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Finding Target and Steposs Points

Short lesson in basic charting

In this article we are going to discuss how one finds the targets and stop price points
before entering a trade. Most of the examples and discussion are intended for the
longer-term traders or investors. However, | think the principle applies to any
timeframe.

First, Wwuwhatadesandtegtiokiloeks like since they are shown on all of the
charts. The candlestick shows the open, high, low and close of the time period. The
time period can be from 1 minute to 1 year. It can be confusing when you switch from
one charting service to another as they use different ways to show the bearish and
bullish candles. Some prefer to color the bearish candles red or black or some other
color. The bullish candle can be left with the body unfilled or green or any other color.
So you have to know how the charting service is marking the bearish candles.

If the close price is higher than open
price then the canddle body will be
empty or colored green. In which case
the open price is the bottom of the
body.
High price of the period
/ _— Closing Price
& iassanisensssssscss
Candle
tails ar Candle Body
shadows

/

Low price of the period

The bigger the camnxdle body the stronger the trader
sentiment.

Or as most canddle guru prefer to state it:

The smaller the candle body the more indecision or the
traders part.

Either way it means the same.
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Bearish Candle
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as most candle guru parefer to state it:
The smaller the candle body the more indecision oxr the

tradeaxrs paxrt.
Either way it means the same.

Candlesticks when combined into 2 or more candles form candlestick patterns. There
are many patterns but only a few patterns provide meaningful buy/sell signals. There

are many books written
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If you read the information from all of the links below you will have a very good start on
Technical Analysis. | recommend you review them in the order listed and follow the links
in the referred to articles. However, it is not necessary to do it all at once. For the long-
term trader if you review and understand the sections on, Support/Resistance and

Trendlines that will probably be enough to help you invest smartly.

Here is the education Index page from www.stockcharts.com

Chart Analysis

This section describes the various kinds of financial charts that are provided at
www.StockCharts.com. There are articles that describe how the charts are constructed

and how they can be used to make better investing decisions.

What are Charts? - What charts are, how to pick timeframe's, how charts are formed, and price scaling.

Support and Resistance - What support and resistance are, where they are established, and methods used.

Trend Lines - What trendlines are, scale settings, validation, angles, and more.

Introduction to Chart Patterns - A brief review of what chart patterns are, and how to recognize them.

Chart Patterns - A collection of articles describing common chart patterns.

Introduction to Candlesticks - An overview of candlesticks, including history, formation, and key patterns.
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http://www.stockcharts.com/
http://www.stockcharts.com/
http://www.stockcharts.com/
http://www.stockcharts.com/education/ChartAnalysis/whatAreCharts.html
http://www.stockcharts.com/education/ChartAnalysis/supportResistance.html
http://www.stockcharts.com/education/ChartAnalysis/trendlines.html
http://www.stockcharts.com/education/ChartAnalysis/chartPatterns.html
http://www.stockcharts.com/education/ChartAnalysis/chartPatternsNode.html
http://www.stockcharts.com/education/ChartAnalysis/candlesticks.html
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e Candlesticks and Support - How candlestick chart patterns can mark support levels.

e Candlesticks and Resistance - How candlestick chart patterns can mark resistance levels.

e Candlestick Patterns - Bullish Reversals - Detailed descriptions of bullish reversal candlestick patterns

e Candlestick Patterns - Bearish Reversals - Detailed descriptions of common bearish reversal candlestick
patterns.

e Candlestick Pattern Dictionary - A comprehensive list of common candlestick patterns.

e Gaps and Gap Analysis - A gap is an area on a price chart in which there were no trades. Gaps show that
something important has happened to the fundamentals of or the mass psychology surrounding a stock.

One more important link on www.stockcharts.com that | think is very worthwhile is the
glossary at:

http://www.stockcharts.com/education/GlossaryA.html
The best part of all of this - is that it is all FREE.

Stocks of interest

What prompted this article?

First, | need to answer a question that was asked by one of my sons. He asked very
difficult and hard to answer questions and is the reason | put this together. | had asked
him if he was still in his positions on COH and MSFT.

| am still in MSFT, although Coach sold on its pull back. I think my stop is low 25
range. Do you just pull your target prices from mid air? Where do you get those? Still
seems like this trading stuff is really just a bunch of voodoo!

Well sometimes it seems that way to al/l
Technical Analysis. Problem is, there are many flavors of Technical Analysis. | use
Worden Brothers6 TC2007 and AdvancedGet
| use in this article are from both. AdvancedGet is fElliott Waveosoftware and it projects
price targets based on the Elliott Wave theory and Fibonacci retracements and
extensions.

How to calculate Fibonacci retracements and extensions

There seem to be some confusion on how one determines the Fibonacci retracements and extensions. It
real ly i s a si mpnakeitcanplicatetl. ahe Filoonacci r&tracerbent percentages are
based on the beginning and ending points of a single wave (leg) as seen on a chart. While the Fibonacci
extension percentages are based on 2 consecutive waves. The following Excel spreadsheet calculates
both the retracements and extension. All one needs to do is entry the beginning and ending points of
each wave.

There is additional discussion below on the Carmax stock review.
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http://www.stockcharts.com/education/ChartAnalysis/candlesticksupport.html
http://www.stockcharts.com/education/ChartAnalysis/candlestickresistance.html
http://www.stockcharts.com/education/ChartAnalysis/candlestickbullreversal1.html
http://www.stockcharts.com/education/ChartAnalysis/candlestickbearreversal1.html
http://www.stockcharts.com/education/ChartAnalysis/CandlestickDictionary.htm
http://www.stockcharts.com/education/ChartAnalysis/GapsandGapAnalysis.html
http://www.stockcharts.com/
http://www.stockcharts.com/education/GlossaryA.html
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Calculating Fibonacci Extensions

You determine the absolute value of the move from the beginning of the wave (A) to the end of the wave
(B) then multiply it by the Fibonacci percentage. Then add or subtract the resulting value to the end of the
wave (C)

To figure the potential target price for point D based on Fibonacci projections.

What is the target price? D

To figure the potential target price for point D based on Fibonacci projections.

In this example D = (C + ((B T A) times Fibonacci numbers))

Now we simply take the difference of point A and B

Then we multiple that difference by the Fibonacci % value

Finally, we add the result to point C when point B is greater than point A and we subtract the
product from point C when point B is greater than point A

e

Calculating Fibonacci Retracements

You determine the absolute value of the move from the beginning of the wave (1) to the end of the wave
(2) then multiply it by the Fibonacci percentage. Then add or subtract the resulting value to the end of the
wave (2)

What is the target price?

1 3

To figure the potential target price for point 3 based on Fibonacci projections.

In this example 3= (2 + ((1 7 2) times Fibonacci numbers))

Now we simply take the difference of point 1 and 2

Then we multiple that difference by the Fibonacci % move value

Finally, we add the result to point 2 when point 2 is greater than point 1 and we subtract the
product from point 2 when point 2 is greater than point 1

el
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Microsoft

| am going to show Microsoft charts on a daily, weekly and monthly time period to illustrate how the price
projections actually reflect previous price Support/Resistance points. When we are done, | hope you will
realize you do not need $4,000 software to find Support/Resistance but it does help.

In my examples you will see that | key mostly on the price reversals for Support/Resistance. However, the
point needs to be made that Support/Resistance also occurs at price areas where there is a lot of
consolidation or congestion.

The chart below is the chart that prompted the question on how are price points determined. Its easy if
the software is projecting the targets for you as AdvancedGet does here.
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For Help, press F1 Page: 17 - MSFT D

The chart below is the daily chart for MSFT where | drew horizontal lines to mark the
price projections. | also, put a 1 period moving average of the highs (Green line)
and a 1 period moving average of the lows (Red line) on the price chart. The only
purpose in doing the 1 period moving average was to aid in seeing the reversal points
more clearly.

On the subsequent charts it is sometimes difficult to see the individual candles. This is
partly due to having to reduce the chart to fit the page and partly be design. The actual
candles are not the important issue in this lesson. We will cover candlesticks in another
lesson. In this lesson, we want you to concentrate on the peaks and valleys of price not
on individual candles.
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As we look at the longer time period charts you will notice how the horizontal lines
match up with the previous support/resistance points. Remember support/resistance is
simply the peaks and valleys where the price reverses direction. Notice the horizontal
line between $28.00 and $28.50 how many times it touched the previous high points
which will now become resistance as the price moved toward that area. | used the term
A ar guatdow and A z o niretide chart they really mean the same. They refer to a
span of prices because it is likely the price will go. Having multiple hits in an area (zone)
makes it more likely that is where price will encounter resistance or support. Remember,
once price has gone through a resistance area that area now becomes a support area
when price reverses again. The same is true for the support area; it will become a
resistance area to price.
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