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1214050z EUR , LA L 75 1E1R, ¥ 1.202553T
wmrl.
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BNE FHRSSEN

e

EURUSD -60 Min

Prediction: EURUSD Finds a

1.2150 High Friday, March 31
/ at or around 8:00 A

Gl

1.2200

12158

1.21073

T2

1.2050

1.2000

11950

11900
55 Bars 1.000

The Bat Pattern

1. B must be less than 618 (preferably 50 or 3820
BT 06184, 4= 0.55% 0.618 AX

2 Dshouldbe 83634 D HLATNE 088634

3. BCprojection for D should be at least 1.618 to validate.
D AR EANERR 1o18BC HEE

Use candle setup to confirm.

HFF D AEIT AR T

b

Bullish

Bearish
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/ & WWW ”‘993 CN HERNE HASEN
B 2R ET 5 Bl 2 AB=CDF Three-Drives ,
( Three-DrivesiRiR BHHNIER , RIEEMA=REMH”,

EARXRNMESEHRTHBINRENBRETER ) =Z_ER
273 ( Three-Drives )

1.27-151a

BIE=a¥%AES

1.27-1.678

T 818 ___o.m&o.?é.é ~e
] 4 . ;
HHRAB=CDEXR BIEAB=CDER
AB=CD o7&

AB=CDASZREICHIFERME « £— MESEREE
BECRIARSEK, Y%, MBEHESSHEEARARTES
BN BN RER , XERNE TN R RS
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ARREEREETL.

AB=CD=E& X :

F— , ABREHBMNIEEEEEMBREHNS CDEREB
B] A HA (B MR AR #5) TR 1= T

£, ABREBHINMMNEN S COREBNUETLIRE
I,

F£= , CREXABRESEIEE 5 EIEE L G F0 7N A
DR XS BCER E H R E & 5 &I B JE B Il b 5 3 BR R AY
AB=CD([EI Lk FI/E1E L F) T PR IZ T .

i CTREIRXANEANERERS | BAEBERK
5 RO A i T S BT (AR E M IR L ST , KEBDEHIR =
TIEMNETEER. MUEFRBLLHIBS=EBLRE M
X RERINEZRAE—NAXERSTHER , ALK REE
FA«RTRER "X NME, BXFMRESKBFUXEERMNMAE
MAaEHETUERSN  EXFEEVNEEBITRAAESH
REZW , NMERSFIIER SR FI M.

X=BENH , &Y mi%KENFEHZEAB=CD(EIFLL
Bl/EEECFHNTRER. BIEUEFRNRAEMNEIEHRD
SZMAIFERER K , BUNRAB=CDEIBFIHESIEERER ,
T DR R LARIN R, MUR=MFHRETHE
TRSIEMFUNRINER , HEDREIN G A i # i H
A REtE R K. AFEIEKEIELLAIM & =W R SRIER
T ESHERMUEBEBZNMNESEER2RETNAINEN
BEEREE.
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Gash S&P 500 Example of Ratios of Proportion
4 minute

This char Susirales how the ratios of proporion 1148.7S
10 On an intraday char. 1148.5
1148.25
1148.00
1147.75
1147.50
1147 .25
1147 .00
1146.75
1146.50
1146.25
1146.00
1145.75
1145.50
1145.25
1145.00
1144.75
1144.50
1144.25
1144.00
1143.75
1143.50
1143.25
1143 .00

SoeyY dewoag pue voubosey welley Busn Buipes) ooig

FA

Cash S&P 500 Example of Ratios of Proportion
4 minute

This chan Busirales how the ratios of proporion 1148 . 75

— tarm on an intraday char. 1148.50
1148.25

1148.00
1147.75
1147.50
1147 .25
1147.00
1146.75
1146.50
1146.25
1146.00
1145.75
1145.50
1145.25
1145.00
1144.75
1144.50
1144.25
1144.60
1143.75
1143,50
1143.25
1143 .80

SOfEY 2BW0aL) puk uoiuBodaY walled Buisn Buipes) spoig

-
~

BN LUERIXEFLSERERENEE D EILLRT
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B, BFERMMP BN ERNEBINSENEY , X
MEARRREEASHREDHHN , BHEREAHNE
FISMC B, , TR MBS B2 S00FRIFE L1
BNERNS ERATOEE (HHENE) |, BRESZWH
LR FINELDEEF, Carley BB SES
BEBERNAZINGER , RERHREL , RN
BRI SEARRS TNERT HERENRRER , X
HBER AN RGBT,
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ffa W 8 I5
WWW FX338.CN BAE HASEN

N SFIER R ES (Bump and Run
Reversal-BARR)

FINZESHBFRR , UkFERRERZS ( Bumpand
RunReversal ) RIS ERVITARERARNAIENSER
FRrE R EF.

IZF &SI E)IEHE 9 ThomasBulkowski , Gz &L 575 79 «5|
& (lead-in) ”, “25K ( bump ) "F1“ZFk ( run ) "=
. TARNSWRX=ZAME  BREXEHEBMERIK
x% /Iu ﬁx‘& HEE,JE%LA

Inter-Tel, Inc. (INTL) nasdaq Mat. hikt. @ Stock Charts.com
S-Jun-2000 4:00pm  Open 17.94 High 17.29 Low 18,44 Last 17 32 Volume 315.11k Chg 062
Y Inter-Tel 17,32 (D aily)

Bump and Run Reversal Hﬂ"”

(BARR} Bllm;:},tl]

)

Oet How Dec 2000 Feb [TEY Apr bl ay Jun
5|% (lead-in ) fiE : MBS E—IBDE3ISMER.
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XM LES— A EERKEE , 2LFA8EEE (£
Elifzk ) NERED. EiZhER  BRMRBEFRNSGL
B IRBEERIITANDTSR., BRENAEEREILREER
. NMRXFEBLITTFRIERNIE , WETRNSFHKMRAS
BAXEN. BERZEBHZNMERAIEFIE , BBAKEREN
BHLEREESNSHIME KRB, BulkowskiZ il 30E45 ERT
BELZAERKRIEIN., BBRENAERRTERE (F
NEHEIRHEARNERER ) BOEMELAFIRN, —BIXMES
E—EIA\RE BIEBUNEREZEREZAERTRE.

S0k (bump ) ER : RN, BRNS2&E LA, #BS
S| SMBRFEMINEHREIEREHRMIT, ERKNEBRATREE—
SMERL  ZBBENEERERNILS|SMERF KNS
BEMNAEKRS%NER , KiFE45B60E, XiXMESE—T
WRE  BEEUMERERZEREZNHRERSER.

SHMERNENYE EEN—REZERAI[EKM RN ETR
RRIATARBFBERERFEMRA. Bulkowskilz T —FFR
AT EE S ZTRIAS KM ERNORIEE. SRR

i _REESISMRATERNESLHNERENIZZSISM
BRIMMEESREZEBENEBNELRE. BINSRE
H—FEHL , S3ISHBRTEANEELZAREE—1IRX
R, ZEBNANEERIIZZIROKE. RTEZH.
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Level 3 Communications, Inc. (LVLT) Nasdaq Hat. Wkt @ StockCharts.com
S-Jun-2000 $:00pm Open £5.12 High £2.84 Low 54.50 Last 26.25 Yolume 1.5M Chg +2.08
YW iLevel 2 Comm 26,25 (D aily)

Bump

|l volurne 1,500,700
| —EMa(60) 2,441,098

(T

: Dcl No\r ) l}e : Zﬂl] Feb ar ) Ai Ma\,r : Jun

SEKEEE - SRIITARIE , BROPIRERIAZ A SLER.
BRHREFHRMARERETENER. RNFHEESISH
R BRIESBEEE, ENLLEEAIETR,

RRZE  SRINESISHMER LK , RZXEFE , B
IRERIE. BR[BKHTERFFIAET | B EREEROTAIINE L 5K
m-EFt.

R (run ) BrER @ SRNERIRS | SR RES
R  FUEMEBRHTRT. BRHENESEESE LTS
R IL— ) LA BRIR. BEBLWEREE | BIFENFRHN

B RINBIRERERE.
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XEERRWKEIER - BBEBRELE  BN2E
Bl AE 3 FZ A RIBE D K., BIERFAEBEURER
KSEKMTERAVEAL , HEERATBEEE L NN 4.

SEFELERELSTUERTFHEZE. BLZEMB%E. W
FRR | ZFERARIRA SRR ARG LKIT A,
BFNMSESKMERERIE , #FTROTHREBIBXIR,

BARR , X— M EI®EEA  JLMEATREBEES , B
B LMERRERE LA , B Thomas BulkowskifE 19974 75H
{9 fE Technical Analysis of Stocks and Commodities#]lJXIZH |
FHUWEEMATZR (Encyclopedia of Chart Patterns) ,John
Wiley&Sons,Inc.1st ed.2000,2nd ed.2005,18FN 0-471-29525-6,
—H4,

XMSERNTZE SR  BEHTEERRI , (RENEE
ML, HEFET , EFNKNIEZ , KR, BARRES | &
Bulkowski|34 , BB =1MAKRME——LEAD-INKIER ,
BUMPHIER , LARRUNFIER. AT REHIZTERIEHA
EH , BulkowskifRHH T EKLIRBRIER A FME. MR
SMEE™E , ERRNT KO EFANFE  KRIFHESH
PRI 80——90%., FEICHMBESH , bEBHM , L

HE—LR/NOEERS , HRAmELEZEBREHN—
725

910‘0
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TEESBERESHBIEFMIZA.

N E-3all

|

BARRIEHBEL S —XTE  EBLEG IR, MEE
MEETE  AREIINEIRE , MESE , B AEM
EEMEREESEES (B2BXE , =7, BI=Z#RRESBES
EANESKSR ) . R —REVENESES  MEREE
HERER . FINE E17.

1) LEAD-IN PHASE , ( 5|&H1ER ) #IHRRIE TERFIER , TR
ZN5IEMEKR. X—1MER , BITHEARNIZAE , KED
WERNER—ESENLS., BEREEIEEANE. W
RAEEAKX , GHHRETEKRIRE , RTEAETKRME
ARZFSHEX  MRABEXNN | RERKS|ISHRES
HXBR  FEATENENRZEEZE  SEFEHET
K. 5ISMEBNEHEE  N\3ISMERIERZLENSE—
BR(AF—EEXTHRNKRER)  BEEERKEEN
BT

2 ) BUMP PHASE , ( fltfBhER ) X—IER | NMBRTIETITSE
AT RaVIDEI ERAIER D , BERBKIE | RAMNEEIT
BE. METHKIEERE  BEEBEBEIT45—00F , L3
SMREFRLHBEXR—F (BI50%) L, HEKRTHB
BRI ENZ S, ROHIRKAR , BENERTREY
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2, JEAURTIEERNNMERETE , REHKXE 18
Fiallk  ArERBES. BER KRR IR KRR
S, BRERXUE  E —RIBRNUZRHRENEZE
€, NIREEES, ARMBEHEF , EHESD ( =/
BUMP PHASEWYE#HIZ , TLUMEAS® ) . EHKRBHINEE
i, hgm LEiTllE  BRSHIE , KL 20—30
BEEANXESZ  AEBRE LT (6, SRETEHX
) . X—HER , MBNEBEE , S55ISEMBRNMENEEEE
BAE , W REEE  MSISMEBRFERNEDLZL  BN1E
RERZBENESER. FABRMGEEAEFEX—ESH
RIMRD (EE&HNME , BTUARRRENREZE
HEmE)  X—BE, RFBI5ISMEBRMBEEN®EELL
£ BEFA—EFEBEXUIL,

3) UPHILL RUN PHASE , ( Ef7ME ) —BMEELHBUMP
PHASEJEER , eI SEMEBRNERLE  BrrE—KLE
HiTE.

BARRTREREREE L SHILE R |, FNREREEE L SRILRIEM |
T RANER. W, TEBBEEZET5|SMRZIELN
AEEKLRE | MERBBERSUS|SHRESZLH
BEABABT K, EFCHHPEBINER , —PEDIRE
HEEEEVNNA—NMEMHNESBELS , Ak, £8
BREBXERZE  AENKN , JUETEAREERK
& BEZERFME  MARBARIEEMIZATRERK.
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1) RPHXESERIUAERNNMSETH , REREXAIRT
tEp D . MIRSISMBRZANERE  MEE , SBUMP
PHASEFZRRIAE , fIEE , TRANES  (FABENLS
B, BmXHT. ATRAMNRMERS  BUMP PHASEIRIE
TR/ EFHHER | FERME/MNBRAREFA. BERNLE

17/ FEX ( RUN PHASE ) ,iz{TtISIEERIZL.

2 ) BUMP PHASE/R#IZ/SZIELHAE , F15| SMERAVES
RTIELAE  BE  NREMMFEZBEBNER— | 88
BEEMAEEHZ BFEENRRKESR,

3) EE/MHBRS  BRUEMEES (ERITFEE70%

%), BRBFERR / NN, BE—RINBER/NZHIE
B/ BRINMUZEHEENZERESS / SEMNBHLE.

4 ) ERW5|ISIEL / EF LRl , MIBNIETE HIMR
BARBNRE  RiFa , BEHRBEBNRBEERE | F
PSR RY PR A IR | BB X ER N AED ERT

=

5) FeSpkiL , EB B 1558 (EE28%) WTE
RARBELRI—TFERNBHBRE.

6) A HIE FAERAMR IELER.
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#MBARRJEKEREN4E , BulkowskifEIR AT , WIE T 360 NS
¥. Hep:

FIGINFETIBIEMER | 197 ET BB L.

KM% , EREHEXISISMEBRRHERBEE KK
B, KE9% (3214 ) ; MIRBRMAREMERE , K£919%
(671) .

ERINGIFH  MBHE  HEFBBIEEZEIY , &
92%(27141N2934),

SRR ARE : SANE , Rt , HP5|SMEBFYR
—1EH.

*HIMEIEREEB . 78% (2791)

HEF AR FEERBIT—/ BUMP PHASERY , 521, 14%.,
*SREE S EIEIEN % , 38% (1367 ) , SERLEIRIRISFIYRTE ,

131N ZH.

*MEE R FFIREIBUMP PHASEfE A , TEX28%.
*MBUMP PHASEER , FEIH EFIEE |, 37% , AT EEE
O%EE

 RBREER
1 ) BirMUuBNNE : AREA ( REXRASEESR) BNE
F . INESISMEBRHMBEE. XER , BRESKIZIEES]
RIS BRI,
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(s | de3liaE kSl e, 0

SISMEREHEmE
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&2.00
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&7 50

&7.00

e050 | [ ZRERRNGY
s00 |\ fAs
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» TEHEEE 9T
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HZNEEER , BRAREEITAERSFENRRNMIEEZ

. WILHDEME  ReBNZALABRNRENS
it FEZEBERIMRENSMN.
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XEEEN Thomas N Bulkowski i {Encyclopedia Of Chart Patterns)
BREPOABNBLEAR. ZBMNERFHTHNERENSHTHR. &
RS , AT B EFRT=EY. DEBITERIENH7ZOE
BT, BRXBET THIRBRNES., A BN THIBESEMR.

Double Bottoms

|
IM| I'II

I“
|1 '1||||||\II

||||'||||b|

RESULTS SNAPSHOT
Appearance A downward price trend bottoms out, rises,

thenbottoms again before climbing.

Reversal or consolidation

Failure rate

Failure rate if waited

for breakout

Average rise

Volume trend

Throwbacks

Percentage meeting
predicted price target

Surprising finding

See also

KETEERY

Short-term (up to 3 months) bullish reversal
64%

3%

40%, with most likely rise between 20 and 30%
Downward until breakout

68%

68%
Bottoms closer together show larger gains
Head-and-Shoulders Bottoms, Complex; Horn

Bottoms
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Perhaps the biggest surprise with double bottoms is the high failure rate at
64%. Only a third of the formations classify as true double bottoms. They
are the ones that have prices rising above the confirmation point, which is
the highest high between the two lows. The failure rate tumbles to just 3 %
if one waits for confirmation. Only those formations with confirmed
breakouts are evaluated in this study.

The average rise is 40% but is tempered by a third of the formations
having gains less than 15%. These small rises are balanced by a third of the
formations showing gains over 45%. The most likely rise is between 20%
and 30%, relatively high for bullish formations.

Throwbacks occur 68% of the time, suggesting it is wise to wait for a
throwback and invest once prices turn upward. In some cases, waiting for a
throwback can save you from making an unprofitable trade.

A surprising finding is that bottoms closer together outperform those
spaced farther apart. The Statistics section of this chapter examines this in
more detail.

Tour
What does a double bottom look like? Figure 12.1 shows a good example

of a double bottom. Prices reach a high in mid-March then head lower. For
the next 3 months, prices continue down in a steady decline to die low in
June.

Volume picks up as prices near the low then peg the meter at over 1.1
million shares on June 18, the day prices reach a low of 12.69. From the
March high, the stock declines 47% in 3 months. The high volume marks
the turning point and the stock moves upward. However, a retest of the
low is in store and prices round over and head down again. In late August,
prices make another low when the stock drops to 13.06, also on high
volume.

Fleetwood Enterprises (Manuf. Housing/Rec. Veil., NYSE, FLE)
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Figure 12.1 A double bottom occurs after a downward price trend. High
volume commonly occurs on the first bottom.

The day after the low, on a burst of buying enthusiasm, the stock
jumps up and reaches the confirmation point in just 2 days. Instead of
continuing upward, however, the stock throws back to the breakout point
and moves horizontally for just over a week before resuming its move
upward. By late January, the stock reaches a high of 267/8, again of75%
from the breakout price. Figure 12.1 shows a double bottom and the gains
achieved by such a formation.

Are there key elements that make up a double bottom? Yes, and a
discussion of the key elements follows in the next section.
Identification Guidelines
Not any two bottoms at the same price level will suffice for a double
bottom. Listed in Table 12.1 are a number of guidelines that make correct
selection easier. While considering the guidelines, look at Figure 12.2. The
stock begins declining in mid-October 1993 from a price of about 561/2. It
bottoms out at about 41 1/2 in mid-May. Prices never drop below the left
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low on the way to the bottom. The reason for this guideline is that you

should use the two lowest minor lows on die price chart. Do not try to

select one low then a nearby low just to satisfy the guidelines. The two

points marked A and B in Figure 12.2 represent an incorrectly selected

double bottom because point A has lower lows to die left of it.

Table 12.1

Identification Characteristics of Double Bottoms

Characteristic
Downward price trend

Rise between bottoms

Dual bottoms

Bottom distance

Prices rise after night
bottom

Bottom volume
Breakout volume

Confirmation point

Discussion

Prices trend down (short term) and should not driftbelow the
left bottom.

There should be a 10% to 20% rise (or more) between the two
bottoms, measured from low to high. Peaks close together
tend to be at the lower end of the range. The rise usually looks
rounded but can be irregular.

Bottom to bottom price variation is 4% or less. This is not
crucial except that the two bottoms should appear near the
same price level.

Bottoms should be at least a few weeks apart (many consider a
month to be the minimum), formed by two separate minor
lows (not part of the same consolidation area). Minimum
bottom separation is not critical as the best gains come from
formations with bottoms about 3 months apart, on average.
After the second bottom, prices must rise above the
confirmation point without first falling below the right bottom
low.

Usually higher on the left bottom than the right.

Volume usually rises substantially.

The confirmation point is the highest high between the two
bottoms. It confirms that a twin bottom formation is a true
double bottom. A breakout occurs when prices rise above the
confirmation point.
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Figure 12.2 Invalid double bottom. Points A and B do not depict a double bottom
because there are lower lows to the immediate left of point A.

The rise between the two bottoms should climb at least 10%, as
measured from the low at the bottom to the rise high. The confirmation
point is die highest high between the two bottoms, and it is used to
calculate the measure rule and to gauge the breakout price (more about
diat later). Figure 12.2 shows a rise from the right bottom, at 415/32, to a
high of Mlh. That is a rise of 15%, well above the 10% threshold.

The bottom to bottom price variation should be 4% or less. The basic
rule is that the two bottoms should appear to be near one another on the
price scale. Figure 12.2 shows a price variation of about 1%.

The two bottoms should be at least a few weeks apart but are often
separated by many months, as shown in Figure 12.2.1 set a 10-day
minimum as die standard for selections in this study (15 days between
turns out to be the measured minimum for all double bottoms hi this
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study). A month is the minimum separation that many professionals view
as leading to powerful rallies. I set a lower standard to help verify diat this
is true. It turns out that peaks closetogether perform better than those
spaced farther apart. I limited the maximum separation to about a year
(the widest had a separation of 374 days).

Many of the identification guidelines are arbitrary and the classic
definition of a double bottom has different ones. The classic definition says
that the two bottoms should be at least 1 month apart, separated by less
than a 3 % pricevariation, and have a confirmation point that rises 20%
above the low (bottoms closer together have somewhat lower
confirmation points). The rise between the two troughs should look
rounded.

I examined the performance difference between my definition and the
classic one and optimized the parameters to achieve the best performance.
What I discovered is that there is no meaningful performance difference
between the various settings, so I used the less stringent guidelines in the
statistical evaluation (10-day minimum separation, 4% price variation, 10%
minimum rise to the confirmation point).

A double bottom is not a true double bottom until prices rise above
the confirmation point. In tabulating the statistics, / only count those
double bottoms in which prices rise above the confirmation point. Why?
Because of the high failure rate: 64%. There were 980 formations that
looked like double bottoms, but their price trends eventually moved below
the second bottom. An additional 525 formations performed as expected
by rising to the confirmation point and continuing higher. If you buy a
stock just after it touches the second bottom, your chances of having a
successful trade are one in three. In other words, wait for prices to rise
above the confirmation point.

The volume chart for double bottoms usually shows the highest
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volume occurring on the left bottom. Diminished volume appears on the
right bottom, and the volume trend of the overall formation is downward.
None of these are absolute rules. Sometimes volume is highest on the
right bottom instead of die left. However, on average, most of the
formations obey the guidelines.

The breakout volume is high, usually well above the prior day's volume
and above the average volume as well. Again, this is not an inviolate rule
So expect exceptions.

Why do double bottoms form? To answer that question, consider the
double bottom shown in Figure 12.3. Prices reach a high in mid-April 1993
and move horizontally until nervousness sets in during September. Then
prices start moving down, sliding from a high of 337/g to 20'/4 by late
June 1994, a 40% decline in 9 months.

After reaching a multiyear low in June, prices recover some of their
losses by moving upward. After reaching a new low, a rebound is quite
common with a retest of the low typically following. A retest is just like it
sounds; prices return to the low and test to see if the stock can support
itself at that price level. If it cannot, prices continue moving down.
Otherwise, the low usually becomes the end of the decline and rising
prices result.

Such is the case depicted in Figure 12.3. It seems clear from the
volume pattern that many investors believe the low, shown as point B, is a
retest of point A. Volume surges on two occasions in the vain hope that the
decline has ended. Investors are wrong.
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Figure 12.3 Prices confirm the breakout once they close above the confirmation
point, shown here as the horizontal line. The confirmation point is the highest high
reached between the two bottoms. Prices often throw back to this level after the
Breakout.

Prices hold at 21 for about a week before continuing down. As prices
head toward the level of the June low, volume surges again. This essentially
marks the end of the downward plunge. Prices hesitate at that level for
slightly less than 2 weeks before turning around and heading upward.

A double bottom is nothing more than a retest of the low. Investors
buy the stock in the hope that the decline has finally ended. Sometimes
they are right and sometimes they are not, which leads us into the next
section: failures.

Focus on Failures
It is obvious that the formation pictured in Figure 12.4 is a double bottom.

The first bottom occurs after a downward price trend, as you would expect.
The two bottoms are far enough apart, the rise between them is sufficient
to delineate two minor lows, and the price variation between the two
bottoms is small. The volume pattern is unusual in that the second bottom
has a higher, denser volume pattern than the first. However, this is not
significant. After the second bottom, prices rise at a steady rate until the
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confirmation point. Then prices jump up and pierce the prior minor high at
about 40s/s. When prices close above the confirmation line, it signals a
valid breakout and confirms the double bottom formation.

In this case, as is common for most double bottoms, prices throw back
to the breakout point. However, prices continue moving down. Scrolling
Figure 124 to the left, you would see prices making a new low in
September 1993 at 31/8, below the February low of 34.

Had you purchased this stock on the breakout and held on, you would
have lost money. I call this type of failure a 5% failure. Prices do not rise by
more than 5% above the breakout before heading lower. Fortunately, 5%
failures are also rare; they occur only 17 times in this study. To put that
statistic in perspective, it means that on 525 separate occasions prices
continue upward by more than 5%.

Figure 12.5 shows an example of a second type of failure that perhaps
you, too, have seen. Ted is a novice investor with an attitude. He looks at
the stock chart, checks the identification guidelines, and believes that the
stock is making a double bottom. When prices rise after the second
bottom, Ted decides to pull the trigger early and buys the stock, receiving
a fill at 425/s. He reasons that all the indications suggest the stock has
completed a valid double bottom. That being the case, why not get in now
while the price is still low instead of waiting for prices to rise above the
confirmation point (461/*)? Ted makes a good point. He is pleased with the
stock's performance until it begins to round over. Does he sell out now at a
small profit or should he hold on and risk a downturn while waiting for
additional gains? This is a recurring investor dilemma.

He decides to hang on to his position. During May, the stock surges
upward again before beginning a downhill run. Ted watches in horror as
his profit vanishes and losses mount. Eventually, when prices spike
downward, he sells at the opening the next day and closes out his position.
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What did he do wrong? He failed to wait for breakout confirmation.
Prices must close above the confirmation point before a trade is placed.
Otherwise your chances of success are only one in three. We discuss how
to trade this formation properly in the Trading Tactics section of this
chapter.

Statistics

The statistics shown in the following tables only refer to formations that
qualify as being true double bottoms. This means prices must close above
the confirmation point (the highest price between the two bottoms). Table
12.2 shows the general statistics for double bottoms. There are 542
formations in 2,500 years of daily price data. Of these formations, 372 or
69% act as reversals of the prevailing trend.

Nearly all the formations (97%), continue moving above the
confirmation point after an upside breakout. The remainder fail to continue
upward by more than 5% before heading back down. This statistic
suggests that you should buy the stock after an upside breakout. In all
likelihood, prices will continue rising.

The average rise for formations with successful upside breakouts is
40%. However, the most likely rise is between 20% and 30%. Figure 12.6
shows a graph of the gains. The chart is built by sorting the gains into
various bins and counting the number of entries in each bin. The resulting
frequency distribution shows the influence large gains have on the overall
average. You can see in the chart that there are a significant number of
large gains. If you consider anything above 50% a large gain, then almost a
third of the formations fit into this category. The large gains tend to pull
the overall average upward.
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Table 12.2

General Statistics for Double Bottoms

Description

Number of formations in 500 stocks from
1991 to 1996

Reversal or consolidation

Failure rate

Average rise of successful formations

Most likely rise

Of those succeeding, number meeting or
exceeding price target (measure rule)
Average formation length

Average price difference between bottoms
Average rise between bottoms

Percentage of times left bottom price is lower
than right

Cains for lower left versus lower right bottom
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Statistic

542

170 consolidations,
reversals 17 or 3%
40%

20% to 30%

370 or 68%

2 months (70 days)
2%

19%

52%
39% versus 39%

372
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