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CLASSIC TECHNIQUES

L ong-Term Fibonacci
Support And Resistance

Here’s a historical review of the major swings in the stoake do, however, we must introduce the first person to apply
market and the Fibonacci relationships. Fibonacci mathematics to the stock market, Ralph Nelson
Elliott, who devised the Elliott wave theory. Elliott described
how markets moved in his wave theory, and he showed how
Fibonacci mathematics can be applied to these moves. Al-
ccording to long-term Fi- though I will not discuss Elliott's wave theory in detail, there
bonaccit support and resis-are two key tenets of his theory that | will apply in this article,
tance levels in the Dow Jonegprice and time.
Industrial Average (DA), we
| are approaching a notable rePRICE
sistance level in the stock mar-n looking at the long-term price movement of theaxince
ket. Many books have beenthe depression of the 1930s, it is clear that there have been
written on the Fibonacci se-several distinct price advances or periods of growth. Many of
7 guence and its many math-these have a strong correlation to the mathematics found in
N AR ematical relationships; this ar-the Fibonacci sequence. Although most of the print lows or

l A ticle will not delve into those highs of the DIA are unavailable before the 1970s, for the
in any great detail. For those who are unfamiliar with thgirposes of this analysis, | will work with the print lows|or
Fibonacci sequence, however, | will briefly discuss its badiighs of the DiA that are available. If not available, I will rely
and a few of its mathematical relationships and how they @theoretical or hourly data to interpolate or approximate.
relevant to investors.

Leonardo of Pisa, a 13th-century mathematician, illuBPRINT VS. THEORETICAL
trated what would later be known as the Fibonacci sequeiéghin each trading day in theJ, each of the industri
in his workLiber Abaccj although its mathematical relation-stocks reach their price highs and price lows at different i
ships were not detailed until much later. The Fibonadgdiring the day. The print low or high is the actual level the
sequence is an additive sequence in which each number iXfié reaches at some specific time during the trading day.
sum of the two numbers preceding it. Beginning the sequeride theoretical level in thed is the cumulative print low.
with 1, it progresses thus: 1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 80d highs of all the DA stocks during the trading day. The
144, 233, 377, 610, 987, 1597...0n to infinity. average almost never reaches its theoretical high or low for

As the sequence continues to infinity, the ratio of eathe trading day because it would require all stocks in|the
number to its preceding number approaches 1.6180338@rage to top or bottom at the exact same time. For most data
(also known as thgolden ratig. Because it is an additivefrom the 1930s through the 1960s, the intraday print highs or
sequence, any two numbers can be used to begin the sequiemeeare either unknown or unavailable and will have tg be
and added together to produce a third and so on. Whateag@roximated or interpolated with theoretical or closing
two numbers are used to begin the sequence, the resuli@vgls. In cases after the 1960s, hourly data can also bg used
ratio between each preceding number will ultimately af® approximate price.
proach 1.61803398. Within the sequence, the mathematical
relationships of Fibonacci numbers are depicted: the ratioAfLOOK BACK
any number to the following number in the sequence is 0.6 8 the bottom of the market on July 8, 1932, the theoretical
which is the inverse of 1.618. The ratio between alterna@sv on the DiA was 40.56, with a closing low of 41.22. Frgm
numbers is 3.618 or its inverse, 0.382. Moreover, 0.382 pthis point, the DIA advanced to a theoretical high of 195,59
0.618 equal 1 and (0.618)(0.618) equals 0.382. and a closing high of 194.40 on March 10, 1937. Somewhere

The mathematics of the Fibonacci sequence are wdlgtween 40.56 and 41.22 on July 8, 1932, was the actual print
documented and you may want to test out a few numberslfor in the market, and somewhere between 194.40 and
yourself. For the purpose of our analysis, we are now goih@5.59 on March 10, 1937, was the actual print high.
to apply the mathematics of Fibonacci to the Dow JonesCalculating the percentage increase, or the growth in the
Industrial Average (DA) dating back to the 1930s. Beforeprice of the average from July 1932 to March 1937, an
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increase of 382% can be see
on atheoretical basis and 3729
can be seen on a closing basis
For this analysis, | am going to|~- ~
average these two figures into
377% increase to approximate
its percentage advance on a prir
basis. This percentage increas
matches the 14th number in thé
Fibonacci sequence, 377. (You
can try different methods of in-
terpolating to achieve the print
figures or averaging combina-
tions of theoretical and closing,
but the result will be the same!
377% +/-2%.) This percentage =
increase is graphically repre- -
sented in Figure 1.

After the 1937 high, the
DJiA corrected more than 50%g
in value during the next five |
years to a low in April 1942.
From there, another advance
began that lasted almost 248
years, finally ending in 1966. |
In the same graph, you ca
also see the percentage in
crease from April 28, 1942, to
February 9, 1966. "

Using the same technique 48
as before, this period saw arji
increase of approximately i
987% in the price of DA
stocks. The theoretical an :
closing lows at the bottom of [#F
April 1942 were 92.69 and j
92.92, respectively, and theg
theoretical and closing highsfié
atthe February 1966 high were
1001.11 and 995.15, respec
tively. Thus, the maximum and i
minimum increases possiblefiates
on a print basis were 971% tog
980%. Figure 1 shows an in-fik
crease of 987% between 194
and 1966. Although we know
the increase in the price of theg
Dow industrials was some-
where between 971% and
980% on a print basis, in thef#
case of the 1932 to 1937 ady
vance, we can only approxi-f@
mate the exact print level.

| labeled the 1942 to 1966
advance in Figure 1 as 987%

which represents the 16th num
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e L

ber in the Fibonacci sequence and is 1% abo S NS
the 971-980% level advance on a print bas[ e Tems e e Ta
that we just calculated. The significance of thif==2*
is not that it matches the exact Fibonacci nun
ber but that it is representative of the grow
rate found in the additive process of the s{—=
guence. The number 987 is an alternate to thjme:
of 377 in the Fibonacci sequence and repr{=]
sents two stages of growth, or 2.618 times th s 1966 It
growth seen from 1932 to 1937. Rememb I o FIHL H1 [1““_{
that each number in the Fibonacci sequence ”_I}I T “
1.618 greater than the previous number, al 987 PERCENT ! 1974
alternate numbers are 2.618 greate|m=
(1.618)(1.618) = 2.618. e .
Although the 1942 to 1996 advance is aboy | I [h”f
a percent shorter than it should be, based on [z [ ‘1{”_1 M

#
H 1,597 PERCENT

I{TI

[1942

QG FOR WINDOWS (CQG INC.)

Fibonacci numbers, another approach woul—= t

be to take the actual closing low of 1932—= ‘mPEHCENT

calculate the percentage advance to 1937, gl—==

then apply it to the 1942 low. Using the closin (932 e [ e [ e rem e i

low of 41.22 in 1932 and the closing high oFIGURE 1: DJIA, 1942-66. Here’s an increase of 987% between 1942 and 1966. Although we know the

194.4in 1937. a percentage increase of 371 é@?rease in the price of the Dow industrials was somewhere between 971% and 980% on a print basis, as
.b | I’ tpd Multi gl . 371 6% Sn the case of the 1932 to 1937 advance, we can only approximate the exact print level.
can pe calculated. uluplying a 070 IN

crease by 2.618 projects an increase of 972.8%.
This percentage increase calculated off the
1942 closing low of 92.92 projects a closing high of 996.8. So we know the DA was at least that low (572.20)
As mentioned before, the closing high in February 198@metime during the trading day, although we do not know
was 995.15, just 1.65 points away from the 2.618 clositfie actual print low. From here, we begin the next phase or
projection. It is impossible to know the exact numbers witkave of growth in the DA. Using the Fibonacci sequende,
out exact print data, but for the purpose of further analysisyi¢ have seen growth of 377% from 1932 to 1937 and 9
is clear that there is a very strong and significant Fibonaf@m 1942 to 1966. The number following 987 in the
relationship between the advances of 1932-37 and 194246@nacci sequence is the 17th number, 1597. Applyi
percentage growth of 1,597% to the 1974 theoretical low of
A LOOK AHEAD 570.01 projects a theoretical high of 9673 on the IDn an
Now to the future. After the In peaked in 1966, it tested thehourly basis, it projects a high of 9710, and on a closing basis,
1000 levelin 1968 and againin 1973. (In 1973, the i@ached 9842. This suggests that severe resistance may be seen in the
a theoretical high of 1076.2 and a closing high of 1051.70. DolA in the 9600 to 9800 area. As of this writing in late April
some, this may more closely representthe 987% increase in pti2@8, the DIA had reached a print high of 9213.
from 1942.) The DA then saw one of its worst bear markets in If we apply the same calculation to the actual closing figures
history, declining 45% from January 1973 to December 19%£.1932 to 1937 and 1942 to 1966, we come up with|the
From here, we can begin to look at the next stage of growtHollowing. The 1932-37 advance saw anincrease of 371.6% on
The Duia theoretical low on December 9, 1974, waa closing basis (41.22 to 194.40). The 1942-66 advance saw an
570.01, with a closing low of 579.94. increase of 2.618 (1.618 multiplied by 1.618)
Here, we encounter a small problem. The times greater; 92.92in 194210 995.15in 1966.
actual closing low on the I» in 1974 If we now multiply 371.6% by 4.236,
was on Friday, December 6, 1974, at (1.618)(1.618)(1618), we come up with
577.60, the trading day before. There- anincrease of 1,574%, just slightly less
fore, we cannot be positive that thel/ than the Fibonacci number 1,597. Mul-
had a lower print low on December 9 than tiplying the closing low of 577.60 o
it did on December 6, although the theo- December 6, 1974, by 1,574% projects
retical low was lower (the December 6th a closing high of 9669 on thesfa.
theoretical low was 572.12). Here, we
must defer to hourly readings on thaA)
which were available in 1974, unlike the./'
1930s and 1940s. The hourly low on thg
DJia on December 9, 1974, was 572.2

TIME
Ralph Elliott also suggested that in the
time duration of his waves, two of the
three impulse or advancing waves

b
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tended to be equal in time. Much of this depends on h@saked on August 25 at a print high of 2736.6. Subtrac
waves are counted and labeled. It is worth being awatiee differencebetween the DA’s print high on August 25
however, that the time duration of the 1942-66 advance tamkd print low on October 20, we come up with a distanc
nearly 24 years (23 years, nine months and 12 days, talk@29.7 points. With a quick calculation, we find that
exact).

We are now coming into a period when the advances frold With the 1987 low as a Iong-term
1942 to 1966 and from 1974 to the present are equal in timj. support level in the DJIA. if the 9600
3

It is not necessary, in my opinion, that advances be exact

equal, only that they approximate; | would expect an to 9800 area were rea_ched in the next
relationship to be a few months off. several months, we might look for
However, if one were to look at this period off the retracement levels of 38.2’ or 61.8%

December 1974 low and add 23 years, nine months and F
days, it would project a high around September 21, 1998. | of the entire advance from 1987.

addition, the DIA double-bottomed with the Standard &
Poor’s 500 index in late 1974, with the S&P 500 registeringash itself corrected 37% of the market’s entire value it
its printlow on October 4 of that year. Adding 23 years, nime@ 1987, so we might naturally look for larger retracement
months and 12 days to the October 4, 1974, low wouw0% or 61.8% of previous advances.
project a high of July 16, 1998. Moreover, if we were to look But hidden behind all of these dates and price levelsii
at the number of trading days between 1942 and 1966giitire advance from 1932 to 1987. The 1932 low of 41
would be clear that they were greater than between 1974 éidsing) to the print high of 1987 at 2736.6 shows that
now because markets were open on Saturdays at that pe@ntire crash of 1987 corrected 38.2024% of the entire
Therefore, this time relationship is only something to bgar advance. If we wish to use the theoretical low of 1
aware of but does not necessarily have to be precise. at 40.56, the correction is 38.1931%. The actual Fibon
ratio between alternating numbersis 0.381966, or 38.19¢
THE CRASH OF 1987 Figure 2 shows the 1932 to 1987 advance on an arithn
Whether or not the stock market correction of 1987 {monlogarithmic) chart.
considered one of the more significant stock market event&Vith the 1987 low as a long-term support level in
of the century, at the time it seemed as if the financi@bia, if the 9600 to 9800 area were reached in the 1
markets might be on the brink of disaster or that we hadveral months, we might look for retracement levels
begun another severe bear market like that of 1929-38.2, or 61.8% of the entire advance from 1987. That ha
Those with a knowledge of market history and long-terto be seen, but it would be a likely area to look for supp
Fibonacci support and resistance levels might find sorreany case, we know where the numbers stand and how
comfort in realizing that the 1987 stock market correctiomere generated. It is now up to the market and Fibonac
stopped on a dime at a key Fibonacci support level.  validate their usefulness.
Ralph Elliott discussed key support at the
38.2% and 61.8% retracement levels of previ
ous advances. It was very common for a mar
ket to retrace either 38.2% or 61.8% of its|=a"
previous advance before itbegan another stage.
of growth. (The 0.618 or 61.8% level is the [=
inverse of the 1.618 relationship found in the 38.2 PERCENT ‘
|
H

Fibonaccisequencé{,,;=0.618],and 38.2% |-
represents the relationship between alternatg s
numbers in the Fibonacci sequence and g
also the result when 61.8% is subtracted fronf—«
100%.)

At the bottom of the crash in 1987, on
Tuesday, October 20, thesid bottomed at
1706.9 on a print basis, just over 30 pointsi<ES iyl ||IH I l}]l
lower than it closed on the day of the crash -] / I l“i {lt hia
the day before. On a theoretical basis, thes:s lflﬁlhl |
market registered a low almost 100 points|—u I,{“Tlr 1974
down since the intraday, and opening priceg—m: 'lt 1937 et
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FIGURE 2: DJIA, 1932-87. Here’s the 1932 to 1987 advance on an arithmetic (nonlogarithmic) ch
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