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Elliott Wave analysis is rooted back to the 1930s when Ralph Nelson Elliott publicized his research. In what became known as the Elliott Wave Principle, “Elliott discovered that stock market prices trend and reverse in recognizable patterns”
. He further qualified his research by stating that the patterns only repeated in form, but not by amplitude or time
.

The basic concept of Elliott Wave is that of the primary 5-3-wave pattern. Called a motive wave, the primary move (up or down) is completed in 5 separate moves. Using an uptrend as an example, there is one move up, a retracement, another move up and a retracement, and finally a move up. These moves are classified as Waves 1-5. This action is followed by the corrective wave of three counter-trend moves. These moves are characterized by a move down, a retracement up, and another move down. The corrective waves are titled Waves A, B, and C
. This action holds true regardless if the trend is down or up. 
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Because there are waves within waves, Elliott Wave analysis is fractal in nature. Fractals can be thought of in terms of fractions where one partial number, the fraction, is a component of the whole number. For example, 1/5 is a portion of the whole number 1 and 5/5 makes the whole number. The fractals are evident across all timeframes. Elliott identified nine levels of waves that cover the entire range of data (Grand Supercycle) all the way down to the slightest of patterns (Subminuette)
. This means that a clearly 
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defined five-move motive wave on a daily chart may only be a part of Wave 1 on a yearly chart instead of the top of Wave 5 as the daily chart indicates. This underscores an important point for traders. Smaller time periods, for example, the 10-minute, 3-minute, and 144-tick charts, are good for splicing into trades based on what the longer timeframe charts, daily, weekly, monthly, etc., are showing. 

Elliott used his data to track the financial markets. To be sure, his analysis is correct and his methods are one of the most popular among traders. However, it doesn’t stop there. There is another facet to which the Elliott Wave can be applied. It is one that we as humans are involved with whether we know it or not. This facet is called the study of socionomics. Socionomics applies the expansion and contraction nature of the Elliott Wave to the social mood of society and compares the mood to how the markets perform. In the end, socionomics can serve as a trend indicator as to where market prices will go based on a variety of factors prevalent in society at any given time.

The markets are a reflection of mood and are driven by emotion. What happens when a change agent such as news of a buy-out hits the wire? The stock price of the target company usually rises. This is because buyer’s emotions view the news as good for whatever reason and they buy the stock. We can see the same thing in our own lives. On some days we feel better than on other days and our whole outlook is uplifting. Sometimes we know the reason; and sometimes we don’t
. Our moods often swing between periods of happiness and joy, and those of anger and depression
.

Now, consider some of the social factors we have, things such as music, entertainment, and fashion, to name a few. These factors each have their own cycles, as well. What is interesting about these cycles becomes evident when the price of the Dow Jones is imposed onto the cycles. Take, for example, the period from 1950 and 1985. Rock-n-roll music came into its infancy in the 1950s and the music transitioned through different genres such as Rockabilly and Surf music
. During this period, the social mood was jovial as the first generation baby-boomers entered their teen years. [image: image1.emf]ELLIOT WAVE 
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The mood leveled off in the late 1960s. Going into the 1970s, music changed to the hard rock era. Socially, we were angry. The war in Viet Nam was unpopular, drug use was rampant, and the family unit became splintered. Musically, we went from the psychedelic to hard rock, to heavy metal, and onto Punk Rock
. Needless to say, as a society we were not happy.

Price action of the Dow followed our social mood. The Dow climbed steadily from the early 1950s up to 1966. This was followed by a consolidation period until about 1969, when the market began a 15-year downtrend
. Historically, this period saw the Southeast Asia conflict end; the first salvo being fired in the gas wars, and a hostage situation subsequent to the overthrow of the U.S. backed Shah of Iran. Further comparisons show similar relationships in the types of movies we watch as well as how we dress.

It is clear that the ebb and flow of the markets is not a singular event. Rather, it is a reflection of human emotion, and human emotion controls buying and selling. Just as the events of our daily lives transpire through time, our emotions control how we react to these events. By using the Elliott Wave Principle and applying it to our environment we are able to get a better read on the big picture.
� EMBED PowerPoint.Slide.8  ���





� EMBED PowerPoint.Slide.8  ���








� Prechter, Jr. R.R. & Frost, A.J. (1978). Elliott Wave Principle, p.19. New Classics Library. Gainesville, Georgia.


� Ibid.


� Ibid. pp. 22-23


� Ibid. p. 26


� Prechter, Jr. R.R. (1999). The Wave Principle of Human Social Behavior and the New Science of Socionomics, pp. 227-228. New Classics Library. Gainesville, Georgia.


� Ibid. p. 246


� Ibid.


� Ibid.


� Ibid.





[image: image5.wmf][image: image6.jpg]


[image: image7.wmf]_1237719458.ppt






photograph by Richard E. Aaron








_1237719562.ppt













