott was an accountant for
the Mexican railroad. What's more, because Jenks' time in
Mexico coincided with Elliott's marriage, and since both Mary
Fitzpatrick and Jenks had traveled from New York, it seems
reasonable to speculate that Mary may have been working for
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Jenks when she met Ralph Elliott. Whatever the date, at some
point Jenks' and Elliott’s common interests in the railroad in-
dustry, finance and Central America brought them together. The
characters of the two men appear quite different, Jenks a Victo-
rian-style moralist of the academic and political world and El-
liott an earthy, practical professional in the corporate world.
Nevertheless, their common interests led to a mutual respect
and friendship.

One of Jenks' main goals was promoting a strict code of vir-
tues as a solution to social problems, and in researching his po-
gition, he became widely read on the subject of human nature,
particularly as expressed in social action. In one book (The Po-
litical and Social Significance of the Life and Teachings of Jesus),
written in 1906, he included the following comments and quota-
tions:

Every society is built upon human nature, and is the prod-
uct of heredity and environment. Each society will differ from
every other society, but when the question is one of funda-
mental moving forces, human beings are much the same in all
times and countries.

“To understand man, however, we must look beyond the
individual man and his actions or interests, and view him in
combination with his fellows.” — Carlyle

Very frequently, men in association as groups or societies
or nations act in ways quite different from those of individu-
als.

“A large part of all the social action in which many indi-
viduals take a concerted part is impulsive rather than deliber-
ate; and, therefore, many of the dramatic events of history
have been impulsive social actions.” — Giddings

Needless to say, this line of thinking is fundamental to the Wave
Principle and indeed validated by it. It is possible that some of
the ideas about human nature that Elliott ultimately expressed
in his books on the stock market percolated from discussions
with Jenks on the subject years earlier.,

Elliott's longtime association with Jeremiah Jenks proved
fortuitous in providing Elliott a fascinating responsibility as well
as a bit of adventure. Jenks, in addition to his other activities,
had served on a number of government commissions, including
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the High Commission of Nicaragua. In 1912, the long-standing
liberal government of Nicaragua was overthrown by a coup. The
U.S. Marines entered the country to effect a turnover of admin-
istrative control to the U.S. government for the stated purpose
of protecting American interests in Nicaragua. After a dozen
years, the U.S. State Department tired of its role and appointed
the High Commission to advise it on how to help stabilize the
Nicaraguan government enough to allow the U.S, Marines to
withdraw. The Commission rapidly set up national elections,
which were held in November 1924. The newly elected coalition
government in Nicaragua then contracted with Dr. Jenks, as
reported by The New York Times, “to revise the banking and
financial laws of Nicaragua” and “to establish a new banking
system in the country.” U.S. banking interests apparently wanted
to finance and modernize the Nicaraguan railroad system, an
effort which would have interested both Jenks and Elliott. One
of Jenks’ first actions was to set up the National Bank of Nicara-
gua and serve as a director.

At Jenks’ recommendation, Ralph Nelson Elliott was cho-
sen by the U.S. Department of State to assume the post of Chief
Accountant for Nicaragua. On December 18, 1924, Elliott met
with Secretary of State Charles Evans Hughes in Washington,
D.C. to receive his formal appointment and instructions. The
following week he applied for his passport, and in January 1925
set sail for Nicaragua, accompanied by his wife.

The State Department invitation and acceptance were ef-
fected so swiftly that while Elliott was making plans to leave
New York, an advertisement for his consulting services, as well
as his column, ran in the January issue of what was now called
Restaurant and Tea Room Journal. His last column, which had
been submitted in December to meet the publishing deadline,
ran in the February issue, at which time Elliott was on the high
seas to Central America.

The ship arrived in Managua in February, and Elliott im-
mediately began to apply his extensive experience in corporate
reorganization to reorganizing the finances of an entire coun-
try. The Jenks mission arrived shortly thereafter, on March 24,
1925, and began advising the newly elected coalition govern-
ment in what was probably a joint effort with the State
Department’s appointees.
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Though originally scheduled to stay as long as two years,
Elliott served in his official government position only until June
of the same year, when the U.5. extricated itself from Nicara-
gua. At that time, the U.S. recalled all State Department ap-
pointees as well as the Marines under the assumption that calm
and order had been sufficiently restored.*

From Nicaragua, Elliott returned to the U.S,, but only for a
month. Whether or not there had been any causal relationship
to the termination of his column four months earlier, Restau-
rant and Tea Room Journal was folding. Upon discovering that
the magazine had just mailed its last issue, Elliott applied for
an executive position with the International Railway of Central
America, a U.S. company based in New York whose stock was
traded on the New York and London Stock Exchanges. He was
hired immediately as its General Auditor, another top execu-
tive position. The salary of $9000 a year (a figure that today,
normalized to $390/0z. gold, is equivalent to $170,000 a year af-
ter taxes) reflected Elliott’s corporate earning power at the time.
Ralph and Mary Elliott promptly set out once again, on a nine-
day voyage to the company’s center of operations in Guatemala
City, Guatemala, arriving on August 3. This was to be Elliott's
last professional position.

While serving in Guatemala, Elliott wrote a comprehensive
176-page book entitled Tea Room and Cafeteria Management,
an extension of his earlier magazine articles. The book was pub-
lished in August 1926 by Little, Brown & Company. The first
favorable review appeared in The New York Herald Tribune,
and apparently its international edition as well, on August 8. As
the reviewer noted, “Mr. Elliott has had years of experience as
[an] organizer of many different lines of business.” The New York
Times Book Review printed a favorable critique in its August 15
edition. The reviewer commented that “Mr. Elliott writes with
authority upon all these matters because of his wide and varied
business experience and observation.”

A practical guide to opening and managing a restaurant,
Tea Room and Cafeteria Management deals primarily with “the

*The Marines left Nicaragua in August 1925 after a 13-year
span of U.S. cecupation. Without U.S. support, the ruling coalition
immediately collapsed under rebel pressure, and within months civil
war was raging. The Marines were sent back to Nicaragua after less
than a year's absence and stayed until 1933, completing a 21-year
span of occupation.
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economical aspects of the preparation of food as a business.”
Elliott's book concerns not only the financial end of the business
but the aesthetic as well. Ads for the book referred to Elliott as
“an expert organizer.” Indeed, as he certainly must have done
with all his positions in business, he gave great attention to de-
tailing, arranging, analyzing and planning, abilities that were
later manifest in his exposition of the Wave Principle. Several
passages reveal bits and pieces of Elliott's background, inter-
ests and personality, including once again his subtle sense of
humor. For instance, after discussing the absolute necessity of
obtaining adequate capital for start-up purposes, a precondition
that many would-be restaurateurs he knew had naively insisted
upon ignoring, he commented:

On the other hand, circumstances may arise where, there
being a real demand for a restaurant in a certain neighbor-
hood, patronage may be relied upon from the start. Such con-
ditions, coupled with the possible fact that the owner possesses,
in that particular locality, a house furnished with all neces-
sary equipment which can be utilized for the purpose of a tea
room, may be successfully taken advantage of to open a res-
taurant with very little initial outlay. Here the owner will pay
no additional rent and will, so to speak, merely assume the
responsibility of feeding a larger family. He may also, more
nearly to invest himself with all the Utopian advantages, be
possessed of a vegetable garden, chicken run and perhaps even

a cow or two.

Elliott may have written this paragraph for the benefit of those
who might otherwise have taken a course at the Lewis Hotel
Training School of Washington, D.C., which Elliott noted in cor-
respondence was “in the habit of trying to persuade people that
a tea room can be started with $50."

Several paragraphs in the book reveal Elliott’s interest in
business cycles. His profession would have brought such cycles
powerfully to his attention, and his interest in them was obvi-
ously keen. In a chapter entitled “Fluctuations,” he commented:

It is a well-known fact that prosperity and depression fol-
low each other in cycles, and the waves of these are extremely
variable, but nevertheless certain, This is not the place to dis-
cuss the causes of these cycles; suffice it to say that they are
very real.
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Ralph Neison Elliott in October 1926
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Elliott referred to business cycles in his conclusion poetically as
“the ebb and flow of circumstance,” a phrase that uses the liquid
metaphor he later called “waves.”

The publication of this book announced Elliott’s decision to
resume his career as a restaurant management specialist, and
he began to make plans accordingly. Mary Elliott returned to
New York in June in anticipation of being soon joined by her
husband. The last of the several Spanish language letters and
telegrams that Elliott wrote or received as an executive in Gua-
temala is dated October 15, 1926. His passport application to
return to the U.S. is dated October 21, and his corporate corre-
spondence is indexed until October 25, at which time it ceased.
According to International Railways records, an “Interim” Gen-
eral Auditor had been appointed by mid-November 1926, by
which time Elliott had returned to New York City. Though the
International Railways of Central America was headquartered
at 17 Battery Place, New York, Elliott had taken a sabbatical
and was not on company business. He had returned to New York
with a definite goal in mind: to promote the book and cement his
stature as the preeminent consultant in the restaurant man-
agement field. From his temporary base at the Wolcott Hotel on
Fifth Avenue, Elliott issued numerous communications to the
publisher regarding their coordinated book promotion.

As important as Elliott's professional activities were to him,
they were no longer his only passion. The State Department
appointment in Nicaragua had focused his talent for problem-
solving in an entirely new realm, and Elliott found that he had
a contribution to make to politics as well as to business. During
his few weeks in New York, Elliott brought another recently
concluded project to the attention of a publisher, as revealed in
a letter residing in State Department files that Elliott wrote on
February 23, 1927 to Secretary of State Frank Billings Kellogg.
The letter mentions a memorandum he had written “a year or
more ago,” near the start of his tenure in Nicaragua, in which
he had proposed a broad economic plan for the U.S. to imple-
ment in Latin America. Elliott noted that talks were then un-
derway between the State Department and Nicaraguan
President Adolfo Diaz “on lines proposed in my memorandum.”
Apparently, ideas that Elliott had formulated during and after
his brief tenure in Nicaragua were already substantially shap-
ing U.S. economic policy in the region.
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The main purpose of Elliott’s letter was to obtain the bless-
ing of the State Department for publication of another volume
he had begun writing immediately after the publication of his
restaurant book. The 100-page typescript (a carbon copy of the
original with handwritten emendations) that Elliott forwarded
to the State Department constituted about half of the planned
book. Its theme was a larger exposition of his previously pro-
posed U.S. economic policy toward Latin America. Elliott ex-
plained that he had found a publisher in New York who wished
to proceed, but only if the State Department approved the text,
perhaps because the book dealt with current and potentially
sensitive policy matters. The Department’s reply was pointedly
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noncommittal, thanking Elliott for his courtesy in bringing it to
their attention, but declining further comment. If indeed the
Department had been engaged in talks with President Diaz, it
may have preferred to present the ideas as those of the State
Department rather than of one individual. The typescript was
eventually filed in the United States National Archives. Sixty-
seven years after it was sent, it was discovered during research
for this biography.

The Future of Latin America is a remarkable document, not
only because it is a hitherto unknown work by R.N. Elliott but
also because of its content. For one thing, the volume is a trea-
sure trove of information on Elliott the man, revealing him as
an individual of wide-ranging experience, as indicated by the
excerpts quoted earlier in this biography that were taken there-
from. Various passages express a deep understanding of Latin
American culture and a genuine love of the region, its arts, and
its people. The treatise further reveals Elliott's knowledge of
the various idioms of the Spanish language, Spanish literature,
“the richness and beauty of which treasure,” he said regretfully,
“are seldom suspected,” and the region’s music, whose “gayest
measure,” he noted, “has always an underlying and undefinable
note of pathos.”

Elliott identified the Latin American as “a charming and
puzzling mix of inconsistencies, the best of good fellows when
properly approached, [with a] perception and intuition little short
of marvelous.” His occasional blunt criticisms of the region’s
customs and character further attest to the objectivity of his
observations as well as his compelling desire to deduce the mean-
ing of things:

[TThe Spanish American is unfortunately rather a man of
words than of action. There have been, of course, many thou-
sands of striking exceptions, but as a general rule Latin Ameri-
cans seem unable to overcome that mental inertia that has led
them to suffer for centuries under the oppression of political
abuse, without any organized attempt at reform.

A study of some of the constructions of the Spanish lan-
guage is also of great interest in attempting to understand
something of Latin American thought. A servant, guilty of
having dropped a plate or glass will invariably say, “se cayo”
(it fell). He will never say, “I dropped it,” but prefers to endow
inanimate objects with life rather than admit that he himself
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could possibly have had any part in the disaster. The same
idea is reflected in matters of relatively great importance.
Nothing is ever made to happen. It just “happens,” whether it
be an epidemic or a revolution. There appears little desire or
effort to probe the causes of discomfort or disaster. This “don't

care” gpirit is to be met with in all countries of Spanish America.

Elliott recognized that the chief obstacles to economic
progress in Latin America were a staggering burden of debt and
a somewhat cavalier attitude toward its repayment. His assess-
ment of the situation at that time could just as well have been a
description of the region’s various modern day “debt crises.” “The
financial history of almost all of [these nations],” he said, “is one
long tale of default,” due to Latin America’s having “not yet ac-
cepted the fact that the payment of debts is a moral obligation.”
He blamed this attitude on a political process that allowed un-
relenting plunder and favoritism and on a citizenry that allowed
it. The extent of the political corruption he revealed in this para-

graph:

The Machiavellian ingenuity displayed by dishonest admin-
istrators in enriching themselves at the expense of their com-
patriots almost passes belief. The writer has on several
occasions made careful study of the methods of these fraudu-
lent administrators, and has compiled figures relative to the
net loss resulting to the defrauded nations by the dishonesty
and maladministration of those in power. The results were
staggering, and indicated in some instances a filtration of more
than 50% of the national revenue. For obvious [personal safety]
reasons, it is, of course impossible to give concrete examples....
This state of affairs tends to discourage thrift, industry and
initiative.... There are cases on record where unduly high rates
of interest [were accepted], leaving the question of payment to
be dealt with by future administrations. If they continue along
the downward path which they have chosen, there is no end
in sight but economic suicide.

Elliott's analysis of the social and economic problems of Latin
America set the stage for his comprehensive proposal for creat-
ing economic stability and lasting prosperity in the region. Be-
fore beginning, he dismissed the traditional view of the U.S5.'s
role in the region with respect to the Monroe Doctrine, the ori-
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gin of which, he pointed out, was less noble than commonly be-
lieved. “As far as the writer can see,” said Elliott, “there has
never been any attempt to outline a constructive foreign policy
along practical lines.”

To achieve that end, Elliott outlined a plan to be imple-
mented, not unilaterally but by mutual agreement, “whenever
a Latin American country approaches the United States with a
request for financial or political aid, ...[when it is] in such dire
financial straits that its very national existence is threatened.”
The plan required the host country to allow unobtrusive yet thor-
oughly integrated U.S. developmental administration in ex-
change for a number of reforms, including assistance in the
issuance of national debt payment bonds guaranteed by the U.S.
government, the retirement of old debt to European creditors,
full payment of internal debt, tax reform, the revision of all tar-
iffs, civil service reform, and the chartering of an American bank
to handle the finances of the region. Money raised from the U.S.
guaranteed bond sales would then finance development of the
country's infrastructure in the form of railroads, waterways and
ports, all to the ultimate end of building a strong enough economy
to pay off the bonds. The host country would gain the structural
base for economic growth and stability, and the U.S. would gain
“new outlets for surplus production and capital” through in-
creased investment and trade. Neighboring countries, he pre-
sumed, would recognize the benefits reaped by the first nation
to adopt the plan, and follow suit. He advocated a corresponding
public information campaign in both Latin America and the
United States, designed to overcome the Spanish Americans’
justifiable aversion to foreign presence as well as what Elliott
saw as the U.5.’s provincial attitude in not involving itself more
substantially in “promoting good will [and] mutual prosperity
and advancement” overseas, and in “initiating Latin America
into the secrets of the prosperity of the United States,” which he
saw as a “moral obligation to mankind.” That duty, moreover,
involved “absolutely no right or justification in attempting to
influence national thought [or culture] in any way whatsoever.”
Given the mutual benefit Elliott envisioned, he concluded, “it is
simply a business proposition.”

It is not unreasonable to assume that Elliott's memoran-
dum and manuscript had a role in shaping later U.S. policy to-
ward Latin America. In many ways his proposed program
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resembles later efforts such as the “Good Neighbor”™ policy of the
Franklin D. Roosevelt Administration and the more recent pro-
development policies of the World Bank. Certainly, Elliott earned
the respect of the Coolidge Administration, as an internal State
Department letter dated February 2, 1929 listed him as a poten-
tial appointee for another government post in Nicaragua.

Whatever political influence Elliott’s ideas for Latin America
may have had, it is of secondary importance to Elliott's later
achievement in discovering the Wave Principle. In that regard,
The Future of Latin America is primarily meaningful in reveal-
ing a mind that was comfortable in assimilating mountains of
detail while simultaneously holding the big picture in perspec-
tive to the end of solving a major puzzle or dilemma, a prerequi-
site ability for discovering and codifying the Wave Principle.

One passage in particular contains a clear hint of Elliott’s
disposition to see pattern in the nature of things:

The preceding chapters may have led the reader to the con-
clusion that the problems of the United States and of Latin
America lend themselves to mutual solution. By a seeming
cotncidence, but what may well be a provision of nature work-
ing in accordance with laws not yet properly understood, all
those things which the United States lacks are to be found in
profusion in Latin America, and the needs of Latin America
are such as the United States is best fitted to provide for. [Em-
phasis added.]

Here Elliott implies that nature tends toward a compensatory
balance, in which scarcity of one sort is countered by abundance
of another sort. This idea hints at the rhythmic, or dynamic,
balance that he later found in the stock market.

In a section describing the hazards of political succession in
the region, Elliott writes, “By a curious coincidence, while writ-
ing this paragraph, the author received news of the death of the
president of the country where he happened to be residing.” This
statement indicates that Elliott was writing then in September
1926, when Ldzaro Chacén succeeded to the presidency of Gua-
temala.

Elliott was working on The Future of Latin America as he
brought his career in the region to a close. With one book sold
and a new one in progress, Elliott had two promising reasons to
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return to the United States. There was a third reason, though,
one not nearly as happy. After decades of health and vigor, and
ironically just as he was preparing to return for an unspecified
time to the U.S., Elliott suddenly found himself suffering from a
severe alimentary tract illness caused by the organism amoeba
histolytica. Though Elliott’s lifestyle had been rather adventur-
ous for decades without serious repercussion, time and chance
had caught up with him, and New York offered the promise of
an expert medical review,

Unfortunately, the illness stubbornly persisted during the
month or two that he was developing book promotion strategy
in New York. By January 1927, Elliott had left New York City
and taken up residence in Los Angeles, his old home base from
ten years previous, in an apartment hotel suite at 548 South
Spring Street. Having left behind all his old business contacts,
he concentrated every effort toward relocating his consulting
business while attempting to recover from the malady that had
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stricken him. Curiously, for a man who later connected the Fi-
bonacci sequence of numbers to human life, this change of ca-
reers and lifestyles occurred when Elliott was 55 years old, 21
years before his death.
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LITTLE, BROWN & COMPANY, Publishers, 34 Beacon St., Besten.

Wave Four: The Crash

Throughout 1927, Elliott remained intensely active. He sent
the aforementioned letter and manuscript to the State Depart-
ment in February and continued to market Tea Room and Caf-
eteria Management, which sold for $1.50. Elliott sent the book
to reviewers, got copies into bookstores, obtained lists for the
mailing of circulars, and arranged for advertisements in sev-
eral magazines, including the January and June 1927 issues of
Good Housekeeping. Additional favorable reviews poured in from
The New York World, the National Restaurant Association,
which invited him to speak in Buffalo, New York, on September
26, 1927, and others. He advertised for clients, probably using
language similar to that in his ad from the January 1925 issue
of Restaurant and Tea Room Journal, which read:

R.N. Elliott
May be engaged to
Report on locations, capital and reserve,
Report on present status of a business,
Keep books on a basis that provides a guide for action,
Take care of income tax,
Consult on all matters pertaining to tea rooms, cafeterias, ete.

My system is adapted to out-of-town owners.
Inquiry does not involve obligation.
The cost of my service comes out of additional profits.

That last guarantee could only have been made by a man who
was confident of his ability to add value to a business,
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Elliott's reputation, based on a distinguished career, his new
book, and a long list of references, was once again soaring. His
goal of securing a sufficient number of clients in his new loca-
tion was rapidly being fulfilled. Though he had prudently re-
tained the professional option of returning to Central America,
the persistence of his medical condition made such a return in-
advisable, while the rapid pace of his newest success gave him
every reason to remain in the United States. The two situations
combined to prompt him to settle down. In December 1927, af-
ter thirty-six years of intense work, travel and hotel living, El-
liott secured a more permanent residence at 833 Beacon Avenue,
a 5,150 square-foot, three-story house built in 1905 that had been
converted to apartments in 1920.

Just when Elliott’s future appeared its brightest, his inde-
pendence and financial security seemingly assured, disaster
struck. Instead of recovering from his illness, Elliott's condition
worsened. By 1929, his affliction had developed into a debilitat-
ing case of pernicious anemia, involving chronic fever, dysen-

833 Beacon Avenue, Los Angeles, Elliott's home from 18927 to 1938
Phaolo 1680 by Mare Elades
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tery and weight loss, leaving him bedridden. The adventurous
and productive R.N. Elliott was forced into an unwanted retire-
ment. His book on Latin America, whether because of the State
Department’s noncommittal response or his accelerating debil-
ity, was never published. He could no longer travel, and had to
abandon his consulting practice. Several times over the next
five years, he came extremely close to death. Each time, he man-
aged to recover. His professional photograph in Financial World
magazine a decade later shows that the relentless affliction took
its toll, leaving Elliott much thinner than in earlier years.

The Discovery

Despite being physically debilitated by his malady, Elliott
needed something to occupy his acute mind while recuperating
between its worst attacks. As circumstances would have it, he
was living then through the most exciting period in U.S. stock
market history: the peak years of the roaring bull market of the
1920= and immediately thereafter the most dramatic bear mar-
ket smash on record. These events sparking his interest, he read
Robert Rhea's 1932 book, Dow Theory, and became one of the
first subscribers to Rhea's stock market service, Dow Theory
Comment (1932-1937). It was around 1932, then, that Elliott
began turning his full attention to studying the behavior of the
stock market. He began pursuing a mission that he had enunci-
ated for all responsible men in his manuscript on Latin America.
“There is a reason for everything,” he said then, "and it is [one’s]
duty to try to discover it.”

Not unlike the Dow Theory genius Robert Rhea, who suf-
fered from tuberculosis and was bedridden at the time, Ralph
Elliott, who spent long hours on his front porch recuperating
and studying, began to make some fascinating observations con-
cerning the movement of prices on Wall Street. His essential
path of inquiry, i.e., loocking for patterns in aggregate stock price
movement, was undoubtedly directed initially by exposure to
the tenets of Dow Theory. However, Elliott's ultimate discovery
was all his own, as over a period of several years he painstak-
ingly uncovered the Wave Principle of market behavior by study-
ing empirical evidence. “The more desirable the goal,” Elliott
had said once before, “the greater the trials which have to be
met and conquered for its achievement.” In investigating the
possibility of form in the marketplace, Elliott examined yearly,
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monthly, weekly, daily, hourly and even half-hourly charts of
the various indexes covering seventy-five years of stock market
behavior. He constructed the hourly charts from a data series
that began for the Dow Jones Industrial Average on October 5,
1932 and the half-hourly charts from figures he collected off the
tape in the trading room of a brokerage house.

Around May 1934, just two months after his final brush
with death, Elliott's mission began to be fulfilled. His numerous
observations of general stock market behavior began falling to-
gether into a general set of principles that applied to all degrees
of wave movement in the stock price averages. Today’s scien-
tific term for a large part of Elliott's observation about markets
is that they are “fractal,” thereby coming under the umbrella of
what is today called chaos science, although he went far further
than most studies today in actually describing the component
patterns and how they link together. The former “Expert Orga-
nizer” of businesses, through a meticulous study of detail, had
uncovered the organizational principle behind the movement of
markets. When he started applying this principle over the next
several months to expectations for the future path of the stock
market, he felt, as he later put it, “something like the inventor
who is trying to become proficient as an operator of a machine of
his own design.” As he got more proficient in the application of
his newly discerned rules and guidelines of wave formation and
corrected initial errors in their formulation, they began to amaze
him with their accuracy.

Though Elliott never enjoyed full recovery from his illness,
his health improved after these several trying years, and his old
energy began to return. However, after years of absence from
his lifelong profession, his previous success and renown were no
longer a ticket to further advancement in his former field.

At this point in his life, Elliott's finances were at a precari-
ous low. His savings, which had appeared more than adequate
nearly seven years earlier, were almost entirely dissipated due
to the expense of his illness, the impossibility of pursuing his
counseling business, a dependent wife and several seemingly
safe investments that had suffered tremendously in the 1929-
1932 bear market smash. His depleted financial condition, his
developing fascination with the stock market, and his undeni-
ably important discoveries combined to prompt Elliott's deci-
sion to undertake a new profession. He decided to “begin all over
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again,” as he put it, “especially in work that I like, which is half
the battle.” So, at the age of 64, Elliott launched a new career
and started what he later referred to as “Wave number five of
my own life."

Wave Five: The Wave Principle Revealed

By November 1934, Elliott's confidence in his ideas had
developed to the point that he decided to present them to at
least one member of the financial community. For quite some
time, Elliott had subsecribed to a market service founded and
edited by Charles J. Collins and published by Investment Coun-
sel, Inc. (later Investment Letters, Inc.) of Detroit. He was par-
ticularly impressed by it. Elliott felt that he had learned enough
about Charles Collins through his stock market publication to
trust him with his discovery. This assumption, to Elliott’s great
advantage, proved correct. After an 8-year recession in fortunes,
Elliott was about to embark upon a 13-year rise.

On December 2, 1934, Collins, president of Investment
Counsel, received from Elliott a letter marked “PERSONAL and
CONFIDENTIAL,” dated November 28. Therein Elliott ex-
plained that he had discovered three novel features of market
action: recognition of wave termination, classification of wave
degree and time forecasting, which were “a much needed comple-
ment to the Dow Theory.” He even forecasted that the market
advance then unfolding would be followed not by a correction,
as had been the case with the two previous legs of advance, but
by “a major bear collapse.” (This is exactly what happened later,
as the dramatic market decline of 1937-38 erased 50 percent of
the market's value in twelve months.)

Elliott asked Collins to finance a trip to Detroit so that he
could present his observations completely to him, in hopes that
Collins would decide to use the technique of the Wave Principle
in his stock market letter to their mutual benefit. Elliott even
commented that Collins, if he preferred to keep it secret, need
not inform his readers that he was using the Wave Principle as
a basis for his investment advice.

Collins was intrigued but not convinced. He filed Elliott's
letter and returned a standard response to the effect that he
would be happy to monitor Elliott's “calls” on the market, by
telegram collect or by air mail letter, for one complete market
cycle to see if they had any real merit. If they proved accurate,
then he would consider further steps.
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Collins had developed this method of putting off the nu-
merous correspondents who continually offered him systems for
beating the market, on the assumption that any truly worth-
while system would stand out when applied in current time.
Not surprisingly, the vast majority of these systems proved to
be dismal failures. Elliott's principle, however, was another story.

Although Collins assured Elliott he need not divulge his
method, Elliott began sending Collins a series of letters and
charts outlining the basis of what he referred to variously as
“wave theory” or the “Five Wave Principle.” Elliott stressed that
since his financial status was difficult, he wished to acquaint
Collins with the theory and prove its value without waiting two
or more years for a complete market cycle.

Included with Elliott's second letter to Collins dated De-
cember 9, 1934 was a brief but thorough exposition of the Wave
Principle, including an introduction, which constituted the first
words Elliott ever wrote to another on his theory of the stock
market:

The market may be likened to a river. It has rather well
defined borders of uniform width, occasionally becomes blocked
by barriers and suddenly breaks away from them. When the
channel is narrow the speed is greater and vice versa. It curves
according to resistance.

As passages in his two earlier books had already suggested,
Elliott's interest in mathematics, rhythm and repetition was
keen. He was using fixed-time cycles in his analysis at that time,
and referred specifically to a nine week cycle in stock prices,
variable to twelve weeks, which is still quite regular today. This
interest turned out to be only a temporary diversion, but kept
him thinking in the right direction. “All life and movement con-
sists of vibrations,” he said in his second letter, “and the stock
market is no exception.” Except for such occasional comments,
Elliott stayed focused on his empirical observations, which in-
creasingly revealed patterns that far eclipsed the simple con-
cept of repetitive cycles. These observations ultimately
accumulated to the point of gelling with his grander notions into
a practical and deeply satisfying understanding of the market's
patterns, as well as their mathematical base.

Elliott's letters to Collins revealed a firm belief in the vir-
tue of individual initiative, which virtue he certainly practiced
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himself, and a recognition of the harm of government regula-
tion of business. One letter referred to the “unprecedented un-
constitutional meddling in economics by politics.” (Significantly,
there is no record of Elliott or his wife ever having obtained a
Social Security number.) In another letter, he discussed the
plight of the railroads, with which he was familiar from long

experience:

I see little or no hope of activity in durable goods so long as
Regimentation is displacing Individualism. But for Individu-
alism there would never have been anything to regiment. The
rails have been in a secular decline since 1906 [when] politi-
cians and labor unions combined to harass them. The Utilities
are getting their dose of politics now; their treatment is re-
flected in the averages to the sorrow of thousands of innocent
investors.

During this letter writing period, Elliott continued to dis-
cover new tenets of the Wave Principle as his studies grew more
thorough. While previously attempting to count five waves in
every movement, for instance, he came to conclude that all “tri-
angles, periods of hesitation, flats, are equivalent to ‘corrections’
of the ruling trend.” Later he found that “diagonal triangles are
inevitable terminations of movements of their degree.”

Since Collins was in Florida that winter as was his custom,
it was not until January 4, 1935 that he began responding to
Elliott's “flood of letters,” as Elliott himself put it, a task that for
a few weeks had been left to an associate. On January 11, Col-
lins sent a telegram to Elliott asking him to dispatch a wire
when a particular minor declining wave they were tracking had
ended.

A week later the Dow Jones averages were still in a declin-
ing phase and, as Elliott put it, “the wiseacres around here are
very bearish.” At that time he was forecasting that the Rails
would break their 1934 low but the Industrials would not, a pre-
diction that must have struck Collins later as uncannily accu-
rate. His first telegram in response to Collins’ request for
pinpointing the bottom of the correction was dated January 15,
1935 and read, “CORRECTION ENDED LAST HALF HOUR
TODAY.” The call was perfect, and a rally ensued immediately.
On January 22, Elliott recognized the rally as a corrective style



Biography 55

advance, and after the close he wrote to say, “the picture is bear-
ish again.” The rally peaked two trading hours later. He then
forecast that the Industrials would slip below 99 to 96, and the
Rails would crack 33, as larger waves 3, 4 and 5 downward un-
folded.

Most of the predictions that Elliott made in his barrage of
letters (even those that took years to prove) were correct, many
to perfection. However, in the approach to the actual bottom,
which was made at 96 as Elliott had first forecast, he changed
his mind several times in an attempt to call the low exactly to
the hour. Elliott’'s changes of mind, newly discovered tenets and
occasional wave relabeling bothered Collins, who wrote Elliott a
long and courteous letter on February 15 pointing out weak-
nesses in Elliott's methods and enclosing some of his own work
on a five wave theory as applied to long-term price movements.
He suggested that in order to remedy his financial situation,
Elliott manage some risk capital and begin a letter service to be
circulated to a select group while he developed his theories to
completion. Even at this stage, however, Collins obviously rec-
ognized the value of Elliott’'s work, as he offered to introduce
him to the day's leading technical analyst, Robert Rhea.

Elliott countered Collins' grounds for delay by listing the
various imperfections in Collins’ own market letter's investment
decisions of the previous two years. He strongly reaffirmed his
wish to become associated with Collins, whose letters, he stated,
were so well done that there was “no comparison between your
letters and those of any other service that I have ever seen.”

On February 19, 1935, Elliott mailed Collins seventeen pages
of a hastily organized yet meticulously detailed treatise entitled
“The Wave Principle.” He sent twelve more pages and five addi-
tional charts over the next two months along with his regular
correspondence. The first page of the treatise contains Elliott's
statement of the utility of the Wave Principle:

A careful study of certain recurring phenomena within the
price structure itself has developed certain facts which, while
they are not always vocal, do nevertheless furnish a principle
that determines the trend and gives clear warning of reversal.

Collins thereafter began to write Elliott more frequently
and sent him several books, book recommendations and articles
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of interest, including On The Relation of Phyllotaxis to Mechani-
cal Laws (1904), a pamphlet by Professor Arthur Henry Church
of Oxford University. Phyllotaxis is the term for the arrange-
ment of leaves on a stem, which in some plants had been found
to follow the Fibonacei sequence. These mailings indicate that it
was Charles Collins who introduced Elliott to the concept of Fi-
bonacci numbers and their manifestations in natural phenom-
ena. Thus, he must have been the first person to notice that the
number of Elliott’s waves reproduced the Fibonacci sequence
when counted at successively lower degrees. These observations
ultimately provided the spark needed for Elliott's theories to gel
into their final form five years later. One book that Collins sent
was Sir James Hopwood Jeans’ The Mysterious Universe (1930),
which contained the following passage:

Many would hold that, from the broad philosophical stand-
point, the outstanding achievement of twentieth century phys-
ics is not the theory of relativity with its welding together of
space and time, or the theory of quanta with its present ap-
parent negation of the laws of causation, or the dissection of
the atom with the resultant discovery that things are not what
they seem,; it is the general recognition that we are not yet in
contact with ultimate reality.... To borrow Locke's phrase, “the
real essence of substances” is forever unknowable. We can only
progress by discussing the laws which govern the changes of
substances, and so produce the phenomena of the external
world.

In referring to the repetition of the five wave pattern in the
stock market, Elliott responded, “Possibly the reason why I have
not yet, and possibly never will know why this series occurs is
because it is a law of nature. The laws of nature, and inciden-
tally economics, are ruthless, which is as it should be.”

Collins' traditional skepticism was abruptly dispelled with
the next occurrence. The Dow Jones averages had been declin-
ing throughout early 1935, and Elliott had been pinpointing
hourly turns with a fair degree of accuracy. In the second week
of February, the Dow Jones Rail Average, as Elliott had pre-
dicted, broke below its 1934 low of 33.19. Advisors were turning
negative and memories of the 1929-32 crash were immediately
rekindled as bearish pronouncements about the future course
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of the economy proliferated. The Dow Industrials had fallen about
eleven percent and were approaching the 96 level while the Rails,
from their 1933 peak, had fallen fifty percent to the 27 level.

On Wednesday, March 13, 1935, just after the close of trad-
ing, with the Dow Jones averages finishing near the lows for the
day, Elliott sent his famous telegram to Collins and flatly stated
the following: “NOTWITHSTANDING BEARISH (DOW) IMPLI-
CATIONS ALL AVERAGES ARE MAKING FINAL BOTTOM.”

Collins read the telegram on the morning of the next day,
Thursday, March 14, 1935, the day that marked the closing low
for the Dow Industrials that year. The day prior to the telegram,
Tuesday, March 12, marked the closing low for the Dow Jones
Rails.

The precise hourly low for the Industrials occurred at 11
a.m. the following Monday, thirteen trading hours after Elliott's
telegram was sent, with the Rails holding above their prior low.
The opening selling pushed the Industrials just cents below
Thursday's low and a hair's breadth above Elliott’'s target of 96.
The thirteen month corrective wave was over, and the market
immediately turned to the upside.

Two months later, Elliott’s call had proved so precisely and
dramatically correct as the market continued on its upward climb
that Collins, “impressed by his dogmatism and accuracy,” wrote
and proposed that Investment Counsel subscribe for payment
to Elliott’s forecasts and commented, “we are of the opinion that
the Wave Principle is by far the best forecasting approach that
has come to our attention.”

Elliott responded with a proposal that Collins subscribe to
his market timing service for a period of two years. Then, if In-
vestment Counsel were still satisfied with Elliott's success after
the two year period, Collins, whom Elliott considered a master
writer, would prepare a book on the Wave Principle suitable for
public distribution. Elliott stipulated that the book should carry
Collins’ name as author, but Elliott was to receive full credit for
the discovery and development of the Wave Principle. The copy-
right was to be in both their names. Elliott apparently felt that
Collins’ name would be useful in giving the book wider accep-
tance and distribution. He added that if Collins wished, he would
have the option to substitute Elliott's name as author but Col-
lins would forfeit any copyright claim as a result.
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Collins accepted Elliott's terms and invited Elliott to Michi-
gan to be his house guest for three days over a weekend in the
summer of 1935. Elliott went over his theory in depth and thor-
oughly familiarized Collins with the working details of the Wave
Principle.

For the next two years, pursuant to their agreement, Col-
lins received and monitored Elliott's calls on the market. His
accuracy remained true, and at the end of the second year, in
March 1937, Collins began working on Elliott's first monograph,
The Wave Principle, which was based on Elliott's original trea-
tise.

Throughout this time, Elliott had maintained contact with
several acquaintances from his accounting days, notably George
P. Robinson. Robinson had a financial consulting firm in New
York City that served corporate clients. While communicating
with Collins, Elliott had also presented the theory of the Wave
Principle to Robinson, who had become increasingly interested
in the stock market as a tool for corporate financial investment.
Aside from Collins and Elliott, Robinson is the only person known
to have used the Wave Principle prior to the publication of
Elliott’s book. Robinson and his associate Todd H. Becker (later
an investment manager for a group of ore exploration compa-
nies in Toronto) took Elliott's work seriously and spent time
studying it. In March 1937, as Collins began work on The Wave
Principle, Robinson and Becker, probably while corresponding
with Elliott, precisely called the 1937 top using Elliott's new
discovery. As Becker recalled in a telephone conversation, “It
was so clearly the fifth of the fifth wave up.”

The Road to Wall Street

By 1938, Elliott was so involved with the Wave Principle
that he insisted that if he were to be taken into Collins’ organi-
zation, Investment Counsel’'s stock market service would have
to use his approach exclusively, a proposal that Collins could
not accept. However, in appreciation of Elliott's decision to con-
fide to him the details of his discovery, and in fulfiliment of their
agreement, Collins completed The Wave Principle, which was
published on August 31, 1938. The 8 1/2" x 11" monograph was
copyrighted by Elliott and printed in dark blue softcover with
no cover markings. An estimated five hundred copies were
printed.
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The first chapter of The Wave Principle makes the follow-
ing statements:

No truth meets more general acceptance than that the
universe is ruled by law. Without law, it is self-evident there
would be chaos, and where chaos is, nothing is.... Man is no
less a natural object than the sun or the moon, and his ac-
tions, too, in their metrical occurrence, are subject to analy-
gis.... Very extensive research in connection with ... human
activities indicates that practically all developments which
result from our social-economic processes follow a law that
causes them to repeat themselves in similar and constantly
recurring serials of waves or impulses of definite number and
pattern.... The stock market illustrates the wave impulse com-
mon to social-economic activity.... It has its law, just as is true
of other things throughout the universe.

Within weeks after publication of this ground-breaking
book, Elliott packed up his belongings and moved with his wife
to the Standish Arms Hotel, 169 Columbia Heights, Brooklyn,
which afforded a spectacular view of the Brooklyn Bridge and
lower Manhattan across the East River, as well as Staten Is-
land, Governor’s Island and the Statue of Liberty. His new resi-
dence was ideally situated for launching his new career, being a
short subway stop from Manhattan’s financial district. Ironi-
cally, it was an area with which he was already familiar, having
prepared accounting reports for Wall Street area restaurants in
his former life. It is interesting that while both of Elliott's per-
sonal corrective waves (two and four) took place in Los Angeles,
his sharpest advancing waves (three and five) took place in New
York City.

The good fortune that Elliott had provided to George Rob-
inson and his clients the year before returned to Elliott’s favor,
since Robinson made his offices available to Elliott any time he
wished to utilize their resources. For his part, Charles Collins
graciously provided Elliott some financial assistance, referred
to him a number of discretionary accounts, and helped him set
up his office at 25 Broad Street, where Elliott began managing
some speculative funds for several well-to-do clients. Then on
November 10, three months after The Wave Principle was re-
leased, Elliott published the first in a long series of Interpretive
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The Standish Arms Hotel (note bust of Miles Standish on facade)

169 Columbia Heights, Brooklyn, New York
Elliott's home from 1838 to 1947

Phobo 1880 by Paul Brodikorh

Letters, which outlined and forecast the path of the market in
terms of the Wave Principle. He issued the one to four page let-
ters irregularly (“as the occasion requires”), ranging from three
to seven issues annually between November 10, 1938, and Au-
gust 6, 1945. Elliott initially priced his Interpretive Letters at
$60 per year and continued to make available his monograph,
which he called “the Treatise,” for $15. R.N. Elliott was finally
back in the saddle, and as independently in business as he had
planned eleven years before.

For a number of years, Investment Counsel’s advertisements
in Barron's had described Collins’ market letter as “A weekly
service based on The Dow Theory.” Immediately following pub-
lication of The Wave Principle, new ads appeared referring more
generally to “analyses of significant economic and technical
trends.” Clearly, Colling no longer depended only upon Dow
Theory but used the Wave Principle as well. Yet Collins never
mentioned the Wave Principle in his market publication or ad-
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vertising. His reasons were later stated in a 1957 letter to A.
Hamilton Bolton, where he commented, “I did not give the ‘El-
liott’ reason for my target, as I think the less his principles are
discussed, the better working tool they will prove.” In fact, Col-
lins several times counseled Elliott against overly publicizing
his findings, a sentiment that he voiced again in a 1963 letter to
Bolton with respect to the now famous Financial World articles.
(That letter also revealed the sad story of what happened to the
bulk of the correspondence between himself and Elliott.)
Despite Collins’ sentiments, Elliott considered exposition
of his discovery a necessary step and insisted on it. His views on

800 Brai Buirpiso
Dermoar 26, MicRioas

December 23, 1963

Dear Hamilton:

He the Elliott series in the Financial World - he wanted
wide publicity for his system, I tried to argue him out of it
as I thought he had something uwnique and should build up a follow-
ing without broad-ocale disclosure of how he did it, He sald no,
he thought he would profit by the publieity, ﬂn a then exiating
or previous regular contributor to the Financisl World (I forget
which now), I had an entree with the management and induced them
- after a:ﬂn demur on their part - teo give publielty to Ellioti,
Since you have republished the series I thought the sbove would be of
interest. 1 threw away a cartload of Ellictt's correspondence some
years back, but if I run into any more do you want 1t = otherwise
I'11 clean it out.

Den't bother to acknowledge, unless you want any of Elliott's
PaApRIa.

Regarda,

G J Collinas
RE

Haumllton Bolton, Esq,
Bolton, Tremblay & Company
1245 Sherbrooke Street W,
Montreal 25, Canada
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revealing knowledge had already been articulated in The Fu-
ture of Latin America when he wrote that, “Gone are the days
when happily revealed secrets were jealously guarded for the
personal advancement of their possessors. It has been proved
time and time again that true and lasting success lies in the
dissemination of knowledge rather than in its concealment.”

Collins had been writing regular feature articles for Finan-
cial World magazine and in early 1939, at Elliott’s urging, he
contacted the editors and introduced them to Elliott and his work.
As a result, Elliott was commissioned by Financial World to write
twelve articles on the Wave Principle. After their initial “an-
nouncement” on March 29, the magazine opened the series with
the following statement:

During the past seven or eight years, publishers of finan-
cial magazines and organizations in the investment advisory
field have been virtually flooded with “systems” for which their
proponents have claimed great accuracy in forecasting stock
market movements. Some of them appeared to work for a while.
It was immediately obvious that others had no value what-
ever. All have been looked upon by The Financial World with
great scepticism. But after investigation of Mr. R.N. Elliott's
Wave Principle, The Financial World became convinced that
a series of articles on this subject would be interesting and
instructive to its readers.

The first of Elliott’s articles appeared in the April 5 issue, and
their publication continued regularly into July. These defini-
tive articles established Elliott’s reputation with the investment
community. They had great staying power and survived in vari-
ous forms over the years, while the monographs were never re-
printed.
Broadening the Principle

In late 1939, after the publication of the Financial World
articles, Elliott began writing in-depth follow-up essays on vari-
ous technical aspects as well as broader implications of the Wave
Principle. These quickly evolved into a formal Educational Ser-
vice, which he published from 1940 to 1944 and for which he

charged $60 per year. One of Elliott's earliest “Educational Bul-
letins” was a -breaking work that lifted the Wave Prin-



ciple from a comprehensive catalog of the market's behavioral
patterns to a broad theory of collective human behavior unpar-
alleled in the fields of economics and sociology.

Since 1935, Collins had been sending books to Elliott on the
role of the Fibonacci sequence in nature. By 1940, Elliott had
read Baldassare Boncompagni’s publication of Leonardo
Fibonacci's original works and two books by Jay Hambidge on
the subject of “dynamic symmetry,” a term used by Euclid to
describe the designs that result from nature’s purposeful em-
ployment of what are now called Fibonacci mathematics. Ham-
bidge was an American artist who until his death in 1924 applied
the principles of geometry to art and architecture in several
books. Elliott also read Nature’s Harmonic Unity: A Treatise On
Its Relation to Proportional Form (1912) and Proportional Form
(1920), both by Samuel Colman and C. Arthur Coan, and The
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Curves of Life (1914) by Sir Theodore Andrea Cook, all of which
discussed the role of the Fibonacci ratio in nature’s patterns.
Elliott's additional important observation from his 1938 book
that the Wave Principle applied to data seriesoutside the stock
market was another impetus to his investigation into the
broader meaning of his discovery.

By the early 1940s, Elliott had developed to completion his
concept that the ebb and flow of human emotions and activities
follow a natural progression governed by laws of nature. The
culmination of this train of thought was a treatise of a transcen-
dent importance equal to that of his original book. On October 1,
1940, Elliott published his first discussion of Leonardo Fibonacci's
“Summation Series of Dynamic Symmetry” in an Educational
Bulletin entitled “The Basis of the Wave Principle” under the
subheading “How the Wave Principle Works, and its Correla-
tion with Mathematical Laws.” In it, he tied the patterns of col-
lective human behavior to the Fibonacci, or “golden” ratio, a
mathematical phenomenon known for millennia by mathemati-
cians, scientists, artists, architects and philosophers as one of
nature’s ubiquitous laws of form and progress.

This ground-breaking presentation led to what may have
been an incident of intellectual piracy. On May 19, 1941, less
than eight months after Elliott's treatise was disseminated to
his small list of subscribers, Barron’s published an article
authored by “Edson Beers.” Edson Beers was a pseudonym of
Edson Gould, whose middle name was Beers. The article, “A
New Idea for Speculators: Applying the Principles of ‘Dynamic
Symmetry’ to the Stock Market,” purported to introduce this
unquestionably novel idea yet neglected to mention Elliott, its
original and foremost proponent. Gould confirmed in a telephone
conversation that the editor of Barron’s told him he had received
a call from Elliott, who was (justifiably) angry about the article.
Gould inaccurately recollected that his article on the subject had
appeared in March 1935 (the date of one of his forecasts in
Barron's based on fixed-time cycles), thus predating Elliott's
work, when in fact it was published six years later. Despite gentle
probing, he declined further comment on the subject. History
was kind, however, and in ensuing decades afforded Elliott full
eredit for his remarkable intellectual achievement.
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Branching Out

Elliott's subsequent Educational Bulletins expanded fur-
ther upon his thesis as he came across new observations and
ideas. Titles included “Technical Features,” “Alternation,” “The
Basis of the Wave Principle,” “Duration or Time Element,” “In-
flation,” “Dynamic Symmetry,” “T'wo Cycles of American His-
tory,” “The Law of Motion™ and “Nature's Law” (a precursor to
his second monograph).

Elliott's other services included:

— Forecast Letters marked “Confidential,” which were sold
at “conventional fees.” These one page bulletins provided invest-
ment timing recommendations “for those who desire prompt
advice when important reversals are due in averages and indi-
vidual stocks.”

— Special reports for “business executives” designed to as-
sist in detecting “peaks and nadirs of production.”

— A service called “Information” whereby nonsubscribers
were allowed to send a stamped self-addressed envelope and ask
Elliott any question about the Wave Principle. Elliott responded
with a quotation of the fee he required for his response and,
upon payment, the answer. “This novel service,” said Elliott, “fills
a long felt need.”

— A 61.8%ruler, which Elliott probably created using a draft-
ing instrument called a “proportional divider,” the fulcrum of
which can be moved to obtain different ratios of measurement.
Elliott's ruler enabled the user to ascertain without the bother
of calculation when the ratio between two lengths was 61.8%.
Elliott offered it for sale at 25 cents.

Elliott said in 1935 that “waves do not make errors, but my
version may be defective. The nearer one approaches the pri-
mary law, the less errors will occur.” By virtue of all his pains-
taking study, Elliott rightly considered himself the sole authority
on his discovery. Toward the establishment of that position, he
delivered the following warning on the front page of The Wave
Principle:

When a newly discovered phenomenon is disclosed, self-
appointed “experts” immediately appear. Considerable expe-
rience is required to interpret correctly waves which are in
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process of formation.... No interpretation of the Wave Prin-
ciple should be accepted as valid unless made by me or by a
student directly licensed by me.

In fact, Elliott did have a class of students whom he taught
at irregular intervals from his small office at 25 Broad Street.
Carroll Gianni, a member of the New York Stock Exchange, was
an occasional student of Elliott’s from 1939 to 1941. He described
the one hour sessions as informal but Socratic, with Elliott firmly
in the position of professor.

On December 30, 1941, Elliott's wife Mary Elizabeth, who
had remained with him throughout his travels, career changes
and medical misfortune, died at age 72. They had been married
thirty-eight years. A few months later, in the spring of 1942,
Elliott moved his office to 63 Wall Street through an interesting
chain of events. Philip K. Sweet, then president of Fundamen-
tal Investors, Inc., had worked for Edgar Lawrence Smith in the
late 19208 with Anthony Gaubis, who in 1934 became associ-
ated as a junior partner with Charles J. Collins at Investment
Counsel. Gaubis had met Elliott in 1938 at Investment Counsel
and later introduced him to Sweet in New York. Sweet, who
admired Elliott's work, offered him an office at 63 Wall Street
where Fundamental Investors was located. Elliott accepted, and
moved his business from 25 Broad Street to its new location.

Around this time, Elliott licensed at least one student of
whom there ig some record, a man named Richard Martin, who
published four market letters entitled “The Wave Principle” from
March to August 1942, Elliott made certain to protect his dis-
covery even from his proteges and had the letters copyrighted
in his own name. Mr. Martin's career with Elliott was brief, how-
ever, possibly because he found himself in disagreement with
Elliott on the outlook for the market. While the position of the
market under the Wave Principle often allows several possible
outcomes, rarely is their order of probability a proper point of
contention. While Elliott was willing to discuss different points
of view, he rightly considered his interpretations expert and
refused to sanction deviations. Martin dropped from view but
reappeared in 1943 as author of a booklet called Trend Action, A
New Method of Forecasting. The booklet proposed an analysis of
the market in a fashion similar to Elliott’s, but now purported
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to be refined from a system developed by Frank H. Tubbs and
published in 1929 as part of a course titled “Tubbs Analytics.” It
was once suggested that Tubbs was annoyed that Elliott had
exploited “his” discovery. However, Tubbs' surviving literature
dismally fails to indicate anything but a superficial similarity to
Elliott's Wave Principle, thus negating any claim of plagiarism.

Throughout the first half of the 1940s, Elliott investigated
further in the fields of philosophy, art, dynamic symmetry, math-
ematics, physics, botany, and even Egyptology and pyramidol-
ogy. One of the articles he read was “Do You Know Your
Emotional Cycle?”, which appeared in the November 1945 issue
of Redbook magazine. The article discussed the work of Dr. Rex-
ford B. Hersey, a scientist who discovered the cyclicality of hu-
man emotions (today called biorhythms). He also read Prophecies
of Melchi-Zedik in the Great Pyramid by Brown Landone, Life’s
Riddle Solved (1945) by Dr. John H. Manas, president of the
Pythagorean Society, and other volumes, some of which are listed
in the References section at the end of Nature’s Law. More and
more, his concept took on a wholeness that fit into what he even-
tually came to call “Nature’s Law” and “The Secret of the Uni-
verse.”
Some time prior to 1944, Elliott corresponded with Manly
P. Hall, founder of The Philosophical Research Society, Inc., a
private research and educational organization in Los Angeles,
California. Elliott requested permission to reprint the picture
of Pythagoras that Hall had contributed to John Manas' book.
Permission was granted, and Elliott reproduced the picture in
Nature’s Law. Hall, who chronicled man’s search for the secret
of “aniversal wisdom” and who maintained that “all the uni-
verse is eternal growth,” may have influenced Elliott's thinking
by the time he wrote Nature’s Law.

During these years, Elliott visited his old friend, investment
counselor George P. Robinson, almost daily in his offices at 14
Wall Street. Robinson employee Howard Fay became friends with
Elliott and visited him several times at his home in Brooklyn
Heights. Fay describes Elliott as “intelligent and sharp,” but
“ornery at times,” and less than patient with those who disagreed
with him.

By 1945, Elliott was established to the point that he was
advertising for Graphics Stocks, a monthly range chart service
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published and updated every two months, Obviously his stu-
dents needed charts, and F.W. Stephens, the distributor, felt
that Elliott could supply him some business by recommending
them as ideal for illustrating the principles of wave movement.
Annual subscriptions sold for $50.

How ironic it seems that the owner of a challenging market
analysis business and a man of increasingly expansive philo-
sophical thoughts would take the time to write a dry practical
booklet, based on his earlier career as an accountant, entitled
“Farm Tax Accounting As You Go,” published in January 1945.
It is as if, with only a few years left to live, Elliott was not only
branching out in several avenues of investigation and thought
but also finishing projects long planned yet previously left un-
done.

The Final Years

During the last three years of his life, Elliott’s clients con-
tinued to call him, mostly for advice on the very short term moves
in the market. However, he ceased to solicit new business. El-

liott wrote the last of his Interpretive Letters in August 1945
and spent the rest of the year and the first five months of 1946

putting together what he obviously considered his definitive
work, Nature’s Law — The Secret of the Universe. Nature's Law
incorporates part of The Wave Principle and includes the addi-
tional discoveries and observations that in the intervening years
had been detailed in his Educational and Interpretive Letters.
This final monograph includes almost every thought Elliott ever
had concerning the theory of the Wave Principle.

The reader of that volume should keep in mind that Elliott
was a pioneer. Much of his discovery was recorded as it was
formulated, and little time was available to spend on cosmetic
editing. At 75 years of age and still suffering from anemia, El-
liott undoubtedly felt a sense of urgency about getting his final
thoughts on the Wave Principle into print, an urgency that took
precedence over a well organized text. In an effort to get the
book out before age and ill health finally caught up with him,
Elliott opted for speed and inclusiveness over the meticulous
organization evident in his previous articles and books. Indeed,
many of the pages were inserted directly from his Educational
Letters. Despite the lack of cohesion that more time for plan-
ning would have allowed, the book is nevertheless a major con-
tribution to market literature.
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The publication date of the book was June 10, 1946. It was
printed in an 8%" x 11" buff colored softcover ring binder, and
the reported 1000 copies sold out quickly to various members of
the New York financial community. While copies of The Wave
Principle and each market letter Elliott wrote had been meticu-
lously sent to the Library of Congress, Elliott apparently ne-
glected to send a copy of Nature's Law.

For nearly five years, Elliott had been living alone. By this
time, the only immediate relative of Elliott's still living was his
sister May, whose last name at one time (from an apparently
brief marriage in her youth) was Nufiez. Relatives through mar-
riage included only his wife's niece and nephews, Mrs. Marcella
Thompson Makinson of Upper Montclair, New Jersey, and her
brothers, Milton, Jr. and Ralph Thompson, both of whom lived
in California. Howard Fay describes Elliott as becoming quite
lonely in his apartment at the Standish Arms Hotel during this
time. Nevertheless, he was visited occasionally by a few Wall
Street friends, one of whom was Robert M. MacLaury, a broker
with Lord Abbott and later a vice president of Kidder Peabody.
MacLaury often brought him his business correspondence when
he was too ill to come to the city to collect it.

Elliott managed to issue at least two additional periodical
pages, in July and December of 1946, but his chronic anemia
was catching up with him, severely affecting his health once
again. By 1947, Elliott's Wall Street friends persuaded him to
admit himself to Methodist Hospital in Brooklyn for a health
review, These same friends probably helped Elliott move to Kings
Park State Hospital, one of New York's leading psychiatric hos-
pitals, a type of facility that in those days also served as a home
for the elderly, There Elliott's basic needs were satisfied as he
lived out the final months of his life. Elliott and Collins contin-
ued their occasional meetings and remained friends and corre-
spondents. According to accounts, Elliott remained mentally as
sharp as ever right up to his final day.

Elliott died on January 15, 1948. The cause of death was
listed as chronic myocarditis, a persistent inflammation of the
heart muscle. As with the amoebic infection that led to the forced
retirement from his earlier career, Elliott almost certainly con-
tracted this illness during his time in Central America. In that
region, chronic myocarditis is often caused by a type of parasitic
infection called Chagas’ disease, which can cause death many
years after the initial exposure,
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One former trader claimed that Elliott’s friends took up a
collection (a common practice when a deceased left no immedi-
ate relatives) for his cremation, which took place two days later
at the Fresh Pond Crematory in Middle Village, New York.
Records of Fairchild Sons Funeral Home indicate that arrange-
ments for the cremation were made by the Elliotts’ niece, Mar-
cella Makinson, who received Elliott's ashes, as she had Mrs.
Elliott’s six years earlier. In reviewing the records on file at the
funeral home, a representative remarked that in all her years
at the facility, she had hardly seen a sketchier record, the few
details provided by Mrs. Makinson. A death notice appeared in
The New York Times on January 17, 1948,

ELLIOTT — Ralph Nelsen, Jan. 15, 1948, the husband of the
late Mary F. Elliott. Funeral services at the Fairchild Funeral
Home, Brooklyn, 1 P.M. Saturday, Jan. 17. Interment
privaie,

On December 18, 1953, Elliott’s sister May, who had lived
sixty years in Los Angeles, died at the age of 88, leaving no chil-
dren. Elliott, being childless himself, thus had no direct or indi-
rect descendants.

The Wave Principle After Elliott

After Elliott's death, none of his students attempted to con-
tinue his publication where he left off. Yet his legacy was so
powerful that his method aided the success of three of the great-
est forecasters in the history of market analysis: Edson B. Gould,
E. George Schaefer and A. Hamilton Bolton.

Edson Gould, who developed the “Three Steps and a
Stumble” rule and the “Sentimeter,” and used cycles and sea-
sonal patterns in his work, was famous for making precise mar-
ket predictions. He claimed that his methods of forecasting were
all his own except for the Decennial Pattern, which was devel-
oped by Edgar Lawrence Smith. However, when asked about
the basis for his highly specific forecasts, he often replied by
citing his “Three Step” rule, i.e., “expect three steps but be pre-
pared for a fourth,” which is simply a generalization of Elliott's
basic principle. Indeed, Gould’s price charts were typically no-
tated with numbers and letters, and he continually expected and
forecasted “three phases” (or sometimes “three stages”) on the
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upside, separated by two corrections. Moreover, correspondence
between Bolton and Collins that mentioned Gould always re-
ferred to his analysis as “implying that wave III may not yet
have ended,” or concluding that “the rise from June 1962 inau-
gurates his Wave Five,” and the like, implying that they knew
he was using the Wave Principle.

Gould started with the Elliott Wave idea that bull markets
have a similarity of form and then observed the time and price
ratios between them to make some of the most accurate long
term forecasts in stock market history. For instance, in 1963 he
forecasted a major high for the Dow Industrials of “1066 in July
1966." The orthodox top of the bull market was reached in Feb-
ruary 1966 at 996, while the price peak was registered seven
years later at 1061 (the “theoretical intraday” high was 1067).
In October 1972, he predicted a low in the 640-650 range for
August 1974, which he adjusted in March 1974 to “5650-650 in
October or November.” The double bottom of October/December
of that year registered an intraday low at 570. In November
1979, with the Dow depressed in the three-digit range, Gould
forecasted a Dow peak of 3475 for January 11, 1990, success-
fully indicating the scope of the upside potential that lay ahead.
No approach other than Elliott's Wave Principle has ever al-
lowed such bold forecasting. It is perhaps instructive to note,
moreover, that all three of Gould’s most famous forecasts had
been essentially made previously (and more accurately, as they
ultimately turned out) by acknowledged Elliott Wave analysts.
In 1960, Bolton forecasted “Dow 999" (having forecasted “Dow
1000” as early as 1953); in 1970, A.J. Frost forecasted “Dow 572"
(Collins and Bolton having called for 535 as early as 1966); and
in 1978, Frost and Prechter forecasted a Dow near 3000 in El-
liott Wave Principle (which Prechter revised in 1982 to Dow 3885,
with the Dow then in the 900s). Though the Wave Principle was
never credited for Gould’s forecasts, it appears to have merited
a great deal.

Dow Theory expert E. George Schaefer knew Elliott and
began publishing the Dow Theory Trader (1948-1974) the year
Elliott died. There is some evidence, but no proof, that Schaefer
kept a close eye on the market's message from the standpoint of
the Wave Principle. For instance, author and technical analysis
innovator James Dines, one of Schaefer’s early subseribers, re-
calls that Schaefer mentioned the “three phases” of the 1920s
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bull market. Thus, just as one Dow Theorist (Robert Rhea) had
inspired Elliott, who began publishing the year after Rhea died,
so Elliott may have provided inspiration to Schaefer, in effect
returning the favor. In a nearly perfect long-term performance,
Schaefer turned bullish on stocks in 1949, catching the entire
postwar bull market right up to the orthodox top in 1966. He
turned bearish and stayed that way throughout the Cycle wave
IV bear market until he died in the summer of 1974. His two
long-term signals were thus identical to Bolton’s (see discussion
below). The influence of the Wave Principle upon Dow Theorists
carried through more explicitly to Richard Russell, who while
conferring with A.J. Frost published a number of remarkable
Elliott Wave forecasts in his Dow Theory Letters during the bear
market years of Cycle wave IV,

Though Elliott's concepts powerfully shaped the work of
several of this century’s most successful market forecasters, it
was A. Hamilton Bolton, the brilliant analyst of Bolton-Trem-
blay, Ltd. of Montreal, who truly kept Elliott's name and the
Wave Principle alive. Bolton, who was a stock broker at the time,
read Elliott's Financial World articles in the spring and sum-
mer months of 1939. He made a point of contacting Elliott on
one or two occasions on his trips to New York and corresponded
continually with him until Elliott’s death. In 1946, the year
Nature's Law was published, Hamilton Bolton and Maurice
Tremblay formed a money management firm and began pub-
lishing The Bank Credit Analyst, a monthly market analysis
based upon Bolton’s pioneering research on the relationship be-
tween bank credit statistics and trends in the stock market. As
a result of his consistent success in forecasting with this method
of “fundamental” analysis, Bolton commanded great and ever-
increasing respect within the investment community, particu-
larly among institutional investors.

While bank credit statistics were Bolton's bread and but-
ter, the piles of correspondence to Collins, Frost and others show
that he was captivated by the Wave Principle. Five years after
starting his monthly publication, Bolton decided to assume the
task of publicly analyzing the market in terms of what was by
then referred to as the “Elliott® Wave Principle. His first exposi-
tion on the subject appeared in a 1953 “supplement” to The Bank
Credit Analyst. The long-term bullish forecast it presented, at a
time when to most analysts the market appeared “high,” was
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not only daring, but accurate. Bolton’s analysis proved so popu-
lar that the Elliott Wave Supplement became an annual feature
published each April. His thoughtful commentary and dramatic
success with the Wave Principle kept Wall Street interested in
the concept for thirteen years,

Elliott's Wave Principle got another small boost with the
inclusion of a concise summary in Garfield A. Drew’s 1955 edi-
tion of New Methods for Profit in the Stock Market (1948). In it,
Drew, who may have solicited the commentary from Bolton,
wrote as follows:

After a brave start in 1949-1951, the past two years, at
least, have detracted from long term 1948 forecasts of most
basic cycles. If these projections had been correct, stocks should
have reached a bear market low in 1951, building activity
should have been on the downgrade until 1953, and 1951-1952
should have been the trough of a depression. There is one ex-
ception, however. Elliott's Wave Principle seems to have stood
up better than anything else in the field of long range fore-
cast. There was more hesitation of stock prices in 1947-1949
than originally anticipated, but the basic theory was quite cor-
rect that the next important move would not only be up, but
would also exceed the 1948 top. At the same time, it was also
forecast that, eventually, a fifth “wave” would exceed even the
192B-29 top for stock prices. That seemed utterly fantastic in
1948 when the 200 level would have looked “high,” but with
the Average having already hit 360 in 1954, it no longer ap-
pears quite so impossible of ultimate accomplishment.

In 1960, while he was president of the Financial Analysts’
Federation, Bolton published The Elliott Wave Principle — A
Critical Appraisal, the first book on the Wave Principle since
Elliott's Nature's Law. In that volume, he made his famous fore-
cast of a major Dow peak at 999, reached six years later almost
to the dollar. He also documented (without referring to him by
name) Collins’ concept of a 1932 orthodox Supercycle low for
stocks, Elliott's concept of a 1942 orthodox low based on a 13-
year triangle, and Bolton's own interpretation of a 1949 ortho-
dox low based on a 21-year triangle. These differences of opinion
constituted a point of good-natured disagreement among stu-
dents of the Wave Principle that lasted a decade. A.J. Frost re-
counts that Bolton, just months before his death, changed his
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mind on the 21-year triangle, agreeing with Collins that 1932
marked the orthodox low. Subsequent market action confirmed
this wave labeling to be correct.

On February 11, 1966, two days after that decade’s high
and the peak of Cycle Wave III, Bolton wrote to Collins, whom
he had met twice before, and asked him to contribute to The
Bank Credit Analyst’s 1966 Supplement, which was published
in April. Therein Collins gave his thoughts on the market and
explained the story of his relationship with R.N. Elliott. He then
outlined the Intermediate, Primary, Cycle, Supercycle and Grand
Supercycle wave counts for the stock market and correctly iden-
tified the top of the Cycle wave advance from 1942, At the same
time, he called for an ensuing fourth wave to be made up of a
large A-B-C formation carrying ultimately to about the 525 level
on the Dow Industrials. Considering that the Dow at that time
was close to 1000 and bears were scarce, Collins’ prediction was
truly remarkable, not only because it forecast the unthinkable,
but because it came true. The end of the 1966-1974 correction
envisaged by Collins came at 570 (intraday reading) on the Dow,
just 45 points from the projection made eight years earlier. [The
Complete Elliott Wave Writings of A. Hamilton Bolton (New Clas-
gics Library, 1993) presents both his and Collinsg’ entire pub-
lished commentary.]

A.J. Frost, as vice president in charge of administration at
Bolton-Tremblay, was a business associate of Bolton’s from 1960
to 1962, He became and remained one of Bolton's closest friends.
They corresponded frequently and discussed in detail the mar-
ket and the Wave Principle on many occasions. After Bolton's
death on April 5, 1967, Frost was chosen to assume the task of
writing the Elliott Wave Supplements. Frost wrote the 1967
Supplement and collaborated with Russell L. Hall on the 1968
Supplement. The last Elliott Wave publication issued by The
Bank Credit Analyst, which had been purchased by Storey,
Boeckh & Associates following Bolton's death, was Frost's 1970
Supplement, which included his famous calculation using hourly
figures that the bear market then in progress would bottom at
572. The hourly low four years later was 572.20. [The Complete
Elliott Wave Writings of A.J. Frost (to be published by New Clas-
gics Library in late 1996) presents both his and Richard Russell’s
entire published commentary.]
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The Wave Principle receded from public view in the 1970s.
Aside from brief summaries of the theory in a few book chapters
and articles, the aforementioned discussions by Richard Russell
and Robert C. Beckman’s The Elliott Wave Principle as Applied
to the London Stock Market (1976) were the most ambitious writ-
ings on the subject during this period.

The Wave Principle Renewed

The recession of Elliott Wave commentary ended with the
release of Frost and Prechter's 1978 book, Elliott Wave Prin-
ciple — Key to Stock Market Profits, the first book to arrange all
known aspects of the Wave Principle in logical sequence and
add points of substance to the literature.

In late 1976, while I was a technical analyst with Merrill
Lynch in New York, I began corresponding with A.J. Frost. |
had been publishing reports since April on the status of the
market in terms of the Wave Principle and was beginning re-
search for a new book on Elliott. The Market Technicians Asso-
ciation contacted me in early 1977 and asked if I would arrange
for Frost to speak at its annual conference in Pennsylvania that
May.

When Frost and I met at the conference, we enjoyed each
other’s company immensely and became fast friends. Frost ex-
plained that he also was in the process of writing a book on El-
liott, which was to be a collaborative effort with Ian M.T. McAvity
of Deliberations (for artwork) and Richard Russell. Frost added
that he would like to include some of my recent analytical work
as a chapter. I agreed and began work on the chapter while con-
tinuing research on my own book.

Frost spent most of 1977 writing a draft summary of the
Wave Principle for his book. Then late in that year, McAvity
and Russell contacted Frost and explained that their busy sched-
ules precluded their involvement with the book. Frost wrote and
suggested we collaborate on the volume and in December in-
vited me for a weekend to his home in Manotick, Ontario, to go
over our plans. I spent the next seven months substantially ex-
panding on A.J.'s draft, interrupted only by a delightful week-
end visit with Frost and Collins at Collins’ retreat in Florida. By
July the book was completed. The next several weeks were de-
voted to production details such as drawing the illustrations,
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photographing them and developing the photos in the basement
darkroom at the house of statistical market analysis pioneer
Arthur A. Merrill. By August the manuscript was at the printer,
and in November it was released.

In April 1979, I left my position as Market Specialist with
Merrill Lynch and began publishing The Elliott Wave Theorist,
which I hope will track the fifth wave in the current Supercycle
as well as Elliott tracked the first and second, Bolton tracked
the third and Frost the fourth (and as Collins has tracked them
all).

In 1979, I began assembling Elliott's original writings for
publication. The result is this volume, which I hope has left no
stone unturned in helping make available to R.N. Elliott the
wide audience his pioneering ideas so richly deserve.

— Robert R. Prechter, Jr., 1980

1996 Addendum

Most famous stock market researchers made their careers
in the market. R.N. Elliott was an exception. He was not prima-
rily a stock market guy, but a businessman. As his biography
attests, he was competent, expressive, confident, independent
and versatile: truly an American renaissance man. Can you
imagine someone coming afresh to your field and breaking brand
new ground when he was 67 years old? That was how old Elliott
was when his first monograph on markets was published. After
building an international reputation as a business accountant
through corporate service, magazine columns, books, and even
a government commission, today he enjoys a far larger reputa-
tion for having made and developed the striking observation that
investment market behavior is patterned.

It is difficult to appreciate the genius behind Elliott's dis-
covery. Most people can spot wave patterns once they study what
to look for. But what kind of person looks at price fluctuations
cold and discerns the patterns in the first place? Only Benoit
Mandelbrot, the father of fractal geometry, has accomplished a
similar feat. He observed the phenomenon in mountain ranges,
seacoasts and rivers, in other words, other natural phenomena.
He noticed it in market prices, too, but R.N. Elliott was ahead of
him, both in that discovery and in its depth. Mandelbrot has
become famous for recognizing that in nature, the smaller fluc-



tuations, which he considers otherwise unpatterned, are exactly
as complex as the larger ones, just on different scales. Elliott
originated that same idea, in the social realm, and then went
far further in discovering that there are actually patterns to the
fluctuations. This idea has not been recognized in natural physi-
cal phenomena by chaos theoreticians, but given that all pro-
cesses are governed by natural laws, it ia likely that it will be. It
is only a matter of time.

Today, thousands of institutional portfolio managers, trad-
ers and private investors employ the Wave Principle in their
investment decision making. Ralph Elliott undoubtedly would
have been gratified to see it. Even now, however, Elliott's legacy
has only begun to manifest itself. His contribution to knowledge
is far greater than simply a useful method of market analysis,
as great as that is. Elliott's discovery pertains not only to mar-
ket movements, but to the dynamics of all social mood change.
In this biographer’s opinion, it will some day be recognized that
Elliott's contribution to sociology is a breakthrough equivalent
to those that occurred in the 1600s and 1700s in the physical
sciences. Because he was both meticulous and principled, El-
liott may have been the first social scientist, in the strict sense
of the term. Given time and attention, the Wave Principle will
ultimately save sociology from the realm of meandering specu-
lation and place it firmly in the sphere of science, As a bonus, it
affords a rare opportunity to appreciate the aesthetic beauty of
the human experience in the abstract. Surely, few contributions
to our knowledge have been greater.

In 1987, A. Hamilton Bolton became only the eighth person
ever to be awarded the FAF's highest honor, the Nicholas
Molodovsky Award, which is “presented periodically only to those
individuals who have made outstanding contributions of such
significance as to change the direction of the profession and to
raise it to higher standards of accomplishment.” Simply for ap-
plying the Wave Principle so succeasfully, Bolton is perhaps the
only man who also deserves the Market Technicians Association’s
highest award.

This month, on May 18, 1996, the Market Technicians As-
sociation honored Ralph Nelson Elliott, the man who discerned
the Wave Principle in the first place, with its award for “out-
standing contribution to the field of technical analysis.” The MTA
presented its first such annual award in 1974, the year the Dow



Jones Industrial Average fell to its lower channel line and kicked
off the great bull market of our time. It has presented its award
to R.N. Elliott in the year that the Dow has finally, 22 years
later, reached its upper channel line. That line dates back to
1937, the year Elliott began writing his first book, The Wave
Principle. There could be no better time to honor R.N. Elliott
than when the largest version ever recorded of his five-wave
pattern is up on the wall for all of us to see.

— Robert R. Prechter, Jr., 1996



PUBLISHER’S NOTES AND REFERENCES

For an explanation of the market’s fractal nature and its rela-
tionship to chaos science, see Robert Prechter’s 1986 report, “The
Fractal Design of Social Progress™ and Dr. S.J. Goerner's article,
“Understanding The Order Producing Universe” (available from
the publisher for $10 each).

The first letter from Elliott to Collins, sent in November 1934,
is reproduced in Elliott Wave Principle (New Classics Library, 1978;
expanded 1994).

“The Basis of the Wave Principle” and “How the Wave Prin-
ciple Works, and its Correlation with Mathematical Laws” are re-
printed in the Selected Essays section of this book.

All available copies of Elliott's Interpretive Letters and educa-
tional essays have been republished, along with a Foreword pro-
viding a more complete discussion of Elliott's services, in R.N.
Elliott's Market Letters, 1938-1946 (New Classics Library, 1993).

All of Bolton's annual Elliott Wave Supplements to The Bank
Credit Analyst, as well as his book, The Elliott Wave Principle — A
Critical Appraisal, have been republished in The Complete Elliott
Wave Writings of A. Hamilton Bolton (New Classics Library, 1994).

A.J. Frost's 1967 and 1970 Supplements to The Bank Credit
Analyst, Russ Hall's 1968 Supplement, and all of Richard Russell's
Elliott work will be included in The Elliott Wave Writings of A.J.
Frost (New Classics Library), due in 1996,

'TEELIE

In Elliott's original printing of The Wave Principle, most of
the charts and diagrams were placed in the back of the book. For
easier reference, we have rearranged their placement in the fore-
going material to appear within the text where they are discussed.

Minor editing, including comma placement, letter cases, spell-
ing of some numerals and an occasionally added article, was per-
formed throughout Elliott’s material. No substantive changes were
made. Where a substantive edit is required, the original text has
been left intact and a change suggested in a footnote.



If a reader possesses Elliott memorabilia, or has any addi-
tional knowledge, no matter how trivial, about the life of R.N.
Elliott, please contact the publisher. The next two pages have
been left blank to accommodate any information obtained in the
future.
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Warnings When a newly discovered phenomenon is disclosed,
salf-appointed “experts" immediately appear.

Considerable experience is required to interpret
correctly waves which are in process of formation.

Long distance forecasting requires thorough .
familiarity with historical precedent. During
the next few years the market will not follow
the pattern observed between 1732 and 1937.

No interpretation of the Wave Principle should be
accepted ae valid unless made by me or by a student
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R« N. Ellictt.

Haw York.

* What Elliott meant was that no rallies in the few years follow-
ing publication in 1938 would develop into five-wave bull markets,
since a bear market of Cycle degree was still in progress from 1937.
He was absolutely correct. No “bull market” occurred until 1942-
1946.
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RHYTHM IN NATURE

No truth meets more general acceptance than that the uni-
verse is ruled by law. Without law it is self-evident there would
be chaos, and where chaos is, nothing is. Navigation, chemistry,
aeronautics, architecture, radio transmission, surgery, music —
the gamut, indeed, of art and science — all work, in dealing
with things animate and things inanimate, under law because
nature herself works in this way. Since the very character of
law is order, or constancy, it follows that all that happens will
repeat and can be predicted if we know the law.

Columbus, maintaining that the world was round, predicted
that a westward course from Europe must eventually bring his
ships to land and despite scoffers, even among his own crew,
saw his prediction realized. Halley, calculating the orbit of the
1682 comet, predicted its return which was strikingly verified
in 17569. Marconi, after his studies in electrical transmission,
predicted that sound could be conveyed without wires, and to-
day we can git in our homes and listen to musical and other
programs from across the ocean. These men, as have countless
more in other fields, learned the law. After becoming thus posted,
prediction was easy because it became mathematical.

Even though we may not understand the cause underlying
a particular phenomenon, we can, by observation, predict that
phenomenon’s recurrence. The sun was expected to recurrently
rise at a fixed time thousands of years before the cause operat-
ing to produce this result was known. Indians fix their month
by each new moon, but even today cannot tell why regular in-
tervals characterize this heavenly sign. Spring plantings are
witnessed the world over because summer is expected as next in
order; yet how many planters understand why they are afforded
this constancy of the seasons? In each instance the rhythm of
the particular phenomenon was mastered,

Man is no less a natural object than the sun or the moon,
and his actions, too, in their metrical occurrence, are subject to
analysis. Human activities, while amazing in character, if
approached from the rhythmical bias, contain a precise and
natural answer to some of our most perplexing problems.
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Furthermore, because man is subject to rhythmical procedure,
calculations having to do with his activities can be projected far
into the future with a justification and certainty heretofore
unattainable.

Very extensive research in connection with what may be
termed human activities indicates that practically all develop-
ments which result from our social-economic processes follow a
law that causes them to repeat themselves in similar and con-
stantly recurring serials of waves or impulses of definite num-
ber and pattern. It is likewise indicated that in their intensity,
these waves or impulses bear a consistent relation to one an-
other and to the passage of time. In order to best illustrate and
expound this phenomenon it is necessary to take, in the field of
man’s activities, some example which furnishes an abundance
of reliable data and for such purpose there is nothing better than
the stock exchange.

Particular attention has been given to the stock market for
two reasons. In the first place, there is no other field in which
prediction has been essayed with such great intensity and with
so little result. Economists, statisticians, technicians, business
leaders, and bankers, all have had a try at foretelling the future
of prices over the New York Stock Exchange. Indeed, there has
developed a definite profession with market forecasting as its
objective. Yet 1929 came and went, and the turn from the great-
est bull market on record to the greatest bear market on record
caught almost every investor off guard. Leading investment in-
stitutions, spending hundreds of thousands of dollars yearly on
market research, were caught by surprise and suffered millions
of dollars loss because of price shrinkage in stock holdings that
were carried too long.

A second reason for choosing the stock market as an illus-
tration of the wave impulse common to social-economic activity
is the great reward attendant on successful stock market pre-
diction. Even accidental success in some single market forecast
has yielded riches little short of the fabulous. In the market ad-
vance from July 1932 to March 1937, for illustration, an aver-
age of thirty leading and representative stocks advanced by
373%. During the course of this five-year movement, however,
there were individual stocks whose per cent advance was much
larger. Lastly, the broad advance cited above was not in a straight
upward line, but rather by a series of upward and downward
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steps, or zig-zag movements of a number of months’ duration.
These lesser swings afforded even greater opportunity for profit.

Despite the attention given the stock market, success, both
in the accuracy of prediction and the bounties attendant thereto,
has necessarily been haphazard because those who have at-
tempted to deal with the market's movements have failed to rec-
ognize the extent to which the market is a psychological
phenomenon. They have not grasped the fact that there is regu-
larity underlying the fluctuations of the market, or, stated oth-
erwise, that price movements in stocks are subject to rhythms,
or an ordered sequence. Thus market predictions, as those who
have had any experience in the subject well know, have lacked
certainty or value of any but an accidental kind.

But the market has its law, just as is true of other things
throughout the universe. Were there no law, there could be no
center about which prices could revolve and, therefore, no mar-
ket. Instead, there would be a daily series of disorganized, con-
fused price fluctuations without reason or order anywhere
apparent. A close study of the market, however, as will be sub-
sequently disclosed, proves that this is not the case. Rhythm, or
regular, measured, and harmonious movement, is to be dis-
cerned. This law behind the market can be discovered only when
the market is viewed in its proper light, and then is analyzed
from this approach. Simply put, the stock market is a creation
of man and therefore reflects human idiosynerasy. In the pages
which follow, the law, or rhythm, to which man responds will be
disclosed as registered by market movements that fluctuate in
accordance with a definite wave principle.

The Wave Principle is a phenomenon that has always func-
tioned in every human activity. Waves of different degrees oc-
cur whether or not recording machinery is present. When the
machinery described below is present, the patterns of waves are
perfected and become vigible to the experienced eye.

A. Extensive commercial activity represented by corporations

whose ownership is widely distributed.

B. A general market-place where buyer and seller may con-

tact quickly through representatives.

C. Reliable record and publications of transactions.

D. Adequate statistics available on all matters relating to cor-

porations.
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E. Daily high and low range charted in such a manner as will
disclose the waves of all degrees as they occur.

The daily range of stock transactions was inaugurated in
1928 and the hourly record in 1932. These are necessary in or-
der to observe the minor and minute waves, especially in fast
markets,

The Wave Principle does not require confirmation by two
averages. Each average, group, stock or any human activity is
interpreted by its own waves. Behavior of waves has been fairly
well explored, but application is in its infancy.!

FOOTNOTES

1 Here Elliott suggests, correctly I think, that once one knows
the Principle, it is easy to recognize and follow, but it takes practice
to be able to forecast the market from it. On the other hand, it is not
necessary to forecast in order to trade successfully. As Elliott said in
a letter to Collins, “1 consider that it is far more important to know
when the terminals are actually reached than to forecast a ‘guess’.”



II

STOCK MARKET WAVES

Human emotions, as mentioned in the preceding discussion,
are rhythmical. They move in waves of a definite number and
direction. The phenomenon occurs in all human activities,
whether it is business, politics, or the pursuit of pleasure. It is
particularly evident in those free markets where public partici-
pation in price movements is extensive. Bond, stock and com-
modity price trends are therefore especially subject to
examination and demonstration of the wave movement. This
treatise has made use of price movements in stocks to illustrate
the phenomenon, but all the principles laid down herein are
equally applicable to the wave movement in every field where
human endeavor is registered.

A completed movement consists of five waves. Why this
should be five rather than some other number is one of the se-
crets of the universe. No attempt will be made to explain it, al-
though, in passing, it might be observed that the figure five is
prominent in other basic patterns of nature. Taking the human
body, for example, there are five extensions from the torso —
head, two legs, two arms; five extensions from head — two ears,
two eyes, the nose; five extensions in the form of fingers, from
each arm, and in the form of toes, from each leg; five physical
senses — taste, smell, sight, touch, hearing; and so the story
might be repeated elsewhere. In any event, five waves are basic
to a completed social movement and can be accepted without
necessity of reasoning the matter out.

Three of the five waves that form any completed movement
will be in the direction of the movement; two of the waves will
be in a contrary direction. The first, third and fifth waves repre-
sent the forward impulse; the second and fourth waves, the con-
trary, or corrective, Stated otherwise, the odd numbered waves
are in the main direction; the even numbered waves, against
the main direction. This is illustrated in Figure 1.

Five waves of one dimension become the first wave of the
next greater dimension or degree. As an example of this, the
five waves in Figure 1 progressed from point M to point N. In
Figure 2, however, representing a next higher degree of move-
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ment than the one just illustrated, it will be seen that the move-
ment from M to N is but one wave of the five-wave movement M

to R. The movement M to R, in turn, becomes but the first wave
of a movement of still higher degree.

NEndd




I
IDENTIFYING THE WAVES

In the preceding discussion the wave movement in stock
prices was rather generally treated, the main point established
being that a movement consists of five waves, and that the five
waves of one movement equal the first wave of a next higher
movement. At this point a second basic fact with respect to the
wave movement should be introduced. This concerns a differ-
ence between the odd numbered and the even numbered waves.

Waves one, three and five, it will be recalled, are impulses
in the main direction, whereas waves two and four are reverse
movements. Wave two serves to correct wave one, and wave four
serves to correct wave three. The difference between waves in
the main direction and waves against the main direction is that
the former are divisible into five waves of lesser degree, whereas
the latter are divisible into but three waves of the lesser degree.
In the preceding discussion, the movement M to N was shown

as in Figure 3.

Figure 3
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Figure 4

Were this movement also broken into waves of one lower
degree, it would appear as in Figure 4.

Note, in Figure 4, that the second wave (wave 1 to 2) and
the fourth wave (wave 3 to 4) are each made up of three smaller
waves, whereas waves one, three, and five each have five smaller
waves. The rules to be derived from this illustration — and these
rules are fundamental to the whole wave subject — are:

1) Waves in the direction of the main movement, or the odd

numbered waves, are made up of five lesser waves.

2) Corrective waves, or waves against the main movement

(even numbered waves) are made up of three lesser waves.

To further illustrate the above rules, let us take the move-
ment 1 to 2 in Figure 4. This was wave number two of the five-
wave or complete movement from M to N, and was made up, as
all corrective movements should be, of three waves, The three
waves of the movement 1 to 2, however, formed, when isolated,
a distinct corrective movement, and, under the above rules, the
odd numbered waves (or waves a and c), since they are in the
direction of the entire corrective movement 1 to 2, should each
be made up of five lesser waves, whereas the even numbered
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wave (or wave b), which is against

the direction of the movement 1to !

2 and thus is a correction in such

movement, should be made up of

three waves. If we now present the b
movement 1 to 2 in terms of its
lower waves, it will appear as in
Figure 5.

For purposes of convenience,
let us designate the odd numbered
waves of a movement as cardinal®
waves and the even numbered :
waves as corrective waves, Let us
also remember that the cardinal Figure 5
waves will contain five waves of a
lower degree, whereas the corrective waves will contain three
waves of a lower degree. Other rules and points of interest with
respect to waves follow.

The wave movement applies to stock averages, such as the
Dow-Jones, Standard Statistics, New York Times; to groups of
stocks, such as the steels, the coppers, the textiles; and indi-
vidual stocks.? When individual stocks are studied, it will be
found that some are advancing while others are declining or
undergoing a corrective movement. The great majority of indi-
vidual issues will, at any given time, be following the same pat-
tern, however, with the result that the averages, or general
market, will break down into the wave phenomenon. It follows
that the greater the number of stocks in a market average, the
more perfect will be the wave pattern.?

Waves are not of uniform length or duration.? An entire
movement, consisting of five waves, is always due to some one
or more controlling influences, but the three upward waves
(waves one, three, and five) which, with their two corrective
waves (waves two and four), go to make up the entire move-
ment, may accommodate themselves somewhat to current de-
velopments.’ The fundamental cause behind such movement is
generally not recognized until after the effect has played out in
the form of the complete movement, whereas, during the course
of the movement, current news is available to every one and
thus modifies, both as to extent and duration, each of the five
waves going to make up the completed move.
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As a general rule, it may be assumed that wave three will
reach a higher level than wave one, and that wave five will go
higher than wave three. Likewise, wave four should not carry to
as low a level as is attained by wave two.® Wave two rarely can-
cels all of the ground gained by wave one, and wave four rarely
cancels all of the ground gained by wave three.” The completed
five-wave movement, in other words, is normally diagonal in
character, as illustrated in Figure 6.

Figure 6

To properly observe a market movement, and hence to seg-
regate the individual waves of such a movement, it is necessary
that the movement, as it progresses, be channelled between par-
allel lines. Most stationers’ shops carry in stock parallel rulers
and the use of such a device greatly facilitates the channelling,.

A channel cannot be started until waves numbers one and
two have been completed. In Figure 7, waves one and two have
ended, leaving three exposed contacts, or points which stand
out alone. The first exposed contact is the starting point of wave
number one; the second exposed contact is the termination point
of wave number one as well as the starting point of wave num-
ber two; the third exposed contact is the termination point of
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wave number two. These points, for
purposes of illustration, have been des-
ignated M, N, and O. In preparing the
channel, a base line should first be
drawn between exposed contacts M and
0. Across exposed contact N may then
be drawn a line parallel to the base line,
designated as the “upper channel line.”
This upper channel line should be ex-
tended some distance to the right of N.
When this operation has been com-

Figure 7
pleted, the channel will appear as in Figures 8 and 9.

Figure 9

Wave number three should normally terminate at around
the upper channel line. If wave number three exceeds the upper
channel line, the upmovement has taken on temporary strength,
whereas if wave number three terminates below the upper chan-
nel line, the upmovement has developed temporary weakness.
In any event, when wave three has terminated, the old channel
can be abandoned in favor of a new one. The new channel is
established by drawing an upper channel line to connect points
N and P, or termination points of waves one and three. A line,
still designated as the base line, parallel to the new upper chan-
nel line is drawn across exposed contact O and extended to the
right. It is about this line that wave four should terminate. Fig-
ure 10 shows both the old, or discarded, and the new channels.
Of course, if the third wave terminates at exactly the original
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Figure 10

upper channel line first drawn from point N, the discarded chan-
nel and the new channel will be one and the same,

When wave four has terminated, either on, above, or below
the new base line, the final channel can be drawn. This channel
is quite important since it helps to locate the end of the fifth, or
last, wave. It is on the termination of a long movement that
investors and speculators must chiefly concentrate if their op-
erations are to prove successful. The final channel is located by
drawing a connecting line between the extreme terminal or ex-
posed contact of wave number two (O) and the terminal or ex-
posed contact of wave number four (Q). Parallel to this base line,
and touching the terminal of wave number three (P) is drawn
another or upper channel line. This is shown in Figure 11, the
discarded first and second channels of the diagram above hav-
ing been erased for clarity of illustrations. Wave five should
normally terminate at around the upper channel line, although
this subject, because of its importance, will be treated in detail
in the succeeding discussion outlining wave characteristics.

When the fifth wave has terminated, there will be a down-
ward movement or correction of greater proportions than those
previously recorded during the progress of the channel discussed
above. This wave becomes number two of the next higher de-
gree of movement, just as the first five waves previously chan-
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Figure 11

neled are now renumbered as wave number one of the next higher
order, Channelling on a higher scale can be started at the ter-
mination of wave number two under the same principles as laid
down in Figure 11.

FOOTNOTES

! “Cardinal” is the original term. In the Financial World ar-
ticles, he uses the term “progressive” waves, and later in Nature's
Law, “impulse” waves. Elliott Wave Principle gives these terms dif-
ferent, specific meanings.

? Use of the Wave Principle with individual stocks is less reli-
able than with averages since the phenomenon reflects mass psychol-
ogy, or as Elliott put it, “extensive public participation in price
movements.”

3 Strictly speaking, this statement is not true. An average made
up of IBM and General Motors alone might better reflect the Wave
Principle than an average of ten thinly traded two-dollar stocks.
Moreover, | am convinced that the public visibility of a market index
may enhance its utility with regard to the Wave Principle. Thus the
Dow, which is made up of only thirty stocks, may be a more gensitive
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recorder of the Wave Principle than say, the Value Line Composite
index since investors have a psychological interaction with the Dow
Industrial Average that they do not experience with other indexes.

4 He means necessarily of uniform length or duration. They
certainly can be, and at times are.

5 This assertion cannot be true, since any “entire movement” is
merely one of the waves of a movement of larger degree. What Elliott
means is simply that news appears to affect the shape of waves of
Sub-Minor degree.

¢ Later Elliott contended that wave 4 should not drop below the
peak of wave 1, a rule that experience verifies.

7 If the Wave Principle is to have any consistency or value, the
word “rarely” should read “never.”
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TERMINOLOGY

In classifying the wave movement as applied to the stock
market (or as discerned in any other field of human activity, for
that matter), it is necessary to devise some nomenclature by
which the waves of any one degree will be distinguished from
the waves of a greater or lower degree. For all practical pur-
poses the following degrees of movement will cover such studies
of the stock market as are herein presented, or as the student of
market trends will need in his own research work in the phe-
nomenon., The following order is from the lower to higher de-
grees, five waves of one degree going to make up the first wave
of the next higher degree. Five Sub-Minuette waves, for example,
compose wave number one of a Minuette movement, five Minu-
ette waves equal wave number one of a Minute movement, and
so on, The order follows:

Sub-Minuette
Minuette

Minute

Minor
Intermediate
Primary

Cycle

Super Cycle
Grand Super Cycle

To avoid confusion in the lettering of waves on charts pre-
sented herein, so that the movements of any one degree can be
readily differentiated, at a glance, from the movements of an-
other degree, the following number designations have been de-
vised for the nine movements classified above.!

Degree Number Description
Sub-Minuette atoe Small letters
Minuette AtoE Capitalized
Minute 1to5 Arabic Numerals
Minor ItoV Roman Numerals

Intermediate Dto @ Romans circled
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Primary @ to @ Double circled
Cycle cltoc Preceded by “c¢”
Super Cycle scltoscV Preceded by “sc”
Grand Super Cycle gscItogse V Preceded by “gsc”

The reader need not pay too much attention, at the mo-
ment, to the above nomenclature and its numerical designation,
but will find it of increasing usefulness as his studies into stock
price movements progress.

A Grand Super Cycle in stock prices got under way in the
United States in 1857, The first wave of this degree of move-
ment ran from 1857 to 1928. The second wave — representing a
correction of the first wave — ran from November 1928 to 1932,
The third wave in the Grand Super Cycle started in 1932 and
has many years to run.

The Grand Super Cycle wave from 1857 to 1928 is referred
to as “No. 17, but it may have been No. 3 or No. 5.2 A severe
depression occurred from 1854 to 1857 similar in duration to
that of 1929-1932.

Wave number one® of the Grand Super Cycle, the upward
wave that ran from 1857 to 1928, was made up of five waves
which, together, may be designated as one complete Super Cycle.
This Super Cycle may be subdivided as follows (see Figure 12):

Indystrial stock prices, Axe-Houghton-Burgess Averoge 1928

SERE8
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B 5823 3

(=]

(EW Axe & Co. Inc.)

Figure 12



104 R. N. ELLiorT’s MASTERWORKS

1857-1864 — Super Cycle wave number one
1864-1877 — Super Cycle correction (wave two)
1877-1881 — Super Cycle wave number three
1881-1896 — Super Cycle correction (wave four)
1896-1928 — Super Cycle wave number five.

The only record of stock prices available as far back as the
beginning of the present Grand Super Cycle is the Axe-Hough-
ton Index of representative issues (published in the New York
Times Annalist) which records movements from 1854 to date.

Let us, in further illustration, now take Super Cycle wave
number five and break it down into its next smaller degree. This
wave, running from 1896 to 1928, under the previously stated
nomenclature, would be designated as a Cycle, and this Cycle
would be made up of five waves. These waves were as follows
(see Figure 13):4

: ' 1928
Industrial stock prices (EW. Axe & Co.inc.) gl
350 L sC
280
0
1909
wo | cd
nE e cd
B 1921
70 L
e2
50 L 1907
40
18%6
Figure 13

1896-1899 — Cycle wave number one
1899-1907 — Cycle correction (wave two)
1907-1909 — Cycle wave number three
1909-1921 — Cyecle correction (wave four)
1921-1928 — Cycle wave number five.

If Cycle wave number five — the wave running from 1921
to 1928 — is now reduced to its lesser degree, it will be found to
have been composed of five Primary waves, as follows (see Fig-
ure 14):
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DJIA Monthly Range
Primary: August 192]
to November 1928
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|

Figure 14

June 1921 to March 1923 — Primary wave number one
March 1923 to May 1924 — Primary correction (wave two)
May 1924 to November 1925 — Primary wave number three
November 1925 to March 1926 — Primary correction (wave four)
March 1926 to November 1928 — Primary wave number five.

In like manner, the Primary waves of the Cyclical wave
running from June 1921 to November 1928 can each be broken
down into Intermediate waves; the Intermediate waves can each
be broken down into Minor waves; and so on through lesser and
lesser degree until the most minute movement of record is prop-
erly analyzed and classified.
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November 28, 1928, with the

Dow-Jones Average of thirty

wpmwm industrial stocks standing at

il @ 295.62, came at the end of the

" l fifth Minuette wave of the fifth

' Primary wave of the fifth Cycle

@ JJT wave of the fifth Super Cycle

| d wave of the first Grand Super

Cycle wave. Stated otherwise,

one who was tracing the stock

ﬁ market’s pattern in terms of its

b decade by decade, year by year,

month by month, week by week,

H day by day, and hour by hour

r fluctuations, was not confused as

to its trend during any part of the

past decade but was able, even,

| to fix not only the year and
|

month when the great bull mar-

ket terminated, but could even

{E) determine the day and hour of

® the end — and even the minute.

From the Super Cycle down

Figure 15 through every lesser degree to

the most infinitesimal movement

recorded, the market, before reaching its final peak, had to com-

plete a fifth wave of each lesser degree. The first reversal down-

ward in December 1928 was signalled by the extended minor
fifth wave up to November 1928,

It will have been noted that the top of the fifth wave of the
Super Cycle is shown as having ended November 1928 (the or-
thodox top) and not September 1929, the extreme high.® Between
these points are registered (see Figure 15).

— wave A from November to December 1928 (down) and

— wave B from December 1928 to September 1929 (up in

three minor waves), in an irregular reversal.

Wave C runs from September 1929 to July 1932. Wave C was
subdivided into five waves down, and the irregular top signalled
a fast, straight down movement.
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The same irregular pattern occurred at the top of August
1937.% This irregular pattern is described in detail under the
caption “Corrections.”

FOOTNOTES

! Frost and I prefer a labeling system in which letters are
reserved only for corrective waves while numbers are used for all
impulse waves.

? Elliott’s use of 1857 as a Supercycle wave low is absolutely
correct, but at this time, he lacked the data to be sure which number
it was. He came firmly to the correct conclusion that 1857 was the low
of a second wave of Supercycle degree in the Interpretive Letter dated
August 25, 1941 (see Figure 98 in Nature’s Law).

3 Three, actually.

* Frost and I prefer the count as presented in Elliott Wave Prin-
ciple, although we use a different data series to arrive at our conclusions.

5 1 prefer the interpretation that 1929 marked the orthodox top,
a labeling that Elliott in fact uses once, in “The Future Pattern of the
Market” from 1942, which is reprinted in the Selected Essays section
of this book.

 Questionable. See footnote 3 in chapter XX of Nature’s Law.,
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WAVE CHARACTERISTICS

In the preceding discussions an attempt has been made to
state, as simply as possible, the five-wave phenomenon. In the
present discussion attention will be devoted more to detail, in
order that the student of the wave movement can fully master
the subject, and thus be prepared to develop his own studies of
price and other movements of human origin and influence.

Investors and speculators in stocks are particularly con-
cerned with the termination point of a fifth wave, as this event
marks the point at which an entire movement is to be corrected
by a reverse movement of similar degree. Stock market move-
ments of important dimensions, such as Intermediate swings
running over a number of months, and Primary swings running
over a number of years, will witness, at termination, a consider-
able price correction, and such terminal points call for disposi-
tion of stock holdings. It is likewise important that terminal
corrections be identified, as these points represent price areas
where long positions in stocks are to be established. In the fol-
lowing paragraphs the fifth wave, as well as the corrective wave,
are dwelt upon rather fully. Other factors bearing on terminal
points are also discussed.

The Fifth Wave

In fixing the end of a movement in stock prices, it should be
borne in mind that before the movement has terminated there
must be five waves of the next lesser degree of movement, that
the fifth wave of such next lesser degree will also require five
waves of a still next lesser degree, and so on. For illustration, an
Intermediate movement will end on the fifth Sub-Minuette wave
of the fifth Minuette wave of the fifth Minute wave of the fifth
Minor wave of such Intermediate movement. In Figure 16, the
fifth Minor wave has been broken down into its five Minuette
waves, and the fifth Minuette wave has been broken down into
its five Sub-Minuette waves to illustrate the foregoing principle.}

The fifth wave of a movement, particularly the larger such
as the Intermediate and above, generally penetrates or “throws
over” the upper parallel line formed by channelling the termi-
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Infermediate

Figure 16

nation points of the second, third and fourth waves as described
in the preceding discussion, and as illustrated in Figure 17.
Volume tends to climb on a throw-over, and when this throw-
over is by the fifth Intermediate wave of a Primary movement,
volume should be very heavy. When the fifth wave of any de-
gree fails to penetrate or throw-over its upper channel line and
decline oceurs, this is a warning of weakness. The extent of the
weakness indicated is according to the degree of the wave.
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point of throw-over—

Figure 17

Figure 18
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Sometimes, near a point of throw-over, a fifth wave will fail
to immediately complete, and the fourth wave flattens out be-
fore number five starts (see Figure 18).

In locating “throw-overs,” a logarithmic scale is highly rec-
ommended for those charts on which the market, or individual
stocks, may be followed by means of the weekly price range,
whereas an arithmetic scale should be used for daily range and
hourly charts. At the tops of primary and higher degree move-
ments the arithmetic scale is much more likely to produce throw-
overs, whereas at the bottom of such movements the reverse is
true; that is, the logarithmic scale is more apt to develop throw-
overs. In both cases the arithmetic scale would be deceptive, in
waves of say 30 points or more. To clearly illustrate one of the
foregoing statements, a monthly range chart of the 1929-1932
movement of the Dow-Jones Industrial Average on both the loga-
rithmic and the arithmetic scales is shown in Figure 19.

Fifth waves will some-
! Monthly Range
29-1932

times deploy or spread out.
(ocorithm Arithmedi

This has been designated as

one type of “stretching.” In |

such an event the fifth wave, l

rather than the terminating || ,

movement of which it was a | ||r 'h
L]

part, is followed by four other
waves of lower degree. That is, ||
the fifth wave has simply sub- hull1 ’1
divided into five waves. |

Stretching is a characteristic ni ‘ ‘

of markets that are unusually

strong (or weak, where the ‘ L |F
stretching occurs in a down h |
movement). Examples of up- |l| |F|
side stretching were witnessed
in the 1921-1928 upswing, the Ll
culmination of a seventy-two “
year advance. \' | |
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Corrections

While the wave principle is very simple and exceedingly
useful in forecasting, nevertheless there are refinements within
the principle that may baffle the student, especially when wave
movements are in process of formation. The best way to explain
what is meant by refinements is to chart them as shown below.
The examples are theoretically perfect specimens; the student
will find the actual development of these patterns not so simple,
in all cases.?

Corrections always have three waves® which fall into four
general types, but while in formation it is sometimes difficult to
forecast the exact pattern and extent.* Once completed the pat-
tern indicates the strength of the ensuing move. The types shown
in Figures 20 through 23 are those of very small corrections.
The general outlines of patterns are the same in all degrees.

dg-zag Fiat
B
8 \/\
A
A c
c
Figure 20 Figure 21
iregular Typeas
B
B
\/\c
A
A
c

Figure 22 Figure 23
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The same types as above, but for larger degrees, are shown
in Figures 24 through 26.

Zig-zag Fict
B
=
8 a
A b
A C
C
Figure 24 Figure 25

C
Figure 26

Still larger types of corrections, although of the same gen-
eral patterns, are those seen in Intermediate and Primary de-

grees (see Figures 27 through 29).
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Zigzag Fiat
B
B
A
o A ¢
Figure 27 Figure 28
reguicr
B
A
c
Figure 29

Extensions

Extensions may appear in any one of the three impulses,
waves 1, 3 or §, but rarely in more than one. Usually they occur
in wave 5. Examples are shown in Figure 30.

Wave 1 Wave 3 Wave 5
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Extensions of Extensions

The same rules govern both extensions and extensions of
extensions. In Figure 31 will be found three types of extensions

of extensions and the standard type.

Extension of
Standard 1st wave

\

Extension of Extension of
3rd wave 5th wave
\ .
Figure 31

Behavior of Market Following Extensions

A thorough understanding of extensions is very important.
Warnings of this phenomenon have been sought without success,
and for certain reasons it is probable none exist.® However, losses
can be avoided and profits obtained by learning the behavior of
the market subsequent to their occurrence. The rules are:
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1) Extensions occur in new territory of the current cycle.
2) Extensions are retraced twice.”

3) The first retracement will occur immediately in three
waves to approximately the beginning of the extension (wave
2 of the extension).

4} The second retracement will occur in the usual progress
of the market and travel beyond the extension.

5) However, when an extension occurs, for example, at the
end of a fifth primary (where a major reversal is due) the
first and second retracements become waves A and B of an
irregular correction. This complies with the double retrace-
ment rules. Wave C will be composed of five waves down-
ward, fast and probably to the beginning of the fifth primary
of the preceding bull market.? The only example? of this
particular kind is downward from November 1928, upward
to September 1929, and downward to 1932. (See Figure 15.)
6) Occasionally extensions occur in bear markets under the
same rules, such as, for example, during October 1937.

7) An extension is never the end of a movement.'? This does
not infer that higher or lower levels may not be seen even
without an extension.

8) Retracement means that the travel of a described move-
ment between two specified points is covered again. For
example, a correction and resumption of the trend is a double
retracement.

If a trader is holding “longs” when a downward extension

appears, he should not sell then because the market will imme-
diately retrace the extension in three waves, before seeking lower
levels.

Important extensions have occurred as follows:
Industrials Upward Industrials Downward
July-November 1925 November 1929
Dctober-November 1928 October 1937
July 1933
March 1936

Rails Upward

February 1936
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While the first retracement will occur immediately and in
three waves, the second might not develop for a considerable
time, but it will eventually end in the current cycle. The pattern
of an extension!! and double retracement is illustrated in
Figure 32

Figure 32

Irregular Corrections

Examples of corrections have already been shown but not
as a part of the waves of the previous movement being corrected.
Such examples are shown in Figures 33 and 34. The letters “A,”
“B” and “C" indicate waves one, two and three of the corrective
movement, irregular pattern. Note that the second wave “B”
exceeds the orthodox top (5) of the previous movement.

Figure 33
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s

Figure 34

Strong Corrections

Corrections can prove useful as warnings of strong move-
ments. Figure 35 is a regular zig-zag pattern, which indicates
ordinary strength of subsequent movement. Figure 36 is a flat,
indicating strong subsequent movement (see wave 4 Primary,
July 1933 to July 1934).

Ordinary Strong
B
B
A
A C
C
Figure 35 Figure 36

Figure 37 shows a pattern where the end of the correction
at “2" is higher than the end of wave “A” of the correction, indi-
cating unusual strength of the subsequent movement. (The sec-
ond correction shown in Figure 37 is weaker.)

Corrections of bear trends, that is, corrections following
downward movements, have the same characteristics as those
of advancing movements, but in reverse (see Figures 38 through
40).
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Figure 38

Weak Very Weak

Figure 39 Figure 40
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Irregular corrections in bear trends are also seen, but very
rarely. Note that after a five-wave down trend, an irregular cor-
rection would appear as in Figure 41.

Figure 41

Failures

In the pattern shown in Figure 42, the fifth wave failed to
materialize, and stock should be sold at “B.” Note that there are
five waves down from the top at “3,” whereas a correction should
be composed of three waves. The answer is that “B” is the real
top from which only three waves downward were registered. That
18, the decline stole two waves from the advance. Put in another
way, the regular number upward is five plus the regular number
down is three, total eight. In this case there were three upward
and five downward, same total eight. Such patterns are rare but
are a serious warning and should be acted upon immediately.

Figure 42 E
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When the Student Is In Doubt

In the position shown in Figure 43, the trader may not know
which of the following patterns will develop, i.e., an extension
or an irregular correction. Volume may furnish the answer. Else-
where it is stated that volume diminishes during the various
waves of correction (zig-zags, flats, triangles), therefore if vol-
ume is extremely light in the last wave shown, then it is wave B
of an irregular correction. If relatively heavy, an extension is
generating.#

Figure 43

Triangles

Wave movements occasionally taper off to a point or broaden
out from a point in the form of a triangle. These triangular for-
mations are important since they indicate the direction the
market will take at the conclusion or approximate apex of the
triangle.

Triangles are of two classes — horizontal and diagonal,
Horizontal triangles represent hesitation on the part of prices.
At the conclusion of a horizontal triangle the market will re-
sume the same trend — upward or downward — which it was
pursuing previous to triangular hesitation. Horizontal triangles
are simply hesitations and have the same significance as flats,
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If a zig-zag appears as wave 2, a flat or triangle will appear as
wave 4 (see Figure 44).% If a flat or triangle occurs as wave 2, a
zig-zag will appear as wave 4 (see Figure 45).14

Figure 44 Figure 45

Examples of horizontal triangles are shown in Figure 46.
They are of four types.

Ascending: Descending:
top flat, bottom ascending bottom flat, top descending

Reverse Symmetrical:
widens from start to finish

Figure 46
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Examples of diagonal triangles are shown in Figure 47. They
are of two types.

Upward Diagonal Downward Diagonal
Figure 47

Triangles, whether horizontal or diagonal, as will be noted
from the above illustration, contain five waves, Where there are
less than five waves, the triangle falls outside the wave phe-
nomenon, as herein discussed, and should be ignored.

The most important thing to be noted with respect to a hori-
zontal triangle is where it begins. This is because wave number
two of the triangle must be definitely fixed, and to fix wave num-
ber two it becomes necessary to identify wave number one. Wave
number two is important, because when the triangle has ended
the market will move from the triangle in the same direction as
wave two travelled.!® In Figure 48, the direction of wave two of
the horizontal triangle is downward. At the conclusion of the
fifth triangular wave, the market, which has been hesitating
during the course of its downward travel M-N, will resume the
decline.
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In Figure 49, the record of the five triangular waves is up-
ward. The market bottomed at M and is hesitating after the
upward movement M-N, prior to resuming the advance,

In Figure 50, wave two of the upward diagonal triangle is
downward. The market will reverse its direction at the end of
this diagonal (that is, when the fifth triangular wave has termi-
nated) and will return to about the base of the triangle, as illus-
trated.

Figure 50

The fifth wave of all but reverse triangles frequently falls
short of its channel or triangle line. Occasionally, however, as
shown in the illustration above, the fifth wave will penetrate its
triangle line.

If the last wave (the fifth Intermediate) of a Primary move-
ment develops a triangle,'® be prepared for a rapid reversal.

All waves in a triangle must be part of a movement in one
direction. Otherwise no triangle is present, only a coincidence.

A diagonal triangle occurs only as a fifth wave; that is, it
should have four waves back of it of the same degree as it will
be.

When the range (weekly or daily) in a triangle embraces
the entire width of the triangle, the end has about arrived. Con-
firmation should be required in wave number five. A throw-over
is not essential.

Usually triangles are quite small, and all waves are not de-
veloped in detail. For the first time, between October 1937 and



The Wave Principle 125

February 1938, one oc- Standard Statistics Industrials
curred of sufficiently EQ 348 stocks, weekly
large proportions to .
demonstrate that all
five waves should be
composed of three Mi-
nors. Each of these five
waves formed a differ- |
ent pattern.!” |
The Dow-Jones In-
dustrial Average does
not show this period as
a triangle, but the Stan-
dard Statistics, 348
stocks, weekly range,
makes a perfect picture |~
as shown in Figure 51,
a perfect triangle and
the largest on record.
Being a weekly range, | 842
the chart does not show
the composition of each Figure 51
of the five waves, but
another average daily range displays them as shown in Figure
66, chapter [X.

FOOTNOTES

1 Elliott adopted a loose form of illustration in order to make
more economical use of vertical space in his books. I have changed
proportions occasionally to adhere more closely to normal wave char-
acteristics. Exceptions are the figures in the Financial World ar-
ticles, which I left intact as Elliott had them.

? This type of comment helps moderate charges of Elliott's dog-
matism.

3 Unless they are triangles. Later Elliott discovered double threes
and triple threes. These latter variations, along with double zig-zags,
were later added in Nature's Law.

4 See footnote 2 above.

5 Despite Elliott’s contention, experience shows that wave three
is most often the extended wave. Elliott's experience with the 1921-
1929 and 1932-1937 bull markets, both of which contained extended
fifth waves, surely influenced his thinking on this point.
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® True, as far as I can tell. There are some guidelines, as Frost
and I point out in our book, but no rules, See footnote 5 in chapter IX
of the Financial World Articles and the corresponding text.

7 Extensions are retraced twice only if the extension occurs in
the fifth impulse wave. Elliott clarifies this point in chapter VI of
Nature's Law.

# Usually, although not necessarily. An irregular correction will
sometimes hold above the beginning of the fifth primary of the pre-
ceding bull market. See Elliott Wave Principle.

¥ This example is not a particularly good one. The extension in
the fifth wave of the 1921-1928 rise was not retraced the first time
(that is, to the “beginning of the extension”) by wave A as Elliott
counts it, since wave A was extremely short. Wave C as Elliott counts
it did retrace much of the fifth wave twice, once in the October 1929
crash and again in the 1930 rally. A more straightforward count
labeling the bottom of the October 1929 crash as “A” (an irregular
a-b-¢ from the orthodox top) and the 1930 rally as “B” (an inverted
zigzag), would better satisfy the double retracement rule.

1% The orthodox end of a “movement” in the direction of the main
trend is the terminal point of the fifth wave of a five-wave sequence.
What Elliott appears to be saying here is that when an extension
occurs in the fifth wave up, an irregular top will carry the market into
new high ground, thereby extending the “movement” beyond the
orthodox top of the fifth wave.

11 Elliott's use of “x5" to notate an extended wave is useful. Few
students have emploved it.

12 This statement is true for small degrees, but not true for
waves of higher than Intermediate degree. The 1961-62 rally oc-
curred on extremely high volume and was a “B” wave. The 1930 rally,
a corrective wave advance, occurred on volume higher than that at
the peak in 1929,

13 This rule is part of what was later dubbed the Rule of Alterna-
tion.

14 Elliott later modified his rules to indicate that a triangle
always precedes the final impulse wave in a sequence. Thus, a tri-
angle can never occur as wave two in a five-wave sequence, only as
wave four (or as wave B in an A-B-C correction).

15 This discussion is superfluous if one understands the wave
position of the formation.

16 That is, a diagonal triangle.

17 A very important point. This is another facet of the Rule of
Alternation.



VI

SPEED, VOLUME AND CHARTING'

High speed by the market in one direction almost invari-
ably produces a corresponding high speed in the reversal, as for
example, the midsummer 1932 advance covered forty points
(Dow-Jones Industrial Average) or 100% in nine weeks. This
was equal to 4 1/2 points per week. Note the decreasing speed of
advances from 1932 to 1937 in Figure 52.

DJIA Monthly Range
Bull Market

July 1932 to March 1937 @
h'i

Intermediate MNo. 5
May 1936 to March 1937
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In fast markets like the advance of 1932 and 1933, it is es-
sential to observe the daily as well as the weekly ranges, other-
wise characteristics of importance may be hidden, such as for
example, triangles and extensions.

In a subsequent heading entitled “Charting,” a reference is
made to “lines.” In the average market, slow speed and the ex-
clusive use of daily range may conceal important patterns. Take,
for example, the period from the last week of January to the
first week in June 1904, five months, during which the maxi-
mum range of daily closings (Dow-Jones Industrial Average) was
only 4.09 points (50.50 - 46.41). On the daily chart, the appear-
ance is an uninteresting line, but when condensed into a weekly
range chart a perfect triangle is disclosed, with the second wave
pointing upward, thus assuring the trader that the market would
move upward following the end of the triangle.

Volume

Volume decreases gradually from the beginning to the end
of horizontal triangles, flats and other types of corrections. Vol-
ume often helps to clarify the character of a movement. How-
ever, when markets are abnormally “thin,” the usual volume
signals are sometimes deceptive,

Characteristics of volume are very impressive when con-
sidered in conjunction with the five wave cycle. For example,
during an advance or a decline of some importance, volume will
increase during wave number one, diminish during number two,
increase during number three, decrease during number four,
and increase during number five. Immediately following num-
ber five, volume should be fairly well maintained, with little, if
any, further progress in price, indicating reversal.

Herein reference is made to volume and ratio. “Volume” is
the actual number of shares transferred, whereas “ratio” is the
ratio of volume to listed shares on the New York Stock Exchange.

In its bulletin for July 1938, the New York Stock Exchange
noted in chart form some interesting comparisons of volume and
ratio. An upward ratio Cycle started in 1914, completed five
Primaries, ending in 1929, Then began a downward Cycle, end-
ing June 18, 1938 (see Figure 53). Precisely the same phenom-
enon occurred in the price of seats on the New York Stock
Exchange (see Figures 54 and 55).
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The ratio waves are not easy to follow in minor detail for
the reason that volume varies according to the momentary di-
rection of the market. However, as fluctuations in stock exchange
seats are not affected by the momentary direction of the mar-
ket, these become a useful guide to the ratio scale. See chapter
X, “The Wave Principle in Other Fields.”

According to the bulletins of the New York Stock Exchange,
page 11, the ratio for May 1928 was 12.48%, and the ratio for
May 1938 was 0.98%. I calculate that the ratio for the first 18
days of June 1938 was 0.656%. On Saturday, June 18, 1938, ac-
tual volume was 104,000 shares, equivalent to say 200,000 shares
for a five-hour session. For several weeks previous to June 18th,
volume was so low that long intervals frequently occurred be-
tween sales of important stocks in the averages, with the result
that occasionally Sub-Minuette waves failed to appear in the
hourly waves, or registered when they should not. Hourly vol-
ume was occasionally deceptive for the same reason. Fortunately
such low volume should not recur for some twenty years.
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Prices of New York Stock Exchange Seats
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On the first page of its monthly bulletin for November 1937,
the New York Stock Exchange noted volume ratio to price change
of the period between August 14th and October 1937, and seven
other periods of equal duration. I have reduced the comparison
to percentage and find that the 1937 period was, by far, the most
remarkable of all.

Details of the 5th wave as shown in above chart
Janwary 1936 o June 15, 1938

B 23888

Figure 55
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Data obtained from the Public Relations Department rela-
tive to money value of transactions are shown in Figure 56.
The following outline of comparisons is interesting:

Recent bear market
Top, March 10, 1937: 195.59
Bottom, March 31, 1938: 97.46
Decline: 98.13 points, or 50.1%.
Time: 1 year, 3 weeks,
Money value of stock transactions on the N.Y.S.E.
March 1937: $2,612,000,000
May 1938: 499,000,000
June 1938 (est.): 187,000,000
Decline: 92.9%.
Time: 1 year, 4 months.

Price-Volume Ratio for 64-Day Periods (which was the duration
of decline from August 14th to October 19, 1937. Comparisons of
this with other periods is as follows:)

August 14 - October 19, 1937: 22.2%.

March-May 1937: 10.9%.

Late 1929: 11.1%.

February-April 1934: 6.5%.

Other periods: 2.1% to 1.0%.
New York Stock Exchange Seats

Top, 1929: $625,000

Bottom, June 15, 1938: 51,000

Decline: 92%.

Time: 9 years.

Volume decline from March 1937 to June 1938 was 87.5%.
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March

FOOTNOTES

! Based on the abrupt changes in organizational style (and other
small points, such as spelling), I conclude that chapters VI, VII and
IX were written by Elliott and inserted by him after Collins’ manu-
script was completed.
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MISCELLANEOUS NOTES: CHARTING

1) Tops of big moves scatter or fan out in different groups
and stocks, whereas bottoms of big moves consolidate; that is,
different groups and stocks tend to establish lows simultaneously.
During July 1932, for instance, bonds, stocks, production, in-
surance sales, and many other major spheres of human activity
bottomed together (see Figures 69 through 79, chapter X). That,
of course, was a bottom to wave two! of the Grand Supercycle,
and therefore the phenomenon was naturally drastically em-
phasized.

2) When, in the course of a move, the numbering becomes
confused, the relative size of waves may help to distinguish one
degree of movement from another. The use of the exposed con-
tacts (that is, channeling them) should help to clarify the move-
ment.

3) Always connect or channel two exposed contacts.

4) Always await development of point number four and the
drawing of the final channel before determining culmination of
the move (that is, the approximate point where wave five should
end).

5) Width of channels must be preserved in all movements
of the same category, or, stated in other words, the width of a
channel of the same movement must be preserved,? except that
number five may not reach the top of the channel.

6) The larger the category, the more probability of a throw-
over.,
7) In channeling: on an advance, the base line is below; on
a decline, above.

8) Strength for the main move is indicated when the base
line is hugged. See the movement from January 1927 to June
1928 in Figure 14 as one illustration.

9) In order to properly visualize the wave phenomenon in
its larger aspects, certain methods of charting are essential, as
follows:

— Weekly range of the daily extreme high and low, on loga-

rithmic scale, preferably exaggerated two or three times the

usual practice,



134 R. N. ELLiorT’s MASTERWORKS

— One sheet for each complete advance of five primaries,

and its correction.

10) These recommendations apply to the three principal
averages (Industrial, Rail, Utility), to small groups and indi-
vidual stocks. The daily range of the three averages, of groups
and of individual stocks in which the investor may be interested,
should also be maintained, and ordinary arithmetic scale is sat-
isfactory.

11) There are three important reasons why weekly range
charts are necessary:

— Only by this method is it possible to observe the move-

ment over a sufficient historical background in order to judge

the nature of the several degrees of waves, eapecially the
larger.

— So-called “lines” are converted into patterns of flats or

triangles, composed of three or five waves, respectively,

useful in determining or confirming future movements.

— Any deceptions of the small daily range are obviated.

12) Always place the particular movement under supervi-
sion, whether it be a Minute, Minor, Intermediate, Primary, or
even greater degree, on one chart. Otherwise the numbering of
waves, their relative magnitude, and the channeling of move-
ments become distorted and confused.

13) The best time measures for Primary and lesser move-
ments are weekly, daily and hourly charts. Never be guided en-
tirely by any one of these three important time measures, but
keep them all in mind in analyzing wave numbers. In fast mar-
kets the hourly and daily movements are the best guides; in
slow markets, the daily and weekly.

14) For the first time since 1928, stocks, bonds and volume
ratio got into gear June 18, 1938. Only with a knowledge of the
Wave Principle may these phenomena be observed and followed.

15) Some items appear to have declined in five waves. In
such cases, an “irregular” top occurred and wave “C” thereof
was composed of five waves, as explained under the title “Cor-
rections.”

16) In some cases it is impossible to obtain figures for chart-
ing, such as real estate, for the reason that there is no central
market; the items are not standardized, and prices specified in
transfers are often “nominal.” The solution is found in “fore-
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closed mortgages.” Reliable figures of these are available. When
foreclosures are at a bottom, real estate is at a top, and vice
versa.

17) In other cases, while reliable figures are available, it is
difficult to define the minor degrees. An example is volume,
which fluctuates in minor degree with the momentary direction
of the market. The solution is found in prices of New York Stock
Exchange seats.®

18) Seasonal fluctuations present difficulties which may be
overcome by charting a ten year average of weeks, months or
quarters, using same as a ratio basis. For example, weekly sta-
tistics of car loadings are available, and the ratio of the current
week to the ten year average may be charted, thus disclosing
the facts needed on which to base an interpretation under the
Wave Principle.

19) When two items, which do not always travel in harmony,
unite occasionally, unusual disturbance may take place, such as
that described under the title “Volume.”

20) Not all stocks perform harmoniously. While the princi-
pal averages topped on March 10, 1937, the several Standard
Statistics groups commenced to top in November 1936, increased
to the maximum number in March, then gradually decreased
until May, On the other hand, stocks tend to bottom simulta-
neously.

FOOTNOTES

! Four, actually.

? l.e., “Keep the channel lines parallel.”

% This rather cryptic assertion is better stated in chapter VL
Even so, since seat prices are not actively traded enough to register in
“minor degree,” it is difficult to see how their waves could help clarify
the short term trend.



VIII

APPLYING THE WAVE PRINCIPLE

As stated in a previous chapter, the investor and speculator
are greatly concerned with the termination of a fifth wave, for
this marks the point at which an entire movement is to be cor-
rected by a reversal. Stock market moves of high degree, par-
ticularly intermediate movements running over a number of
months and primary movements running over a number of years,
will witness, at termination, considerable price correction, and
the terminal points thus call for disposition of long positions. It
is likewise important that terminal points of corrections be iden-
tified, as there are price areas where long positions can most
profitably be re-established.

A first consideration of an operator in stocks is to deter-
mine over what type of movement he wishes to carry a long po-
gition in stocks. Many investors prefer to operate through a
Primary movement, and it is this type of movement which will
be discussed here, although the same principles that apply to
this movement will likewise apply to a movement of lesser de-
gree or greater degree.

Let us assume that the investor has correctly established a
long position in June 1921. From his study of the Grand Super
Cycle (see Figure 12) he sees that the market started as a Super
Cycle movement in 1857 and that Cycle movements one, two,
three and four of the entire Super Cycle movement have been
completed. The fifth Cycle movement started in 1896 and is
nearly completed, in that four Primary waves have elapsed from
1896 to 1921. Primary movement number five is just commenc-
ing. It will be made up of five Intermediate movements. Inter-
mediate movement number five will not only terminate the full
Primary movement, but it will also terminate a full Cyecle and a
full Super Cycle. The period ahead, in other words, promises to
be quite interesting.

Based upon his study of Primary movements one and three
preceding the fifth one now getting under way, the investor has
some gauge as to the extent and length of the movement, al-
though, as previously mentioned, these are but rough guides
due to modifying events which serve to differentiate one wave
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of a certain degree from another wave of the same degree. A
more certain guide, however, can be derived from channelling.
The Super Cycle running from 1857 has completed four waves
of lesser degree (Cycle movements), and thus by connecting ex-
posed contacts of wave terminals two and four of the Super Cycle
and drawing a parallel line across the terminal point of wave
three, an upper parallel is established, about which line the fifth
Cycle, or that running from 1896, should end, thus completing
wave five of the Super Cycle movement. Similarly, the Cycle
movement from 1896 has completed four waves (Primary move-
ments) so that, as for the Super Cycle, it can be given its final
upper channel line about which the fifth Primary movement
now under way should terminate.

At this point the investor, whose set purpose is to hold stocks
purchased in June 1921 until the Primary movement then start-
ing has terminated, observes those rules which will help him in
selling out. Some of these rules have been previously stated;
others are first presented at this time.

1) The Primary movement will be made up of five Interme-
diate waves. Selling is not to be considered until four Inter-
mediate waves have been witnessed, and the fifth is under way.

2) When the fourth Intermediate wave has terminated, and
the fifth gets under way, it will be composed of five lesser degree
or Minor waves, and selling is not to be considered until the
fifth Minor wave is under way.

3) When the fourth Minor wave of the fifth Intermediate
wave has terminated, and the fifth Minor wave gets under way,
it will not terminate until five Minute waves have been wit-
nessed, and selling is not to be considered ahead of the fifth
Minute wave.

4) It is probable that the fifth Minute wave of the fifth Mi-
nor wave of the fifth Intermediate wave will also be made up,
based upon hourly averages, of five Minuette waves, the fifth of
which waves will likewise be composed of five Sub-Minuette
waves. To reach the extreme top of the Primary wave starting
in June 1921, therefore, it will not be necessary to liquidate hold-
ings until the fifth Sub-Minuette wave of the fifth Minuette wave,
of the fifth Minute wave, of the fifth Minor wave, of the fifth
Intermediate wave has terminated.

5) The fifth waves of a Super Cycle movement, of a Cycle
movement and of a Primary movement generally penetrate or
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“throw-over” the upper channel line established for the termi-
nation limit of each such movement. Upper channel lines (see
earlier paragraphs) have been established for the termination
limit of the fifth Super Cycle wave and the fifth Cycle wave.
Since the Primary movement starting in June 1921 will end a
Cycle as well as a Super Cycle movement (see Figure 14), it may
be anticipated that such Primary movement will not have ended
until it has carried prices (on a logarithmic scale) above the up-
per channel lines of the Super Cycle and the Cycle. Likewise,
the fifth Intermediate movement of the existing Primary — an
Intermediate movement that is yet ahead — should penetrate
or throw-over the upper channel line established for it.

6) Terminal points of the fifth wave of Super Cycle, Cycle,
and Primary movements are usually accompanied by heavy vol-
ume of trading relative to prior waves of each such movement.
Intense volume should therefore be witnessed during and near
the peak of the fifth Intermediate wave of the Primary move-
ment now getting under way.

With the above general rules in mind, the investor lets the
market unfold, plotting its weekly and monthly movement in
order to keep ahreaﬂt of each Intermediate move as it occurs.
The weekly movement is given in Figures 57 through 61. Inter-
mediate wave one terminates in March 1923. It is made up of
five Minor swings, as a glance at Figure 57 will indicate. There
follows Intermediate wave two made up, as should be the case
for even numbered or corrective movements, of three waves.

Intermediate wave three

DJIA Weekly Range runs to November 1925. It
Intermediate No.] is succeeded by the usual
Aug. 1921 to March 1923 three wave correction.!
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FOOTNOTES

! le., Intermediate wave four. The abrupt

termination of this

discussion leads me to believe that a page was omitted from the
monograph as published. In any case, the last two pages of chapter IV

can serve to complete the discussion.
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RARITIES IN THE 1937-1938 BEAR MARKET
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Figure 62

The 1937-1938 Bear Market (see Figures 62 and 63) pro-
vided a number of novelties, for example:

Parallelogram

August 4, 1937, at 187.31, was the “orthodox” top of a rally.!
Then followed a dip of three waves and an advance of three waves
to 190.38, August 14th. Between these two dates waves A and B
of an irregular correction were formed (see Figure 64). Wave C
was very rapid and long, down to 115.82 on October 18th, and
formed a perfect parallelogram. It has no particular significance
for that reason. The speed and extent were spectacular, and in-
dicated by the “irregular” top, the same as that of 1928/1929/
1932 (see Figure 65).
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Figure 65 embodies the greatest number of interesting fea-
tures known to the author. Note the parallelogram pattern. The
“m'agu]ar”tup,DTtuE forecasts a severe decline. The exten-
sion xa to xe forecasts an immediate retracement in three waves
to xb and eventually lower prices than xe. The first retracement
was composed of three waves as shown in Figure 66, which con-
firms lower levels. The zig-zag A-B-C in Figure 64 indicates that
the correction subsequent to C in Figure 65 will be a flat or tri-
angle, The triangle shown in Figure 51 reconfirms lower levels
as per Figure 66, February to March 1938,

;B‘ DJIA Daily Range

Arithmetic Scale

Figure 65
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This is a name given to the pattern which developed be-
tween February 23 and March 31, 1938, 132 to 97. It curved
downward and at bottom was almost perpendicular (see Figures
66 and 67).

The extension down to 115.82 (refer to Figure 65) forecast
this lower level. The first advance, from 115.82, being composed
of three waves, confirmed. The triangle reconfirmed.

The same pattern occurred in April 1936, 163 to 141. Both
were retracements of extensions. On account of the high speed
it is necessary to refer to the hourly record, especially during
the latter half.

From September to November 1929, wave 1 from 381 to 195
was extended and immediately retraced in 1930. No extensions
appeared in waves 3 or 5 because one occurred in wave 1 as just
described (see Figure 19, arithmetic scale). If the extension had

DJIA Daily Range: Arithmelic Scale
3
|
132‘ E&
| S
l|_i \n
Oct. 1937
115.82
Feb. fo March 1938 is the supplementary cycle. %Lm

Figure 66
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Hourly Range:
Feb.23- March 31
1938

Figure 67

occurred in wave 5 instead of wave 1 during 1932, the appear-
ance of the decline from September 1929 to July 1932 would
have been the same as the “half moon” of February-March 1938,

Supplementary C"’Clﬂa

Insofar as records disclose, 1938 witnessed the first Indus-
trial Supplementary Cycle {(see Figures 66 and 67), February 23
to March 31, 1938, 132 to 98. Heretofore termination of wave
“C” with five waves has been the end of major corrections, as in
1932.* This same phenomenon occurred in the Rails and Utili-
ties between December 1934 and March 1935.

The movement from 97.46 to 121.54 (see Figure 68) is com-
posed of five waves and is the first upward five wave pattern of
this degree since March 1937 and confirms that 97.46 of March
31 was the bottom of wave A of the bear market.”

The 106.44 level of May 27 is the end of a typical flat correc-
tion from 121.54,
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FOOTNOTES

1 Elliott should have interpreted this entire picture differently.
The supposed waves A and B at the upper right of Figure 64 are way
out of proportion to the huge C that follows. Wave C as he labels it is
actually wave three of the five-wave decline that he labels wave © in
Figure 63. The orthodox top of wave two is August 14 at 190.38 and is
followed by five waves down for wave three, as it should be. A correct
count for Figure 64 would be as follows: Where Elliott has a (1), put 1;
where he has b, put 2, completing an irregular correction that subdi-
vides perfectly; where he has ¢, put 3; where he has d, put 4; where he
has (3), put 5. Then an irregular correction upward follows: where he
has (3), put A; where he has (5), put B; then a C can be placed at the
August 14 high on the top of a clear nine-wave advance (five waves
with extension).

¥ These comments are important in predicting the speed of
corrections. Unfortunately Elliott never expanded on these thoughts
in later writings.

3 Elliott's use of this term is confusing initially. He doesn't
define it and fails to illustrate his thoughts completely. What he is
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saying is that where he expected an A-B-C bear market, he got five
waves down instead. His “supplementary cycle” is merely the fifth
wave of a five-wave count, whereas at the time of writing he felt that
it was somehow an additional decline following an A-B-C correction.

4 The 1937-1938 decline forms a clear five-wave pattern (see
Figure 63), which completes only wave (A) of the ({~(8-C bear market
of 1937-1942. While this fact seems to elude Elliott in these para-
graphs, other sentences clearly indicate otherwise. In two instances
(the first page of the book, and the final sentences in this chapter,
which were originally placed with Figure 68), he makes it clear that
he recognizes the correct interpretation. It appears that he is actu-
ally giving two different interpretations of the 1937-38 bear market
in this book. Perhaps he recognized the correct interpretation as the
book was going to press and made some quick references to his new
thoughts on the first and final pages. On the other hand, perhaps he
had the correct interpretation at the time of writing but inadvert-
ently included his previous incorrect notes when he inserted chapter
IX, describing additional formations, into Collins' manuscript.

5 In nearly the last words of the book, Elliott correctly concludes
that the March 31, 1938 low was only wave A of a large A-B-C bear
market. This interpretation is the correct one and forecasts the lower
low in 1942,



X
THE WAVE PRINCIPLE IN OTHER FIELDS

For years the word “cycle” has been in common use, but
always in a rather loose manner implying merely a broad up-
ward and downward movement. Thus, as concerns the course of
trade in the United States, some economists refer to the period
1921-1932 as a completed cycle; others say that the period con-
tained three cycles of lesser or greater intensity — the move-
ment from early 1921 to mid-1924, from 1924 to late 1927, and
from 1927 to mid-1932. In general, the cycle has been recog-
nized in a rough way, largely for the reason that, in its extreme
aspects, it necessarily intrudes on our plans and opinions, but
the underlying law of the cycle has eluded the observer.

This treatise, using the stock market as but one illustra-
tion, has dealt with the law of the cycle, and in the disclosure
has shown how one cycle becomes but the starting point of an-
other, or larger, movement that, itself, is a part of and subject to
the same law as the lesser movement. This is entirely conso-
nant with every study of Nature, for we know that She has ever
unfolded in an upward direction, but always in an orderly pro-
gression. Underlying this progression, however, in whatever
field, is a fixed and controlling principle, or the master rule un-
der which Nature works. It has been the purpose of this volume,
first to present the law and then to show its practical applica-
tion in one of the most baffling fields of analytical research.

Merely as cursory examples of the operation of the Wave
Principle in other fields, we have presented some graphs herein,
chosen at random, which readily illustrate that the law is at
work wherever motion exists (see charts 69 through 78). It is
recommended that this subject be given further attention by
students in fields of activity outside the stock market, as it should
simplify and clarify their particular work.
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Prices of farm products (Bureou of Labor)

1916 1929
Figure 73

Population movements
1200 from forms to cifies

-

1921 1932
Figure 74

149



150

Million kilowat hours

Eleciric power produced

R. N, ELLioTT's MASTERWORKS

Sh

M
400

300

100

Federal spending

Fiscal years ending June 30

$B

1927

Figure 77

1937

1915 1930

Figure 76
US. Deficits

B 5

4

3 -

2 -

1

1931 1937

Figure 78



The Wave Principle 151

By no means do cycles of different items top and bottom
together. Two or more may top together but bottom on widely
different dates, or vice versa. A few items are noted below:

Orthodox Tops Bottoms

Stocks 1928 (not 1929) 1932

Bonds 1928 1932
Production Activity 1920 1933
Commodities 1920 1932/33

Real Estate 1923 1933

Volume Ratio 1928 June 18, 1938
N.Y.S.E. Seats 1928 June 15, 1938

After bottoming in 1932, bonds made an orthodox top in
April 1934, at which time stocks would probably have topped
likewise but for the N.R.A.! Following the orthodox top in 1934,
bonds described an immense “irregular” correction with wave
“B” topping in December 1936, then bottoming in wave “C” with
stocks in March 1938.

Corporation Bonds
®

EHERIHBRES

1 I 1 1 | 1 | | | 1 I i

1927 28 29 30 '3 32 33 34 35 ' 37 W38

Figure 79
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FOOTNOTES

! N.RA. refers to the National Industrial Recovery Act, enacted
in 1933.
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ANNOUNCING “THE WAVE PRINCIPLE”

A few months ago Mr. R.N. Elliott presented to us for consid-
eration the results of his studies which led to the discovery of a
phenomenon in human activity which may be observed most
readily in stock market cycles. Believing that our readers should
be informed of new developments in the art of interpretation of
stock market movements, we have arranged with him to prepare a
series of articles on the principle which he has discovered, the first
of which will appear in the next issue of The Financial World. Many
years of Mr. Elliott’s career were spent in Latin America, where he
served as an accountant and in other capacities in the railroading
profession, and in 1927 he retired to Los Angeles, California. At
that time the stock market attracted his attention. He studied eco-
nomics and many “systems,” charts and theories of market
interpretation and forecasting. Expressions current then as now,
such as “resistance levels,” “double bottoms,” “head and shoul-
ders,” “trend lines,” etc., were examined, but the significance of
their applications was found to be limited. However, the possible
implications of the word “cycle,” which was applied rather vaguely
in stock market studies, excited his curiosity. In 1934, he began to
notice certain duplications of patterns which were similar in both
large and small movements. This eventually resulted in his dis-
covery, which he has named “The Wave Principle.”

During the past seven or eight years, publishers of financial
magazines and organizations in the investment advisory field have
been virtually flooded with “systems” for which their proponents
have claimed great accuracy in forecasting stock market move-
ments. Some of them appeared to work for a while. It was
immediately obvious that others had no value whatever. All have
been looked upon by The Financial World with great scepticism. But
after investigation, we became convinced that a series of articles
on this subject would be interesting and instructive to our sub-
scribers. We leave to the individual reader a determination of the
value of Mr. Elliott’s principle as a basis for market forecasting,
but believe that it is likely to prove at least a useful check on con-
clusions based upon economic considerations.

— The Editors
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Introducing
“"T'he Wave
Principle”

By R. N. Elliott
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deatructive forces are ac-
cumulating and at  the

proper time will become

INCE the beginning of time,
rhythmic regularity has been the
law of creation. Gradually man has
acquired knowledge and power from
studying the various manifestations of
this law, The effects of the law are
discernible in the behavior of the
tides, the heavenly bodies, cyclones,
day and night, even life and death !
This rhythmic regularity is called a
cvcle,

Historical Significance

The Arst great advance in the
scientific application of the law was
made in the time of Columbus by
Leonardo da Vinci in his illuminating
study of the behavior of waves. Other
great men followed with special ap-
plications: Halley with his comet,
Bell with sound waves, Edison with

dominant—completing the
cycle.

Because of this phenomenon of
repetition or rhythmic recurrence, it
is possible to apply the lesson learned
from other manifestations of the law
in a very practical and profitable way.
The trade cycle and the bull and bear
movements of the stock market are
also ed by the same natural
law, Some fifty vears ago Charles
Dow through his observations of the
important changes in the stock mar-
ket gradually built up the Dow
Theory, which now is accepted in
many quarters as having special fore-
casting significance.  Since Dow's
studies, the store of information re-
garding market transactions has been
greatly multiplied, and important and
valuable new forecasting inferences
can be drawn from certain behavior,

Through a long illness the writer
had the opportunity to study the avail-

able information concerning  stock
market behavior. Gradually the wild,
senaeless and apparently uncontroll-
able changes in prices from year to
year, from month o month, or from
day to day, linked themselves into a
law-abiding rhythmic pattern of
waves. This pattern seems to repeat
iself over and over again, With
kmowledge of this law or phenomenon
(that T have called the Wave Pringi-
plel it is possible to measure and
forecast the various trends and cor-
rectiong (minor, intermediate, major
and even movements of a still greater
degree) that go to complete a great
cycle,
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This phenomenon is disclosed in
Figure 1. The full wave or progres-
stve phase of the cycle consists of five
impulses : three moving forward and
two moving downward. Waves 1, 3
and 5 are in the direction of the main
tremd. Wave 2 corrects Wawve 1—
and Wave 4 corrects Wave 3. Usually
the three forward movements are in

approximately parallel planes; this
may also be true of Waves 2 and 4.

W
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Each of the three primary waves
that together make a completed move-
ment 18 divided into five waves of the
next smaller or intermediate degree.
This subdivision is shown in Figure
2. Note carefully that there are five
smaller or intermediate waves making



PART I

INTRODUCING “THE WAVE PRINCIPLE”

Since the beginning of time, rhythmic regularity has been
the law of creation. Gradually man has acquired knowledge and
power from studying the various manifestations of this law. The
effects of the law are discernible in the behavior of the tides, the
heavenly bodies, cyclones, day and night, even life and death.

This rhythmic regularity is called a cycle.

Historical Significance

The first great advance in the scientific application of the
law was made in the time of Columbus by Leonardo da Vinci in
his illuminating study of the behavior of waves. Other great men
followed with special applications: Halley with his comet, Bell
with sound waves, Edison with electrical waves, Marconi with
radio waves, and still others with waves of psychology, cosmic
waves, television, etc. One thing in common that all these waves
or forms of energy have is their cyclical behavior or ability to
repeat themselves indefinitely. This cyclical behavior is charac-
terized by two forces — one building up and the other tearing
down. Today Hitler is said to be timing his conquests in accor-
dance with this natural law as interpreted in the movements of
the stars — but the destructive forces are accumulating, and at
the proper time will become dominant, completing the cycle.!

Because of this phenomenon of repetition or rhythmic re-
currence, it is possible to apply the lesson learned from other
manifestations of the law in a very practical and profitable way.
The trade cycle and the bull and bear movements of the stock
market are also governed by the same natural law. Some fifty
years ago Charles Dow through his observations of the impor-
tant changes in the stock market gradually built up the Dow
Theory, which now is accepted in many quarters as having spe-
cial forecasting significance. Since Dow’s studies, the store of
information regarding market transactions has been greatly
multiplied, and important and valuable new forecasting infer-
ences can be drawn from certain behavior.

Through a long illness the writer had the opportunity to
study the available information concerning stock market behav-
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ior. Gradually the wild, senseless and apparently uncontrollable
changes in prices from year to year, from month to month, or
from day to day, linked themselves into a law-abiding rhythmie
pattern of waves. This pattern seems to repeat itself over and
over again. With knowledge of this law or phenomenon (that I
have called the Wave Principle), it is possible to measure and
forecast the various trends and corrections (Minor, Intermedi-
ate, Major and even movements of a still greater degree) that go

to complete a great cycle.

/1\/%/
g 4
Figure 1

This phenomenon is disclosed in Figure 1. The full wave or
progressive phase of the cycle consists of five impulses; three
moving forward and two moving downward. Waves 1, 3 and 5
are in the direction of the main trend. Wave 2 corrects wave 1
and wave 4 corrects wave 3. Usually the three forward move-
ments are in approximately parallel planes; this may also be
true of waves 2 and 4.

W
3 4
Figure 2

Each of the three Primary waves that together make a com-
pleted movement is divided into five waves of the next smaller
or Intermediate degree. This subdivision is shown in Figure 2.
Note carefully that there are five smaller or Intermediate waves
making up the Primary wave 1, five in Primary wave 3, and five
in Primary wave 5. The Primary wave 2 corrects the completed
Primary wave 1 consisting of five Intermediate waves; wave 4
in turn corrects the five Intermediate waves that ma]r..a up Pri-

mary wave 3.
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Each Intermediate forward wave is in turn divided into five
Minor waves as shown in Figure 3. When the fifth Minor wave
of the fifth Intermediate phase of the fifth Primary movement
has spent its force, a formidable top has been constructed. Upon
completion of a movement of this magnitude, the destructive
forces become dominant; the Primary trend turns downward and
a bear market is in progress long before the economic, political
or financial reasons for the change in outlook are clearly appar-
ent.

FOOTNOTES

! The “destructive forces” were evidenced by the bear market,
which ended in 1942 and which coincided with the nadir in the
fortunes of the Allies in World War IL



PART I

In the preceding discussion of the Wave Principle as ap-
plied to the forecasting of stock price movements, it was pointed
out that a completed movement consists of five waves, and that
a set of five waves of one degree completes the first wave of the
next higher degree. When wave 5 of any degree has been com-
pleted, there should occur a correction that will be more severe
than any previous correction in the cyclical movement.

Completed Movement

The rhythm of the corrective phases is different from that
of the waves moving in the direction of the main trend. These
corrective vibrations, or waves 2 and 4, are each made up of
three lesser waves, whereas the progressive waves (1, 3 and 5)
are each composed of five smaller impulses. In Figure 4, the
completed movement is shown, being identical to Figure 3
except that waves 2 and 4 of the “zig-zag” pattern are shown in
greater detail. These waves 2 and 4 are thus shown to consist
each of three component phases, but as these two waves are also
“completed movements,” they are also characterized by five-wave
impulses; that is, the “a” and “c” phases (the first and third move-
ments of the correction) are also each composed of five smaller
waves, while “b” (the correction of the correction) is composed of
three lesser waves. This question of corrections will require more
extended discussion later on, as some forms and types are so
complicated in structure that their presentation at this stage
might be confusing.

3

Figure 4

The student using the Wave Principle to forecast price
changes does not require confirmation by a companion average,
inasmuch as the Principle applies to individual stocks, to vari-
ous groups (steels, rails, utilities, coppers, oils, etc.) and also to



160 R. N. ELLiorT’s MASTERWORKS

commodities and the various “averages,” such as those of Dow-
Jones, Standard Statistics, New York Times, New York Herald
Tribune, the Financial Times of London, etc. At any given time
it will be found that some stocks are advancing and others are
declining, but the great majority of individual stocks will be fol-
lowing the same pattern at the same time. It is for this reason
that the wave pattern of the “averages” will correctly reflect the
cyclical position of the market as a whole. The larger the num-
ber of stocks included in an average, the more sharply outlined
the wave impressions will be. This means that if stocks are widely
distributed among a large number of individuals, the response
to cyclical influences will be registered more definitely and rhyth-
mically than if the distribution is limited.

Price Ranges Used

No reliance can be placed on “closings,” daily or weekly. It
is the highest and lowest ranges that guide the subsequent
course of the cycle. In fact, it was only due to the establishment
and publication by Dow-Jones of the “daily range” in 1928 and
of the “hourly range” in 1932 that sufficient reliable data be-
came available to establish the rhythmic recurrence of the
phenomenon that I have called the Wave Principle. It is
the series of actual “travels” by the market, hourly, daily and
weekly, that reveal the rhythmic forces in their entirety. The
“closings” do not disclose the full story, and it is for this reason
(lack of detailed data) that the phase-by-phase course of the
London stock market is more difficult to predict than the New
York market.

The complete measurement of the length of a wave is there-
fore its continuous travel between two corrections of the same
or greater degree. The length of a wave of the lowest degree is
its travel in one direction without any sort of correction even in
the hourly record.! After two corrections have appeared in the
hourly record, the movement then enters its fifth and last stage,
or third impulse. So-called “resistance” levels and other techni-
cal considerations have but little value in forecasting or mea-
suring the length or duration of these waves.

Outside Influences

As the Wave Principle forecasts the different phases or seg-
ments of a cycle, the experienced student will find that current
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news or happenings, or even decrees or acts of government, seem
to have but little effect, if any, upon the course of the cycle. It is
true that sometimes unexpected news or sudden events, par-
ticularly those of a highly emotional nature, may extend or cur-
tail the length of travel between corrections, but the number of
waves or underlying rhythmic regularity of the market remains
constant. [t even seems to be more logical to conclude that the
cyclical derangement of trade, bringing widespread social un-
rest, is the cause of wars, rather than that cycles are produced
by wars.

FOOTNOTES

! When minute-by-minute or tick-by-tick records are available,
even smaller waves are quite discernible.



PART III

Because after the fifth wave of an advancing movement has
been completed the correction will be more severe than any yet
experienced in the cycle, it is desirable to determine beforehand
where the top of this wave will be. With such knowledge, the
investor can take the necessary steps to assume a defensive policy
and convert profits into cash under the most favorable market
conditions. He will also be in a strong position to repurchase
with confidence when the correction has run its course.

The previous article stated that “The complete measure-
ment of the length of a wave is therefore its continuous travel
between two corrections of the same or greater degree.” By re-
peatedly measuring the length of these waves as they develop,
under a method known as channeling, it is possible to deter-
mine at the time of completion of wave 4 approximately where
wave 5 should “top.”

3

Figure 6

Figure 6 shows a normal completed movement or “cycle,” in
which waves 1, 3 and 5 each have approximately the same
length.! Forecasting the ultimate movement by the channeling
method must wait until waves 1 and 2 have been completed. At
such time it is possible to ascertain the “base line” for the lower

limits of the channel by extending a _
straight line from the starting point T
of wave 1 through the stopping point 1 """

of wave 2, This is shown in Figure -~

7. Wave 3, normally parallel to wave

1, should end in the approximate 2
vicinity of the tentative or dashed

upper line of the channel.
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This tentative upper line is drawn parallel to the base line
from the top of wave 1 and extended forward. But conditions
may be so favorable that wave 3 takes on temporary strength
and exceeds the normal theoretical expectation, as shown in

Figure B.

Figure 8

When wave 3 has ended, the actual upper channel line is
drawn from the top of wave 1 through the top of wave 3. And for
forecasting the bottom of wave 4 reaction, a tentative or dashed
base line is drawn from the bottom of wave 2 parallel to the
actual wave 1-wave 3 upper channel line. In Figure 9, the theo-
retical expectancy for termination of wave 4 is shown, as well as
the actual termination.

Figure 9

With the second reaction, or wave 4, terminated, the final
and all-important channeling step can be taken. The base line
of the channel is extended across the stopping points of the two
reactionary phases (waves 2 and 4), and a parallel upper line is
drawn across the top of wave 3. Wave 1 is disregarded entirely,
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unless wave 3 was exceptionally strong.” When the base and
upper parallel lines are drawn as suggested, the approximate
termination of wave 5 will be forecast, as shown in Figure 10.

9

Figure 10

This channeling method is, of course, subordinate in impor-
tance to the rhythm of the various phases that make up the
completed movement. Waves 1, 3 and 5 should each be com-
posed of five waves of the next lower degree. Theoretically, wave
5 should wind up at about the intersection with the upper paral-
lel line drawn as above described. Sometimes, however, wave 5
develops excessive strength. Patterns in which this “throw-over”
should occur will be discussed in subsequent articles.

FOOTNOTES

! By error of omission, no chart labeled “Figure 5" appeared in
the articles, possibly due to editing by the magazine.

2 Elliott seems to be referring to a phenomenon I have noticed
whereby when wave three is abnormally strong, almost vertical, the
correct channel for marking the end of wave five is constructed by
drawing an upper channel line that touches the peak of wave one and
cuts through wave three. This idea is illustrated in Elliott Wave

Principle.



PART IV

A completed price movement has been shown to consist of
five waves, with the entire movement representing the first wave
of the next larger degree. By classifying the degree of the vari-
ous phases, it is possible to determine the relative position of
the market at all times as well as the economic changes that
should follow.!

The longest reliable record of American stock prices is the
Axe-Houghton Index (published in The New York Times Annal-
ist) dating from 1854. Long range forecasting under the Wave
Principle must therefore start with the completion of the bear
market that terminated in 1857. The great tidal movement that
commenced in 1857 and ended on November 28, 1928 (the or-
thodox top) represents one wave of a cycle of the largest
degree. Whether this extended movement was the First, Third
or Fifth wave of the Grand Super Cycle necessarily depends upon
what happened previous to 1857. By breaking this historic wave
down into its component series of five-wave movements, and by
breaking in turn the fifth wave of the next smaller degree into
its five waves, the student will have actual examples of the vari-
ous degrees that markets traverse. To avoid confusion in classi-
fying the various degrees of market movements, it is suggested
that the names and symbols devised below be used in their re-
spective order (see table, next page).

The longest of these waves lasted for over seventy years
and included a long series of “bull” and “bear” markets. But it is
the combination of the smaller hourly, daily and weekly rhythms
that complete and measure the important Intermediate and
Primary cycles that are of great practical importance to every
investor.

When the Dow-Jones Industrial Average reached 295.62 on
November 28, 1928, the price movement completed the fifth
Minuette impulse of the fifth Minute wave of the fifth Minor
phase of the fifth Intermediate movement of the fifth Primary
trend in the fifth Cycle of the fifth Super Cycle in wave 1,3 or 5
of the Grand Super Cycle. For that reason, although the actual
top of 386.10 was not reached until September 3, 1929, the point
reached on November 28, 1928, is designated as the “orthodox”
top. This may sound confusing to most readers, but the patterns
in which “irregular tops” higher than “orthodox tops” occur will
be discussed in due course.
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Degree Symbol
of and
Movemant Wave No. Duration

Grand Super Cycle: gsc I (?)....ceu-ea....1857-1928

S0 J.vvecencancncnneameas 1857=18684
SC Il...ececencannaces 1864-1877
Super Cycle......f 8C IIl..c.veasssssasaslB77=1881
BC IV...sesesasnsssssslBBl-1896
8C Viueseseononsnasases 1896-1928

€ TeuweasassssasasssasaslBIE-18B99
C II svesnseacasssssaesslB99=1907
Cycle. ...ccnecanes € IIl...vcvcancnccannns 1907-1909
O LW sssssesrssuversns 1909-1921
C V.reeessasnsnanesees.1921-1928

{ {I}} ----- J'IJ.TI.E; lgzl-Har- ¥ 1923
({II))....Mar., 1923-May, 1924
Primﬁryu L R R { {III} } = . rHa?; 1924-“1:'?- ¥ 1925

((IV))....Nov., 1925-Mar., 1926

((V))..... Mar., 1926-Nov., 1928
Intermediate... (I)-(V) Price movements illus-
Minor.....ceeeceueen I-V trating the Intermedi-
Minute.....cceoneue 1-5 ate and smaller de-
Minuette...........A~E grees will be discussed
Sub-Minuette,...... a-e in subsegquent articles.

FOOTNOTES
! Only a true technician would make this comment.



PARTV

The scope and duration of any price movement are influ-
enced by what happened in the previous cycle of similar or larger
degree. The movement that started in 1896 and took 33 years to
complete, culminating on September 3, 1929 at 386.10, was so
dynamic that the corrective bear cycle was correspondingly
severe,

Orderly Decline

Within less than three years, prices were reduced to 10.5
per cent of the peak level. Despite its high speed, the downward
course of the bear cycle followed a well-defined and rhythmic
pattern of waves. Furthermore, it kept within the limits of the
pre-measured channel. It was, therefore, possible to determine
beforehand approximately where the bear market would end
and the new bull market begin. Because of the amplitude of the
previous cycles, the new bull market would necessarily be of a
large degree, lasting for years. When taking a position for such
a movement, the long term investor would be warranted in main-
taining his investments until the end of the fifth Major wave
was in measurable sight. From that point he should be extremely
careful.

Previous discussions have dealt with the fundamental
theory of the Wave Principle. It is now appropriate to show the
application of the theory to an actual market. In Figure 11, the
completed five-wave movement of the extreme monthly price
ranges of the Dow-Jones Industrial Average from July 8, 1932
to March 10, 1937 is charted arithmetically. The series of Minu-
ette, Minute, Minor and Intermediate waves all resolved them-
selves — in the monthly, weekly, daily and hourly records — to
form and complete each of the five Primary waves. Waves ((I)),
((I1I)) and ((V)) were each composed of [five distinct phases, and
waves ((I)) and ((IV)) of]! three distinct phases, as shown by the
A-B-C patterns. The extent and duration of each important phase
are shown in the accompanying table.

When wave ((IV)) is finished and wave ({(V)) is under way,
much closer attention to the market is required. Accordingly,
the channel was carefully noted. A base line was drawn from
the bottom of wave ((II)) through the bottom of wave ((IV)), and
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Phases of the Primary Movement 1932- 1937

Wave ((I)) from 40.56 July 8,

1932 to completion of

Wave ((V)) at 195,59 on March 10, 1937. (Dow Jones
Industrial Monthly Averages).
WAVE FROM ™
e ——— T e——
({I})..... 40.56 July 8, 1932- 81,39 Sept. 8, 1932
((r1)).... B1.39 Sept. 8, 1932- 49.68 Feb., 27, 1933
A...... B1,39 Sept. 8, 1932~ 55.04 Dec. 3, 1932
B.oveus 55.04 Dec. 3, 1932- 65.28 Jan, 11, 1933
Civssss ©5.28 Jan, 11, 1933- 49,68 Feb, 27, 1933
((111))... 49.68 Feb, 27, 1933-110,.53 July 18, 1933
((IV))....110.53 July 18, 1933- B4.58 July 26, 1934
Aeuieane 110,53 July 18, 1933- B82.20 Oct. 21, 1933
B.usass 82,20 Oct, 21, 1933-111.93 Feb. 5, 1934
Coveeearslll 93 Feb, 5, 1934- B4,58 July 26, 1934
((V)).oann. 84.58 July 26, 1934-195.59 Mar. 10, 1937
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an upper line parallel thereto was extended forward from the
top of wave ((III)). See the accompanying table and chart.

Bearish Indication?

In November 1936, immediately after the President was
reelected by an overwhelming majority vote, external con-
ditions appeared to be so favorable for the bull market that it
was extremely difficult even to think of being bearish. Yet ac-
cording to the Wave Principle, the bull market even then was in
its final stage. The long term movement that started in 1932
had by November 12, 1936 reached 185.52, and the various five-
wave advances of the preceding 53 months were in the culmi-
nating stage of the Primary degree. Note how close the price
level was to the upper part of the channel at that time. Yet it
required another four months to complete the pattern.

The final and relatively insignificant wave, necessary to
confirm that the end was at hand, developed during the week
ended Wednesday, March 10, 1937. In that week both the indus-
trial and rail averages moved forward on huge volume to a mod-
erately higher recovery level, and according to one of the most
widely followed market theories thereby® “reaffirmed that the
major trend was upward.”

The industrials reached 195.59 — compared with the No-
vember 1929 panic bottom of 195.35 and the February 1930 rally
top of 196.96.% In that week the advancing prices met the top of
the channel. The President’s remarks about prices for copper
and steel being too high did not take place until April, and by
that time the bear movement was well under way.

FOOTNOTES

1 T added the words in brackets, as they appeared to be missing.

? Le., the Dow Theory.

3 Elliott recognized this type of support/resistance level in the
averages. The market often chooses levels around which to turn
continually or to break only dramatically. Usually these levels have
something to do with Fibonacci relationships. Look closely at the 740
level, the 780 level, the 847 level and the 995 level on a chart of the
recent history of the Dow.



PART VI

In the 1932-1937 Primary bull movement (see Figure 11,
Part V), waves ((I)) and ((III)) ran at high speed. Naturally they
terminated in a short time. But wave ((V)) was so gradual and
orderly that it lasted longer than the time interval required for
the previous four waves combined. In the discussion of this move-
ment, it was stated that by November 1936 it was evident that
the bull market was in an extremely advanced stage, but that it
required another four months to complete the pattern. Although
the largest phases of the Fifth Primary were in the culminating
stage, the smallest component phases (Minuette, ete.) were still
developing.

mdﬂﬂﬂh%ﬁ

Figure 12 illustrates how the fifth wave of an important
degree becomes extended by the development of five waves of
the next smaller degree, and five more of a still smaller degree.
Thus, an Intermediate trend will end on the fifth Sub-Minuette
impulse of the fifth Minuette wave of the fifth Minute phase of
the fifth Minor movement of the fifth Intermediate swing. Note
that as wave (V) advances, the corrections tend to become smaller
and of shorter duration. Compare with 1935-1937. The termina-
tion of a fifth wave marks the point at which an entire move-
ment of the same degree is to be corrected by a reverse movement
of similar degree.
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Confusion in the identification of the waves of the smaller
degrees, developing toward the end of the fifth wave of the im-
portant degree, is sometimes caused by “throw-overs.” A throw-
over is a penetration in an advancing movement of the upper
parallel line of the channel (see Part III), and in a declining
movement of the lower parallel line of the channel. Volume tends
to rise on a throw-over, and should be very heavy as applied to
the fifth Intermediate wave of a Primary movement. Failure of
the fifth wave of any degree to penetrate the channel line, ac-
companied by indications of a sustained decline, is a warning of
weakness. The extent of the weakness depends upon the degree
of the wave. Sometimes, such weakness furnishes a new base
for the recommencement of the fifth wave. Throw-overs are also
caused by the scale of the chart study of the movement. They
are more likely to occur in an advancing movement on arith-
metic scales, and in declining movements on logarithmic scales.

Sometimes the fifth wave will “stretch” — that is, deploy or
spread out. The fifth wave, instead of proceeding in the normal
one-wave pattern of the same degree as the movement as a whole,
simply stretches or subdivides into five waves of lower degree.
In rhythmic forecasting, this stretching applies to the fifth wave
itself, rather than to the terminating cycle of which it is a part.
Such spreading out is a characteristic of markets that are un-
usually strong (or weak, if a down movement). An example
of stretching occurred in the 1921-1928 upswing, representing
the culmination of a 72-year advance.



PART VII

The rhythm of corrective movements is the most difficult
feature of the Wave Principle. Intensive study of the detail of
the correction will sometimes be necessary in order to deter-
mine the position of the market and the outlook. Mastery of the
subject, however, should prove extremely profitable. All correc-
tions are characterized by three broad waves, but the detail and
extent can vary considerably, and thus different patterns are
formed. Various factors (time, rate of speed, extent of previous
movement, volume, news items, ete.) tend to influence and shape
the corrective pattern. Based on the writer's market research
and experience, there appear to be four main types or patterns
of corrections. These types have been designated as zig-zag, flat,
irregular and triangle. Discussion of the triangle, in its various
forms, must be presented in a separate article. The other three
forms are diagrammed in Figures 13, 14 and 15.

Small corrections that run their course in a comparatively
short time are exemplified in Figure 13. Corrections of a larger
degree are described in Figure 14. Figure 15 affords a diagram
of the market action when the Primary or Intermediate trends
turn downward. Some of these corrections, particularly those of
the irregular type, may extend over a period of years and em-
brace movements that are commonly mistaken for “bull mar-
kets.”

The three-wave or A-B-C formations that characterize the
zig-zag, flat and irregular corrections are clearly shown in the
accompanying diagrams. The zig-zag type was discussed briefly
in Part II (Figure 4). It differs from other corrections in that
both the first and third waves (A and C) are composed of five
smaller vibrations. The second (B) wave of zig-zag corrections is
composed of three impulses. Sometimes, in high-speed move-
ment, the first leg (A) may appear continuous, and resort to the
smaller or hourly studies may be neceasary to detect the flow.

The first and second waves of both flats and irregulars each
consist of three vibrations of a degree smaller than that of the
previous movement. Of the three movements making up the
second or “B” phase of both flats and irregulars, the first and
third (a and ¢) are each composed of five still smaller impulses.
In a flat, all of the three waves have approximately the same
length.



Financial World Articles 173

Zig-zag r Irregular

Figure 13 \/K \/\ \/\ \/\
C 5 ) 2

Figure 15 | ' 7Y~ 1\

An irregular correction is distinguished by the fact that the
second or “B” wave advances to a secondary top higher than the
orthodox top established in the Primary movement. Liquidation
in the third or “C” wave is therefore usually more intensive than
in the first phase. Normally C terminates below the bottom of A,
although there are instances of C, the third phase, being abbre-
viated. In the larger and important corrections, such as Primary
and Intermediate, the “C” or third phase of the irregular correc-
tion may consist of three smaller five-wave sets, as shown in Fig-
ure 15.

By analyzing and placing the type of correction that is be-
ing experienced, the student has a basis for determining both
the extent of the correction, and the extent of the following move-
ment. Channeling (see Part III) can help in determining the
extent. The application of these corrective patterns to specific
markets will be shown and discussed in subsequent articles.



PART VIII

Triangular corrections are protracted trend hesitations. The
main movement may have gone too far and too fast in relation
to the slower economic processes, and prices proceed to mark
time until the underlying forces catch up. Triangles have lasted
as long as nine months and have been as short as seven hours.
There are two classes of triangles, horizontal and diagonal. These
are shown in Figures 16 and 17.

Figure 16

Figure 18
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The four types of horizontal triangles are Ascending, De-
scending, Symmetrical and the rare Reverse Symmetrical. In
the last named, the apex is the beginning of the triangular cor-
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rection. In the other forms the apex is the end of the correction,
which, however, may terminate before the apex is actually
reached.

All triangles contain five waves or legs, each of which is
composed of not more than three lesser waves. Outlines that do
not conform to this definition fall outside the law of the Wave
Principle. All waves in a triangle must be part of a movement in
one direction; otherwise, the “triangle” is only a coincidence.

The entire travel within the triangle represents a wave of
the main movement. The horizontal triangle occurs as wave 2
or wave 4. If it occurs as wave 2, the main movement will have
only three waves. At the conclusion of a horizontal triangle, the
market will resume the trend that was interrupted by the tri-
angle, and the direction of that trend will be the same as that of
triangular wave 2. The “break-out” from the horizontal triangle
(in the direction of triangular wave 2) will usually be fast and
represent the final wave of the main movement, and be followed
by reversal of the trend. The extent of the “break-out” will usu-
ally approximate the distance between the widest parts of the
triangle. The diagrams in Figure 18 illustrate the “break-out”™
from horizontal triangles.

Diagonal triangles are either upward or downward. They
can occur as either wave 3 or wave 5 of the main movement.!
Usually they occur as wave 5, and are preceded by four main
waves. But the completion of the diagonal triangle represents
the end of the main movement. The second wave within the di-
agonal triangle will be in the direction opposite to that of
the main movement, and will indicate the direction of the re-
versal to follow conclusion of the triangle. At the conclusion of
the fifth wave in this form of triangle, the rapid reversal of trend
will usually return the market to about the level from which the
triangle started (see Figure 17, third diagram).

Triangles are not apparent in all studies. Sometimes they
will appear in the weekly scale, but will not be visible in the
daily. Sometimes they are present in, say, The New York Times
average and not in another average. Thus, the broad and impor-
tant movement from October 1937 to February 1938 formed a
triangle in the Standard Statistics weekly range, but was not
visible in other averages; the second wave of this triangle pointed
downward; the fifth wave culminated on February 23; the dras-
tic March break followed.
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FOOTNOTES

! Based on the discussion of diagonal triangles in The Wave
Principle, this comment is almost assuredly unintentional. Diagonal
triangles never occur as wave three. Third waves are characteristi-
cally strong, while fifths are terminal movements. There is some
evidence that they sometimes appear as first waves, but in that case
they subdivide a bit differently. See Elliott Wave Principle.



PART IX

The “extension,” though not frequent, is one of the most
important market phenomena measurable by the Wave Prin-
ciple. In an extension the length (and degree)! of the wave be-
comes much larger than normal. It may occur as a part? of wave
1 or 3, but is usually a part of wave 5 of the main movement.?
The extended movement is composed of the normal five-wave
phase, followed by a three-wave retracing correction, and then
by a second advancing movement in three phases. Of the nor-
mal five waves, the fifth vibration is usually the largest and
most dynamic of the series,* thus becoming, in effect, an exten-
sion of the extension.

A warning of the approach of this dynamic phase of wave 5
is conveyed when waves 1 and 3 are short and regular and con-
fined within the channel,® and when the first corrective vibra-
tion of the extension is completed near the top of the channel.
The length of important extensions may be several times the
breadth of the original channel.

Channelling is also useful in measuring the travel of the
extension. Thus, in Figures 19 and 20, the line “b-d” represents
the base line, and the dashed upper parallel line “c-e” measures
the normal expectancy for the “first top” of the extension.

The completion of the normal or first five waves of an ex-
tension is never the end of the cyclical movement but does con-
stitute a distinct warning that the bull cycle is approaching an
end, as only two more broad waves (one down and one up) would
fully reflect the maximum force of the bull market.

After the first five waves of the extension have been com-
pleted, a severe correction (that is usually in three waves, but
may be triangular) sets in. This correction becomes wave A of
an irregular cyclical correction. Wave A generally carries the
market down (breaking the extension channel) to about the be-
ginning of the extension, although a protracted period of back-
ing and filling may serve to mitigate the severity of this corrective
phase. The dashed line marked “X" in Figure 20 indicates the
average expectancy for the completion of wave A.

When wave A has been completed, the main or cyclical move-
ment is resumed in three broad phases that carry the market
into new high ground — even though “e” in Figures 19 and 20
may have been the “orthodox top” of a Major or Primary bull
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movement. But this new top, or “irregular top,” is the final high
point for the bull market. This three-wave advancing phase be-
comes wave B of the irregular cyclical correction.

The completion of wave B marks the beginning of wave C of
the irregular cyclical correction, that in this phase is a bear
market of major importance. Wave C should carry the market
down in five fast waves to about the bottom of Primary wave IV
of the preceding bull movement. Example: following the dynamic
extension in 1928; wave A, down from November to December,
1928; wave B, upward to September 1929; wave C, downward to
July 1932.

Extensions also occur in bear markets. Thus, the five waves
of an extension were completed October 19, 1937, with the mar-
ket reaching 115.83, followed, in this case, by a broad triangular
correction (instead of the irregular A-B-C pattern) covering a
period of four months, eventually reaching 97.46 on March 31,
1938. Wave 2 of this triangular correction was in the same di-
rection as the downward cyclical trend.

A tremendous extension occurred in commeodity price move-
ments, particularly that of electrolytic copper, in the spring of
1937.
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In individual stocks, the “orthodox top” of International
Harvester was reached at 111-112 in January, 1937; wave A, in
a backing and filling movement that reduced the severity of the
correction, carried the stock to 109 in April; wave B reached a
new cyclical top of 120 in August (the general market topped in
March), and wave C brought the stock down to about 53 in No-
vember,

FOOTNOTES

! The size of an extended wave is larger, but the degree (Minor,
Intermediate or Primary) is the same as that of the two non-extended
waves.

2 Here Elliott uses the term “extension” to refer to waves 3, 4
and 5 of the extended wave.

3 See footnote 5 in chapter V of The Wave Principle regarding this
contention. Fifths can be, but third waves are most often the “largest and
most dynamic of a series.”

4 1d.

5 Since an extension generally occurs in one of the three impulse
waves, it follows that when waves 1 and 3 are short and simply
constructed (as long as wave 3 is longer than wave 1), wave 5 will
likely be extended.



PART X

Following the completion of the bull market from 1932 to
1937 (see Figure 11, Part V), a three-phase cyclical correction
was in order. The first phase should and did consist of five large
waves. The first phase of this correction was the decline that
ran from 195.59 (Dow-Jones Industrial Average) on March 10,
1937, to 97.46 on March 31, 1938.! The accompanying Figure 21
shows the weekly range of the market during this period, on an
arithmetic scale. Despite the highly emotional nature that pre-
vailed at certain stages, the rhythmic forecasting principle con-
tinued to function. The minute details registered in the daily
and hourly patterns are, of course, not entirely visible in the
weekly range. For this reason, the essential details of price and
time of the five big waves making up this first cyclical phase are
given:

Cyclical Wave (A) — from 195.59 on March 10, 1937,

to 163.31 on June 17, 1937.

Cyclical Wave (B) — from 163.31 on June 17, 1937,

to 190.38 on August 14, 1937.

Cyclical Wave (C) — from 190.38 on August 14, 1937,
to 115.83 on October 19, 1937.

Cyclical Wave (D) — from 115.83 on October 19, 1937,
to 132.86 on February 23, 1938.

Cyclical Wave (E) — from 132.86 on February 23, 1938,
to 97.46 on March 31, 1938.

Cyclical wave (A) was composed of five Minor waves, as fol-
lows:

1 -195.59 on March 10 to 179.28 on March 22.

2 -179.28 on March 22 to 187.99 on March 31.

3 - 187.99 on March 31 to 166.20 on May 18.

4 - 166.20 on May 18 to 175.66 on June 5.

5 - 175.66 on June 5 to 163.31 on June 17.

Wave 3 in Cyclical Wave (A) was composed of five vibrations.

Cyclical wave (B) was composed of three waves, and an “ir-
regular top™:

A -163.31 on June 17 to 170.46 on June 24.

B - 170.46 on June 24 to 166.11 on June 29.

C - 166.11 on June 29 to 187.31 on Aug. 4.
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Figure 21

The “irregular top”® was completed on August 14, 1937, fore-
casting a severe cyclical decline.

Cyclical wave (C) was composed of five large waves, with
an “extension” developing in the fifth wave. Had it not been for
this extension, the normal completion of the first phase of the
cyclical correction would probably have been in the neighbor-
hood of 135-140. The analysis of wave (C) is as follows:

1-190.38 on Aug. 14 to 175.09 on Aug. 27.

2 - 175.09 on Aug. 27 to 179.10 on Aug. 31.

3 -179.10 on Aug. 31 to 154.94 on Sept. 13.

4 - 154.94 on Sept. 13 to 157.12 on Sept. 30.

5 - 157.12 on Sept. 30 to 115.83 on Oct. 19.

In Cyclical wave (C), there were three “sets” of five vibrations in
the downward trend, with the first, third and fifth Minor waves
each being composed of five impulses. Wave 4 was a fairly im-
portant upward correction, in the familiar A-B-C formation. The
extension that developed in the fifth vibration of wave 5 indi-
cated that the ground thus lost would be immediately recov-
ered, that the secondary decline would carry the market into
new low ground for the cyclical correction, that following this
secondary decline, the normal protracted period of backing and
filling might form a triangle, with the final down thrust® com-
pleting the first phase of the cyclical correction, and that a very
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substantial recovery would follow in at least five large waves,*
thus forecasting the 1938 March-November “bull market.”

Cyclical wave (D), as indicated by the “extension” that oc-
curred in wave (C), was composed of a huge triangle:
Triangle wave 1 — in three vibrations (A, B and C), from
115.83 on Oct. 19 to 141.22 on Oct. 29.
A -115.83 on Oct. 19 to 137.82 on Oct. 21.
B - 137.82 on Oct. 21 to 124.56 on Oct. 25.
C - 124.56 on Oct. 25 to 141.22 on Oct. 29,
2 - 141.22 on Oct 29 to 112.54 on Nov. 23.
3 -112.54 on Nov, 23 to 134.95 on Jan. 12.
4 -134.95 on Jan. 12 to 117.13 on Feb. 4.
5-117.13 on Feb. 4 to 132.86 on Feb. 23.
None of the “legs” in this triangle was composed of more than
three waves. Following the completion of the fifth wave in the
triangle, the downward movement of the cyclical correction was
resumed.

Cyclical wave (E) was composed of five lesser waves, as fol-

lows:
1-132.86 on Feb. 23 to 121.77 on March 12,
2 -121.77 on March 12 to 127.44 on March 15.
3 - 127.44 on March 15 to 112.78 on March 23.
4 -112.78 on March 23 to 114.37 on March 25.
5-114.37 on March 25 to 97.46 on March 31.

The first large phase of the cyclical correction of the 1932-
1937 bull market was thus finally completed, and the market
was ready for the second important upward phase of the cyclical
correction. This correction extinguished 63.3 per cent of the
155.03 points recovered in the 1932-1937 movement.

FOOTNOTES

! Here Elliott correctly forecasts that the bear market that
started in 1937 was not over. The eventual low occurred four years
later in 1942,

? See footnote 1 in chapter IX of The Wave Principle.

3 Le., wave (E).

4 1 think this should read “three large waves.”



PART X1

In using the Wave Principle as a medium for forecasting
price movements, the student should recognize that there are
cycles within cycles, and that each such cycle or sub-cycle must
be studied and correctly placed in respect to the broad underly-
ing movement. These sub-cyclical or corrective phases in a bull
market are often important enough to be mistaken for “bear
markets.” The strong but sub-cyclical correction from March 31,
1938 to November 12, 1938 had a “bull pattern” of five impor-
tant waves making up its first phase,! and was (and still is) re-
garded by many as a real bull market. Broadly speaking,
extended rallies or corrections of bear cycles are composed of
three phases, and this is also true of extensive bearish correc-
tions of bull movements.

Wave Characteristics

The character of the waves making up an extended move-
ment is affected by a number of factors that may seem irrel-
evant to the inexperienced. Examination of any completed
movement seems to support the fatalistic theory that the extent
or objective of the price movement is fixed or predetermined.
The time of the entire cycle is also possibly fixed, but the time of
the component phases appears to be variable.? The variations in
the time cycle appear to be governed by the speed or rate of the
price movement, and vice versa. Thus, if the market movement
has been violent and rapid in one phase, the next corresponding
phase is likely to show a marked slowing down in speed.? Ex-
ample: The first Primary wave of the 1932-1937 bull cycle ad-
vanced 40 points or 100 per cent in 9 weeks, averaging 4.4 points
per week. The second bull phase advanced 60 points or 120 per
cent in 20 weeks, averaging 3 points per week. The third or final
phase crept forward 110 points or 130 per cent in 138 weeks,
averaging 0.8 point per week. High speed at the end of long
movements usually generates similar speed in the first wave of
the reversal: compare the March 1938 downward movement with
the following April reversal.

At certain stages volume seems to play an important part
in the price movement, and volume itself will expand or con-
tract to help control and complete the price cycle. Study of the
time cycle and volume cycles is sometimes distinctly helpful in
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clarifying the position of the price spiral.* Volume tends to in-
crease in the third wave of the cycle, and to maintain about the
same activity in the fifth wave. As the bottom of the volume
cycle is approached, erratic price changes in high priced stocks,
or inactive stocks with thin markets, can distort the small waves
in the trend of the averages to such an extent as to create tem-
porary uncertainties. But these waves of volume are also useful
in determining the extent and time for completion of price phases,
and also in determining the time and direction and even the
speed of the following movement. This is especially true in fast
swinging markets like those that characterized 1938. The best
results therefore will follow from correlation of the volume and
time cycles with the component phases of the broad price move-
ment, as the price patterns and all degrees of volume® are gov-
erned by precisely the same Wave Principle phenomenon.

To maintain a proper perspective, the student should chart
at least two and preferably more broad averages, using the
weekly range, the daily range, and the hourly record, and show-
ing the accompanying volume. The weekly range should be suf-
ficient properly to evaluate the broad changes in trend, but the
monthly range studies will also undoubtedly appeal to many
investors. The daily range, by affording close observation of the
smaller changes, is essential in correct interpretation of the cy-
clical progression, and is quite necessary for determining
the precise time of important reversals in trend.

Critical Points

The minute changes recorded in the hourly study not only
afford valuable and extensive material for practice in wave in-
terpretation, but are especially useful in times when the mar-
ket is moving at such high speed that the pattern is not clearly
registered in the longer-time charts. Thus, the amall triangle
that appeared in the hourly record of October 1937 signalled an
immediate acceleration or extension of the downward movement;
the dynamic October 18-19 “panic” followed. At other critical
pointa the hourly study has also proved valuable, as in locating
the “orthodox top” before the final irregular top, thus selecting
the time for strategic liquidation near the crest. As the first
hourly phase following the break in March 1938 developed in
five Minute waves, it thus afforded a strong confirmation that

the important trend had actually changed.



Financial World Articles 185

FOOTNOTES

I Here Elliott correctly forecasts that one more new high will be
made (which it was in late 1939) before the final bear market low
(which occurred in 1942).

? This contention is not tenable, since every wave is itself both
an “entire cycle” and a “component.”

3 This is another aspect of the Rule of Alternation.

* Here Elliott uses the word “spiral,” reflecting the subjective
feeling one gets while tracking waves. The theory of the logarithmic
spiral as a model for the Wave Principle had not occurred to him.

5 My studies do not support this assertion.



PART XII

Previous articles have discussed the theory of The Wave
Principle and its application to broad market movements. The
broader the category, the more clearly the wave impressions are
outlined. The wave pattern of the comprehensive stock price
averages such as the Dow-Jones, The New York Times, or Stan-
dard Statistics averages will correctly reflect the cyclical posi-
tion of the market as a whole. Therefore, purchases and sales of
a diversified list of representative stocks in accordance with the
movements of the averages will result in profits, as their aggre-
gate market value will swing in sympathy with the general
market. But for the seeker of maximum profits consistent with
safety, it is not enough to buy or sell a group of stocks without
separate analysis of each individual stock. These individual stud-
ies may reveal that some companies are experiencing a cycle
differing greatly from that of the market as a whole. A promi-
nent example was the case of American Can in the spring of
1935.

The accompanying charts depict the analysis of American

Can! by The Wave Principle. In Figure 22, the complete monthly
price range history is shown from June, 1932 — the beginning
of the bull movement — to June 1935, the time when the “ortho-
dox top” occurred. The action of the stock from that point on to
completion of the cyclical correction in December 1937 is shown
in “trend lines.” This monthly record condenses the weekly and
daily details into the five broad Primary waves that complete a
cyclical movement. These relatively broad charts also help ma-
terially in maintaining the proper perspective.

When the important fifth Primary wave of the cycle com-
menced in May 1934 — or in other words, when the Primary
wave (V) reaction was completed — it became necessary to study
the market action more closely. Hence Figure 23, which shows
the weekly price record of the fifth Primary wave. After this
Primary wave had progressed through Intermediate wave 4, it
became important to follow the daily price ranges, as shown in
Figure 24. The fifth Intermediate wave started in March 1935,
and five Minor waves were completed by June 1935. This sig-
nalled the “orthodox top™ of the main bull movement in Ameri-
can Can at 144.
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Following the “orthodox top” of the bull cycle in American
Can, there developed a reaction to 136-137 in August 1935, form-
ing wave (A). Then a rally to 149-150 in October 1935 forming
wave (B), the irregular but final top. From this point developed
the long wave ©), in five Intermediate movements, terminating
at 69 in December 1937.

At the time of the “orthodox top” in American Can, the in-
vestor would have observed the striking difference between the
cyclical positions of that stock and of the general market. See
Figure 25, which outlines the trend lines of the important Pri-
mary waves of the Dow-Jones Industrial Averages. In March
1935, American Can was in the final stages of a bull cycle (Fifth
Intermediate wave of the Fifth Primary). On the other hand the
general market was just commencing the Fifth Primary wave,
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and still had to experience five upward Intermediate waves. By
June 1935, the long term investor in American Can would have
realized that any further appreciation in that stock would be
highly uncertain, and that much greater profits were available
in the general market with minimum risks. From that point the
general market advanced nearly 80 points or 65 per cent.

FOOTNOTES

! In Figure 22, the correct count, aveiding overlapping and ful-
filling third wave requirements, would be to place the (il where Elliott
has a, and (within wave (i) 1 where he has b, 2 where he has ¢, and 3
where he has 1. Wave 4 of (i) then takes an a-b-¢ count, and the rule
of alternation is still satisfied.

? In Figure 24, Elliott ignores the overlapping and the insuffi-
cient third wave (labeled “c”). From the description of the supposed (X
and () waves that follow, it seems highly likely that the third wave of
the final wave 5 of (3) simply extended, thus eliminating the imper-
fect count. Elliott’s a and b are all right, but his ¢ could be reserved for
the first peak within the supposed () (thereby completing an exten-
sion from the low at b), the d for the next small reaction (his b of @),
and the e for the actual high. As previously discussed, Elliott calls
several tops “irregular” that might be better explained by third-wave
extensions.
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THE BASIS OF THE WAVE PRINCIPLE'

OCTOBER 1, 1940

Civilization rests upon change. This change is cyclical in
origin and characteristics. A rhythmic series of extreme changes
constitutes a cycle. When a cycle has been completed, another
cycle is started. The rhythm of the new cycle will be the same as
that of the previous cycle, although the extent and duration may
vary. The cycle progresses in accordance with the natural law of
movement.

The behavior of cycles has been studied extensively by
puzzled economists, bankers and business men. In this connec-
tion, the conservative London Economist in a recent issue, com-
menting upon the results of a long study of trade cycles made by
Sir William Beveridge, the noted British economist, said:

Sir William’s researches have emphasized once again that
the more the trade cycle is studied, the more it seems to follow
the pressure of forces which, if they are not wholly beyond the
reach of human control, have at least enough of the inexo-
rable in their nature to make the policies of governments re-
semble the struggles of fish caught in the tides. Sir William
pointed out that the trade cycle ignores politics; he might have
added that it overrides economic policies.

The causes of these cyclical changes seem clearly to have
their origin in the immutable natural law that governs all things,
including the various moods of human behavior. Causes,? there-
fore, tend to become relatively unimportant in the long term
progress of the cycle. This fundamental law cannot be subverted
or set aside by statutes or restrictions. Current news and politi-
cal developments are of only incidental importance, soon forgot-
ten; their presumed influence on market trends is not as weighty
as is commonly believed.

This law of natural change is inevitable, and applies to the
seasons and the movements of the tides and planets. It has truly
been said that change is the only “immutable thing in life.” Be-
ing a natural phenomenon, it necessarily governs all human
activities, even the relatively static sciences of biology and
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botany. Even time and mathematics appear to be amenable to
the application of this law of rhythm, from the small unit of
hours to the great intervals of decades, centuries and millennia.
Measuring the behavior of cycles should therefore offer a reli-
able means of forecasting changes, regardless of the cause,® and
thus yield handsome profits.

In an independent study of the available data, extending
over a period of many years, the writer has observed certain
recurring behavior of change in movement. Apparently these
changes follow a natural law that inevitably influences the mass,
Finally there evolved certain principles, which were carefully
tested back over a long period of years.

By 1934, I was able to resolve the various trends* of changes
in stock prices to a rhythmic series of component waves, which®
I called a “cyele.” This cyclical rhythm has occurred regularly
and repeatedly not only in the available records of the various
stock exchanges, but also in commodities, industrial production,
temperature, music, variation in color, electric output, popula-
tion movements to and from cities, etc. In fact, it is manifest so
widely, not only in human activities but also in the workings of
nature itself, that I have termed this discovery “The Wave Prin-
ciple.”

Understanding of this law enables the close student to fore-
cast the terminations of cycles by means of the market itself.
The Wave Principle is not a “market” system or theory. The fore-
casting principle involved goes far beyond the concept of any
known formula.

The number of waves and the extent and duration of move-
ments seem clearly to be allied with the principle of mathemat-
ics and with the passage of time, but the number of waves never
varies except under certain recognizable conditions of a cyclical
nature. The length of a wave may possibly be affected by emo-
tional news, but the number of waves is clearly not affected by
such transient developments. This Principle forecasts and at the
same time measures the extent, corrections and reversals of the
various trends and cycles long before any supporting statistical
evidence is available. A feature of unusual merit is the fact that
the experienced student knows at all times the current position
of the market in each cycle and therefore is forewarned of the
approach of reversals. By means of this rhythmic analysis, the
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end of a movement is known as it approaches, and the type of
the next movement is also known. It is therefore possible to pre-
dict with confidence when a bull market is terminating and a
bear market is beginning, or vice versa.

The Wave Principle has now been used successfully for sev-
eral years in the management of investment funds, and in fore-
casting the important major and intermediate trends. A series
of articles, revealing the broad workings of The Wave Principle,
was published in The Financial World during June, July and
August 1939,

How The Wave Principle Works,
and Its Correlation With Mathematical Laws

®The Fibonacci Summation Series is the basis of The Wave
Principle. The numbers thereof are as follows:

1-2-3-5-8-13-21-34 -55 -89 - 144, etc.

The sum of any two adjoining numbers equals the next
higher number. For example: 3 + 5 = 8. The waves of every move-
ment coincide with these numbers.

Any one of these numbers is approximately 61.8% of the
next higher number. The ratio of one wave to its companion is
approximately 61.8%.

Figure 1 shows three graphs of a stock market cycle, in-
cluding the constructive phases of a bull market and the de-
structive phases of a bear market. The number of waves in a
cycle is also compared with the mathematical principles laid
down centuries ago by Pythagoras and Fibonacci.

The graph at the top outlines the fundamental or largest
waves of a complete cycle. There are five waves in the bull mar-
ket and three waves in the bear market.

In the middle graph, these same eight fundamental waves
are amplified to show their component waves, totaling 34. Note
the constancy of the “five-three” rhythm. This graph shows the
Intermediate stages of a cycle.

The third graph is simply a more detailed analysis of the
same 8 fundamental, or 34 intermediate, waves of a cycle, in-
cluding the 89 minor waves of a bull market and the 556 minor
waves of a bear market. The total is 144, Again the “five-three”
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relationship holds true. A corrective phase of the cycle will occa-
sionally vary the rhythm slightly for the minor waves, and in
such instances, the count will be 7 or 11,7 according to the type
or pattern, which indicates what is happening.
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The basis of The Wave Principle is very old. Pythagoras in
the sixth century B.C., Fibonacci in the thirteenth century and
many other scientists, including Leonardo da Vinci and Marconi,
have all shown that they were aware to some extent of this phe-
nomenon. Fibonacci was an Italian mathematician, also known
as Leonardo da Pisa. His “Summation Series of Dynamic Sym-
metry” agrees in every respect with the rhythmic count of the
Wave Principle, and the number of waves is the same.

Fibonacci apparently derived his Summation Series from
the famous Pythagorean diagram of a pyramid, consisting of ten
units, beginning with one and ending with four.® This diagram,
Pythagoras said, was the “Key to the Secret of the Universe.”
Not only can this diagram be applied to the seasons of the year,
but also to the great inner cycles of the well-known ten-year
cycle.”

The similarity of The Wave Principle, the Fibonaceci Sum-
mation Series and the Pythagorean diagram is shown in the
tables on the next page.

It should be noted that when I discovered The Wave Prin-
ciple action of market trends, I had never heard of either the
Fibonacei Series or of the Pythagorean Diagram. It is naturally
gratifying to me that these old mathematical principles that were
laid down centuries ago simply substantiate the validity of a
present day application of basic law to practical use.

As to the conformance of the time element, or duration, of
market trends with the rhythm of The Wave Principle, many
“coincidences” can be cited.

Duration or Time Element’’

In the analytical discussion of the basis of the Wave Prin-
ciple, the composition of the waves of varying degrees was shown
to be identical with the numerical relationships of the units
making up the Fibonacci Summation Series of Dynamic Sym-
metry. This series is repeated, as follows: 1, 2, 3, 5, 8, 13, 21, 34,
55, 89, 144, etc. These relationships are very useful in identify-
ing and measuring every wave and the extent of each move-
ment, and when used in conjunction with The Wave Principle
are also useful in forecasting the duration of trends in the vari-
ous periods of time (days, weeks, months or years). The time
element as an independent device, however, continues to be baf-
fling when attempts are made to apply any known rule of se-
quence to trend duration,
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An example of the use of the time element in conjunction
with The Wave Principle is given in the accompanying graph of
The New York Times average of 50 Combined Stocks, arithmetic
scale, from August 1921 to May 1941. The various wave rever-
sal points in this twenty-year period are listed in Table A, while
the duration between reversal points is set forth in Table B.

The time relationship can also be applied, in conjunction
with wave analysis, to other indices, such as trends in corporate
bonds in the graph below. The numbers 13, 21 and 55 represent
the number of months duration of waves, as indicated by ar-
rows. (The five-wave bull market in long-term government bonds
lasted 89 months, measured from January 1932 to June 1939.)

In studying the time element, it should be noted that a
movement may start and end near the beginning, middle or end
of a month, and for that reason the actual time elapsed, when
measured by the day or week equivalent to the summation se-
ries of months, can terminate in a month next higher or lower
than the series of months indicated.
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FOOTNOTES

1 This essay includes sections from a page issued in September
or October 1938 and from Educational Bulletin A, issued in late
December 1939 or early January 1940.

He means events that are presumed to be causes.

Id.

This would better read, “patterns.”

He means, “...a complete up-and-down sequence of which....”

The first three paragraphs of this essay are from Interpretive
Letter No. 26, “The Ruling Ratio of Waves,” dated January 11, 1943.

7 As noted on the graph.

B See the “Pythagorean Diagram” on the next page and the
picture of Pythagoras in Nature's Law, chapter XXV.

¥ He is probably referring to the Decennial Pattern. This and
the next paragraph beg for elaboration. See the discussion in Elliott
Wave Principle.

10 This section is from Interpretive Letter No. 18, dated August
27, 1941.
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MARKET APATHY —
CAUSE AND TERMINATION'

AUGUST 11, 1941

The total yearly volume of stock transactions on the New
York Stock Exchange has been declining for five consecutive
years, and apathy has been most pronounced since October 1939.
The causes of this apathy can be traced to cyclical influences
and measured mathematically. Sustained market activity

1529 30 {31 | 32[335] 34 | 35! 34/ 37 [38 | 30| o | M
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expands or contracts with the length of the price trend. The
longer the trend, the greater the public interest and turnover in
stocks, and vice versa. During recent years, the swings in the
price trend have become progressively shorter, as is charac-
teristic of movements within an orthodox triangle.

The swings of the Dow Jones Industrial monthly average,
as shown in the accompanying chart, afford a clear explanation
for this lack of confidence and resulting apathy. The two dashed
lines, Q - V (drawn across the falling tops of April 1930, March
1937, and September 1939) and R - V (drawn across the rising
bottoms of July 1932 and March 1938), form a triangle of gigan-
tic area. Each completed swing of the pendulum within this tri-
angle has become progressively shorter in accordance with the
geometric ratio of 0.618, as regards both extent and duration.

The triangular outline is therefore also a “ratio triangle,”
and as such, differs in important respects from the “wave tri-
angle” described in my Treatise, The Wave Principle.? The ratio
of 0.618 and its reciprocal, 1.618, stem directly from the ratio of
the circumference of a circle to the diameter, or 3.1416.2 This
ratio is also the basic characteristic of the Fibonacci Summation
Series, which is identical in numerical count with the strue-
ture of The Wave Principle. This similarity is discussed
fully in a circular, “The Basis of The Wave Principle.” The Fi-
bonacci Series, the ratio of each term to the next term, and the
reciprocal value, are revealed in the following:

Table of Relativity
First Second Ratio  Reciprocal
Term Term Ratio
2 plus 3 equals 5 0.60 1.67
3" 5 " 8 0625 1.60
5 " 8 " 13 0615 1.63
g " 13 " 21 0619 1.616
13 " 21 " 34 0617 162
21 " 34 " 55 0618 1.618
34 " 55 " 89 0618 1.618

55 " B9 " 144 0.618 1.618
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These ratios and series have been controlling and limiting
the extent and duration of price trends, irrespective of wars,
politics, production indices, the supply of money, general pur-
chasing power, and other generally accepted methods of deter-
mining stock values. That this statement is true is verified by
the following tabulation of important movements since April
1930:

The Cyclical Relativity of Market Trends

Wave Dates Points
No. From To From To Change Ratio
April 1030  July 1932 296.0 40.5 255.5
July 1932 March 1937 40.5 196.0 155.5 155.5/ 266.5 = 60.9%
March 1937 March 1938 196.0 97.0 99.0 99.0/ 1555 = 63.6
March 1938 Sept. 1939 97.0 158.0 61.0 61.0/ 910 = 61.6

Avg.
62.0

This feature proves that current events and politics have no in-
fluence on market movements.

Since the causes of this phenomenal market behavior origi-
nate in the relativity of the component cycles compressed within
the triangular area, it is distinctly encouraging to be able to
point out that the rapidly approaching apex of the triangle should
mark the beginning of a relatively long period of increasing ac-
tivity in the stock market.

With the Wave Principle, the fact that all five measures
(the ratio of cyclical trends, the relative time for the movement,
the mathematical nature of a triangle, and the Fibonacei Sum-
mation Series all stemming from the common source) point to
an appreaching culmination of a tremendous thirteen-year cy-
clical correction is extraordinary.

FOOTNOTES

! This treatise is an excellent innovative analysis and a correct
conclusion.

? The difference Elliott points out is, in fact, crucial. Apparently
a ratio triangle may appear apart from a wave triangle. Thus, the 13
year triangle is not a required interpretation despite the Fibonaeei
relationships.

% See discussion in chapter III of Elliott Wave Principle.



TWO CYCLES OF AMERICAN HISTORY

AUGUST 25, 1941

1776 - 1857, 81 years
1857 - 1941, B4 years

The earliest available stock record is the Axe-Houghton
Index, dating from 1854. The essential “change” characteristics
of the long movement from 1854 to September 1929 are shown
in the accompanying graph. The wave from 1857 to 1929 may be
either Cycle wave I, III or V, depending upon the nature and
extent of development of the country before 1854, There is rea-
son to believe, however, that the period from 1857 to 1929 can
be regarded as Cycle wave IIL? In the first place, the broad peri-
odicity of approximately eighty years connects the Revolution-
ary Period, the Civil War Period and World War II that has been
in progress during the past decade. Secondly, the market since
1929 has outlined the pattern of a gigantic thirteen-year tri-
angle of such tremendous scope that these defeatist years may
well be grouped as Cycle wave IV. Thirdly, my observation has
been that orthodox triangles appear only as the fourth wave of a
cycle.

To appreciate the cause of triangular Cycle wave IV, it is
necessary to review the previous years, particularly the dynamic
span of 1921 to 1929, Attention is therefore invited to compo-
nent wave 5, shown in the accompanying graph of the Axe-Hough-
ton Index, with this particular wave running from 1906 to 1929.
The fifth or “e” wave, running from 1921 to the orthodox “exten-
sion” top of November 1928, was further subdivided as shown
on page 38 of the Treatise. This pattern is referred to in my
Treatise as a “half-moon.” This movement was extremely dy-
namic, accompanied by high speed, large volume and wild specu-
lation. Furthermore, it was the culminating phase in the long
span from 1857.

A cycle such as that from 1857 to 1929 and containing such
a frenzied movement as that from 1921 to 1929 necessarily re-
gquires an extensive correction, not only from the standpoint of
price change but also in breadth of area or duration. High speed
movements in one direction always generate proportionally high
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speed in the ensuing movement in the opposite direction.? The
momentum carries over, in corrections, into the subsequent
swings. Similarly, the extent, duration and volume characteris-
tics are relative, cycle by cycle. In summation, the proportional
arrangement of the necessarily extensive correction of the 1857-
1929 wave called for shorter and shorter movements together
with decreasing speed and volume. Nature’s inexorable law of
proportion accounts for the recurrent 0.618 ratio of swing by
swing comparison. The whole movement (or all the movements)
since 1928 (and also from April 1980) form a tremendous tri-
angle, and this triangle is regarded as Cycle IV of an order dat-
ing back to as early as 1776.5
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Triangle wave (5) is well advanced, and its termination,
within or without the area of the triangle, should mark the final
correction of the 13-year pattern of defeatism. This termination
will also mark the beginning of a new Cycle wave V (composed
of a series of cycles of lesser degree), comparable in many re-
spects with the long cycle from 1857 to 1929. Cycle V is not ex-
pected to culminate until about 2012.% (See dashed line in the
first graph.)

FOOTNOTES

1 This essay is from Interpretive Letter No. 17.

? A remarkable conclusion, fully supported by the discovery of
additional data. See the presentation in Elliott Wave Principle, as
well as the updated charts on the next page. The first shows the wave
count for the Grand Supercyele bull market from 1784 in the Dow
Jones Industrial Average adjusted for inflation (i.e., using constant
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dollars), which shows a legitimate triangle in the wave (IV) position
from 1929 to 1949 and a typically brief thrust carrying into 1966. The
second shows the count in current dollars, by which measure the bull
market has lasted 62 years from 1932, just 8 years shy of Elliott's 70-

year estimate (from 1942).
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§ He means 1896.

4 While common in commodity prices, such behavior is not al-
ways true in the stock market. In fact, the opposite often occurs.

5 Good call. The record shows the low in 1784.

® This estimate is based merely on a length equivalent to the
1857-1928 (orthodox top) advance, as he states in the next essay,
“The Future Pattern of the Market.” Ironically, however, thrusts, as
he points out elsewhere, are normally short and sharp, so this time
estimate appears too far into the future given his triangle interpreta-
tion. Even forgetting the triangle, fifth waves are usually shorter
than thirds. He incorporates this idea in the otherwise identical
forecast in the final pages of Nature's Law, but suggests a thrust that
i8 too brief. As the chart in footnote 2 shows, the fifth wave lasted 17
years in constant dollars, from 1949 to 1966. Regardless of these
technical points, his call for a multi-decade advance in the midst of
the pervasive gloom of 1942 is stunning in its accuracy and foresight,
and possibly only because he ignored all the news and exclusively
examined the pattern.



THE FUTURE PATTERN OF THE MARKET'

OCTOBER 26, 1942

The pattern of the past 21 years (1921-1942) furnishes a
basis which may be used for forecasting that of the next 70 years,
as well as estimating what the record may have been between
1776 and 1850.

Graph 1 below covers the entire period from 1776 to 2012
and shows five waves of large degree. A Wave Principle cycle is
always composed of five waves up and three waves down, re-

gardless of the degree or size.
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Waves 2 and 4 are always corrections. Triangles may ap-
pear as wave 4, never as wave 2 insofar as I have observed. There-
fore, the pattern of the period from 1929 to 1942, being a triangle,
is wave (@) of a Supercycle.? Wave () is about to start, and based
on the duration of wave (@) (1857-1929), it should terminate about
the year 2012.%

Having established that wave () started in 1929, wave (I
obviously ended in the same year.* Wave () of Graph 1, from
1857 to 1929, is detailed in Graph 2, using the Axe-Houghton
Index.

The 5th wave of Graph 2 started in 1896. It subdivided into
five waves, and its subdivided 5th wave, starting in 1921, ex-
tended. Extensions never appear twice in a cycle. Therefore, no
extension of this degree should appear between 1942 and 2012.5
Doubtless, neither did one appear in wave (1), previous to 1850,
for which period I have no record. For these reasons, the two
dashed lines in Graph 1,° previous to 1850 and following 1942,
are sound conclusions.”

Wave (V) of Graph 1 will embrace three bull markets and
two intervening bear markets. The amplitude of waves
(percentagewise) and volume will resemble those of the period
between 1857 and 1909, as depicted in Graph 2. No one now
living will witness a “New Era” of the 1920s type.®

FOOTNOTES

! Elliott's analysis here (from “Educational Bulletin O7) is a
repeat of the analysis in the preceding essay, updated at a time when
he knew that the market had passed its Supercycle wave () bottom.
The overall analysis remains a remarkable feat and was shown to be
correct with the new availability of past data, as presented in Elliott
Wave Principle.

? Should read “Grand Supercycle.”

% See footnote 6 of the preceding essay.

1 This sentence and the next three, as well as Graph 2, reveal
that on at least this occasion, Elliott interpreted 1921-1929 as a
straightforward “five,” a conclusion with which I entirely agree. 1929-
1932 is then a straightforward A-B-C. His “irregular top™ thesis is
unnecessary, as he himself reveals in this passage. History shows
that the stock market almost invariably traces out one simple pat-
tern after another, despite the feeling one gets occasionally in real
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time that some new “trick” is being played. As a pattern nears its
end, missing clarity always returns in a flash of recognition.

& Elliott's example suggests that within a five wave structure,
only one subwave will contain an extension in one of its impulse
subwaves, whereas actually the correct guideline is that only one
impulse wave within a five wave structure will be an extension.
There is no reason why an extension should not appear as a subwave
of each impulse wave in a five wave sequence. In fact, it nearly always
does. As history has born out, the rise from 1942 to 1966 was an
extended wave within wave V). However, if wave (i was itself an
extension, waves (1) and (V) should not be.

§ Elliott was sometimes careless with his drawings. Wave (i) in
graph 1, for instance, was clearly intended to climb to a new high.
Neither did the 1932 low fall below the peak of wave (1).

7 Elliott's historical wave count is brilliant and accurate. His
conclusion, made only six months after the 1942 low, was entirely
correct that that low would not be exceeded on the downside prior to
a multi-decade advance. His conclusion regarding the rise into the
beginning of his data in 1850 was similarly accurate, although wave
(1) began in 1784 and ended in 1836 (the correction was a flat, with an
intervening high in 1852).

8 The fifth wave of Cycle degree that accelerated in 1982 and has
carried into the 1880s has been a “New Era” wave (i.e., founded on
hope) and has been analogous to the 1920s at Supercycle (though not

Grand Supercycle) degree.
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NATURE'’S LAW
THE SECRET OF THE UNIVERSE

by
R. N. ELLIOTT



REFERENCE INDICATIONS!

Reference to chapters, pages, diagrams, etc. will be indicated as
follows:

(C) Chapter. For example, “C 24" means Chapter No. 24.
(D) Diagram. For example, “D 4" means Diagram No. 4.
(FSS) Numbers of the Fibonacci Summation Series

(OT) Orthodox top.

(G) Graph. For example, “G X" means “Graph X".

(P)  Page. For example, “P 5" means Page 5.

(PD) “P2 D4"” means Page 2, Diagram 4.

(PG) “P3 G6" means Page 3, Graph 6.

(PPD) “P4 P6 D8” means Page 4, Paragraph 6, Diagram 8.

(R)  Ruling ratio of the Fibonacci Summation Series, such
as .62 or reciprocal 1.62.

Publisher's Note: In the original monograph, nearly every sentence
was treated as a separate paragraph and numbered. We have taken
the liberty of condensing the style of arrangement for easier read-

ing, The references to text areas by codes as described above have

FOOTNOTES
1 Elliott's talent for ordering and labeling comes out even here.
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INTRODUCTION

RHYTHM IN NATURE'

No truth meets more general acceptance than that the uni-
verse is ruled by law, Without law it is self-evident there would
be chaos, and where chaos is, nothing is. Navigation, chemistry,
aeronautics, architecture, radio transmission, surgery, music —
the gamut, indeed, of art and science — all work, in dealing
with things animate and things inanimate, under law because
nature herself works in this way. Since the very character of
law is order, or constancy, it follows that all that happens will
repeat and can be predicted if we know the law.,

Columbus, maintaining that the world was round, predicted
that a westward course from Europe must eventually bring his
ships to land and despite scoffers, even among his own crew,
saw his prediction realized. Halley, calculating the orbit of the
1682 comet, predicted its return which was strikingly verified
in 1759. Marconi, after his studies in electrical transmission,
predicted that sound could be conveyed without wires, and to-
day we can sit in our homes and listen to musical and other
programs from across the ocean. These men, as have countless
more in other fields, learned the law. After becoming thus posted,
prediction was easy because it became mathematical.

Even though we may not understand the cause underlying
a particular phenomenon, we can, by observation, predict that
phenomenon’s recurrence. The sun was expected to recurrently
rise at a fixed time thousands of years before the cause operat-
ing to produce this result was known. Indians fix their month
by each new moon, but even today cannot tell why regular in-
tervals characterize this heavenly sign. Spring plantings are
witnessed the world over because summer is expected as next in
order; yet how many planters understand why they are afforded
this constancy of the seasons? In each instance the rhythm of
the particular phenomenon was mastered.

Man is no less a natural object than the sun or the moon,
and his actions, too, in their metrical occurrence, are subject to
analysis. Human activities, while amazing in character, if ap-
proached from the rhythmical bias, contain a precise and natu-
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ral answer to some of our most perplexing problems. Further-
more, because man is subject to rhythmical procedure, calcula-
tions having to do with his activities can be projected far into
the future with a justification and certainty heretofore unat-
tainable.

Very extensive research in connection with what may be
termed human activities indicates that practically all develop-
ments which result from our social-economic processes follow a
law that causes them to repeat themselves in similar and con-
stantly recurring serials of waves or impulses of definite num-
ber and pattern. It is likewise indicated that in their intensity,
these waves or impulses bear a consistent relation to one an-
other and to the passage of time. In order to best illustrate and
expound this phenomenon it is necessary to take, in the field of
man’s activities, some example which furnishes an abundance
of reliable data and for such purpose there is nothing better than
the stock exchange.

Particular attention has been given to the stock market for
two reasons. In the first place, there is no other field in which
prediction has been essayed with such great intensity and with
so little result. Economists, statisticians, technicians, business
leaders, and bankers, all have had a try at foretelling the future
of prices over the New York Stock Exchange. Indeed, there has
developed a definite profession with market forecasting as its
objective. Yet 1929 came and went, and the turn from the great-
est bull market on record to the greatest bear market on record
caught almost every investor off guard. Leading investment in-
stitutions, spending hundreds of thousands of dollars yearly on
market research, were caught by surprise and suffered millions
of dollars loss because of price shrinkage in stock holdings that
were carried too long.

A second reason for choosing the stock market as an illus-
tration of the wave impulse common to social-economic activity
is the great reward attendant on successful stock market pre-
diction. Even accidental success in some single market forecast
has yielded riches little short of the fabulous. In the market ad-
vance from July 18932 to March 1937, for illustration, an aver-
age of thirty leading and representative stocks advanced by
373%. During the course of this five-year movement, however,
there were individual stocks whose per cent advance was much
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larger. Lastly, the broad advance cited above was not in a straight
upward line, but rather by a series of upward and downward
steps, or zig-zag movements of a number of months’ duration.
These lesser swings afforded even greater opportunity for profit.

Despite the attention given the stock market, success, both
in the accuracy of prediction and the bounties attendant thereto,
has necessarily been haphazard because those who have at-
tempted to deal with the market’s movements have failed to rec-
ognize the extent to which the market is a psychological
phenomenon. They have not grasped the fact that there is regu-
larity underlying the fluctuations of the market, or, stated oth-
erwise, that price movements in stocks are subject to rhythms,
or an ordered sequence. Thus market predictions, as those who
have had any experience in the subject well know, have lacked
certainty or value of any but an accidental kind.

But the market has its law, just as is true of other things
throughout the universe. Were there no law, there could be no
center about which prices could revolve and, therefore, no mar-
ket. Instead, there would be a daily series of disorganized, con-
fused price fluctuations without reason or order anywhere
apparent. A close study of the market, however, as will be sub-
sequently disclosed, proves that this is not the case. Rhythm, or
regular, measured, and harmonious movement, is to be dis-
cerned. This law behind the market can be discovered only when
the market is viewed in its proper light, and then is analyzed
from this approach. Simply put, the stock market is a creation
of man and therefore reflects human idiosyncrasy. In the pages
which follow, the law, or rhythm, to which man responds will be
disclosed as registered by market movements that fluctuate in
accordance with a definite wave principle.

Nature's Law has always functioned in every human activ-
ity. Waves of different degrees occur whether or not recording
machinery is present. When the machinery described below is
present, the patterns of waves are perfected and become visible
to the experienced eye, This machinery is:

A. Extensive commercial activity represented by corpora-

tions whose ownership is widely distributed.

B. A general market-place where buyer and seller may con-

tact quickly through representatives.

C. Reliable record and publications of transactions.
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D. Adequate statistics available on all matters relating to
corporations.

E. Daily high and low range charted in such a manner as
will disclose the waves of all degrees as they occur.

The daily range of stock transactions was inaugurated in
1928 and the hourly record in 1932. These are necessary in or-
der to observe the Minor and Minute waves, especially in fast
markets,

Contrary to teachings of the Dow Theory, a popular device
for gauging stock market movements, “Nature's Law” does not
require confirmation by two averages. Each average, group, stock
or any human activity is interpreted by its own waves.

FOOTNOTES
1 Except for minor revisions, this Introduction is the same as
chapter I of The Wave Principle.



CHAPTER 1
THE GREAT PYRAMID GIZEH

Many years ago I endeavored to ascertain the meaning of
the word “cycle,” but no one could define it. Curiosity led to a
study of graphs, and I discovered rhythm in fluctuations (as dis-
closed in my Treatise published in 1938). Later I found that the
basis of my discoveries was a law of Nature known to the de-
signers of the Great Pyramid Gizeh, which may have been con-
structed five thousand years ago.

There are several pyramids in Egypt and elsewhere, but
Gizeh is the original, and the only one that discloses symbols.
Other pyramids were subsequently built to serve as crypts for
the bodies of kings and their families. As early as 820 B.C., Al
Mamoun, a Turkish Caliph, erroneously supposed that Gizeh
housed the bodies of former pharaohs and that hoards of gold
might be found. This proves that even at that early date the
symbols of Gizeh were unknown. The period of Gizeh's construc-
tion was not only pre-literary but pre-hieroglyphic. Hieroglyph-
ics are present in other pyramids but not in Gizeh.

Immense sums of money have been expended to learn the
symbols of Gizeh, especially during the past fifty years. Their
definitions are remarkably correct insofar as today’s knowledge
permits an understanding. Much of this knowledge is compara-
tively recent and indicates that the scientific symbols embodied
in Gizeh must have been supernatural or that previous civiliza-
tions existed which equalled or exceeded today’'s development.
It is possible that a high degree of civilization previously existed
on the Western Hemisphere, especially from Mexico to Argen-
tina. The Bible mentions giants and quite recently jaws of gi-
ants have been found that may have weighed four or five hundred
pounds.!

Insofar as | have been able to learn, Egyptologists overlooked
certain important symbols contained in the Great Pyramid, such
as the ratio of the elevation to the base of the pyramid which ias
61.8% and the number of inches of the elevation which is 5,813.
(Note the numbers 5, 8, and 13, mentioned below in the Summa-
tion Series.) The unit of measurement in Egypt was, and is, the
“inch” as we know it today.
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The outlines of a side view is that of a cycle, that is, 3 lines;
in a pyramid there are § surfaces, four above ground and one at
the bottom; from the apex 8 lines are visible; total surfaces and
lines: 13.

Fibonacci, an Italian mathematician of the thirteenth cen-
tury, visited Egypt and on his return disclosed a summation
series as follows: 1 2 3 5 8 13 21 34 55 89 144.... Any two
adjoining numbers equal the next higher — for example, 5 + B =
13. The ratio of any number to the next higher is 61.8%. (The
lower numbers produce a ratio slightly at variance). Therefore
the elevation to the base of the pyramid provides a ratio that
rules the entire series.

The seeds of a sun flower are located in curved rows that
intersect each other. The highest number of intersections is 144.
This is also the number of Minor waves in a complete cycle of
the stock market (bull and bear markets). Numbers of the series
are present in the human body, botany, production, animals,
music and waves of human activities including the stock mar-
ket.

Pythagoras, a Greek philosopher of the fifth century, B.C.,
visited Egypt and on his return disclosed the diagram and title
shown in Chapter 2.

FOOTNOTES

1 Since proved to be otherwise, of course!



CHAPTER 11

NATURE’'S LAW

Nature's Law was known at least five thousand years ago.
Egypt was “in flower” by at least 1,500 B. C. and is the oldest of
today’s list of nations, It is not known when the Egyptian pyra-
mids were built. The Great Pyramid Gizeh was constructed at
least five thousand years ago. Some students advance evidence
that it existed before the threat of floods that prompted Noah to
build the ark. Other students believe that it may be thirty thou-
sand years old.

In Life magazine (December 3, 1945) there appears a very
interesting article entitled “The Building of the Great Pyramid.”
Mr. Bel Geddes prepared models of different stages of construe-
tion and pictures of them are shown. The report was prepared
for the Encyclopedia Britannica. It says that the total weight of
material used was 3,277,000 tons, whereas the material used in
the Empire State Building, the tallest building in the world,
weighs only 305,000 tons.

The marvelous ingenuity, skill, time and labor expended by
the designers and builders of the pyramids to erect a perpetual
symbol demonstrates the supreme importance of the messages
they desired to convey to posterity. That era was pre-literary
and pre-hieroglyphic, therefore symbols were the only means of
recording.

For centuries the pyramids have been exhaustively investi-
gated, especially during recent years. Insofar as I have observed,
Egyptologists overlooked an important, perhaps the most im-
portant symbol. I refer to the outer lines of the pyramid Gizeh.

Pythagoras was a renowned Greek philosopher of the fifth
century, B. C. The older cyclopedias give a very detailed descrip-
tion of his activities. The Encyclopedia
Britannica shows a diagram and cryp-
tic title which may be the only record he
left. It was made after he returned to
Greece following a prolonged visit to
Egypt. The diagram and title appear in
Figure 1. It is fair to assume that the )
Pythagoras diagram refers to a pyramid. The Sacret of the Liniverse

Figure 1
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The original measurements of the
Great pyramid of Gizeh are estimated to

have been: base 783.3 feet, elevation 484.4 ! 2
feet, ratio 61.8%. The elevation, 484.4 feet,
equals 5,813 inches (5-8-13 FS8).
Looking at a pyramid from any one of 3
the four sides, 3 lines are visible, The dia- Figure 2

gram in Figure 2 is a complete cycle. View-

ing the pyramid from any one of the four corners as in Figure 3,
5 lines are visible. A pyramid has 5 surfaces — four above ground
and the bottom. From the apex, a pyramid shows 8 lines, as shown
in Figure 4.

Figure 3 Figure 4

Fibonacci was an Italian mathematician of the thirteenth
century, A. D. He was better known in his day as Leonardo de
Pisa. He visited Egypt and Greece, and on his return to Italy
disclosed what is known as a summation series. This series of
numbers follows: 1 2 3 5 8 13 21 34 55 89 144...

Any two adjoining numbers equal the next higher number,
for example, 5 + 8 = 13. Any number divided by the next higher
number gives a ratio of .618, for example, 8/13 = .618. Any num-
ber divided by the next lower number gives a reciprocal of 1.618.
In the lower numbers the ratios are not exact, but close enough
for practical purposes. To simplify reading, I will hereafter re-
fer to the former as .62 and the latter as 1.62.

Note that the first five numbers of the Summation Series,
1,2, 3,5, and 8, are shown in the complete diagram of a pyramid.
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The late Jay Hambidge, an American artist, visited Egypt,
Greece and Italy and wrote several very important and inter-
esting books. By permission of Yale University Press, I quote
pages 27 and 28 of his book entitled Practical Applications of
Dynamic Symmetry:

Botanists use the disk of the sunflower as a sort of general
illustration of the law of leaf arrangement. It exhibits the phe-
nomenon in nearly two-dimensional form. The seeds are dis-
tributed over the sunflower disk in rhomboidal shaped sockets
and the complex of these sockets forms a design of intersect-
ing curves, the pattern being something like the old-fashioned
chasing on watchcases. This pattern of curves is the interest-
ing feature of the sunflower seed arrangement.

First. The curve itself is a definite kind of curve, As a mat-
ter of fact it is quite like the curve of shell growth. It is regular
and possesses certain mathematical properties. These proper-
ties are a necessary consequence of uniform growth as will be
explained presently.

Second. When these curves are counted it will be found
that a normal sunflower disk of five or six inches in diameter
has 89. Winding in one direction there are 55 and in the other
direction there are 34. That is to say, the normal head exhibits
55 curves crossing 34. The two numbers are written 34 + 55.
Below the apex flower of the stalk there are usually secondary
flowers, smaller in size. The curve-crossing numbers for these
are generally 21 + 34. Lower of the stalk may be tertiary flow-
ers of late development. The curve-crossing numbers of these
are 13 + 21

At Oxford, in England, sunflowers have been nourished to
produce abnormal disks and the curve-crossing numbers have
increased from 34 + 55 to 56 + 89. Professor Arthur H. Church,
a leading modern authority on this fascinating subject, tells
us of a gigantic disk raised at Oxford whereon the curve-cross-
ing numbers were 89 + 144.

Around the seed complex of the flower disk there is an ar-
rangement of florets. Like the seeds, these exhibit curve-cross-
ing numbers. They are usually 5 + 8.

If we begin at the bottom of the plant stalk and count the
actual number of leaves up to the flower disk, we are likely to
find, as we wind our progress around the stalk, that we pass a
certain number of leaves before we find one imposed directly
over the one first counted, and that this number and the num-
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ber of revolutions about the stalk, are constant between each
leaf imposition. These will represent curve-crossing numbers
belonging to the same series of numbers exhibited by the seeds
and florets.

The numbers we have mentioned belong to what is called a
summation series, so called because each number represents
a sum of preceding numbers of the series, in this case 2. This
series of numbers is: 1, 2, 3, 5, 8, 13, 21, 34, 55, 89, 144, etc.
Each member of this series is obtained by adding together the
two preceding numbers.

If we take any two members of this series and divide one
into the other as, say 34 into 55, we obtain a ratio, and this
ratio is constant throughout the series; that is to say, any lesser
number divided into any greater number which immediately
succeeds it produces the same ratio. This ratio is 1.618 plus, a
number with a never ending fraction. If we reverse the opera-
tion and divide 55 into 34, we obtain the number .618 plus. It
will be noticed that the difference between these two results is
1 or unity.

It will also be noticed that when we make these two divi-
sional operations that there is a slight error. This is due to the
fact that the series is not quite accurate when expressed in
whole numbers. There should be a very small fraction. But as
the error is within that of observation in the growing plant,
the whole number is retained to facilitate checking.

It is an extraordinary coincidence that this ratio of 1.618 or
618 iz a ratio which fascinated the ancient Greeks exceed-
ingly. Extraordinary, because they could have had no suspi-
cion that it was connected with the architecture of plants, It
was called by them extreme and mean ratio.

During the middle ages it was given the name Divine Sec-
tion and in fairly recent time, Golden Section.

From experience I have learned that 144 is the highest num-
ber of practical value. In a complete cycle of the stock market,
the number of Minor waves is 144, as shown in the following
table and in Figure 7, Chapter 4:

Number Bull Bear Total

of Waves Market Market (complete cycle)
Major 5 3 8
Intermediate 21 13

34
Minor 89 55 144
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All are Fibonacci numbers and the entire series is employed.
The length of waves may vary, but not the number. Note the
FSS numbers in the following:

— The bodies of humans follow the numbers 3 and 5. From
the torso there are 5 projections — head, two arms and two legs.
Each leg and arm is subdivided into 3 sections. Legs and arms
terminate in 5 toes and fingers. The toes and fingers (except the
big toe) are subdivided into 3 sections. We have 5 senses.

-~ The monkey is the same as a human except that his feet
are the same as his hands, that is, his big toe is the same as his
thumb. Most animals have 5 projections from the torso — head
and four legs, total 5. Birds have 5 projections from the torso —
head, two feet and two wings.

— Music: The best example is the piano keyboard. “Octave”
means eight. Each octave is composed of 8 white keys and 5
black keys, total 13.

— Chemical elements: There are approximately 89 primary
elements.

— Colors: There are 3 primary colors. Blending produces
all other colors.

Miscellaneous Observations:

— The Western Hemisphere is composed of 3 subdivisions,
North, Central and South America.

— In the Western Hemisphere there are 21 Republics, all
of which are members of the Pan-American Union. North
America is composed of 3 countries, Canada, Mexico and the
United States. South America is composed of ten Republics and
three European colonies, total 18. Central America was, previ-
ous to the Panama Canal, composed of 5 Republics.

— The United States was originally composed of 13 states.
Today there are 55 subdivisions as follows: 48 states, District of
Columbia, Philippines, Panama Canal Zone, Puerto Rico, Alaska,
Hawaiian Islands and the Virgin Islands.

— On the Declaration of Independence there are 56 signa-
tures. The original number was 55. The last was added later.

— Main branches of the Federal Government: 3.

— Highest salute of the Army: 21 guns.

— Voting age: 21 years.

— The Bill of Rights contains: 13 points.
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— The colors of the national flag are: 3.

— The Washington Monument in Washington, D. C. (The
cornerstone was laid July 4, 1848.):

Total cost, $1,300,000.

Height of shaft, 500 feet.
Height of capstone, 55 feet.
Base of shaft, 55 feet square.
Top rim of shaft, 34 feet.
Steps of foundation (number):
Windows (two on each side):

The capstone is in the form of a pyramid with a base 34 feet
square and a height 55 feet (ratio .618).

— The Axis was composed of 3 partners. Germany domi-
nated 13 countries in rapid succession but stalled on the four-
teenth, Russia. Mussolini served as dictator for 21 years.

— In 1852 Commodore Perry paid a courtesy visit to Japan
and invited the “Son of Heaven” to abandon absolute isolation-
ism. In 1907, 55 years later, Japan seriously threatened the
United States. In 1941, 34 years later, and 89 years from 1852,
Japan attacked Pearl Harbor.

R R AR



CHAPTER III

HUMAN ACTIVITIES

The expression “human activities™ includes such items as
stock prices, bond prices, patents, price of gold, population, move-
ments of citizens from cities to farms and vice versa, commeodi-
ties prices, government expenditures, production, life insurance,
electric power produced, gasoline consumption, fire losses, price
of seats on the stock exchange, epidemics, and real estate. The
main item of interest is the price of securities, which everyone
should understand, at least to some degree.

It behooves us to prepare for the “rainy day.” Permanent
improvements, such as for example, the construction of build-
ings, conservation projects, roads, bridges, factories, homes, etc.
should await cyclical lows for the double purpose of low cost to
the owner and employment of labor. Fluctuations in economic
welfare are as unfailing as the earth’s revolution.

FOOTNOTES
1 See the charts in the final pages of The Wave Principle.



CHAPTER IV

DISTINCTIVE FEATURES
OF HUMAN ACTIVITIES

All human activities have three distinctive features — pat-
tern, time and ratio — all of which observe the Fibonacci Sum-
mation Series. Once the waves can be interpreted, the knowledge
may be applied to any movement, as the same rules apply to the
price of stocks, bonds, grains, cotton, coffee and all the other
activities previously mentioned.

The most important of the three factors is pattern. A pat-
tern is always in process of formation. Usually, but not invari-
ably, the student is able to visualize in advance the type of
pattern. This facility is furnished by the type of pattern that
preceded. See Chapter 8, “Alternation.”

A perfect diagram of a stock market cycle is shown in Fig-
ures 5, 6 and 7. It is divided primarily into “bull market” and
“bear market.” Figure 5 subdivides the bull market into five
Major! waves and the bear market into three Major waves. The
diagram of the bull market in Figure 6 subdivides Major waves
(0, ® and (3? into five Intermediate waves each. Figure 7 subdi-
vides Intermediate waves 1, 3 and 5 into five Minor waves each.

In Figure 5, the bear market is subdivided into three Major
waves indicated by the letters (&), B and ©. In Figure 6, down-
ward waves (A) and (€ are subdivided into five Intermediate
waves. Wave(B) upward is divided into three Intermediate waves.
In Figure 7, the Intermediate waves are subdivided into five
Minor waves.

In other words, a bear market is the reverse of a bull mar-
ket, except that a bear market has three Major waves down,
whereas in a bull market there are five Major waves upward.
Corrections in both bull and bear swings are more difficult to
learn.

As the discoveries disclosed herein are original, new expres-
sions had to be coined. In order to explain the patterns and their
corresponding expressions, perfect diagrams are shown in vari-
ous degrees. The word “degree” means relative importance, so to
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speak. For example, “Major” degree refers to those waves in Fig-
ure 5. “Intermediate” degree refers to waves in Figure 6. “Mi-
nor” degree refers to waves shown in Figure 7. See Chapter 2 for
numbers of waves.

FOOTNOTES

! The term “Major” is used throughout the next several chapters
as a substitute for the term “Primary,” which was introduced in the
first monograph.

% Elliott has improved the wave labeling system used in the first
monograph.



CHAPTER V
CORRECTIONS

Patterns of corrections are the same, regardless of their di-
rection or size. In a bull swing, corrections are downward or
sidewise. In a bear swing, corrections are upward or sidewise.
Therefore, corrections will be diagramed for both bull and bear
swings. The diagrams first shown apply to upward swings. Dia-
grams underneath apply to downswings and will be “inverted.”
Therefore, whenever the expression “inverted” appears, it ap-
plies to the downward main trend.

In Figures 5, 6 and 7 it will be noted that there are three
degrees of waves: Major, Intermediate and Minor. Likewise there
are three degrees of corrections, as is natural.

There are three types of corrections: Zig-zag,' Flat and Tri-

angle.

Zigzags
Figures 8, 9 and 10 are corrections of an uptrend.

Minor Infermediate

Figure 8 Figure 9
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Major

Figure 10

Figures 11, 12, and 13 are inverted (corrections of a down-
trend).

Figure 11 Figure 12
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Figure 13

Flats

The next illustrations are flats of Minor, Intermediate and
Major degree, both ordinary (Figures 14, 15 and 16) and inverted
(Figures 17, 18 and 19), These diagrams are given the name
“flat” for the reason that their usual appearance is flat. At times,
they slant downward or upward.

As a matter of fact, these patterns might be called “3-3-5."
In the last analysis, they are three wave patterns, i.e., A, B and
C, whereas a bull pattern is a “5-3-5-3-6" for waves 1, 2, 3, 4 and
5.

The pattern of a human being is “5-3-5-3." There are 5 pro-
jections from the torso (head, two arms and two legs); the arms
and legs are subdivided into 3 sections; the ends of arms and
legs are subdivided into 5 fingers or 5 toes; each finger and toe is
again subdivided into 3 sections.

Whether or not wave C of an inverted flat is elongated or
not it still remains corrective. It is possible, however, to know
when an elongated wave C will occur by reading carefully Chap-
ter B, “Alternation.”
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Minor

Figure 14

Figure 16
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Minor

A

Figure 19
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Complex Corrections

A Minor correction would be composed of three waves down,
as in Figures 20 and 21.

Figure 20 Figure 21

A double sidewise correction would be composed of seven
waves as in Figure 22, A triple sidewise movement would have
eleven waves sidewise as in Figure 23.

W AMAAR

S 3 5 7 S0 3 5 7 9 1

[
[

Figure 22 Figure 23

In other words, a sidewise correction to an up trend always
ends in a down wave?, whether it is composed of one, three, seven
or eleven waves. They are named as follows: three waves is a
“single three,” seven waves is a “double three” and eleven waves
is a “triple three.”

The same number of waves upward are corrective, as in
Figures 24, 25 and 26.

/\/WW

Figure 24 Figure 26
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Occasionally these threes are mixed in upward and side-
wise, or downward and sidewise, as in Figures 27 and 28 (double
threes mixed),? and 29 and 30 (double threes upward).

Triangles are composed of five waves, or better said, five
legs. In the larger types, each leg will be composed of three waves
each as shown in Figures 31 and 32.

Correction of up frend Correchion of down trend
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In medium sized types, the fourth
and fifth legs may be composed of one
wave each, as in Figure 33. In the very
small types, the legs are often composed
of just one wave, The main guide to the L
formation of a triangle is the outline, Figure 33
that is, the straight lines drawn across
the tops and bottoms. The student cannot be certain that a tri-
angle is forming until the fifth wave has started.
There are three types of triangles,* shown in Figure 34.

Ascending bottom and
flat top:

Descending top ond
flat bottom:

top and
Hr.::m

Figure 34
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The fifth leg may terminate within or without the outline
of the triangle,’ as in Figures 35 and 36.

Figure 35 Figure 36

The fifth wave should be composed of three waves unless
the triangle is very small. On one occasion a triangle consumed
only seven hours. The largest triangle occurred between Novem-
ber 1928 and April 1942, thirteen years.® This latter movement
will be discussed in other chapters.

The movement subsequent to the fifth leg of a triangle is
called a “thrust.” It will be composed of five waves and in the
direction of legs 2 and 4 of the triangle.

Triangles are infrequent. When they appear, their position
has always been wave 4 of a movement of any degree, up or
down, as shown in Figures 37 and 38.7

thrust, i
3 thrst
5
Figure 37 Figure 38

The fifth wave, which follows a triangle, is called a “thrust”
and is composed of five waves similar to those of waves 1 and 3.
As shown above, the fifth wave exceeds the top of wave 3, as in
Figure 37, or the bottom of wave 3, as in Figure 38,
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FOOTNOTES

! Figures 10 and 13 are actually drawings of “double zigzags,”
which Elliott displays in chapter 6. Either Elliott mis-drew his illus-
trations here or he decided that double zigzags were more common in
Major degree than regular zigzags. For an illustration of a true zigzag
of Major degree, refer to the (A)-(H-C section of Figure 7, as well as
Figure 15 in the Financial World articles and Figure 27 in The Wave
Principle.

1 Elliott overlooked this statement when drawing the illustra-
tions in Figures 27 and 28. He inadvertently left out an additional
“three” in each correction, which cannot therefore serve to reinstate
the t.:andn previously in motion.

Id.

4 The illustrations depict ascending, descending and symmetri-
cal (contracting) triangles. For reasons not stated, Elliott omits dis-
cussion of the reverse symmetrical (expanding) type.

5 The fifth triangle wave may terminate beyond the triangle
boundary, but not beyond the level of termination of the third tri-
angle wave.

6 See footnotes 1-8 in chapter XL

T They are also found in the B wave position.



CHAPTER VI
EXTENSIONS

An extension may appear in any one of the three impulses,
i.e., waves 1, 3 or 5, but never in more than one, as shown in
Figures 39, 40 and 41 (upward) and Figures 42, 43 and 44 (in-
verted).

Figure 42 Figure 43 Figure 44

It will be noted that in each instance there are a total of
nine waves, counting the extended wave as five instead of one.
On rare occasions, an extended movement will be composed of
nine waves, all of equal size, as illustrated in Figures 45 and 46.

Figure 45
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Extensions occur only in new territory of the current cycle.
That is, they do not occur as corrections.

Extensions of Extensions

= | S 5

Figure 47

Extension in Wave 5 and Double Retracement

Extensions are “double retraced,” that is, a correction will
pass over the same ground twice, down and up. It is not neces-
sary to give any consideration to this feature when the exten-
sion occurs in the first or third wave, but only when the extension
occurs in the fifth wave. If the extension occurs in the first wave,
the double retracement will be taken care of automatically! by
waves 2 and 3. If the extension occurs in the third wave, double
retracement will be taken care of by waves 4 and 5. See Figure
48 for illustration of an extension in wave 5 and subsequent
double retracement.

If an extension is of small degree, retracement will occur
immediately. But if it is of Intermediate or Major degree, double
retracement may not occur until the entire advance has been
completed.? When a movement occurs at high speed, the same
territory is retraced at almost the same speed in reverse,
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— S = e e e

Erroneous Counting

The three impulse waves, 1, 3 and 5, are seldom of the same
length. One of the three is usually considerably longer than ei-
ther of the other two. It is important to note that wave 3 is never
shorter than both® waves 1 and 5. For example, when wave 3 is
shorter than either* wave 1 or 5, as in Figure 49, the correct
method of counting is as in Figure 50.

Correct Counting

Figure 49 Figure 50

Note that wave 4 overlapped wave 1, which it should not
do. Overlapping means that the end of wave 4 was lower than
the top of wave 1. Inverted, the example would appear as in

Figures 51 and 52,
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Figure 51 Figure 52

Overlapping within “complex” waves merita careful study.
Occasionally complex waves develop into “double threes” or
“triple threes,” as diagrammed in Chapter 5.

Enlargement of Corrections

It is important to graph a movement in the daily range in
order to know whether or not the first upward movement is com-
posed of three or five waves. The weekly range might not dis-
close this fact. For example, in Figures 53 and 54, an inverted
flat is shown in both daily and weekly range.5 Note that in the
weekly range, the precise composition of the first wave up is not
disclosed, and the student might erroneously assume that it was
composed of five waves in the daily. The weekly range of an
inverted flat would appear as being composed of seven waves,

Daily range o Weekly range
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whereas it would be an inverted flat, i.e., A, B,(1,2, 3, 4,5)C, as
shown in Figure 53.

Similar behavior may occur in zig-zags. A zig-zag does not
elongate, but it may enlarge or double, so to speak, as illustrated
in Figures 56 and 57. Whether a zig-zag is single or double, its
corrective character remains the same.

Daily Renge-Single

W,

Figure 55 Figure 56

Daily Range -Double

Figure 57

Sidewise Movements

As will have been noted, all corrective movements regard-
less of the degree are composed of three waves. Sidewise move-
ments follow the same behavior, and are of the same character,
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corrective. Figure 58 shows two types of sidewise movements®
following an advance. In Figure 59, the main trend is down-
ward.

Main Trend Upward

e

Figure 58

Main Trend Downward

N N\

Figure 59

FOOTNOTES

1 Certainly part of an extension in the first or third wave will be
retraced, but it will not be retraced in the same manner as those
within fifth waves. Only after fifth waves will the first retracement
return as far back as the low of wave two of the extension.

? Degree does not affect patterns. This statement is a reference
to an irregular top that is supposedly followed by double retracement,
and results from Elliott’s odd interpretation of the 1928-1930 period.

: He means, “shorter than wave 1 and shorter than wave 5.”

Id.

5 These figures are hardly flat in appearance. The overall out-
line suggests a double zigzag. This discussion probably results from
Elliott's tendency to count extended fifth waves when in fact the third
is extended, thereby leaving a couple of “extra” waves at the end that
he counted as A and B.

8 The first illustration in each of Figures 58 and 59 is a flat. The
second merely shows the look of any flat when the data filter is not
small enough to show its subdivisions.



CHAPTER VII
IRREGULAR TOPS

B A movement that exceeds the

or top of a fifth wave (the orthodox top)

/ is an “irregular” top (see Figure 60).1

i Suppose that the five waves up in

/ Figure 61 are of Major degree. The

K top of the fifth wave would be the

! A “orthodox” top (OT). The first move-

/ ment from point “5” down would be

Figure 60 composed of three waves and let-

tered “A.” The second movement

would be upward and exceed the top of 5. This movement would

be lettered “B.” Like wave A, it would be composed of three waves.

The next movement would be composed of five waves down and
lettered “C."

Figure 61

Waves A, B and C all constitute one correction, notwith-
standing the fact that the end of wave B may be higher than
wave 5. This occurred between November 1928 and July 1932.2
A perfect understanding of this feature is important.

If wave A is a simple zig-zag, wave B will be an inverted
flat. This is a case where the law of Alternation gives a warning.
“Alternation” is the subject of the next chapter.
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FOOTNOTES

1 An “irregular top” is simply the higher price recorded by wave
B of an irregular flat correction.
2 See footnote 5 in chapter IV of The Wave Principle.



CHAPTER VIII
ALTERNATION

According to the dictionary, alternation is “occurrence or
action of two things or series of things, in turn.” Alternation isa
law of nature. For instance, leaves or branches usually appear
first on one side of the main stem and then on the opposite side,
alternating their position. The composition of the human body
follows the same rule: 5-3-5-3. An endless list of examples could
be cited, but the object of this discussion is the habit of alterna-
tion in human activity.

Bull and bear markets alternate. A bull market is composed
of five waves and a bear market of three waves. Thus, five and
three alternate. The same rule governs in all degrees.

A bull movement is composed of five waves. Waves 1, 3 and
5 are upward. Waves 2 and 4 are downward or sidewise. Thus,
the odd numbers alternate with even numbers.

Waves 2 and 4 are corrective. These two waves alternate in
pattern. If wave 2 is “simple,” wave 4 will be “complex,” and vice
versa. A “simple” correction in the smaller degrees is composed
of one wave downward. The “complex” i composed of three waves
downward or sidewise. See Figures 62 and 63,

Figure 62 Figure 63

In the larger degrees, such as complete bull and bear mar-
kets, the corrective waves are correspondingly larger. Prepara-
tion for the final downswing is often tedious. First there iz a
downward movement of some importance, which I letter with a
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capital A. This is followed by an upward swing and designated
as wave B, The third and last movement downward is wave C.
Wave A may be a zig-zag pattern. In this event, wave B will be a
flat, inverted. If wave A iz a flat, wave B will be a zig-zag, in-
verted. (In any event, wave C will be composed of five waves
down. It may be severe and approach the starting point of the
previous bull market.) Thus, waves A and B alternate.

The thirteen-year triangle furnishes another example of
alternation. From November 1928 to March 31, 1938 is a flat.}
From March 31, 1938 to October 1939 is a zig-zag, inverted. From
October 1939 to May 1942 is a flat.2

An irregular top is one in which wave B exceeds the top of
the fifth wave of the previous bull market, as explained in Chap-
ter 7. Even these alternate. The top of 1916 was irregular, 1919
regular, 1929 irregular, 1937 regular.

Up to 1906, the Rails led upward movements. For 34 (FSS)
years, from 1806 to 1940, the Industrials led upward movements.
Since 1940, the Rails have been leading.

FOOTNOTES

I See footnotes 4 and 5 in chapter XI of Nature's Law.

% Actually, this period is either a “five,” or contains the last part
of a triangle for wave B, then a five-wave C. Either count completes

the A-B-C from 1937. See footnote 8 in chapter XI of The Wave Prin-
ciple.



CHAPTER IX

SCALES

To employ either semi-logarithmic or arithmetic scale and
not the other as a general practice is erroneous and deprives the
student of their value and utility. The arithmetic scale should
always be employed unless and until log scale is demanded.

In a movement of five waves upward, a “base line” is drawn
against the ends of waves 2 and 4, then a “parallel line” against
the end of wave 3. Figure 64 shows the example.

Figure 64

Usually wave 5 will end approximately at the parallel line
when arithmetic scale is used. However, if wave 5 exceeds the
parallel line considerably, and the composition of wave 5 indi-
cates that it has not completed its pattern, then the entire move-
ment from the beginning of wave 1 should be graphed on semi-log
scale. The end of wave 5 may reach, but not exceed the parallel
line. For example, if the same figures were graphed on both
scales, the pictures would appear as in Figures 65 and 66.

When semi-log scale becomes necessary, inflation is
present.! If semi-log scale is used and inflation is not present,
wave 5 will fail to reach the parallel line by a good margin, as
illustrated in Figure 67.



Figure 65

Nature's Law

Figure 67

log Scake
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FOOTNOTES

1 “Inflation” as later defined by Elliott in chapter 12 is not
monetary inflation as we know the term (see footnote 1 in chapter
XII). The deciding factor in arithmetic vs. semi-log channeling is
simply the shape of the wave. If arithmetic scale is correct, then the
move is developing with reference to points advanced. If semi-log
scale 18 correct, the move is developing with reference to percentage
advanced. Anyone can be given the same starting point and ending
point and a specific time frame and draw a perfect Elliott wave on
both arithmetic and semi-log scale.



CHAPTER X
EXAMPLES

Demonstrations of Nature’s Law in previous pages have been
made to facilitate an understanding of the graphs that follow.!

s 8883 B B

Figure 68

Figure 68 is an outline of the Axe-Houghton-Burgess Index
from 1857 to 1932, drawn on semi-logarithmic scale. This is the
largest degree for which records are available. Note the five
waves from 1857 to November 1928, Note the base line drawn
against waves 2 and 4 and the parallel line drawn against wave
3. The end of wave 5 touches the parallel line in November 1928,

The movement as a whole was inflationary; therefore, semi-
log is essential. However, arithmetic scale is essential when
graphing the several bull markets individually.

Note that the decline to 1932 just reached the beginning of
wave 5 in 1896. It was at this 1896 low point that the decline
from 1929 to 1932 stopped — in other words, a normal correc-
tion. Lack of knowledge of past history is the cause of the erro-
neous use of the expression “The Great Depression,” and
therefore emphasizes the vital importance of history in this as
well as all other activities.

Figure 69 is a detail of wave 5 of Figure 68, drawn on semi-
log scale. It is divided into five waves of the next lower degree.
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Figure 69

Figure 70 is a graph of the Dow-Jones Industrials for the
period 1921 to 1928, drawn on semi-log scale. Note the base line
drawn against waves 2 and 4, the parallel line drawn against
wave 3, and that wave 5 just touches same.

The movement from 1857 to
November 1928 is composed of five
waves, as shown in Figure 68. The
fifth wave from 1896 is subdivided
into five waves, as shown in Fig-
ure 69. The fifth wave of this move-
ment, starting from 1921, is again
subdivided into five waves, as
shown in Figure 70. In other words,
the entire movement from 1857 is
subdivided three times.

In Figure 71, the Dow-Jones
Industrial Average is drawn on
arithmetic scale and again? the
amplitude of waves 1 and 3 is 62%
of wave 5.

From 1857 to 1928, there were
seven bull markets and six bear markets, total 13 (FSS).? All
bull markets from 1857 to 1928 were normal in extent. Remem-
ber that from 1921 to 1928 there were three bull markets and
two bear markets, not one bull market. The two bear markets
were sub-normal.

Figure 70
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The time factor is important because it usually confirms
and conforms to the pattern. For example, from 1928 to 1942 is
13 (FSS) years. From 1937 to 1942 is 5 (FSS) years. Both periods
end simultaneously. The entire movement from 1928 to 1942 is
one pattern, a triangle. Each wave of the triangle is 62% of its
predecessor. All three factors — pattern, time and ratio — are
perfect, and in accordance with the Fibonacci Summation Se-
ries. See Figure 71.

In the previous pages, Nature's Law has been explained.
The numbers of the FSS apply in three ways: number of waves,
time (number of days, weeks, months or years), and ratio of the
FSS numbers, 62%.

FOOTNOTES

1 For a look at the Grand Supercycle, see Figure 1 of “The
Future Pattern of the Market” in the Selected Essays section of this
book, as well as Figure 98 in the final pages of Nature’s Law.

I “Again,” meaning as in the 1896-1928 advance shown in Fig-
ure 69 and the 1932-1937 advance shown in Figure 72. This recur-
rence is remarkable.

8 Apparently Elliott is counting the first wave up as one bull
market and the third and fifth waves up as three bull markets each.
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CHAPTER XI
THE THIRTEEN YEAR TRIANGLE'

The orthodox top of November 1928 is 299; the bottom of
1932 is 40; net travel: 259 points. The travel from 1932 to 1937 is
from 40 to 195, net 155 points. The ratio of 155 to 259 is 60%.

From the orthodox top of November 1928 to July 1932 is
wave (1) of the thirteen-year triangle. From July 1932 to March
1937 is wave (2) of the triangle, as shown in Figure 71. From
March 1937 to March 1938 is wave (3) of the triangle.

This index moved to 195 in March 1937 for reasons other
than pattern, ratio and time. The advance from 1921 to 1928
was an extension of the fifth wave starting in 1896. As shown in
Chapter 6, an extension is “doubly retraced.” The decline to 195,
from September to November, 1929 was part of the first retrace-
ment. The advance from 40 to 195 during 1932 to 1937 com-
pleted the double retracement.? Note the precise meeting at 195
of November 1929 and March 1937 in Figure 71.

It should be emphasized that the amplitude of the move-
ment from 1932 to 1937 of 155 points is not that of a typical bull
market.? Its extent was forced by the four powerful technical
forces described above, i.e.,

— The necessity of recovering 62% of the down movement

from November 1928 at 299 to July 1932 at 40.

— To complete double retracement of the 1921-1928 exten-

giomn.

— The time element, sixty months or 5 years.

— Pattern.

In fact, the movement complied with four requisites — wave
pattern, amplitude, double retracement and time — all of which
are based solely on FSS,

The ratio of amplitude of the 1921-1928 period is such that
the advance of waves (1) and (3) traveled 98 points, or 62% of
wave (3), 160 points.

Note the horizontal lines across the bottom of Figures 71
and 72;

— 1921 (beginning of inflation) to 1942 (end of deflation):

21 years.
— 1921 to 1929: 8 years (62% of 13 years).
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— July 1921 to November 1928: 89 months.

— September 1929 to July 1932: 34 months.

— July 1932 to July 1933: 13 months.

— July 1933 to July 1934: 13 months.

— July 1934 to March 1937: 34 months.

— July 1932 to March 1937: 5 years.

— March 1937 to March 1938: 13 months.

— March 1937 to April 1942: 5 years.

— 1929 to 1942: 13 years (62% of 21 years).

The pattern and description of triangles are shown in Chap-
ter 5. The triangle between November 1928 (the orthodox top)
and April 1942 is the symmetrical type. It differs from the ordi-
nary type because it is composed of two patterns, flat and zig-
zag. First there was a flat, then a zig-zag and again a flat.* This
was necessary because of its immense size, the alternation of
patterns, the necessity of advancing to 195 in 1937 in order to
complete a double retracement of the inflationary extension from
1921 to 1928, the necessity of completing its pattern by 1942 (21
years from 1921), the necessity of maintaining the ratio of 62%,
and the necessity of retracing the entire fifth wave from 1896 to
1928, all of which is a very large order.

FLAT |

M \«/ﬂ«/\

— . — —

r
Nov 1928 to Mar. 1938 Mo 3810 Oct 39'0ct 39 fo April 42

Figure 73
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The thirteen-year triangle from 1928 to 1942 was composed
of three patterns, as follows:

— November 1928 to March 1938: a flat® (triangle waves

(D, @, and Q).

— March 1938 to October 1939: a zigzag, inverted (triangle

wave (@)

— October 1939 to April 1942: a flat (triangle wave (3)).

Note the alternation of patterns: flat, zig-zag and flat. Many
other examples of similar nature could be cited. Both the flat
and the inverted zig-zag are described in Chapter 5. They and
the corresponding triangle wave are reproduced in Figure 73.

Figure 74 is a graph on arithmetic scale of the Dow-Jones
Industrial Average from November 1928 to April 1942. Each
vertical line represents the monthly range.

Triangle wave (I) from 1928 to 1932 is composed of waves
(&), @ and ©. Wave (4 is composed of three waves down from
November to December, 1928. They were fast and therefore vis-
ible only in the daily range. Wave (B is an irregular top in the
form of an inverted flat. Wave (C) is composed of five waves down
from September 1929 to July 1932 (see numbers on chart), and
consumed 34 months.

Triangle wave (2) from 1932 to 1937 is a typical bull pattern
because it is composed of five waves.® However, due to its abnor-
mal size, it may be classed as an inverted flat” of very large
degree because it forms part of a “corrective.” Wave (I) consumed
O years.

Triangle wave (3) was down in five waves from 1937 to 1938
and lasted 13 months. Triangle waves (1), (2), and (3) therefore
constitute a flat, from November 1928 to March 1938.

Triangle wave (3), 1938 to 1939, is an inverted zig-zag.

Triangle wave () from 1939 to April 1942 is a flat.® It droops
and is very long. Its extreme length was necessary in order to
coincide with the overall time period of 13 years from 1928 and
21 years from July 1921,

As stated in Chapter 5, the fifth wave of a triangle may or
may not be confined within the outline of a triangle. In this case
it exceeded the outline.? Nevertheless, it is a perfect flat of three
waves, marked (), B), and ©. Wave (B is 62% of wave (3) and
62% of wave ©. In other words, waves (3) and (€ are the same
length.
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FOOTNOTES

! Elliott’s troubles with interpretation in this velume are due
almost entirely to the concept of the thirteen-year triangle. While
many of the features in the 1928-1942 period are fascinating, and
while the concept helped Elliott call a major low in 1942, the thir-
teen-year triangle concept as such is invalid. The main problems are
that the 1932-1937 rise is a “five” and the 1937-1938 decline is a
“five,” thus eliminating them as possible triangle legs since all tri-
angle legs must be “threes.” The most persuasive argument that a
triangle had formed was the series of .618 retracements, all within
perfectly converging trendlines, an occurrence that was indeed quite
uncanny. However, this phenomenon can oceur across different waves
(as it did from 1976 to 1979), and is not enough justification, by itself,
to claim that a true triangle is being formed. Unfortunately, Elliott
had made up his mind on an irrelevant point outside the Wave
Principle, namely that 1929-1932 was too short a time period to
correct the previous Supercycle. This assumption led him to the
thirteen-year triangle interpretation, which in turn led him inte
trouble with the basics of wave form, as he tried to fit the subwaves
into his predetermined concept. This error of interpretation should
not detract from the reader’s enjoyment of Elliott's fascinating dis-
coveries and analysis with regard to the period after the 1929 peak.

? While these turning points are not coincidence, tying them to
the “double retracement” rule, at least as it is stated in theory, seems
to be stretching the rule too far. The extension within the fifth wave
of the 1921-1928 rise was doubly retraced as necessary, the top part
by Elliott’s A and B, and the rest by 1 of C and 2 of C. The reason that
the entire 1921-1928 rise failed to doubly retrace entirely by means of
an irregular correction is that, as Frost and I have concluded, 1921-
1929 was not itself an extended wave. The extended wave in the 1857-
1929 sequence was the third, as is normal. Therefore the fifth would
have no reason to be doubly retraced by an irregular top. The fact that
the first retracement covered more than the entire fifth wave is
further evidence that the wave was not an extension. Even if we were
to consider it an extension, the ensuing fifth Supercycle wave would
constitute the second retracement eventually. Still, the action of the
market after the 1929 peak is intriguing, and one can see why Elliott
considered his double retracement rule satisfied.

* True. This is the most dramatie bull market in U.S. history in
terms of percentage increase over time.

4 Elliott is describing all of the first three waves together as a
flat because the third wave of the triangle is so undeniably a “five.”
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5 Elliott breaks his own rules in this interpretation. If 1937-
1938 is the “C" leg of a flat, it must be a “five.” If it is a leg of his
triangle, it must be a “three.” He shouldn't be able to have it both
ways.

& Absolutely. You will notice that in Figures 72 and 74, Elliott’s
labels are not congistent with his triangle thesis, but with the correct
interpretation.

" Frost and [ discuss this error in our book. It is possible to
rationalize any five-wave move as a “three,” but only at the expense of
the utility of the Wave Principle and what we call the “right look.”
Flats are so called because they are flat. The B wave of a flat always
recedes deep into A-wave territory. In a five-wave move, there is no
overlapping of waves, by definition. Therefore the 1932-1937 advance
must be classified as a “five.”

8 Again, flats are flat and should not “droop.” Actually it is a
five-wave decline, with no overlapping, finishing off the zigzag that
began in 1937. To count it correctly, put 1 where Elliott has a, 2
where he has b, 3 where he has (3), 4 where he has (8 and 5 where he
has ©. There is a slightly better count invelving a triangle. Begin-
ning at the 1938 low, put () where Elliott has (), (B) where he has the
next (), (C where he has the next (B, (I) where he has 1, and (1) where
he has 2. This triangle is wave B of the zigzag from 1937, with the
decline from its end then being wave C, which subdivides nicely into
a “five.” This count is illustrated below.

? It also exceeded the low of wave three of the triangle, which it
should not do.

- © 1994 Robert R. Prechter, Jr.
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CHAPTER XII
INFLATION

The term “inflation” is defined in the dictionary as “exten-
sion beyond natural limits.” One bull market does not exceed
“natural limits.” A series of bull markets, one above the other,
would be “beyond natural limits.” One bull market would not be
“above another” were it not for sub-normal intervening bear
markets,

Inflation® occurred during the 'Twenties because of sub-nor-
mal bear markets. During this period there were three normal
bull markets and two sub-normal bear markets, total five. Warn-
ings of inflation occurred in the following order: normal wave 1,
sub-normal wave 2, normal wave 3, sub-normal wave 4, and pen-
etration of the parallel line by wave 5 on arithmetic scale (see
Chapter 8, Figure 65).

Figure 75 pictures a normal bull market and a normal bear
correction (waves a, b and ¢) which penetrates the base line sub-
stantially. Figure 76 pictures a sub-normal bear correction that
barely penetrates the base line.

Figure 76

Figure 77 shows the Dow-Jones Industrial Average from
1921 to November 1928 on arithmetic scale. Wave 5 penetrates
the parallel line. Penetration of the parallel line demands that
the entire picture from 1921 should be graphed on log scale.
Figure 78 pictures the same average (monthly range) on log scale.
Wave 5 touches but does not penetrate the parallel line.
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Figure 77 Figure 78

There are three methods of ascertaining in advance at what
point, and at what time inflation will terminate: that described
above, ratio (described in Figure 71), and time (described in Fig-
ure 71).

FOOTNOTES

1 Elliott is using a certain dictionary definition of inflation, not
the monetary one. By his definition, “inflation” occurs in a market
that undergoes acceleration in terms of points advanced per unit of
time. See footnote 1 in chapter IX.



CHAPTER XIII
PRICE OF GOLD

Another example of the importance of differentiating be-
tween the virtues of arithmetic and log scale is the price of gold.
The graph of this item covers one bull market from 1250 to 1939,
nearly seven centuries. In Figure 79, wave (2) is simple and wave
(@) is complex. Note the letters (&), B and © of wave (@).
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Figure 79

In Figure 79, plotted on arithmetic scale, the price line ex-
ceeds the parallel line, therefore semi-log scale is demanded as
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168 )

1250 1939 2300
Figure 80

shown in Figure 80. The parallel line on logarithmic scale indi-
cates the final top of inflation of any human activity.! When an
advance of five waves is completed within the channel on arith-
metic scale, inflation does not exist.

The gradual rise of wave (1) in Figure 79 suggests that the
market price of gold during that period was “free,” that is, not
fixed by any authority. Thereafter advances were abrupt and
corrections sidewise, which indicates that the price was domi-
nated by some authority, presumably political. Corrections may
move sidewise, downward, or downward and sidewise as shown
in wave (3 of Figure 79.

Under the law herein described, when a pattern has been
completed as indicated in Figure 80 on log scale by the contact
of wave (5) with the parallel line, no further advance in price
will occur until after the price line has penetrated the base line
at some point. Therefore, the probability is that the present price
of gold, 168 shillings, will remain stationary, at least until it
contacts the base line about the year 2300, as indicated by the
junction of the dashed lines at the extreme right of the graph.?



Nature’s Law 269

FOOTNOTES

! True, if it is drawn using properly selected wave termination
points.

2 Some people have made a career of deriding Elliott for this
conclusion. Perhaps he should have avoided commenting from such
sketchy data. Certainly he should have been less dogmatic and de-
scribed alternative possibilities. Regardless, there is no problem for
the Wave Principle or its practice, since the penetration of the upper
paralle] line immediately suggested an extended third wave in devel-
opment.



CHAPTER XIV
PATENTS

The expression “human activities” includes every activity,
not only the stock market, but production, life insurance, move-
ments from cities to farms and vice versa, etc. as shown in mis-
cellaneous items listed in Chapter 3.

Occasionally some rather unusual items present themselves,
such as for example patents, which is a human activity but not
emotional.! Figure 81 is the record of applications for patents
from 1850 to 1942. Note the five waves. The fifth wave extended
from 1900 to 1929. The Industrial Average followed the same
pattern during almost the same period (see Figure 82). Note the
“correction” of patents from 1929 to 1942 in three waves, A, B
and C. Stocks followed the same pattern during the same pe-
riod, except that from 1928 to 1942 the “correction” was a tri-
angle instead of three waves A, B and C.

In early days, farming was the principal occupation. Here
and there a farmer might own a store or manufacture some-
thing as a sideline. Manufacturing was on a piece-work basis
and performed in the home. Natural resources, climate, genius
and democracy in the United States required the formation of
corporations to finance individual initiative. Inventions and the
introduction of machinery gradually changed everything. The
Louisiana Purchase, the conquest of California, the acquisition
of Texas and Oregon, together with settlement of boundaries
with Mexico and Canada, added immensely valuable territory.

Genius was (and still is) the principal asset. This is demon-
strated by the graph of patent applications from 1850 to 1942,
Note that the pattern coincides with that of the stock market.
The United States is radically different from any other country
in one vital aspect: our ancestors hail from all parts of the world.
They were dissatisfied with tyranny and politics of their home-
lands and came here to enjoy liberty and develop their genius.
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FOOTNOTES

1 The Wave Principle tracks more than emotional phenomena
because it is also a record of the progress of Man, which is arguably
patterned after his collective emotional swings. It can even be postu-
lated that the moods reflected by the averages cause progress; pre-
sumably Man will produce more and invent more when the dominant
mood is “up” rather than “down.”



CHAPTER XV
TECHNICAL FEATURES

The movement of one activity is seldom, if ever, a reliable
guide for another. Figure 83 shows graphs of three indices —
the London Industrials, the Dow-Jones Industrials and produc-
tion in the United States. All are plotted from 1928 to January
1943. Production figures are from the Cleveland Trust Company.

The Dow-Jones Industrials (middle graph) registered a five-
wave triangle from November 1928 (the orthodox top) to April
1942. The amplitude of each of the second, third and fourth waves
of the triangle to its predecessor is approximately 61.8%. The
existence of the triangle is proved by its outline, the time ele-
ment, the composition of each wave, and the uniform ratio of
each wave to its predecessor. High speed inflation from 1921 to
1929 (8 years) caused the rapid decline to 1932 (34 months).
These, in turn, caused the symmetrical triangle, which simu-
lates a pendulum coming to rest.

The triangle disregarded the following events, which oc-
curred during its 13-year period: reversal from Republican to
New Deal administrations, devaluation of the dollar, repudia-
tion of the gold clause in Government bonds, the shattered two-
term precedent, the second World War which started in 1939,
and the rise in production, the index of which started upward in
1938 and finished its pattern of five waves in June 1941.

The London Industrials (top graph) did not follow New York
stocks in 1929. This index registered tops in January 1929 at
140 and in December 1936 at 143. The lows in 1932 and 1940
were the same, 61. From 1940 to January 1943, this index ad-
vanced to 131. Between January 26 and July 28 1939, the Lon-
don Industrial Average formed a triangle.

London stocks invaded the stratosphere in 1720, 1815 and
1899, approximately 89 years (FSS) apart. When and if English
stocks should inflate, it does not follow that ours will do so.

A production index prepared by the Cleveland Trust Co.
(bottom graph) registered tops in June 1929 at 116 and in 1936
at 112, and a low in 1938 at 63. From 63, a complete advance of
five waves finished its pattern in June 1941, before the D-J In-
dustrials started up from the end of the triangle in April 1942,
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During the period from 1857 to 1928, we participated in
three wars, Civil, Spanish and World War 1. Nevertheless, the
pattern of the Supercycle movement was perfect, as demon-
strated elsewhere.

Stocks and commodities have never inflated in unison.
Therefore, if commodities explore the stratosphere, it does not
follow that stocks will do likewise at the same time. Commodi-
ties inflated in 1864 and 1919, 55 years apart.!

The worthlessness of news is demonstrated in the next chap-
ter.? A finaneial writer said:

“The fact that security prices have been advancing on the
good news from Salerno and that they reacted in August on
similar good news from Sicily leads students to conclude that
the August reaction was due chiefly to technical considerations
rather than to military happenings.”
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One day, London experienced a severe “blitz.” London stocks
advanced and New York stocks declined. Financial writers in
both places stressed the blitz as the cause. At the time, London
was in an uptrend and New York in a downtrend. Each followed
its pattern regardless of the blitz. The same wave behavior oc-
curred following Mussolini’s exit on July 25.

The above analysis proves that technical factors govern the
market at all times.

FOOTNOTES

1 And again in 1974! In terms of years, the Fibonacci number 55
is the length of the so-called Kondratieff Wave of economic activity.
2 Actually, chapter XVIL



CHAPTER XVI
DOW-JONES RAIL INDEX

An examination of the Rail index is interesting, informa-
tive and profitable. Transportation is the most important hu-
man factor in our economy because of the great distances between
borders since the Louisiana Purchase, the settlement of bound-
aries with Mexico and Canada, and the additions of Texas and
California.

aB =

838

Figure 84

The bottom graph in Figure 84 is the ratio of the Rail index
to the Industrial index from 1906 to January 1944. This demon-
strates that, in relation to the Industrials, the Rails were per-
sistently weaker from 1906 to 1940 (34 years). The causes of
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this behavior were the excessive proportion of bonds to common
stocks, the Panama Canal which opened for business in 1914
(1906 + 8 = 1914), and the automobile and the airplane. These
three factors resulted in weakness of both rail bonds and stocks
to such an extent that in 1940, one third of rail mileage was in
receivership and another third on the borderline.

The second World War temporarily removed Panama Ca-
nal competition and otherwise increased rail revenue, both pas-
senger and freight. The extraordinary revenue that the Rails
enjoyed since 1940, especially after Pearl Harbor, enabled the
railroad companies to reduce their bonded indebtedness, and in
consequence, fixed charges. This benefit is permanent. See
Figure 85,
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deficit,” , , , | ratio low point in 1940, and from
1940 °4) 4243 then to July 1943 advanced as
Figure 85 shown in Figure 86. The Indus-

trials bottomed two years later
in April 1942, at the end of the thirteen-year triangle.

During the 34 (FSS) year period between 1906 and 1940,
the Rails reversed downward before the Industrials and reversed
upward after the Industrials. Since 1940, this practice reversed;
that is, the Rails have been first to reverse upward and last to
reverse downward. This practice may continue for some years.



CHAPTER XVII
THE VALUE OF NEWS

Wall Street has an adage that “news fits the market.” This
means that, instead of the news “making the market,” the mar-
ket foresees and appraises the importance of the underlying
forces that later may become news. At best, news is the tardy
recognition of forces that have already been at work for some
time and is startling only to those unaware of the trend.

The forces that cause market trends have their origin in
nature and human behavior and can be measured in various
ways. Forces travel in waves, as demonstrated by Galileo, New-
ton and other scientists. These forces can be computed and fore-
cast with considerable accuracy by comparing the structure and
extent of the waves,

The futility in relying on anyone's ability to interpret the
value of any single news item in terms of the stock market has
long been recognized by experienced and successful traders. No
single news item or series of developments can be regarded as
the underlying cause of any sustained trend. In fact, over a long
period of time the same events have had widely different ef-
fects, because trend conditions were dissimilar.

This statement can be verified by a casual study of the forty-
five year record of the Dow-Jones Industrial Average. During
that period kings have been assassinated, there have been wars,
rumors of wars, booms, panics, bankruptcies, New Era, New
Deal, “trust busting,” and all sorts of historic and emotional de-
velopments. Yet all bull markets acted in the same way, and
likewise all bear markets evinced similar characteristics that
controlled and measured the response of the market to any type
of news as well as the extent and proportions of the component
segments of the trend as a whole. These characteristics can be
appraised and used to forecast future action of the market, re-
gardless of the news.

There are times when something totally unexpected hap-
pens, such as an earthquake. Nevertheless, regardless of the
degree of surprise, it seems safe to conclude that any such de-
velopment is discounted very quickly and without reversing the
indicated trend under way before the event,
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One of the safeguards in this respect is the willingness of
experienced traders to “sell on good news and buy on bad news,”
especially when such news runs counter to the prevailing trend.
This factor tends to upset the expectancy of the public for the
market to react directly and in the same manner to similar news
at different times.

Those who regard news as the cause of market trends would
probably have better luck gambling at race tracks than in rely-
ing on their ability to guess correctly the significance of out-
standing news items. Mr. X.W. Loeffler of Westwood, New Jersey,
publishes a graph of the Dow-Jones Averages listing the impor-
tant news events in chronological order (price $1). Examination
of this graph shows clearly that the market has advanced and
declined on the same kind of news. Therefore, the only way to
“see the forest clearly” is to take a position above the surround-
ing trees.

War starts worldwide forces so powerful that they would
seemingly dominate all other considerations and drive the mar-
ket farther and farther in the same direction. At various times
war incidents receive front page display. Sharp breaks in the
market during August and September, 1937, again in March,
August, and September, 1938, and in March-April 1939 all coin-
cided with war developments. Yet when war was actually de-
clared on September 1, 1939, the market advanced violently on
tremendous volume. The only satisfactory explanation for this
curious behavior is derived from the technical position of the
market cycle at these times.

In 1937, 1938 and early 1939, the market had completed
important rallies and was resuming the downward trend at the
time of the war incidents. Consequently, these “war scares” were
construed bearishly and served simply to accelerate the down-
ward trend. On the other hand, the market was in an entirely
different position in September 1939 when the war started.
Charts show that a downward phase started in the latter part of
July 1939, as a correction of the upward movement from mid-
April of that year. This downward phase was fully completed a
week before September 1, and in fact the market advanced briskly
during this short period about ten points from the wave bottom
of August.
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On the actual announcement of the war, the market fell
sharply during the day to a level fractionally below the August
bottom and then bounded upward with amazing speed. Those
who bought selected stocks at the bottom in August and on the
secondary war-scare bottom reaped large profits compared with
those who tried to buy stocks in the wild scramble that followed.
The late comers in most cases were sorry they had bought, be-
cause they paid top prices and sold out at substantial losses.
Actually, the peak of the market for the steels and other pri-
mary war stocks was reached in less than two weeks after the
start of war. Since then, the market has more consistently placed
a bearish construction upon the outlook for war stocks and war
profits because of the broad bear cycle, which was resumed in
the fall of 1939. In contrast, the effect of World War 1 (1914-
1918) was primarily bullish due to the type of price cycle from
mid-1913.

When France collapsed early in June 1940, most people felt
that the war would be very short and Hitler would inevitably
overrun England. Waves, however, had indicated in May, when
the Dow-Jones Industrial Average reached 110.61, that the worst
of the phase was over and that stocks should be bought for a
substantial intermediate recovery. Even in the midst of the
highly emotional news from Europe during the first half of June,
the Average reacted only to 110.41,

At the time of the November 1940 election, sensational news
announcements were published regarding huge expenditures to
be made for defense and to aid England. Most economists and
observers reasoned this would set inflationary forces in motion,
and bought stocks. At the same time, however, waves indicated
that the inflation would not benefit stocks from a price stand-
point, and the upward movement since June having been com-
pleted, much lower stock prices would develop. Subsequently,
the market declined nearly fifty points.

The general belief that current news affects the market is
widespread and even exploited. If current news were respon-
sible for fluctuations, cycles would not occur. Whenever one is
inclined to believe in “news,” I recommend careful review of the
pattern and wave ratios in Figure 71, then recall the events and
opinions expressed at numerous times during that twenty-one
year period.



CHAPTER XVIII

CHARTING

Students might benefit by detailed suggestions which I have
found essential. Model charts are shown in Figure 87.

Accurately observing the lower degrees of waves of a move-
ment requires the daily range of price fluctuations. This high-
low range was inaugurated by Dow-Jones in 1928,

The chart spacings recommended for the purpose of em-
phasizing price fluctuations are a vertical quarter inch for one
point of the Industrial Average, a vertical half inch for one point
of the Rail Average, and a vertical half inch for one point of the
Utility Average. Such spacings on a chart facilitate accurate
interpretation. The quarter inch scale is subdivided into fifths,
thus eliminating any guesswork as to the exact spot at which to
locate the daily range and hourly record.

Likewise it is important to space the distance between days
as shown on the model charts. When each vertical line of the
chart is employed, instead of every other line, the result is that
lines of the price range are too cramped for comfortable reading.
Do not leave any space for holidays or Sundays.

Precisely the same scale and forms are recommended for
the hourly record — one quarter of an inch horizontally for a
session of five hours, or one of the smallest squares for each
hour. Do not leave any space following a two hour session on
Saturday. Do not show the opening figure. The high-low range
for the day should be shown at the end of the last hour of each
session. All of these recommendations are portrayed in Figure .
87.

Never economize in chart paper at the expense of clarity.

When a movement begins on one sheet and terminates on an-
other, clarity is jeopardized. The same is true when a movement
is discontinued at the top of the sheet and started again at the
bottom.
Chart paper which will properly clarify interpretations of
waves is manufactured by Keuffel & Esser, and is for sale by
them and by large stationery stores. It is available in these sizes:
by the yard 20" wide, in sheets 8 1/2" x 11," and in sheets 10" x
15." Two weights of paper in all three sizes are offered.
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It is suggested that charts 10" x 15" be used, and that not
more than two averages be charted on one sheet. For example,
on one sheet 10" x 15" the daily range of the Industrials and
daily volume should be shown, and on another sheet 10" x 15,"
the daily range of the Rails and Industrials. Use two other sheets
10" x 15," one for the hourly record of the Industrials and the
hourly volume of the whole market, and another for the hourly
record of the Rails and Utilities, a total of four sheets for the
entire program.
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For individual stocks and commodities, the same general
recommendations apply except that the chart paper should be
subdivided by fourths instead of fifths.’

The weekly range should be charted on forms of the largest
gize charts available in order to cover a long period, one for an
entire cycle. The monthly range, especially of the averages and
groups, is important for observing complete cycles.

Figures 53 and 54 in Chapter 6 demonstrate the value of
the daily range in order to establish beforehand the extent and
pattern of the weekly range. In like manner, the weekly range
assists in establishing the extent and pattern of the monthly
range. The monthly range assists in establishing the extent of
eycles. Likewise, the monthly range facilitates observances of
monthly time periods and ratio of waves.

In Figure 87, the vertical allowance for the Industrials is
one point per quarter inch. The Rails and Utilities are allowed
one point per half inch. The weekly range may be reduced to two
points per quarter inch for the Industrials and one point per
quarter inch for the Rails and Utilities. The monthly range may
be reduced still further.

On the actual chart paper the cross ruled lines are pale green
in color, and it will be noted that the chart patterns, which are
drawn in black ink, are accentuated against the pale green back-
ground, which is highly advantageous in reading waves.

FOOTNOTES

! For prices expressed in eighths and gquarters rather than deci-
mals.



CHAPTER XIX

INVESTMENT TIMING

Timing is one of the chief elements in the universe. We sepa-
rate the times of the year into seasons: spring, summer, fall and
winter. We recognize the daylight as the time of activity and the
night time for relaxation and rest.

In the matter of investment, timing is the most essential
element. What to buy is important, but when to buy is more
important. Investment markets themselves progressively fore-
tell their own future. Waves indicate the next movement of the
market by their patterns, whose beginnings and endings are
susceptible to definite and conclusive analysis.

Nature’s Law embraces the most important of all elements,
timing. Nature's Law is not a system or method of playing the
market but a phenomenon which appears to mark the progress
of all human activities. Its application to forecasting is revolu-
tionary.

If one had invested $1,000 in long-term Government bonds
in January 1932 and sold in June 1939, a total profit of $5000
(including interest and appreciation) would have resulted in the
89-month period. In January 1932, the yield on market value of
Governments was 4%. In June 1939, it was only 2%. As for the
stock market, an investment of $1,000 in July 1932 would have
been increased by March 1937 to approximately $5,000 without
taking dividends into account. This statement is based on the
per cent change in the popular averages.

The importance of accurate forecasting has resulted in an
immense increase in the use of statistics. A comparison of files
of newspapers of fifty years ago with those of today will be a
revelation in this respect. Millions are being spent to find a sat-
isfactory forecasting device, but the search will be fruitless with-
out recognition of the fact that the habit of the market is to
anticipate, not to follow.



CHAPTER XX
SELECTION OF TRADING MEDIA

Chapter 19 demonstrated that the factor of first importance
in stock trading is timing, that is, when to buy and sell. The
factor of next importance is what stocks to trade. To guide you
in selecting securities (either stocks or bonds) in which trading
is contemplated, you should keep uppermost in mind all of the
following fundamentals.

Fluctuations and Income

Fluctuations in market value of any security are much
greater than its income yield, therefore the paramount factor is
the preservation and appreciation of principal as a result of price
fluctuations.

Bull Market Tops

In bull markets, each group of the 55 Standard Statistics
list shows tops made at different times, like a fan. Bull markets
are those which develop five Primary waves during a period of
about two years.! During such a period, the several groups tend
to move rather uniformly, being propelled by the powerful force
of the cycle.

Bear Markets

Usually the duration of a bear market is longer than the
previous bull market.? During the severe and relatively short
duration of the decline from 1929 to 1932, the very best stocks
and bonds, as well as the lower grades of both, had to be liqui-
dated regardless of their real value. Many traders gained the
erroneous impression that the bottoms of all bear markets should
repeat that performance.? Research indicates many years will
elapse before such a drastic decline may be expected.

The final bottoms of bear markets are conspicuous by bot-
toms of nearly all groups being made simultaneously. This
is just the reverse of tops in bull markets. During bear markets,
powerful leadership is less pronounced, and this is especially
true during rallies. During bear swings, the market as a whole
and the several groups become more sensitive to current events
and extraneous factors.
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Previous Experience in Trading

Many traders acquire prejudices against certain stocks be-
cause of previous unfortunate experiences. To pursue such a
course, the trader would eventually find no group free from ob-
jection.

Inactive Stocks

A stock that is frequently or occasionally inactive should be
avoided for trading, the reason being that waves are not regis-
tered. Inactivity clearly indicates that the stock does not enjoy
thorough distribution, or else it has reached the fully-developed

stage.
Inside Tips

Usually inside tips from well-intentioned friends refer to
inactive and low priced stocks. It is preferable to confine one’s
trading to stocks that are always active.

The Age of Stocks

The life of a stock usually has three stages. The first is the
youthful or experimental stage, during which such stocks should
be avoided as they have not been properly seasoned. The second
is the creative stage. Stocks that fall within this category have
reached healthy development, thus making them a desirable
medium for trading, provided they are thoroughly seasoned. The
third or grown-up stage represents the period of fullest develop-
ment. Dividends may be uniformly reliable and fluctuations
narrow. For these reasons, the certificates become lodged in
portfolios and therefore the stock is less attractive for trading
purposes.

In summary, when the pattern of a reliable average is fa-
vorable, follow these recommendations:

1) Select the groups which perform in harmony with the

average.

2) Then select the stocks that move in sympathy with these

groups.

3) Always choose stocks that are constantly active, medium

priced and seasoned leaders.

4) Diversify funds, i.e., employ more or less an equal num-

ber of dollars in from five to ten stocks, not more than one
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stock of a group (for example: General Motors, United Air-
craft, U.S. Rubber, U.S. Steel, New York Central, and Con-
solidated Edison).

FOOTNOTES

L A bull market is any advance that contains the necessary five
waves. Defining the term “bull market” or “bear market™ by duration
or percentage price change is arbitrary.

1 think this is an unintentional misstatement. Bear markets
are almost always shorter than bull markets, and over the long run
tend to run about 61.8% of the time required for bull markets (see
chapter 4 of Elliott Wave Principle).

¥ The same expectation is prevalent today. With the crashes of
1969-1970 and 1973-1974 behind us, most are currently looking for
an “instant replay” at the next four-year cycle low. Few can envision
the possibility of a less “oversold” bottom, despite the fact that the
wave position suggests that, as Elliott puts it, “many vears will
elapse before such a drastic decline may be expected.”



CHAPTER XXI

PYRAMIDIC SYMBOLS
AND HOW THEY ARE DISCOVERED

By permission of the Landone Foundation, I quote three
paragraphs from pages 134 and 135 of Mr. Landone’s book,
Prophecies of Melchi-Zedik:

The total distance around the base of the Pyramid is
36,5624.22 Pyramid inches. This is exactly 100 times 365.2422,
the number of days in our solar year.

The height of the designed Pyramid is 5,813.02 inches.

These mystic wise men formulated systems of measures of
quantity, time, weight and length, and squares and cubes of
the lengths. Since all of these are based on the length of the
side of the square, and since that length was derived from the
circle whose circumference was equal to the days of the solar
year, and since the time of revolution of earth around the sun
is eternal, these mystics created the only system of measure-
ment forever exact and eternally the same.’

Having ascertained the circumference of the Great Pyra-
mid Gizeh at its base, the investigators cast about for some known
fact that would correspond. In this instance, it was the number
of days in a year, down to the last fraction. In other words, two
facts are associated, and thus establish the purpose of the sym-
bol from which forecasts may be made.

I discovered rhythm in human activities and later learned
that it is symbolized in the Great Pyramid. Egyptologists failed
to recognize this symbol because they were not aware of rhythm
in nature and human activities. This symbolism is described in
Chapters 1 and 2, and demonstrated in Chapters 8 through 14.

My contribution to pyramidic symbolism follows, in the
order named:

1) Discovery of patterns, degrees and numbers of waves.

2) Association of the Fibonacci number series, Hambidge's

discoveries in its application to art and botany, and Pythago-

ras and his eryptic diagram.
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3) Diagrams of the Great Pyramid from all angles.

4) Correlation of the Fibonacci ratio and the elevation of
the pyramid — 5,813 inches (which is composed by the three
basic numbers of the Fibonacci Summation Series: 5, 8 and
13) — to the base of the pyramid.

8) Application of the Summation Series to human activi-
ties in many fields.

Ratio Ruler

Draughtsmen use an instrument called a “proportional di-
vider.” The fulcrum is movable in order that any ratio may be
obtained. These instruments are expensive and now practically
unobtainable, I have therefore devised a handy substitute for
ascertaining, without mathematical calculations, when the ra-
tio between any two movements, in either amplitude or time, is
61.8%. I will send one on receipt of 25 cents in check, money
order, coin or postage stamps.

R. N. Elliott
No. 63 Wall Street
New York (5), N. Y.

FOOTNOTES

! For more on this subject, read Peter Thompkins’ Secrets of the
Great Pyramid (Harper & Row, 1871).



CHAPTER XXII

THE LAW OF MOTION

Dictionary definitions of the word “cycle” are several: “a
period of time,” “an entire turn or circle,” “a spiral leaf struc-
ture,” “a series that repeats itself.” Attention has been mainly
directed to cyclical rhythms in the stock market where they are
very pronounced. Every movement, from wheels to planets, is
cyclical. All cycles have subdivisions or degrees which facilitate
the measurement of their progress.
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Planets travel in orbits and at speeds peculiar to each. The
Earth revolves on its own axis and once in every twenty-four
hours divides night from day. It encircles the sun once a year
and thus provides the four seasons. The mechanism of plan-
etariums may be turned backward or forward to show the rela-
tive positions and movements of planets and their satellites at
any time, past, present or future.

Some elements never change their patterns. For example,
water constantly observes complete cycles. The sun’s rays on
the ocean’s surface cause water to evaporate. Air currents move
the vapor until it encounters cooler atmosphere over hills and
mountains, which in turn condenses the vapor. Gravity draws
the water back to earth, where it again joins the sea.

Nations experience political, cultural and economic cycles,
both great and small. Patterns of human life are observed in
mass movements such as migration to and from cities, average
age, birth rate, etc.

Figure 88 demonstrates that one human activity cannot be
depended upon to forecast another. Therefore, the pattern of
each factor must be analyzed by its own waves and not by extra-
neous factors. During the period from 1939 to Apnil 1942, the
lag in the stock market compared to that of business produced
much discussion but no explanation. The answer is that eight
years of inflation during the "Twenties created a thirteen-year
triangle to 1942,

The graph of temperature shown  Jemperofure, mean averoge NYC

in Figure 89 is important. Tempera- 5 >4
ture is not associated with human 1sa
activities; nevertheless cyclical waves, ] 3
over a period of one hundred ten 4 32
years, formed a perfect pattern of five sy
waves upward.

Periodicities between peaks and 450
valleys of many items, such as epi-
demics, production of lynx pelts, tent a5 ) i

caterpillars, salmon runs, etc. are

fairly common. In human activities, Figure 89
cycles are not all uniformly spaced. They follow wave patterns
in accordance with the Fibonacci Summation Series.
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Dynamic symmetry is a law of nature and therefore the basis
of all forms of activity.

Since the discovery that the earth is round, the cycle has
been the subject of much research. There are three classes of
cycles. First are uniform periodicities between peaks and be-
tween nadirs, such as day and night, seasons of the year, tides,
epidemics, weather, swarms of insects, etc. (I recommend an
article by Donald G. Cooley entitled “Cycles Predict the Future”
in Mechanix Illustrated, February, 1944). Second are periodical
fluctuations caused, in some instances, by astronomical aspects.
Third are patterns, time and ratio, in accordance with a sum-
mation series disclosed by the mathematician Fibonacci.

A pamphlet entitled “The Relation of Phyllotaxis to Mechani-
cal Laws” by Professor A.H. Church of Oxford is very interest-
ing. Phyllotaxis is the leaf arrangement of plants. Mr, Jay
Hambidge spent many years researching records, and is the
author of a book entitled Practical Applications of Dynamic Sym-
metry. One chapter is entitled “The Law of Phyllotaxis.” A copy
of pages 27 and 28 thereof is repeated in Chapter 2 of this trea-
tise,

Dr. William F. Petersen, Professor of Pathology at the Uni-
versity of Illinois, is the author of a very important and inter-
esting book entitled The Patient and the Weather. Therein are
graphed the progress of disease. The patterns are precisely the
same a8 any other activity, including the stock market.

C worhcl o Coton, wor kd Tran
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CHAPTER XXIII

THE GREAT DEPRESSION

This common expression is a misnomer insofar as the stock
market is concerned. The decline of stocks from 1929 to 1932
was a correction of the previous advance, as shown in Figures
68 and 82. The dictionary defines “depression” as “below the
general surface.” The Grand Canyon of Colorado is a “depres-
sion” because it is far “below the general surface” for many miles
on either side. From the top of the Rockies to the Pacific Ocean
is a “correction,” so to speak, not a “depression,” notwithstand-
ing the fact that the Pacific Coast is much lower than the bot-
tom of the Colorado Canyon. There is no such thing as a
“depression” in the stock market. If there were, it would be cor-
rect to say that from the Rockies to the Pacific is a “depression.”
There are numerous reasons for this erroneous expression.

The general public, which has no interest in stocks, may
have enjoyed and become accustomed to continuous employment
in the period from 1921 to 1929. Naturally, they assumed it to
be a normal condition. When the 1929-1932 decline occurred,
many people found it difficult to make both ends meet. Natu-
rally, it seemed to them to be a “depression.”

During the advance in the stock market from 1921 to 1929,
traders in stocks were told that we were in a “New Era,” “never
would decline,” “just keep on going,” etc. Many common prac-
tices were “awful but lawful.”

Many politicians are responsible for the erroneous use of
the word “depression.” During the early part of the 1929-1932
decline in stocks, when Mr. Hoover was President, some said
that prosperity was “just around the corner.” During the presi-
dential campaign in 1932, the Democrats blamed the Republi-
cans and Mr. Hoover for the “depression.” The results of elections
in 1932, 1936 and 1940 demonstrated that most voters believed
the New Dealers. The Republicans blamed the New Dealers for
the decline from 1937 to 1942. The falsity of this political clap-
trap, whether sponsored by Democrats or Republicans, is dem-
onstrated graphically in Chapters 10 and 11.
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The stock market never has a “depression;” it only corrects
a previous advance. A cycle is action and reaction.

Many services and financial commentators in newspapers
persist in discussing current events as causes of advances and
declines. They have available the daily news and market behav-
jor. It is therefore a simple matter to fit one to the other. When
news is absent and the market fluctuates, they say its behavior
is “technical.”® This feature is discussed in Chapter 17.

Every now and then, some important event occurs. If Lon-
don declines and New York advances, or vice versa, the com-
mentators are befuddled. Mr. Bernard Baruch recently said that
prosperity will be with us for several years “regardless of what
is done or not done.” Think that over,

In the “dark ages,” the world was supposed to be flat. We
persist in perpetuating similar delusions.

FOOTNOTES

1 Sound familiar? Decades later, this practice is as prevalent as
ever.



CHAPTER XXIV

EMOTIONAL CYCLES OF INDIVIDUALS

Cycles of mass psychology in human activities are demon-
strated by graphs on other pages. A scientist now discloses his
studies in the emotional cycles of individuals. In the November
1945 issue of the Red Book appears an article written by Mr.
Myron Stearns in which he reports the results of studies, over a
period of seventeen years, made by Dr. Rexford B. Hersey, sci-
entist. The McCall Publishing Corporation has given me per-
mission to quote from the article. I have underlined certain
numbers and refer to them in the last paragraph.

Dr. Hersey is a Rhodes scholar, a graduate of the Univer-
sity of West Virginia and the University of Berlin.... Dr. Her-
sey wrote a book on his findings called “Workers’ Emotionalism
in Shop and Home,"” which was published by the University of
Pennsylvania in 1932, Far-sighted officials of the Pennsylva-
nia Railroad have supported Hersey's work.... Dr. Hersey was
invited to go to Germany. He found that workers there react
the same as Americans.

The periodic rise and fall of human emotions are vouched
for by Dr. Hersey, who has been observing and studying them
for more than seventeen years. His researches indicate that
with all of us, high spirits and low spirits follow each other
with a regularity almost as dependable as the tides, He found
that all the checks he made on each man, over a period of
weeks, fell into a fairly regular pattern. Dr. Hersey's chart
showed that about every 5th week he became more critical.

You take it for granted that a run of bad luck, in time, gets
you down unless you exert strong will power. That good news,
on the other hand, raises you to the top of the world. Now
science says you are wrong. If you are full of energy and en-
thusiasm, good news will lift you higher still. Or if you are
plugging dolefully through “Blue Monday,” good news may help
temporarily, but that is about all,

Human emotions ordinarily rise and fall at regular inter-
vals of from 33 to 36 days. The ups and downs of these factors
resemble stock market charts.
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The blood cholesterol seems to have a cycle of about 56
days.... The thyroid output, which determines the total emo-
tional cycle, usually makes a round trip from low to high and
back in from 4 to 5 weeks.... In hyperthyroid cases, cycles may
be as short as 3 weeks.

There seems to be no difference in cycle length between
men and women.

The Fibonacei Summation Series includes the numbers 3,
5, 34 and 55. Time cycles are not always exact. Therefore when
a period is given as “33 to 36,” the basic period is 34, more or
less. The basic period of 55 includes “56.”

When members of your family, friends, employees, employ-
ers, customers, etc. annoy you, I recommend a review of this
chapter. Other people have their cycles the same as you do. Do
not allow your cycle to tangle with another.
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CHAPTER XXV
PYTHAGORAS

Pythagoras, a great man, lived in the fifth century B.C. and
made an impression on history that is seldom approached. The
reader is urged to review a report on his activities in the Ency-
clopedia Britannica. He was a persistent investigator of the dis-
coveries of others and visited Egypt, which is often mentioned
as “The Cradle of Civilization.”

Pythagoras is prominently known for his studies in math-
ematics. Insofar as I have seen, the most important of his dis-
coveries has been overlooked. He drew a triangle and placed
thereunder the cryptic title “The Secret of the Universe.” This
feature is described extensively in Chapter 2.

In 1945, Mr. John H. Manas, Ph.D., President of the
Pythagorean Society, wrote a book entitled Life’s Riddle Solved,
in which he disclosed a picture of Pythagoras, and I have per-
mission from Mr. Manly P. Hall, head of The Philosophical Soci-
ety of Los Angeles, California, to reproduce it (see opposite page).

There are many symbols in this picture, but we will focus
our attention on two items, the pyramid which Pythagoras holds
in his right hand and the three squares in the lower right hand
corner of the picture.

The pyramid represents the Great Pyramid of Gizeh, pre-
sumably built about 1000 B.C., although some students argue
that it is much older. This Pyramid is classed as one of the “Seven
Wonders of the World.” The precision of measurement and plac-
ing in position of the immense marble stones employed are re-
markable. However, this feature is insignificant when compared
to the knowledge symbolized. It may be that a paragraph in the
Bible (Isaiah 19:19) refers to it. It reads, “In that day shall there
be an altar to the Lord in the midst of the land of Egypt, and a
pillar at the border thereof to the Lord.”

In Chapter 2 are graphed different views of this pyramid.
For convenient reference, the view of one side is repeated in
Figure 92,

The base of one side is 9,131 inches. The base of the four
sides measures 36,524.22 inches. This symbolizes the number of
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days in our solar year, 3654 days.
QOur calendar year is 365 days, but
every fourth year an extra day
must be added (February 29th).
This is “leap year.” The total days
in four years is 1,461,

The elevation from base to

topis 5,813 inches. Thebaseofone "~ #13 inches  ——
gide iz 9,131 inches. The ratio of Figure 92
the elevation to the base is 63.6%.
The pyramid has five surfaces and eight lines. 5 plus 8 equals
13. Note the elevation, 5,813 inches — 5, 8 and 13. 5 is 62.5% of
B. 8 is 61.5% of 13. Note the application of this ratio in Figure
71.

5,813 inches

In human activities, an advancing movement is composed
of five waves, three up and two intervening corrections. A cycle
is composed of five waves up and three waves down, total eight.
This is true of all degrees, Minor, Intermediate and Major. See
Chapter 4.

The diagram shown in the lower
right hand of the Pythagoras picture is

- ‘' . reproduced as Figure 93. I have num-

NN bered the squares which are shaded in

5 > the picture. The upper right square has

- five shaded squares. The upper left

+ ? ; 3 square has eight shaded squares. The

131 T8 lower square has thirteen shaded

9| [0 squares. These numbers correspond to

mj Jwef | the number of inches elevation of the
Figure 93 Pyramid.

The same three squares are shown
in Figure 94. The smaller squares are

now numbered in a different manner, A
that is: N 2

— 1, 2 and 3, where the square of T2 3 Tals
3 equals 9,

— 1,2, 3 and 4, where the square
of 4 equals 16, and

— 1,2, 3, 4 and 5, where the square
of 5 equals 25, Figure 94
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The theorem is that the square of the hypotenuse of a right
triangle is equal to the sum of the squares of the other two sides.
The discovery of this solution is the best known of Pythagoras’
works,

Now return to the Fibonacci Series, 1 to 144, These num-
bers form the “Secret of the Universe” to which Pythagoras re-
ferred. The best example in botany is the sunflower, described
by Mr. Jay Hambidge in Chapter 2. In bodies of humans and
animals, the numbers 3 and 5 apply. There are many other sym-
bols in the picture of Pythagoras,! which is an idealistic concep-
tion.

FOOTNOTES

1 Elliott trimmed the picture to a 5" x 8" Golden Rectangle in his
reproduction.



CHAPTER XXVI
MISCELLANEOUS'

Volume of Waves

In an advance, the volume of wave 5 does not exceed the
volume of wave 3; occasionally it is less. So long as volume in-
creases, another advance is due, until a new high registers with-
out an increase in volume. See Figure 95. Note also that the
volume of wave 2 is less than the volume of wave 1. It is a favor-
able indication.?

S
3

4

Volume
Figure 95

Circles

The word “cycle” means circle. Occasionally this feature
appears in graphs of stocks. The circle in Figure 96 is divided
into four segments, A, B, C and D. When a graph is rounding
downward, as in segment C, and the downward pattern has been
completed insofar as the number of waves is concerned, it may
be expected that at the bottom, one or more series of “three-
wave movements” may develop and then be followed by an ac-
celerated advance as per segment D. The entire picture down
and up will then resemble segments C and D combined, or in
other words, the lower half of the circle.
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The flood of strikes around the
end of 1945 is simply the swing of the
pendulum from left to right, 1 to 2 A B
then to 3, as in Figure 96. Before la-
bor was organized (previous to 19086), 1 3
many, if not most employers, were C D
autocratic, ruthless and heartless to
employees, competitors and the pub-

lic. The behavior of some strikers to- 2
day is not worse than the behavior of
management in early days. Every Figure 96

nation, human activity and individual has its own cycle — some
long, others short, depending on the class and extent of each.

The “A-B Base”

The A-B base®, shown in Figure 53, Chapter 6, is occasion-
ally composed of double threes or even triple threes, as described
in Chapter 5. This is especially true when a rounding bottom is
made, as discussed in the first paragraph under “Circles,” above.

FOOTNOTES

! This chapter originally contained several paragraphs that fit
directly into earlier sections of the book. Apparently Elliott thought
of some additional points after the bulk of the manuscript was
completed and typed. [ have moved these paragraphs to the appropri-
ate areas in the previous text.

? That is, indicative that wave 2 is indeed in progress and that
wave 3 will follow.

3 The “A-B base” seems fine as a description for the first two
waves of an A-B-C irregular correction. Elliott's reference to Figure
53 seems at first to indicate that that is what he meant. However, in
the discussion of the 1942-1946 bull market that follows, he uses the
A-B base concept as an additional wave phenomenon which can occur
between the end of a corrective wave and the beginning of a cardinal,
or impulse wave. The addition of this idea is unnecessary, since a
construction with that look has been, in our experience, merely part
of the previous corrective wave or the next impulse wave. Apparent
occurrences of an “A-B base” always have another explanation, one
more consistent with the Wave Principle.



CHAPTER XXVII

THE 1942-1945 BULL MARKET

The thirteen-year triangle in the Dow-Jones Industrial
Average from 1928 to April 1942 is graphed in Figure 71. As
described in Figures 31, 32, 37 and 38 in Chapter 5, thrust
follows a triangle.

In Figure 97, the Dow-Jones Industrial Average is graphed.
Each vertical line represents the range of one month. Major wave
(D is short. Major wave (3) is longer, and its Intermediate waves
are indicated by small letters a, b, ¢, d and . Note the inner base
line at waves b and d. Major wave () is composed of three Inter-
mediate waves indicated by the small letters a, b and ¢ from
July to November, 1943. Major wave (3) runs from November
1943 to December 10, 1945. Waves A and B consumed five
months.! In the daily and weekly range for this period, all waves
were composed of three waves each (see Figure 53).

From letter B to the number 1 is Intermediate wave 1, as it
is composed of five waves of the daily range. Intermediate wave
3 is composed of five waves indicated by small letters a, b, ¢, d
and e (extended). Extensions never appear in more than one of
three impulse waves 1, 3 and 5 (see Figures 39 through 44).
Intermediate wave 4 is the same as Intermediate wave 2. Inter-
mediate wave 5 is composed of five waves of the weekly range
and reached 196.59 on December 10, 1945. The parallel line was
slightly exceeded. Subsequent to December 10, 1945, an irregu-
lar top? reached 207.49 on February 4, 1946,

The pattern of Major wave (3) from November 1943 to De-
cember 1945 is unusual in one respect. It hugged the base line
from November 1943 to August 1945, instead of heading straight
for the parallel line. The cause of this abnormality was a new
crop of reckless speculators with more money than experience
who favored low-priced stocks instead of seasoned issues of the
type represented by the popular averages. In order to overcome
this abnormality, I devised a Special Index that behaved nor-
mally, as will be seen in the lower chart of Figure 97. Note that
Major wave (5) does not hug the base line, but instead follows a
straight line from beginning to end.
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Figure 97

Note: In the upper graph in Figure 97, the Industrial Aver-
age registered its “OT" (orthodox top) at 196.59 on December 10,
1945. On going to press, an irregular top, wave B, is in process
of ;‘urmatium This should be followed by wave C (see Chapter
7).

I expect a sub-normal bear market as illustrated in Figure
76, Chapter 12,4
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FOOTNOTES

1 Counting A and B as waves 1 and 2 of an extended wave (%)
would have allowed Elliott to anticipate the May 1948 peak as the
orthodox top.

2 The December peak marked the end of wave 3. The “irregular
top” of February preceded a clear five-wave decline, as would have
been expected. However, this top was wave B of an A-B-C irregular
correction that constituted wave 4. Wave 5 then earried to the final
orthodox peak at 212.50 in May 19486.

3 Elliott would have been correctly bearish for the 1946 crash,
since he was expecting the wave C decline. Since the bottom of the
decline was just above 160, he probably would have “called” the
bottom as well, since that bottom was at the level of the previous
wave 4.

4 The only forecasting problem that Elliott would have encoun-
tered later would have been in expecting the advance to begin again
immediately, since he was expecting a sub-normal bear market as a
result of the thrust idea, which stemmed from his thirteen-year
triangle interpretation. While the lows at 160 were never seriously
penetrated, the market did not take off until 1949,



REVIEW AND CONCLUSION

Figure 71 depicted a thirteen-year triangle from 1928 to
1942. By reference to Chapter 5, it will be noted that triangles
have always appeared as wave 4 and that wave § exceeds the
top of wave 3.

Figure 98

Figure 98 is a graph of the market from 1800 to December
1945.' Wave (1) from 1800 to 1857 is based on business history,
as stock market records are not available previous to 1857. No-
vember 1928 is the orthodox top of wave (3) from which the tri-
angle (wave (@)) started. The triangle ended, and the “thrust”
(wave (3)) started, in April 1942. A “thrust” has always exceeded
the top of wave (3), which in this case is November 1928.

The movement from 1921 to November 1928 was composed
of three bull markets and two intervening sub-normal bear mar-
kets. Thus far, in December 1945, one bull market has regis-
tered. It would therefore appear logical that the pattern and
extent above 1842 would resemble the movement from 1921 to
1928, i.e., three bull markets and two intervening, sub-normal
bear markets.

The Dow-Jones Industrial Average started in 1921 at 64
and ended in November 1928 at 299, for a 235-point advance,
The thrust started April 1942 at 93. 93 plus 235 equals 328, or
29 points above November 1928, the end of wave (3).2 The thrust
may consume eight years, ending in 1950, similar to 1921-1929,
The immense amount of currency in the hands of the public due
to financing of the second World War would seem to confirm
this indication.
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There is a different sequence of procedure now as compared
to 1921-1928. During 1921-1928, the first wave was a normal
bull market without inflationary symptoms. The fifth wave end-
ing in November 1928 was decidedly inflationary. Now, the first
wave, from 1942 to 1945, disclosed inflationary characteristics.
Low-priced stocks of questionable value surged ahead at the
expense of the “blue chips.” The New York Sun selected ninety-
six stocks that advanced phenomenally. Every stock started at
some figure below $2 per share. The highest rate of advance was
13,300%. The lowest rate of advance was 433%. The average for
the group was 2,776%.

The patterns of graphs shown on previous pages furnish a
historic outline of the United States. Its development is marvel-
ous for many reasons:

— Geographic position, shape and boundaries: A square,
bounded on two sides by large oceans, and on two sides by
friendly neighbors.
— Latitude and climate: Semi-tropical, thus facilitating
agriculture.
— Natural resources: Gold, iron, coal, oil, timber and wa-
ter-ways.
— Genius and individual initiative: The number and value
of patents from 1850 to 1929 is marvelous. Attention is in-
vited to Chapter 14. Note that the graph of patent applica-
tions (Figure 81) coincides with waves of the stock market,
both in time and pattern, which in turn reflects business
activity and mass psychology.

— Democratic ideals: The form of government stimulates

individual initiative. This does not imply that perfection has

been achieved, but it does suggest that we may be on the
right road.

FOOTNOTES

! Once again, with extremely limited data, Elliott outlines cor-
rectly the entire Grand Supercycle from the late 1700s, just as he did
in his essays of 1941 and 1942 (see Selected Essays section). His
prediction of a new high above 1929 was also correct. However, in this
depiction he shows a short time frame ending in 1950, which is all out
of proportion to the other four waves. It seems that even a cursory
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examination of the chart would suggest a top much further out than
1950, and much higher than 328 on the Dow. The problem again is
Elliott's 13-year triangle, since thrusts following triangles are gener-
ally swift and short. The chart that Elliott produced in his Interpre-
tive Letter dated August 1941 and again in his Educational Bulletin
of October 1942 showed a more accurate beginning date of 1776 and
a more suitable projected ending date of 2012, as shown below.

§

Ea

g -
- "® 1932 qu'#?

212

-

1827

? This computation is based on the tenet that the thrust, or fifth
wave following a horizontal triangle, is generally about as long as the
widest part of the triangle.
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