
ELLIOTT WAVE

FIBONACCI 

HIGH PROBABILITY 

TRADING

Master The Wave Principle and Market Timing With Proven Strategies

JARROD SANDERS
Copyright © 2022 Jarrod Sanders - All rights reserved.

Legal Notice

This book or parts thereof may not be reproduced in any form, stored in any retrieval system, or transmitted in any form by any means—electronic, mechanical, photocopy, recording, or otherwise—without prior written permission of the publisher, except as provided by United States of America copyright law and fair use.

Disclaimer Notice

The publisher and the author do not make any guarantee or other promise as to any results that may be obtained from using the content of this book. You should never make any investment decision without first consulting with your own financial advisor and conducting your own research and due diligence. To the maximum extent permitted by law, the publisher and the author disclaim any and all liability in the event any information, commentary, analysis, opinions, advice and/or recommendations contained in this book prove to be inaccurate, incomplete or unreliable, or result in any investment or other losses.

Although the publisher and the author have made every effort to ensure that the information in this book was correct at press time and while this publication is designed to provide accurate information in regard to the subject matter covered, the publisher and the author assume no responsibility for errors, inaccuracies, omissions, or any other inconsistencies herein and hereby disclaim any liability to any party for any loss, damage, or disruption caused by errors or omissions, whether such errors or omissions result from negligence, accident, or any other cause.
TABLE OF CONTENTS

INTRODUCTION

CHAPTER 1: ELLIOTT WAVE FOUNDATIONS

CHAPTER 2: MOTIVE WAVES

CHAPTER 3: CORRECTIVE WAVES

CHAPTER 5: FIBONACCI FOUNDATIONS

CHAPTER 6: FIBONACCI AND THE IMPULSE PHASE

CHAPTER 7: FIBONACCI AND THE CORRECTIVE PHASE

CHAPTER 8: TRADING STRATEGY NO.1

CHAPTER 9: TRADING STRATEGY NO.2

CHAPTER 10: TRADING STRATEGY NO.3

CHAPTER 11: TRADING STRATEGY NO.4

CHAPTER 12: TRADING STRATEGY NO.5

CONCLUSION

REFERENCES

	[image: ]
	 	[image: ]


[image: ]

INTRODUCTION


[image: ]


The Elliott Wave principle and Fibonacci tools have become quite popular among technical traders of different trading styles, however, the sad news is that most traders are still struggling with how to make the best use of them to generate consistent profits. 

One of the most challenging tasks for Elliott Wave and Fibonacci students is how to combine them to build a cohesive trading strategy. More often than not, the way traders combine the tools is at the elementary level only, and cannot unleash the full power within them that can otherwise be achieved when we look at them from some different aspects.

In this book, I’m going to reveal everything you’ll need to know about using Elliott Wave and Fibonacci tools effectively and profitably. Instead of relying on each tool individually, you’ll learn how to combine these two powerful tools to build optimized and timeless trading strategies. I’ve covered every important aspect in relation to Elliott Wave and Fibonacci topics in great detail and in a simple manner so that you can grasp them easily and systematically.

I’ve been trading for a living for more than 10 years now and I’ve successfully built some long-term effective trading strategies in the financial markets. I’ve been a big fan of both Elliott Wave and Fibonacci tools for long, partly because of their power in anticipating price movement instead of lagging behind price reactions. This urges me to release my first book about the magical duo in the trading endeavor. Whether in forex, commodities, equities, or crypto, the strategies I present in this book will immensely help you with filtering high-probability trade setups. You will find some “aha” moments that you’ve been waiting for long. By the end of this book, you’ll have everything you’ll need about trading with the Elliott Wave principle and four magical Fibonacci tools.

The most valuable asset in our lives is time. Unless you take determined steps in changing the way you approach trading in a more comprehensive way, you can easily be undermined by a lot of failures and negative feelings. If you are unfamiliar with these two “popular tools”, you can be confident to absorb the information inside because I’ve tried to present them in a specific manner with many useful notes. Through a lot of real examples with detailed analysis, you can easily get what I convey even if you are a complete newbie. For those of you who have used the tools to some extent but cannot benefit much from them, or haven’t tried to combine them the most effective way, this book will help you to rearrange everything about detecting and timing trades systematically and effectively in the markets based on proven models. Remember this book focuses on high probability trades only, and there is no room for mediocre ones.

In this book, I’ll start to introduce every aspect of the Elliott Wave principle and Fibonacci tools to help you gain a comprehensive understanding of the topics. Next, you’ll learn the magical relationships between them in each progression of the wave. The last chapters would be the ones you expect the most where I’ve incorporated a lot of trading strategies in connection with each crucial topic that we cover during the earlier chapters of the book. You’ll be amazed at how the strategies can help you master the wave reading and market timing in the market. Also, you’ll have the chance to learn a number of effective indicators and tools employed in each strategy to identify the very best trade setups.

Now, if you’re ready, let’s get started.
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CHAPTER 1: ELLIOTT WAVE FOUNDATIONS
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Elliott Wave Principle

Ralph Nelson Elliott (28 July 1871 – 15 January 1948) was the originator of the Elliott Wave theory. During his time working overseas, he was forced to take early retirement due to his illness. It was during those times that he began to study around 75 years of financial market data, particularly the U.S stock market. As you can imagine, during the period, price data wasn’t easy to access due to the lack of Internet. But he was able to go back to the mid-1850s to collect them. That is definitely a huge effort by Ralph Nelson Elliott.

During his study, Elliott discovered persistent and repeating patterns that appeared between tops and bottoms and then theorized them into “Waves”. Wave analysis helps analysts to predict high probability market turns. After testing the theory for over four years, he summarized his research in a book titled “The Wave Principle”.

According to Elliott, although price movements appeared to be random and unpredictable on the surface, they follow predictable, natural laws and reflected the psychology of mass investors. Once we understand this concept and learn how the patterns contained within the waves behave, we can apply it to the markets to gain a tremendous edge in our trading. Also, with "The Wave Principle”, he not only introduced profound discoveries about market behaviors but was also able to take it one step further by converging the Fibonacci sequence of numbers into the theory.

One last note, although he used the U.S stock market data for his studies, the principles behind the Elliott Wave concept can be applied to any freely traded markets, including but not limited to stocks, commodities, forex, or crypto.

Market structure

Our basic understanding of market structure should begin with an introduction to the concept of fractals. Essentially, a fractal is a geometric shape that repeats its pattern at varying scales. Think of it as a pattern within a pattern within a pattern, and so on. Benoit Mandelbrot was a famous mathematician who did a lot of fractal analysis in the mid-1970s. He describes the fractal as being a geometric shape that when divided into parts, each part would be a smaller replica of the whole shape.

Let's take a look at a few examples of fractals that'll help convey this concept better. 

Trees are one of the most quintessential fractals in nature. As they grow, branches develop from the trunk, and each of these branches develops smaller branches. You can notice the repetition of the Y shape throughout the trees if you look closely at any complex trees. These fractal designs help lower branches to increase their exposure to the sunshine. 

The sunflower is also an example of fractals in our natural environment. A sunflower plant creates its pattern through a repetitive process. It starts out with just one seed, then shifts at a particular angle and creates another seed, and the process rotates again.

Foam is another example of fractals in action. The foam on your morning latte is fractal. In nature, bubbles can occur where raindrops have fallen or when ocean waves break, creating self-similar patterns. Large bubbles intersperse with smaller bubbles which will then intersperse with even smaller bubbles, and so forth.

These three examples are just the tip of the iceberg. Our natural world is filled with fractals. Rivers around the world are fractal in nature. Leaves are fractal. Ice and snow are fractal. Even our DNA has fractal characteristics.

Now, you may be wondering: Well, that's all fine, but what does all this have anything to do with the markets?

It may surprise you, but even the financial markets are fractal in nature, and this concept is critical to understanding the underlying structure of the market. The Elliott Wave theory lays out this fractal market structure in a very clear and detailed manner.

Let's take a look at one complete Elliott Wave cycle consisting of eight waves below.
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As you can see, the five waves that occur within the motive sequence are labeled 1, 2, 3, 4, and 5, and the three waves that occur within the corrective sequence are labeled A, B, and C. There are eight waves in total in an entire cycle. This structure is the building block for all waves. Essentially, the structure will repeat itself in all degrees. We see repeating patterns connected to each other at different frequencies or time frames. Waves are embedded within waves. As such, the structure of the market is set to be fractal. 

To grasp this in more simplistic terms, think about a price chart. If you look at any chart, can you tell whether it's a monthly chart, a weekly chart, a daily chart, or any other type of chart? You can’t. The price action on the chart alone cannot tell you what the time frame is due to the fractal nature of wave structures within the market. Our actions in the market leave behind a footprint that is embedded within the price charts.
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Let’s turn our attention to a basic wave structure. In this example, we are looking at a bullish trend. You will notice that within the motive wave sequence, Waves 1, 3, and 5 move in the direction of the uptrend while Waves 2 and 4 make retracements against the main uptrend.

The corrective sequence follows the completion of Wave 5 and moves in the opposite direction. The correction is labeled A, B and C. Notice Waves A and C move against the motive sequence while the intermediary wave (Wave B) moves counter to Waves A and C.

Now let's see how this works in a downtrend.
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In this diagram, you can see that within the motive wave sequence, Waves 1, 3, and 5 move in the direction of the prevailing downtrend while Waves 2 and 4 interrupt those advances and move counter to the main downtrend. The corrective sequence follows the completion of Wave 5 and moves in the opposite direction. The correction is labeled A, B, and C. Notice how Waves A and C move counter to the motive sequence while the intermediary wave (Wave B) moves counter to Waves A and C.

This is the basic underlying structure of the markets regardless of the time frame that you analyze. It’s important that you really understand the market structure as everything else will build upon this.

Wave Psychology

A wave cycle represents mass crowd behavior in the financial markets. By studying the wave patterns, we can better understand where the price is in relation to the overall market cycle so that we can gain an edge in extracting profits from the markets. Unlike the efficient market hypothesis which essentially states that neither technical nor fundamental analysis can work consistently in the market, we, as technical analysts, know that traders can gain a consistent edge in the market by using the right timing tools.

The Elliott Wave theory supports the idea that market participants are not always rational and that their decisions in the market are not entirely driven by logic. In other words, emotions tend to play a large part in the investment decision process.

Let's take a look at how human emotions drive market prices by studying the psychology of market participants at different waves within the cycle. Specifically, we'll look at what happens after a sustained downtrend.
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Waves 1 and 2

The start of Wave 1 begins after the market has been in a sustained downtrend for some time and the fundamental outlook is still negative. In fact, there are no more sellers left to drive the market lower, and as such, the price begins to move higher. However, this is interpreted as a temporary correction in a bearish market by many traders, and they believe the downtrend will soon continue. Due to this psychological aspect, we can expect Wave 2 to be a relatively sharp and deep retracement of Wave 1.

Wave 3

The selling pressure has now reached its exhaustion point and buying demand begins to overwhelm supply. The fundamental outlook begins to look a little better and there can be some positive economic news or events that occur at this stage. As a result, optimism begins to build. Once the peak of Wave 1 has been taken out, more and more investors are aware of the trend reversal and hop on the new bandwagon. They start to liquidate their shorts and start taking on more long positions. This increased buying interest is evident in the steep slope and strong momentum that is characteristic of Wave 3 price action. Wave 3 is typically the longest wave in the cycle that offers the best profit potential.

Wave 4

By the end of Wave 3, there is no mistaking the uptrend. Optimism begins to permeate the market. This is followed by Wave 4 which is typically a relatively long drawn-out wave. In Wave 4, traders/investors who got in early during Waves 1 and 3 are now sitting on a healthy amount of profit, and they begin to liquidate some of their positions to lock in those profits. This activity leaves behind a sideways price action footprint that is often seen in Wave 4. The volatility also drives up during this wave. It is during Wave 4 that many trend following systems get whipsawed by false signals, resulting in a series of losing trades. The price is range bound and it feels as if the market isn't going anywhere anytime soon.

Wave 5

Contrary to what many traders may think, the market is poised to move higher as Wave 5 starts and prices begin to rebound. The retail public becomes more and more interested and they fuel this last leg higher. The news headlines are filled with positive stories, and even your average mom-and-pop investors are talking about the markets at their dinner parties. The signs of an optimistic mass herd mentality are everywhere. The price action in Wave 5 tends to be more sluggish than in Wave 3, and there may be a divergence pattern between Wave 3 and Wave 5. This is because the momentum of the price rise is raining and there are now fewer investors that are sitting on the sidelines. The commercials and institutions got aboard the trend early during Wave 1 and 3, and the retail public jumped on the bandwagon later during the Wave 5 progression. Now, there’s no one left to push prices higher.

Wave A

The tide is set to shift. When Wave 5 ends, it brings an end to the impulse sequence and reigns in the corrective wave sequence. Wave A kicks off the sequence as it retraces a large portion of Wave 5. In most times, the price action in Wave A is sharp. Most traders, however, aren't concerned at this point. They see it as just another pullback - an opportunity to add to their long positions.

Wave B

This newfound buying demand drives prices higher in Wave B, but Wave B is a bull trap that will eventually draw in the crowd and catch them on the wrong side of the market. Professionals will begin to see the shifting tide and position themselves on the short side. They will take the other side of the order flow, against the retail public who are in euphoric mode at this time. Crushing the hopes of many, Wave B will be a short-lived affair and will not push the current trend higher. Instead, it will result in the emergence of Wave C to the downside.

Wave C

This wave has many characteristics of Wave 3. It is Wave C that convinces the bulls that the uptrend is finally over. A complete realization of this will come as the swing low of Wave A has been taken out. When this realization strikes, those bulls who have been caught on the wrong side of the market will act to redeem themselves and join other new shorts. Most traders will now believe that the previous bull market has ended as they increasingly position on the short side. The shorts may realize some profits as Wave C progresses. However, just when they begin to gain confidence in their position, the market will again reverse to the upside as it completes Wave C and repeats the cycle all over again. Unfortunately, the cruelty of the market never ends for many uninformed traders who don’t understand the underlying structure of the market.

We’ve discovered some basic yet crucial concepts of the Elliott Wave theory and its different waves in both the impulse and corrective phases. All in all, the markets are driven by human emotions, and this leaves a certain footprint that the trained eyes can spot and take advantage of. When we know what this cycle looks like on the price chart and the market psychology behind it, we can confidently position ourselves to make use of instead of being a victim of the price moves. In the following chapter, we’ll go over the first type of wave: the motive wave.
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Figure 1-4: Wave personalities
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Figure 1-1: Fractals in the financial markets
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