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Trading foreign exchange on margin carries a high level of risk, and 

may not be suitable for all investors. The high degree of leverage can 

work against you as well as for you. Before deciding to invest in foreign 

exchange, you should carefully consider your investment objectives, 

level of experience, and risk appetite. No information or opinion 

contained in this book should be taken as a solicitation or offer to buy 

or sell any currency, or other financial instruments or services. Past 

performance is no indication or guarantee of future performance. 
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David Carli is an Italian trader and independent financial analyst. He 

completed his studies at the University of Pisa, and he has released several 

successful books about trading. It is his success and knowledge that David wishes 

to pass on to other potential traders, helping them to avoid mistakes and succeed 

in the finance and investment markets. 

After completing his studies at the University of Pisa, David attended 

several exclusive trading courses ran and organised by Steve Nison in the United 

States of America. David believes that the best person to manage your investments 

is yourself. Only you understand how long and hard you had to work to achieve 

your savings. By helping you avoid the strategies that do not work, David hopes to 

give all traders a better chance of success. 

Since January 2007, David has been living and working as a full-time 

trader. It was during 2007 that David began collaborating with several highly-

placed trading websites and magazines. During the financial crisis of 2008, David 

learned the importance of diversification in trading, helping to achieve low-risk 
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investments. David studied the best approach across all markets to achieve a 

balanced asset allocation of savings. 

In 2012 and 2013 David worked for a small Italian Fund, but in 

January 2014 he left to manage his investments on a full-time basis. In 2018, 

David started to collaborate with an important European commodity investment 

company. 

He is currently also working on several books for those that wish to 

learn more about certain aspects of trading such as Forex, options, commodity and 

spread trading, stocks, and more. David also teaches interested investors his 

personal trading strategies and how to apply them in different markets. 

He hopes that through books, courses, videos, and articles, people will 

better understand the financial markets and investment sectors. On 

https://tradingwithdavid.com, you will also find David’s analyses and his trades 

made using his strategies. You will see that each aspect of his trades is always well 

planned and thought out. 
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TradingView is the innovative financial platform created by 

Multicharts for the web browsing market, in order to bring the tools that were once 

only granted to institutional and investment funds, free of charge to a much wider 

audience. 

The peculiarity of this platform is to flank the charts with a social 

component, where users share their trading ideas to compare themselves with the 

others and improve together. 

For creating even more chemistry between traders, there are public 

chats, where users exchange opinions in real time on the latest market 

movements. 

The prerogative of TradingView is that not being a broker, it is not 

limited to providing only its market data. On the contrary, it plays a sort of role as 

a hub where more than 50 providers spread all over the world are collected and 

where quotes and charts can be consulted. 

About the platform, it is difficult to describe the ease and immediacy 
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with which the charts respond. This because TradingView has developed a 

proprietary, JavaScript-based programming language called PineScript, which lets 

anyone develop their own customised financial analysis tools. The company 

“freemium” software as a service model that lets most users connect and exchange 

trading tips and tricks for free. 

Personalization is truly the queen of this platform. Every single 

instrument can be customised, and every detail can be modified. 

You can use all types of charts, over 100 ready-to-use indicators, and 

over 5000 scripts provided by the developer community that populates 

TradingView. You can build spreads and compare two or more charts. 

TradingView lets you discover investment ideas and showcase your 

talents to a large and active community of traders. Freely discuss, share, and learn 

with thousands of market participants using TradingView. 

With TradingView, your only limit is the fantasy. 
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“Harmonic Patterns Strategy” is the first volume of the series 

“Trading with the Trendlines.” The book explains a strategy applicable in every 

market (forex, equities, commodity...), based on a harmonic pattern and trendline. 

You will see the harmonic patterns from a different perspective. The 

strategy, in fact, seeks to exploit the completion of a Gartley or Butterfly, trying to 

ride the last leg. 

What you are going to read in the book is, therefore, my interpretation 

of this type of pattern. A way to predict a future movement of a market, and that I 

have studied after observing many similar situations, and to have identified, 

under certain conditions, a subsequent trend common to most cases. 

Easy and clear is the identification of the target profit and stop-loss of 

the strategy. Not only. Depending on your account, I will also explain to you the 

correct position sizing, for proper money management. 

If you are a beginner, do not worry; the first two chapters will provide 

you with adequate knowledge for understanding the strategy and using it 
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correctly. 

Do not be tricked by the fact that the book is distributed at the only 

print price. The strategy, if you use it correctly and with money management 

appropriate to your account, will give you a high percentage of profitable trades. 

However, it is recommended to combine the strategy with the 

fundamental analysis and open a position only if both give the same signal. 

You can receive my free signals about this and other strategies on 

TradingView. You have only to sign up (as I said it is free) and follow me.  

For any question, do not hesitate to contact me at the e-mail address 

info@tradingwithdavid.com, it will be my pleasure to answer all of you. Also, visit 

my website https://tradingwithdavid.com, where you will find free articles, 

analyses, and books. 

 

 

 

 

 

 

 

https://www.tradingview.com/u/TradingwDavid/
mailto:info@tradingwithdavid.com
https://tradingwithdavid.com/
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Let’s start the book with two short lessons about Technical Analysis 

for all those who are beginners. We will see in this chapter the Chart, and other 

trading aspects in the following one. 

The knowledge and interpretation of the chart are fundamental in 

Technical Analysis. Representing price in the form of a chart, be it of a few minutes 

or years, allows us to perceive its evolution immediately, identify the trend, 

measure it, set up projections, and more. 

There are numerous types of charts, and we will need to choose the 

one provides the most information suitable for the purpose that is being pursued 

(that is, our type of analysis), in the most intuitive and simple way. So, for example, 

if we are interested in representing the evolution of a market in the last 30 years, 

only need a line chart. 

On the other hand, if the observation focuses on daily development of 

a market, it will be more interesting to use a bar or candlestick chart with the 

indication of open, close, high, low. The most common charts are: 
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– Line chart 

– Bar chart 

– Candlestick chart 

 

 Line chart 

The line chart is represented by a series of closes of the time-frame 

used (usually daily), connected with a straight line. It takes under account the 

close because it is the most significant data; it represents the “final” price on which 

the market converges. 

 

Figure 1 - Apple daily Line chart (TradingView.com) 
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The limit of this visual approach is that get lost two important 

information: the excursion high-low (which gives important indications about 

volatility); the directionality of the market in the time-frame used (by missing the 

open). 

The line chart is used by those who want to give particular importance 

only to the close, or when there is only one data such as, for example, for the 

investment funds. We can see an example of a line chart with Apple (figure 1 

above). 

The line chart is the ideal tool to compare multiple markets on the 

same chart (such as a stock and an index, or, a currency pair and a commodity). 

  

 Bar chart 

The bar chart takes into consideration the prices of the entire session. 

It is obtained by creating a vertical bar that represents the price excursion between 

the high and low of the time-frame used, and by highlighting with two horizontal 

segments the open, on the left, and the close, on the right (figure 2). 

 

Figure 2 - The bar 
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Compared to the linear chart, it allows analysing the excursion of the 

time-frame used (and therefore the volatility) and the directionality. Bar charts 

can also be used for longer time-frames (e.g., weekly or monthly) or very short 

periods (like 30 minutes or just 5 minutes). 

We can see below, an example of a bar chart always with Apple in 

figure 3. 

 

Figure 3 - Apple daily Bar chart (TradingView.com) 

 

For an immediate visual perception of the directionality of a bar, we 

can use the green colour for the bars with the close higher than the open; the red 

one for the bars with the open higher than the close (characteristic of the next type 
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of chart). 

  

Candlestick chart 

The candlestick originates in the 18th century as a method to predict 

the price of rice. Its inventor, Menehisa Homma, earned a fortune with this type of 

graphic representation. 

Candlestick analysis can be used with other forms of technical 

analysis; in fact, often it can be useful to try to interpret price developments better. 

In the candlestick, to represent the swing of the price in a unit of time, which can 

range from one minute up to a month, uses a figure called Candle-Line (figure 4). 

 

Figure 4 - Candle-Line 

 

It is formed by a central body called Real-Body, which indicates the 

excursion of price between the open and close, and the Shadows, lines that 

represent the high and low prices of the time-frame used and called 
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respectively Upper Shadow and Lower Shadow. As for the bar chart, we need 

open, close, high, and low. 

The body of the candle can be black or white: we have a black body 

when the close is lower than the open, and that characterises a negative trend in 

the time-frame used. While, a white body shows a rising session, with the close 

higher than the open. Technically, the body is not coloured in white, but is simply 

blank, to facilitate the work of the computer. 

That is only one of the adaptations that have been used when was 

exported the theory to the West. The Japanese use red instead of white for the 

bullish days. Today they are used in addition to the colours black and white even 

green (bullish days) and red (bearish days). 

 

Figure 5 - Apple daily Candlestick chart (TradingView.com) 
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We can see an example of a candlestick chart in figure 5 above, again 

with Apple. 

As mentioned, this representation of the price is more immediate. The 

colour of the body makes us immediately understand whether the market from 

the open to the close has risen (white or green candle) or has fallen (black or red 

candle). If the bullish traders have had the upper hand on the bearish ones or if the 

opposite occurred. 

The candlesticks count several typical candle-lines that I am going to 

show, and more than 100 patterns that I will not explain because they are not 

subject to this book. 

By looking at the chart above, we can notice candles with different 

lengths and shapes. Some of them have a specific name, and they are very 

important if inserted within a determinate graphics context. 

Here are the main. 

Long candle. It is a candle-line with a long green or red body and two 

very short shadows (figure 6).  

 

Figure 6 - Long candle 
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Short candle. It is a candle-line with a short green or red body and two 

very short shadows (figure 7). 

 

Figure 7 - Short candle 

 

Marubozu. It is a long candle-line with a green or red body and 

without the shadows (figure 8). 

 

Figure 8 - Marubozu 

 

Spinning Top. It is a candle-line with a very short green or red body 

and marked shadows. It indicates a phase of indecision in the market; it does not 

matter the colour of the body (figure 9). 

 

Figure 9 - Spinning Top 

Doji. It is the most characteristic candle-line, marked by the open and 
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the close at the same level, or not far away. There are four different types of Doji. 

The first is the Long Legged Doji or Rickshaw Man defined by very long shadows. 

This particular Doji signals strong market indecision (figure 10). 

 

Figure 10 - Long Legged Doji or Rickshaw Man 

 

The Gravestone Doji is characterised by the only existence of a very 

long upper shadow. It should be treated as a strong negative signal, especially if 

identified in areas of market highs (figure 11). 

 

Figure 11 - Gravestone Doji 

 

Very similar to the former, the Dragonfly Doji with a single long 

shadow, the lower one, which leaves hope for a bullish scenario, particularly if it 

will be completed in areas of market lows (figure 12). 
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Figure 12 - Dragonfly Doji 

 

Finally, the fourth type, the less significant, with the open, close, high 

and low at the same level (although very rare, it would leave as to think there are 

almost zero exchanges), and that you can see below in figure 13. 

 

Figure 13 - Doji with open, close, high and low at the same level 

 

Those we have seen are the most used graphical representations of a 

market's price and related charts. But they are not the only ones. There are other 

kinds of charts, such as, for example, Heikin Ashi, Kagi, Point & Figure, and Renko. 
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Let’s go on with the Technical Analysis; we will see in this chapter 

some concepts that are fundamental in order to understand correctly the strategy 

that I am going to explain. 

One of the pillars of technical analysis is the concept that the market 

does not move in a completely erratic and unpredictable way, (random walk 

theory), but it moves following different patterns that can be identified by the 

analyst. 

Charles Dow was a pioneer of the technical analysis. At the end of the 

nineteenth century, he studied the price movement, coming to formulate a theory 

that is still today an essential part of the technical analysis. 

Dow has started his studies, by observing the shifting of the tides, 

noting some interesting analogies with the price trends in a free market. Just as 

the wave that is moving forward, recedes, and then going even further ahead, also 

the market moves similarly following the process of continuous advancement of 

the price until it reversals. 
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We have increasing trend phases (uptrend), characterised by 

increasing highs and lows, and decreasing trend phases (downtrend), marked by 

decreasing highs and lows. We can see an example, with the Eur-Usd daily chart. 

Highlighted in black the uptrend and blue the downtrend (figure 14). 

 

Figure 14 - Eur-Usd chart (TradingView.com) 

 

According to Dow, there are three main types of trends: 

– the “major” trend, which lasts a few years; 

– the “medium” trend, which lasts a few months; 

– the “minor” trend, which lasts a few weeks. 
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The major trend is the tide, the medium trend is the wave, and the 

minor trend is the crashing of the wave. 

It is therefore evident that there is not only one type of trend but 

different trends (one inside the other like the Chinese boxes) depending on the 

time-frame. The Dow theory could be completed by saying that the major trend, 

the medium trend, and the minor trend have variable durations, depending on the 

type of time-frame chosen. 

So, the investor has to go in the direction of the main trend relative to 

the chosen time-frame, resisting the temptation to go against the current for 

trying to exploit the small rebounds and corrections. 

  

Support and Resistance 

By examining any chart, we can identify particularly critical levels, 

where the market seems to hesitate. On these levels, supply and demand face each 

other, until one of the two takes over. 

A level is defined as “support” when the demand is particularly 

strong, and sellers cannot overwhelm it. A support level is all the more significant, 

the more times it has been tested in the past, but without being broken. Surely a 

historical low represents a significant support level. 

So, the support reflects the inability of a market to drop below a 

certain price level. We can see an example of support above in the Silver daily chart 

(figure 15). 
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Figure 15 - Silver, support (TradingView.com) 

 

 

Figure 16 - Tesla, resistance (TradingView.com) 
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A level is defined as “resistance” when the offer is particularly strong, 

and buyers cannot win against the sellers. A resistance level is all the more 

significant, the more times it has been tested in the past, but without being broken. 

Surely a historical high represents an important resistance. 

So, the resistance reflects the inability of a market to climb above a 

certain price level. We can see an example of resistance below in the Tesla daily 

chart (figure 16 above). 

Supports and resistances over time tend to be broken through, in such 

cases, an old resistance becomes new support, and past support turns into new 

resistance. There is a change of polarity, as shown below in the Nzd-Jpy weekly 

chart (figure 17). 

 

Figure 17 - Nzd-Jpy, change of polarity (TradingView.com) 



22 

That is explained by the fact that the market remembers past levels: 

sellers and buyers place their sales and purchase orders to specific technical levels, 

making them particularly important. 

There are two types of support/resistance: static and dynamic.  

- A “static” support/resistance level (that we have seen above) 

corresponds to a precise and constant point in time, such as the high and low of 

the year, or a Fibonacci retracement (we will see better them in the next chapter). 

- A “dynamic” support/resistance level, instead, changes its value as 

time passes. 

 

Figure 18 - Eur-Chf, trendlines (TradingView.com) 
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A typical dynamic support/resistance is the trendline, literally an 

(oblique) line that follows the trend. We can see an example below with the chart 

Eur-Chf (figure 18 above). 

The first bearish trendline (resistance) touches the highs of the 

currency pair, while the second one bullish (support), the lows. The trendline is 

not the only type of dynamic support/resistance; there are other kinds. One of 

these is the moving average. Let’s see what a moving average is. 

 

Moving Average 

A moving average is an indicator used by traders, and that is based 

on historical price trends. A moving average is calculated on a certain quantity of 

price data (time period) and is “moving” because it moves from day to day (or other 

time-frame) precisely because of its calculation method. 

So, by way of example, if we want to calculate a 20-day moving 

average of the Eur-Usd price, to update it, it will be enough to add to the series the 

data of today's closing, eliminating the close price of 20 days ago. 

In practical terms, a 20-day moving average represents the average 

value of the last 20 trading sessions, and each data will weight 1/20 of the series. 

The data that we will gradually add will affect the moving average to a lesser 

extent, the longer the time period will be considered. Thus, a 20-day moving 

average will be less affected by new data than a 5-day moving average, and more 

than a 100-day moving average. 
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Figure 19 shows the Home Depot chart with applied the 200-day 

exponential moving average. 

 

Figure 19 - Home Depot, moving average (TradingView.com) 

 

Look at how the price reacts when it reaches the moving average 

(support/resistance). Furthermore, it is excellent support until the price falls 

below it, and it turns in a resistance. 

All the trading platforms currently on the market easily allow 

representing the moving average of a price. So, to visualise them on a chart, we no 

longer have to worry about using graph paper, pencil, and calculator, as the chart 

analysis pioneers did. 
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Complementing this introduction on the moving average, I add that 

there are different kinds of them depending on the formula used. 

The Simple Moving Average (SMA) is the classic one, and that we have 

seen above. The Exponential Moving Average (EMA) and the Weighted Moving 

Average (WMA) are the others most used. 

As said, in the Simple Moving Average (SMA), each data will get the 

same weight in the series. If, for example, we use a 14-day SMA, each data will 

weight 1/14 of the series. 

The Exponential Moving Average (EMA), instead, gives more weight 

to the most recent data. This kind of moving average reacts faster to recent price 

changes than a simple moving average. 

Finally, the Weighted Moving Average (WMA). It gives more weight 

on recent data and less on past ones (similarly to the Exponential Moving Average). 

That is done by multiplying every single price by a weighting factor. Because of its 

unique calculation, WMA will follow prices more closely than a corresponding 

Simple Moving Average. 

 

Breakout and Fakeout 

In the long period, supports and resistances, both statics and 

dynamics, tend to be broken.  

We have a bullish breakout when the price is able to break through a 

resistance level, starting a new uptrend. 
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There is a bearish breakout, instead, when the price manages to 

pierce a level of support, starting a new downtrend.  

We can see an example of a breakout below, with the Amgen daily 

chart (figure 20). 

 

Figure 20 - Amgen, breakout (TradingView.com) 

 

Sometimes we have the misfortune to witness to a false breakout 

(fakeout) with the price rising above resistance, or going down under support, and 

then, it closes again under the resistance, or over the support. It can happen in a 

single session or two or more days. 

I will not explain how to recognise fakeouts and to exploit them in 
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trading. It would take a long time, and it is not the argument of this book. 

We can see in the Eur-Aud chart below a couple of Fakeouts (figure 

21). 

 

Figure 21 - Eur-Aud, fakeouts (TradingView.com) 

 

In the first fakeout (bullish), the price closes above the resistance 

giving a bullish signal, but the day after, a red candle brings the price below the 

resistance. 

In the second one (bearish), the price opens above the support, during 

the day goes below it, but in the end, it closes again above the support. 
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Retracement 

A retracement is another important concept in trading, and it is a 

temporary reversal in the direction of a market's price that goes against the trend. 

A retracement does not signify a change of the trend. In practice, after an ample 

movement in the trend direction, they begin the profit taking. That is, most 

traders decide to take home the money they are gaining, and this determines, for 

a period of time, a movement against the trend. 

A retracement represents an excellent opportunity to buy or sell at 

prices more convenient and to get into a market less tired. We can see an example 

below in the Aud-Usd chart (figure 22). During the uptrend (with higher highs and 

higher lows), the blue lines show the retracement phases of the price. 

 

Figure 22 - Aud-Usd, retracements (TradingView.com) 
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Windows or Gaps 

A window (or more commonly gap) is a space between two candles (or 

bars), where shadows do not overlap in any way. The size of the window is not 

important. A gap is a symptom of euphoria and volatility. It can occur in all time-

frames but, for my kind of trading, I am mostly concerned with the daily chart. 

More precisely, a rising window or gap up occurs when there is a 

space between the previous candle's high and the current candle's low. The key 

support area is the bottom of the window (figure 23). 

 

Figure 23 - Rising Window 

 

A falling window or gap down occurs when there is a space between 

the previous candle's low and the current candle's high. The key resistance area is 

the top of the window (figure 24). 

 

Figure 24 - Falling Window 
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In Forex, the only way to get a window is on Sunday when the market 

opens, and it is unlikely (but not impossible) that a window remains open for a 

long time. Most of the times, behind a window, there is news or event already 

considered by the market (buy the rumour, sell the news). 

Only relevant economic events or very positive/negative news, the 

effect of which is destined to last for a long time, have the power to leave open a 

window on a currency pair. 

I do not recommend to open a bullish trade after a rising window or a 

bearish one on after a falling window. Although not always the market will reverse 

its trend, a simple retracement may be sufficient to trigger our stop-loss. 

 

Figure 25 - Usd-Cad, Rising Window (TradingView.com) 
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In stock markets, instead, windows are common, and they can depend 

on several factors: news, earnings, acquisitions, etc. The reason is that most of 

them come out when the markets are closed, and we get a tangible effect with the 

price that opens in strong rise or fall. 

Let’s see now some example. In figure 25 above, we can see the Usd-

Cad 4-hour chart with a rising window (or gap up). 

Below, instead, we can see a falling window in the Eur-Nzd 60-minute 

chart (figure 26), and the eBay daily chart with several windows (figure 27). 

 

Figure 26 - Eur-Nzd, Falling Window (TradingView.com) 
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Figure 27 - eBay, Windows (TradingView.com) 

 

Windows/gaps are interesting if they form during a well-established 

trend, while they have not great significance within congestion. 

There are three types of gaps: 

Breakaway Gap: it occurs when the price is breaking out of a trading 

range or congestion area. To break out of these congested areas requires market 

enthusiasm and, either, many more buyers than sellers for bullish breakouts or 

more sellers than buyers for bearish breakouts.  

The volume will pick up significantly, for not only the increased 

enthusiasm but because many traders are holding positions on the wrong side of 

the breakout and they need to cover or sell them. 
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Continuation Gap: sometimes called Runaway Gap or Measuring Gap, 

it is a gap caused by an increasing interest in the market. These types of gaps are 

also typically associated with a volume increase, but lots of volumes are not as 

important here as they are with breakaway gaps. 

The runaway gap to the upside, it usually represents the traders who 

did not get in during the initial move of the uptrend, and while waiting for a 

retracement in price, they have decided it was not going to happen. 

A runaway gap can also happen in a downtrend. That usually 

represents the increased liquidation of that market by traders who are still 

standing on their bullish positions. 

Exhaustion Gap: it is the gap that occurs near the end of the uptrend 

or downtrend. It is many times the first signal of the end of that move. The high 

volume identifies it. 

They can easily be mistaken for runaway gaps if the trader does not 

notice the exceptionally high volume. 

In the next chapter, we will begin to get into the strategy, and we will 

see the Harmonic Patterns which I use in a particular way. 
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What is the Harmonic Trading? As defined by Scott M. Carney, 

Harmonic Trading is a methodology that utilises the recognition of specific price 

patterns and the alignment of exact Fibonacci ratios to determine highly probable 

reversal points in the financial markets. 

This methodology assumes that trading patterns or cycles, like many 

patterns and cycles in life, repeat themselves. The key is to identify these patterns 

and to enter or exit a position based upon a high degree of probability that the same 

historic price action will occur. 

Harmonic Trading utilises the best strategies of Fibonacci and pattern 

recognition techniques to identify, execute, and manage trade opportunities. 

These techniques are extremely precise and comprise a system that requires 

specific conditions to be met before any trade is executed. 

Its approach offers information regarding the potential state of future 

price action like no other technical methods. The unique measurements and price 

point alignment requirements are some of the unprecedented methods that 

differentiate this approach from other technical perspectives. 
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Harmonic Trading techniques are similar to standard technical price 

patterns, such as the Head and Shoulders or Wedge formations, since the focus on 

a particular shape of price action is the key validation factor. However, harmonic 

patterns are probably the most specific technical price patterns due to the specific 

Fibonacci measurements of each point within the structure. 

These measurements provide a tremendous advantage in that they 

serve to quantify and categorise similar price structures as distinct “technical 

entities.” Depending upon the specific alignment of Fibonacci ratios within each 

structure, potential trading opportunities can be differentiated, offering pattern-

specific strategies for each situation. 

In essence, similar price structures are not the same, and each pattern 

has to be precisely defined. From such specification, a great deal of information 

can be garnered regarding the state of potential price action. 

What is a Harmonic Pattern? The Harmonic Patterns are born in the 

thirties, thanks to H. M. Gartley. He noticed, with a certain frequency, the 

formation of precise patterns on price movements. 

Harmonic patterns are defined by specific price structures quantified 

by Fibonacci calculations. Essentially, these patterns are price structures that 

contain combinations of distinct and consecutive Fibonacci retracements and 

projections. 

The primary theory behind Harmonic patterns is price/time 

movements which adhere to Fibonacci ratio relationships and its symmetry in 

markets. Fibonacci ratio analysis works well with any markets and on any 
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timeframe charts. 

The basic idea of using these ratios is, by calculating the various 

Fibonacci aspects of a specific price structure, to identify a specific area to examine 

for potential turning points in price action, retracements, and projections along 

with a series of the swing high and the swing low points. The derived projections 

and retracements using these swing points (highs and lows) will give key price 

levels for targets or stops. 

Let's proceed in order. I talked about Fibonacci retracements and 

projections. In Appendix C, you will find a brief biography of Fibonacci, the 

number sequence, the ratios, etc. Now, I want to define which are Fibonacci 

retracements, extensions, projections and expansions. 

- Retracement: from the swing XA, a Fibonacci ratios length is 

retraced to B, as shown in figure 28. 

 

Figure 28 - Fibonacci retracement 

 

- Extension: from the swing XA, more than 100% of the swing XA is 

extended from A to B, as you can see in figure 29. 
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Figure 29 - Fibonacci extension 

 

- Projection: from the swing XA, a retracement is made to form the AB 

leg. From B, the swing XA is projected from B to C (figure 30). 

 

Figure 30 - Fibonacci projection 

 

- Expansion: from the swing XA, a retracement is made to form the 

AB leg. An expansion is plotted from A in the same direction and length of XA to C, 

as shown in figure 31. 
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Figure 31 - Fibonacci expansion 

 

We can see everything explained above in a picture (figure 32). 

 

Figure 32 - Types of Fibonacci levels 
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Harmonic Trading utilises an enormous array of effective Fibonacci 

alignment combinations to define patterns. This chapter has not the arrogance to 

explain an argument so vast and complex in a few pages; what you will see below 

are only the Harmonic Patterns “involved” in my strategy. 

• The Gartley pattern (also known as Gartley 222) is the most famous 

Harmonic Pattern. It takes the name from its creator, Harold Gartley, which 

published it for the first time in his book “Profit in the Stock Market.” 

Below in figure 33, the Gartley with all the Fibonacci calculations. 

 

Figure 33 - The Gartley pattern 

 

In 1999, Scott Carney redefined the structure as follows: 

✓ B = 0.618 of XA; 

✓ C = from 0.382 to 0.886 (it means: 0.382, 0.500, 0.618, 0.707, 

0.786, or 0.886) of AB; 

✓ D = from 1.13 to 1.618 (it means: 1.130, 1.272, 1.414, or 1.618) 

of BC; 

✓ D = 0.786 of XA (sometimes 0.886 of XA). 
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Of course, these iron rules greatly facilitate the identification of this 

pattern but at the same time reduce the chances that it perfectly completes. So, it 

is not frequent to find a pattern that respects all conditions. The rules underlined 

are fundamental. 

• Scott Carney created the Bat pattern in 2001. It is characterised by 

deep retracements that often retest supports or resistances. 

Below in figure 34, the Bat with all the Fibonacci calculations. 

 

Figure 34 - The Bat pattern 

 

The pattern structure: 

✓ B = 0.382 or 0.500 of XA (ideal 0.500); 

✓ C = from 0.382 to 0.886 (it means: 0.382, 0.500, 0.618, 0.707, 

0.786, or 0.886) of AB; 

✓ D = from 1,618 to 2,618 (it means: 1.618, 2.000, 2.240, or 2.618) 

of BC (1.618 or 2.000 the ideal); 

✓ D = 0.886 of XA. 
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Point B is the element that distinguishes a Bat from a Gartley. If the 

retracement to point B stops at most 50% of the XA movement, then it is 

considered a Bat pattern; otherwise, we will have a Gartley pattern. CD has not to 

be less than 1.618 BC; otherwise, the pattern is invalidated. 

• Bryce Gilmore created the Butterfly pattern and later, as we have 

already seen about the Gartley, Scott Carney defined more precisely the 

relationship between the various “legs” for more successful trading. 

Below (figure 35) the Butterfly with all the Fibonacci calculations. 

 

Figure 35 - The Butterfly pattern 

 

The pattern structure: 

✓ B = 0.786 of XA; 

✓ C = from 0,382 to 0,886 (it means: 0.382, 0.500, 0.618, 0.707, 

0.786, or 0.886) of AB (better from 0.618 to 0.886); 

✓ D = from 1.618 to 2.24 (it means: 1.618, 2.000, or 2.240) of BC 

(ideal 1.618); 
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✓ D = from 1.272 to 1,618 (it means: 1.272, 1.414, or 1.618 of XA 

(ideal 1.272). 

 

One of the most important ratios to define the pattern is the 0.786 

retracement of XA since point B is one of the distinctive elements of the Butterfly, 

and it is essential for identifying point D. In a certain sense, the Butterfly is very 

similar to the Gartley as it needs a well-defined point B. 

• Like the Bat pattern, also the Crab pattern was created in 2000 by 

Scott Carney. Contrary to the Bat and Gartley patterns, this is not a corrective 

pattern. That is, ideally, we do not find it within corrective movements, but in the 

presence of impulsive movements. 

It is characterised by a strong final movement, so much so that the 

projection of BC can reach 3,618. 

Below in figure 36, the Crab with all the Fibonacci calculations. 

 

Figure 36 - The Crab pattern 
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Pattern structure: 

✓ B = from 0.382 to 0.618 (it means: 0.382, 0.500, or 0.618) of XA; 

✓ C = from 0.382 to 0.886 (it means: 0.382, 0.500, 0.618, 0.707, 

0.786, or 0.886) of AB; 

✓ D = from 2,618 to 3,618 (it means: 2.618, 3.140, or 3.618) of BC; 

✓ D = max 1,618 of XA.  
 

The main characteristic that is taken into consideration for this 

pattern is the extension of 1,618 of the XA movement which determines the point 

D. Together with the extreme projection of BC (2,618 - 3,14 - 3,618) they generate 

a valid area for the completion of the pattern. 

The differences between the Butterfly and the Crab are several, 

although the structure may look similar due to the fact that they are two 

“extension patterns.” The Crab pattern uses a 1.618 extension of the XA leg, while 

the ideal pattern Butterfly has a 1.27 extension. 

In the Butterfly pattern, point B has a 0.786 retracement of XA, while 

in the Crab, it does not exceed 0.618. In short, the Butterfly pattern is characterised 

by a deeper retracement of the point B than the Crab pattern and by a less 

significant extension of the XA leg to identify the point D. 

Now, to complete this chapter, let's see how to calculate the various 

retracements/extensions on the chart. It is very simple. Every platform has the 

function to draw the Fibonacci retracements. 

Below in figure 37, we can see the Usd-Jpy chart. First, we have to 

calculate the retracement of point B, the one that will define the type of pattern. It 
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is simple; we have to click on the Fibonacci retracement icon on the platform, then 

click on the point X and again on the point A (or on another point on the chart but 

at the same height as point A). 

 

Figure 37 – Usd-Jpy, B point retracement (TradingView.com) 

 

As we can see, point B has retraced about 0.500 of the movement that 

from X has brought the price to A. Rarely the retracements stop exactly on a 

Fibonacci ratio, the important thing that does not deviate much. 

Once we have calculated the retracement of point B, with the same 

chart above, we can calculate point D, as the retracement (in this case) or extension 

always of XA. Point B retracement (0.500) has defined the pattern, a Bat, so D = 

0.886 of XA. 
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Most likely, you are thinking: “hey, also the Crab has the same 

retracement of point.” You are right, but as you will see explained in the next 

chapter, I use the Crab only as a final target. 

Now, we have to calculate the retracement of point C. The process is 

the same used previously and that you can see in figure 38. In this case, point C has 

a retracement of about 0.707 of AB. 

 

Figure 38 - Usd-Jpy, C point retracement (TradingView.com) 

 

The point C in my strategy is important because I have noticed, 

especially in Forex, that the deeper the retracement of point C and the greater the 

chances that the price will reach the target.  

Lastly, point D as an extension of BC that we have seen can be 1.618, 
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2.000, 2.240 or 2.618. As we can see in the chart in figure 39, in our case is 2.000, 

and it is used as the target area (we will see explained better the target and stop-

loss in the next chapter). 

 

Figure 39 - Usd-Jpy, D point retracement (TradingView.com) 

 

What we very briefly saw in this chapter were the four Harmonic 

Patterns that I exploit in my strategy, but in a different way than their classical 

use. Indeed, I do not look for potential turning points of the market, but patterns 

of continuation of a movement, with a well-defined target area. 

I am going to explain the strategy step by step in the next chapter. 
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The strategy I am going to explain is based on the Harmonic Patterns. 

More precisely on four of them. The strategy, at first sight, may seem complex, but 

in the end, you will see it is easy to apply. 

I closed the previous chapter saying that I exploit in my strategy the 

Harmonic Patterns, but in a different way than their classical use. I do not seek 

potential turning points of the market, but patterns of continuation of a 

movement, with a well-defined target area. 

What does it mean? Harmonic Patterns are reversal patterns. The 

completion of a Harmonic Pattern identifies a Potential Reversal Zone (PRZ) where 

the price, most likely, will turn. The PRZ is a zone around the point D (I will not 

explain exactly how to identify it). 

What I do with my strategy is, once points B and C are defined, try to 

ride the last leg (from point C to point D), that most likely will bring the price to the 

completion of the Harmonic Pattern identified by the point B. 

No worries. I will show a lot of examples in order to understand the 
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strategy and all the parameters correctly. But let’s start immediately with the first 

example. 

In figure 40 below, we can see the Eur-Aud daily chart.  

 

Figure 40 - Eur-Aud daily chart (TradingView.com) 

 

In the last month, the currency pair has fallen. By applying my 

strategy, it was possible to get a significant profit. 

There is one more thing that I want to make it clear. What you will see 

explained, and in particular all the examples, are not something “traded with 

hindsight.” They are all trades I have done on my trading account, with real 

money, and that I posted on my TradingView page, at the time when the signal 
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was completed. 

Let's move on. Look at the same chart, but now with some trendlines 

(figure 41). 

 

Figure 41 - Eur-Aud daily chart (TradingView.com) 

 

Now on the chart, we can see something more familiar. What is 

forming is a Bullish Bat pattern. It is not completed yet, and, therefore, it has not 

given a bullish signal, but, as I already said, this is not the kind of signal I am 

seeking. 

What is my idea? Try to ride the last leg of the Bat pattern, the one that 

leads the price from point C to point D. How? Simply by opening a short trade after 
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the breakout of the black trendline, that is, the line that starts from X and passes 

from point B. 

What do I mean with the “breakout of the black trendline?” 

Here, I will tell you right now: this aspect depends on you and your 

kind of trading. There are more or less aggressive strategies about entry into the 

market. 

The more aggressive is to open the position when the price crosses the 

black trendline. In this way, we are surely inside the trade if it should develop 

positively, but we risk being the victim of a false breakout. 

A less aggressive strategy is to wait for a close of the price beyond the 

trendline before opening a trade. The entry price in the market will be worse, it will 

be lower than the more aggressive strategy seen above, but in this way, at least part 

of fakeouts will be avoided. 

The less aggressive strategy, but that is likely to lose good trades, is to 

wait for a pullback of the price on the black trendline that, by experience, it is not 

rare to see. We will see better this aspect in the next chapter. 

As I said, the choice of the moment in which to open a trade it is up to 

you. You have to choose the type of trade entry better suited to your trading and 

character. And what about the stop-loss and target? Let's see them immediately 

(figure 42). 
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Figure 42 - Eur-Aud, stop-loss (TradingView.com) 

 

Now the pattern on the chart is clear. It is, as mentioned, a Bullish Bat 

that is not completed yet. It will be if the price reaches 1.52750 (point D), that is 

the target area of the short trade. 

I am talking about the “target area” because we have seen that there is 

another parameter in a Harmonic Pattern, CD as the extension of BC. I report below 

the one of Bat pattern: 

CD = from 1,618 to 2,618 (it means: 1.618, 2.000, 2.240, or 2.618) of 

BC 

Now, look at this new Eur-Aud daily chart (figure 43). 
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Figure 43 - Eur-Aud, the target area (TradingView.com) 

 

Below, the two levels that have formed in the chart: 

CD = 2.24BC = 1.5322 

AD = 0.786XA = 1.5275 

From this, it follows that the target area of the short trade on Eur-Aud 

is 1.5322/1.5275. A range of 53 pips within which to take profit. 

In the examples of this chapter, you will see how the strategy 

generates almost always trades with an excellent risk/reward ratio. That allows us 

to do two things: move after a certain gain the stop at break-even and close part of 

the position when the price has reached a certain level. 
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About the stop-loss, it has to be positioned beyond the point C. I 

usually put it at a distance of 20/25 pips/tick from it (you always have to consider 

that these are trades on a daily chart). Even here, everyone can decide differently. 

The important thing is always to insert the stop-loss and open an 

appropriate position size according to our account (as we will see better in the sixth 

chapter). 

With this first example, we have seen the idea which is the basis of the 

strategy: to exploit a probable completion of a Harmonic Pattern. We have figured 

out how the signal is generated, where to place the stop-loss, and how to calculate 

the target area. 

A strategy that, if correctly applied, with an adequate position size, 

generates a very high percentage of profitable trades. 

I draw inspiration from the example above to repeat a basic concept. 

Point B identifies the type of Harmonic pattern. More precisely: 

AB = 0.382XA or 0.500XA = Bat 

AB = 0.618XA = Gartley 

AB = 0.786XA = Butterfly 

AB = 0.382XA or 0.500XA or 0.618XA = Crab 

 

I work in this way. The retracement of point B identifies one of the 

first three Harmonic patterns (Bat, Gartley or Butterfly). In the case of a Bat or 

Gartley, the Crab gives me a second and last possible target, towards which, I leave 

free to run a part of the position (not more than 20% of it). 
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The completion of a Crab requires a deep bullish or bearish 

movement. It does not happen very often to see a market to draw a Crab (which 

generally needs several weeks for its completion). But when this happens, I assure 

you that the satisfaction of having ridden that big movement is priceless. 

Let's go on with another aspect. It may happen that on a chart, 

depending on the point X, there is more than one Harmonic pattern and, in that 

case, how should we behave? Let's see this situation with an example. 

In figures 44 and 45 below, we can see the same Nikkei daily chart 

with two different Harmonic patterns, a Bat pattern (in blue) and a Gartley pattern 

(in yellow). 

 

Figure 44 - Nikkei, Bearish Bat (TradingView.com) 
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Figure 45 - Nikkei, Bearish Gartley (TradingView.com) 

 

So, in this case, we have on the same chart, two different Harmonic 

patterns. Which of the two we have to take into account? The Bat or the Gartley? 

I behave this way (but no one forbids you to do differently; much 

better adapt a strategy to own style of trading than to copy the decisions of another 

trader, with another trading style). I take as the main pattern the larger one (in this 

case the Bat) and use the “narrower” pattern (the Gartley) to close part of the 

position. 

In practice, the two harmonic patterns give me two points D. I 

consider the point D formed by the Bat (the widest pattern) as the target area, while 

the one generated by the Gartley (the narrower pattern) as an area where to close 

half or part of the position. Below the harmonic patterns on the Nikkei (figure 46). 
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Figure 46 - Nikkei futures (TradingView.com) 
 

 

Figure 47 - Nikkei futures, Bearish Crab (TradingView.com) 
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When the price reaches point D2, I close part of the trade, point D1, 

the whole position. But look at the chart in figure 47 above. A Crab as I said before, 

can give great satisfaction and a little part of the trade should be left free to ride a 

possible completion of this pattern. 

The last consideration concerning this type of situation. I always use, 

as a trading signal, the breakout of the line that starts from X1 and passes from B. 

So, the line of the larger pattern (the Bat in the Nikkei chart). Even here, no one 

prevents you from doing the opposite. 

In this first part of the chapter, I explained the strategy; now you 

know how it works and how to use it. In the second part, I will show several 

examples that will demonstrate how much it is profitable (with a very high 

percentage of successful trade). 

 

Figure 48 - Nzd-Usd, Bullish Bat (TradingView.com) 
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But before, I want to specify that a high percentage does not mean 

100% of profit, but sometimes can happen that the trade is closed with the stop-

loss hit by the price. We can see a particular situation in figure 48 above with the 

Nzd-Usd daily chart. 

That is a trade I did a few months before the writing of this chapter, 

and that left a bitter taste in my mouth. Before, the price hit my stop-loss, by rising 

above the point C, and then it is collapsed, reaching the target area. Unfortunately, 

they are situations that can happen, and we have to accept them. 

Another consideration. We know that windows (gaps) in Forex are 

rare and they can be formed only between the Friday close and Sunday open. In the 

stock market, they happen much more often. We only look at what happens on a 

chart the day after the release of the earnings. 

 

Figure 49 - eBay, Bullish Gartley (TradingView.com) 
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How to behave if, as in the eBay chart below, the black trendline is 

crossed with a gap? (figure 49 above). 

The price has to cross the black trendline, not jump it. However, after 

a window, we can wait and see if it occurs, after a few days, a close of the gap or a 

pullback of the price on the black trendline (we will see the pullback in the next 

chapter). 

Now we will see a rundown of other examples. Then the latest 

considerations resulting from my experience in using this strategy. Let's start with 

a Bearish Butterfly on the Eur-Usd daily chart (figure 50). 

 

Figure 50 - Eur-Usd, Bearish Butterfly (TradingView.com) 
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A Bullish Bat on IBM chart in figure 51. 

 

Figure 51 - IBM, Bullish Bat (TradingView.com) 
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A Bullish Bat on Usd-Chf daily chart in figure 52. 

 

Figure 52 - Usd-Chf, Bullish Bat (TradingView.com) 
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A Bullish Gartley on United Technologies daily chart in figure 53. 

 

 

Figure 53 - United Technologies, Bullish Gartley (TradingView.com) 
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A Bearish Gartley on the Nasdaq100 daily chart in figure 54. 

 

Figure 54 - Nasdaq100 futures, Bearish Gartley (TradingView.com) 
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A Bearish Gartley on Eur-Chf daily chart in figure 55. 

 

 

Figure 55 - Eur-Chf, Bullish Bat (TradingView.com) 
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A Bearish Butterfly on Natural Gas daily chart in figure 56. 

 

Figure 56 - Natural Gas, Bearish Butterfly (TradingView.com) 
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A Bullish Gartley on Aud-Usd daily chart in figure 57. 

 

Figure 57 - Aud-Usd, Bullish Gartley (TradingView.com) 
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A Bearish Butterfly on MasterCard daily chart in figure 58. 

 

Figure 58 - MasterCard, Bearish Butterfly (TradingView.com) 
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A Bullish Bat on Usd-Jpy daily chart in figure 59. 

 

 

Figure 59 - Usd-Jpy, Bullish Bat (TradingView.com) 
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A Bearish Bat on Usd-Sek daily chart in figure 60. 

 

Figure 60 - Usd-Sek, Bearish Bat (TradingView.com) 
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A Bullish Bat on AUS200 daily chart in figure 61. 

 

 

Figure 61 - AUS200, Bullish Bat (TradingView.com) 
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A Bearish Butterfly on Eur-Jpy weekly chart in figure 62. 

 

Figure 62 - Eur-Jpy, Bearish Butterfly (TradingView.com) 
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A Bearish Bat on Eur-Gbp weekly chart in figure 63. 

 

 

Figure 63 - Eur-Gbp, Bearish Bat (TradingView.com) 
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Lastly, a Bearish Crab on WTI Crude Oil daily chart in figure 64. 

 

Figure 64 - WTI Crude Oil, Bearish Crab (TradingView.com) 



74 

I do not hide the great satisfaction of having ridden the long rise of 

WTI Crude Oil. Well, I could go on for another hundred pages with examples, but I 

think, at this point, the strategy is clear. Now it is just a matter of exercising, of 

training the eye to see possible Harmonic Patterns that are forming on the chart. 

Apply correctly not only the strategy but also the money management, starting 

with an appropriate Position Size. 

Before to conclude the chapter, I want to show you some features that 

I figured out with time. First of all, it is a purely graphical strategy; the only aspect 

that takes into consideration is the movement of the price on the chart, nothing 

else. 

We should have a broader view of the market, what is the 

macroeconomic situation, the news and anything that could significantly affect 

the price movement. And if these do not agree with the strategy, it is better not to 

risk. In the same way, we should avoid to open a trade before an important event, 

such as a central bank meeting or the earnings releases. 

As I said, we can apply the strategy to every market. Nevertheless, it is 

much better suited to Forex than to other markets, and it could not be otherwise. 

A currency pair is nothing more than two opposing economies. In the medium-

term, a currency pair will always tend to have a price that will reflect the real value 

of the two economies. But in the short-term, speculation will bring the price to 

move away from that level. 

If there are no changes at the “fundamental” level (such as a cut in 

interest rates, a sharp increase in unemployment, etc.), a currency pair will move 

within large congestion with, more or less in the central position, the “right price.” 
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That allows the formation of a lot of Harmonic patterns throughout 

the year. With the stock market is different, and we can see it with most of the 

S&P500 equities. In the last nine years, there has been a big rise, a few short 

rebounds that have not allowed the formation of many Harmonic Patterns. 

Although, occasionally, some good operation was possible to do it. 

Another aspect that I have noticed is that the retracement of BC is 

different between market and market. Generally deep in Forex (from 0.618 to 

0.886), less in the stock market (from 0.382 to 0.618). We can use this 

characteristic to optimise the signals. 

Well, that is all about my strategy. Below is a summary of the various 

levels: trade entry, stop-loss, target area. 

Trade entry: breakout of the black trendline that starts from X and 

passes from point B (the moment in which to open the position depends on your 

kind of trading, aggressive or conservative). 

Stop-loss: about 20/25 pips or ticks beyond point C (below point C in 

a bullish trade, above point C in a bearish one). 

Target area: the area delimitated by the XD retracement (Gartley and 

Bat pattern) or XA extension (Butterfly and Crab pattern), and BC extension. 

In the next chapter, we will see a particular movement that can form 

on the chart, using this strategy. 
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The pullback is similar to retracement that we have seen in the second 

chapter. A pullback is a falling back of a market’s price from its peak, in an uptrend, 

or a rising back from its bottom, in a downtrend. Often pullbacks are seen as good 

buying or selling opportunities. You can see an example in figure 65 with the Gbp-

Chf daily chart. 

 

Figure 65 - Gbp-Chf, pullback (TradingView.com) 
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In the chart above, the price first breaks the resistance, and then it 

carries out a pullback retesting the old resistance (now support). 

As said, pullback represents a good opportunity for buying or selling 

an asset. This because it gives the confirm of a breakout with an increase in the 

odds of success of the trade. That is the advantage of a pullback. The disadvantage 

is that to wait for a possible pullback, we can lose good trades because the trend is 

too strong for carrying out it. 

In my strategy, pullbacks are anything but rare. I will show several 

examples of them on the black trendline by starting with some charts that you 

already seen in the previous chapters. 

We can see a Bullish Bat on the Eur-Usd daily chart (figure 66). 

 

Figure 66 - Eur-Usd, Bullish Bat with pullback (TradingView.com) 
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A Bullish Bat on Eur-Aud daily chart in figure 67. 

 

Figure 67 - Eur-Aud, Bullish Bat with pullback (TradingView.com) 
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A Bullish Gartley on Aud-Usd daily chart in figure 68. 

 

 

Figure 68 - Aud-Usd, Bullish Gartley with pullback (TradingView.com) 
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A Bearish Butterfly on Gold daily chart in figure 69. 

 

Figure 69 - Gold, Bearish Butterfly with pullback (TradingView.com) 
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A Bullish Bat on Eur-Chf daily chart in figure 70. 

 

Figure 70 - Eur-Chf, Bullish Bat with pullback (TradingView.com) 
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A Bullish Butterfly on Google daily chart in figure 71. 

 

Figure 71 - Google, Bullish Butterfly with pullback (TradingView.com) 
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A Bullish Butterfly on Sugar daily chart in figure 72. 

 

Figure 72 - Sugar, Bullish Butterfly with pullback (TradingView.com) 
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A Bullish Crab on Gbp-Usd daily chart in figure 73. 

 

Figure 73 - Gbp-Usd, Bullish Crab with pullback (TradingView.com) 
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A Bearish Bat on Aud-Nzd weekly chart in figure 74. 

 

Figure 74 - Aud-Nzd, Bearish Bat with pullback (TradingView.com) 
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Sometimes, it may happen to see a pullback-fakeout with the price 

that first closes below (bullish signal) or above (bearish signal) the black trendline, 

and then, the next day, it makes the opposite movement, cancelling the negative 

signal of the previous session. 

We can see an example in figure 75, with the Natural Gas daily chart. 

 

Figure 75 - Natural Gas, pullback-fakeout (TradingView.com) 

 

In this case, after the breakout of the black trendline, and a 

subsequent pullback, when it seems that the price starts to rise again, it forms on 

the chart a long red candle, with the close below the black trendline. However, in 

the next session, a long green candle leads the price again above the black trendline 

(a perfect fakeout). 
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Another example, similar to what happened with Natural Gas, we can 

see it below with the Eur-Cad chart (figure 76). 

 

Figure 76 - Eur-Cad, pullback-fakeout (TradingView.com) 

 

For who knows the candlestick analysis, what has been completed 

straddling the black trendline is a piercing line. 

It is not very common to see this graphic formation, but I can tell you 

that in my life as a trader, every time I saw a pullback-fakeout like those above, I 

almost always closed my trades in profit. 

In the next chapter, some money management; I will explain how to 

open the correct position. 
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In this chapter, I will not talk about money management as a whole, it 

would be impossible in just a few pages, but a part of it, and precisely the Position 

Size. That is, based on the stop-loss we have decided, and the maximum loss that 

we are willing to suffer if the price reaches it, what should be the correct position 

to open. 

As I specified at the beginning of the e-Book, this strategy can be used 

in all the financial markets. There are different ways to calculate the position size, 

depending on the type of market. Below we are going to see the calculation for 

Shares, CFDs, and ETFs, and then, the one for Forex. 

 

Stocks, CFDs, ETFs 

Regardless we operate with Stocks, CDFs or ETFs, the calculation is 

simple and always the same. Below we can see the formula: 

Number of shares (LONG) = Max loss / (entry price – stop-loss) 
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Number of shares (SHORT) = Max loss / (stop-loss – entry price) 

So, if for example, we open a long position on Twitter with entry price 

$ 31.00 and stop-loss to $ 28.00, and our maximum loss is $ 400, the number of 

shares to buy is: 

Number of shares (LONG) = Max loss / (entry price – stop-loss) 

So: 

Number of shares = $ 400 / ($ 31.00 – $ 28.00) = 133.34 

According to our maximum loss and stop-loss, the number of shares 

we have to buy is 133. If the price reaches the stop-loss, we will lose $ 400.  

If instead, we establish the maximum loss not with a fixed amount of 

dollars (or in other currency) but with a percentage, the formula varies as follows: 

Nr. of shares (LONG) = (capital x %of max loss) / (entry price – stop-loss) 

Nr. of shares (SHORT) = (capital x %of max loss) / (stop-loss – entry price) 

Where capital is the amount of money in our trading account and %of 

max loss is the maximum percentage of the money (of our account) we are willing 

to lose in the trade. 

If for example we have an account of $ 60,000 and we decide to open 

a short position on Apple with entry price $ 240.00 and stop-loss at $ 245.00, and 

our maximum loss is 0.5% of the money in our account, the number of shares to 

sell is: 
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Nr. of shares (SHORT) = (capital x %of max loss) / (stop-loss – entry price) 

So: 

Number of shares = ($ 60,000 * 0.5%) / ($ 245.00 – $ 240.00) = 60 

In, according to our percentage of maximum loss and our stop-loss, 

the number of shares we have to sell is 60. In this way, if the price hits the stop-

loss, our loss will be exactly the amount we have established, $ 300 (which 

correspond to 0.5% of $ 60,000). 

Let’s see now, the formula for calculating the position size in Forex. 

 

Forex 

Now, I am going to show how to open a proper Forex position on the 

basis of our risk appetite. In such a way, even though the currency pair reaches the 

stop-loss, this will not create any problems for our account and cause stress for us. 

For example, we have analysed the Gbp-Jpy daily chart, and we are 

determined to sell the currency pair with an entry level at 142.000, a stop-loss at 

143.500, and a target at 139.000. Our maximum loss bearable is $ 300. How much 

do we have to invest in this trade? We obtain the position size to open with this 

formula: 

Position Size = [(1,000 * max loss) / pips of stop] / value 1 pip 

Where: max loss is our maximum bearable loss ($ 300); pips of stop 
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is the distance in pips from the entry price to the stop-loss (150 in our example); 

the value of 1 pip is the minimum value of a pip for $ 1,000 of purchase/sale of the 

currency pair (in the example Gbp-Jpy). 

For this last parameter, for calculating the value of 1 pip of a currency 

pair, you can use the tool available on my website. In the alternative, on the 

Myfxbook website, where it will be enough to select the currency in “Account 

Currency”, 1,000 in “Trade Size” and after to click on “Calculate.” In this way, in 

the table below, you will get the last column that will show you the minimum 

value of the pip to be used for each currency pair. 

Returning to the example, the position size to open is as follows: 

Position Size = [(1,000 * max loss) / pips of stop] / value 1 pip 

So: 

Position Size = [(1,000 * $ 300) / 150] / 0.09 = $ 22,222 

The position to open is, rounded, of $ 22,000. I rounded down the 

result, but we can decide to round the amount as we prefer. A trade that, in the case 

the price hits the stop-loss, will cause us a loss of $ 300. 

Even here, if we establish the maximum loss not with a fixed amount 

in dollars (or in other currency) but with a percentage, the formula varies as 

follows: 

Position Size = [(1,000 * (capital x %of max loss)) / pips of stop] / value 1 pip 

Where, as we have already seen, capital is the amount of money in our 

https://tradingwithdavid.com/pip-value-calculator
https://www.myfxbook.com/forex-calculators/pip-calculator
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trading account, and %of max loss is the maximum percentage of the money in 

our account we are willing to lose in the trade. 

If for example we have an account of $ 50,000 and we decide to open 

a long position on Eur-Chf with entry price to 1.1720, stop-loss to 1.1580, and our 

maximum loss is 0.75% of our account, the position size to open is: 

Position Size = [(1,000 * (capital x %of max loss)) / pips of stop] / value 1 pip 

So: 

Position Size = [(1,000 * ($ 50,000 x 0.75%)) / 140] / 0.10 = $ 26,785 

The position to open is, rounded down, of $ 26,000. This trade that, in 

the case the price hits the stop-loss, will cause us a loss of $ 375, that is 0.75% of 

our account. 

Now that you have learned which are the formulas for the correct 

calculation of the position size, I tell you that on my website, there are a couple of 

free tools that have this function. 

Two Excel Spreadsheets that, once entered all the parameters, will 

automatically calculate the position to open. In Appendix B, you will find 

summarised all the links of this e-Book. 

What you have seen in this chapter is only a part of your money 

management and trading plan. Remember that you always have to put yourself in 

the best conditions to trade. 

 

https://tradingwithdavid.com/position-size-calculator
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What you have seen is my way to use the Harmonic Patterns. Do not 

be tricked by the fact that I distribute this book for free. The strategy, if used 

correctly and with money management appropriate to your account, gives a very 

high percentage of trades closed in gain. 

The strategy works on all the time-frames, even though greater is the 

time-frame and more accurate are the signals. I apply it, apart from a few rare 

exceptions, on daily charts. 

I have not written anything about the management of the position. It 

is an argument that is not easy to deal with and is undoubtedly the most essential 

and challenging part of a trade. A couple of tips dictated by my twenty-year 

experience in trading, however, I want to leave them. 

As you have seen from the examples (and if you use the strategy, you 

will get the confirm), we almost always have an excellent R/R (Risk/Reward). This 

aspect allows us to do two things. 

The first is to move the stop-loss at break-even when the price has 

earned the same number of pips or ticks as our stop. I will explain to you better 
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with an example. You open a long position on a currency pair with a stop-loss of 

150 pips. When your trade gets a profit of 150 pips, you can move the stop-loss at 

break-even (at the same your trade entry). In this way, you will no longer risk 

anything; it will be a trade risk-free. 

Believe me that there is nothing more mortifying in trading than 

seeing a profitable trade closed at a loss. This thing must never happen. 

The second thing you can do is to close a part of the position (in gain) 

on reaching a specified level. You can decide to close part of the position when the 

price reaches for example a static support/resistance, or when your profit is 50% 

(or another percentage) of the target; it is up to you and your trading. And if you 

also move the stop at break-even, you would have archived a sure profit. 

 

Figure 77 – Natural Gas daily chart (TradingView.com) 
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As I said, this strategy generates a good percentage of trades closed in 

gain. But no strategy is perfect. I want to show you a trade that I did with the 

options on Natural Gas. In figure 77 above, the daily chart. 

On Sunday, the price opens in gap up, above the stop-loss. So, I had to 

close my trade at a loss, and even at a price worse than I had decided with my 

analysis. 

But look at what happens over the next few days. As you can see in 

figure 78, a few days later, the price has exploded upwards. In four days, +40%. 

 

Figure 78 – Natural Gas daily chart (TradingView.com) 

 

This example aims to encourage you to respect always all the rules 

you have seen explained. The strategy is profitable only if you are disciplined in 
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applying it. And furthermore, it gives me the opportunity, at the end of the book, 

to repeat a concept which I consider to be very important. 

What I have explained to you is a purely graphical strategy. It does not 

consider anything else. It would be wise to take a look at macro data, news, 

fundamentals, and anything that can significantly influence the price. If there are 

mixed signals, it is always better to let go of that trade. 

However, about the natural gas, there was nothing to suggest that 

strong rise. 

The book has come to an end. This strategy with the harmonic 

patterns gives me a lot of satisfaction, and I am sure that, if you use it correctly, it 

will be the same for you. 

You find other books on https://amazon.com/author/davidcarli. 

Moreover, to stay up to date on my publications, for other free books, tips, and 

much more, I invite you to join the Facebook group Trading is an Entrepreneurial 

Activity (https://www.facebook.com/groups/248304549937410). 

For any questions my email is info@tradingwithdavid.com. On my 

website https://tradingwithdavid.com you can find articles, analysis, books, and 

much more. 

You can also follow me on: 

• Facebook page: https://www.facebook.com/TradingwDavid; 

• Twitter: https://twitter.com/tradingwdavid; 

https://amazon.com/author/davidcarli
https://www.facebook.com/groups/248304549937410
mailto:info@tradingwithdavid.com
https://tradingwithdavid.com/
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• YouTube channel: https://www.youtube.com/channel/UCHB18Qsl0fm-

eBULQEMsVSA?. You find a lot of educational videos; 

• TradingView: https://www.tradingview.com/u/TradingwDavid. You have 

only to sign up (it is free) and follow me. 

Thanks for your time spent reading my book. I really hope what you 

read could help your trading. 

Happy Trading to you all! 
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SUMMARY TABLE WITH HARMONIC PATTERNS AND PARAMETERS 

PATTERN POINT B POINT C D (TARGET) 

GARTLEY 0.618XA 0.382AB 0.786XA 

 0.618XA 0.500AB 0.786XA 

 0.618XA 0.618AB 0.786XA 

 0.618XA 0.707AB 0.786XA 

 0.618XA 0.786AB 0.786XA 

 0.618XA 0.886AB 0.786XA 
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BAT 0.328XA 0.382AB 0.886XA 

 0.328XA 0.500AB 0.886XA 

 0.328XA 0.618AB 0.886XA 

 0.328XA 0.707AB 0.886XA 

 0.328XA 0.786AB 0.886XA 

 0.328XA 0.886AB 0.886XA 

 0.500XA 0.382AB 0.886XA 

 0.500XA 0.500AB 0.886XA 

 0.500XA 0.618AB 0.886XA 

 0.500XA 0.707AB 0.886XA 

 0.500XA 0.786AB 0.886XA 



100 

 0.500XA 0.886AB 0.886XA 

BUTTERFLY 0.786XA 0.382AB 1.272XA 

 0.786XA 0.500AB 1.272XA 

 0.786XA 0.618AB 1.272XA 

 0.786XA 0.707AB 1.272XA 

 0.786XA 0.786AB 1.272XA 

 0.786XA 0.886AB 1.272XA 

CRAB 0.382XA 0.382AB 1.618XA 

 0.382XA 0.500AB 1.618XA 

 0.382XA 0.618AB 1.618XA 

 0.382XA 0.707AB 1.618XA 
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 0.382XA 0.786AB 1.618XA 

 0.382XA 0.886AB 1.618XA 

 0.500XA 0.382AB 1.618XA 

 0.500XA 0.500AB 1.618XA 

 0.500XA 0.618AB 1.618XA 

 0.500XA 0.707AB 1.618XA 

 0.500XA 0.786AB 1.618XA 

 0.500XA 0.886AB 1.618XA 

 0.618XA 0.382AB 1.618XA 

 0.618XA 0.500AB 1.618XA 

 0.618XA 0.618AB 1.618XA 
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 0.618XA 0.707AB 1.618XA 

 0.618XA 0.786AB 1.618XA 

 0.618XA 0.886AB 1.618XA 

Table 1 - Summary harmonic patterns with all parameters 
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Below, summarised, all the resources you have seen in this book and 

not only. 

WEBSITE LINK 

Free Platform  

TradingView https://www.tradingview.com 

Follow me  

Website https://tradingwithdavid.com 

Facebook Page https://www.facebook.com/TradingwDavid 

https://www.tradingview.com/
https://tradingwithdavid.com/
https://www.facebook.com/TradingwDavid
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Facebook Group https://www.facebook.com/groups/248304549937410 

Twitter https://twitter.com/tradingwdavid 

YouTube 
https://www.youtube.com/channel/UCHB18Qsl0fm-

eBULQEMsVSA? 

TradingView https://www.tradingview.com/u/TradingwDavid 

Tools  

Pip Calculator https://tradingwithdavid.com/pip-value-calculator 

Position Size https://tradingwithdavid.com/position-size-calculator 

Resources  

Economic Calendar https://tradingwithdavid.com/economic-calendar 

Earnings Calendar https://tradingwithdavid.com/earning-calendar 

Table 2 - Web resources 

 

https://www.facebook.com/groups/248304549937410
https://twitter.com/tradingwdavid
https://www.youtube.com/channel/UCHB18Qsl0fm-eBULQEMsVSA?
https://www.youtube.com/channel/UCHB18Qsl0fm-eBULQEMsVSA?
https://www.tradingview.com/u/TradingwDavid
https://tradingwithdavid.com/pip-value-calculator
https://tradingwithdavid.com/position-size-calculator
https://tradingwithdavid.com/economic-calendar
https://tradingwithdavid.com/earning-calendar
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Leonardo Pisano, said Fibonacci (in Latin Filius Bonacci, son of 

Bonacci), was born in Pisa around 1170. His father was Secretary of the Republic 

of Pisa and since 1192 trade manager at the colony of Bugia, in Algeria. A few years 

after 1192, Bonacci took his son with him to Bugia. 

The father wanted Leonardo became a merchant, and he provided his 

instruction in the techniques of calculus. Fibonacci studied arithmetic procedures 

that Muslim scholars were spreading in various parts of the Arab world. 

Here he also had contact with the world of the early merchants and 

learned mathematical techniques unknown in the West. Some of these procedures 

had been introduced for the first time by the Indians, carriers of a culture very 

different from that of the Mediterranean. Only to refine these, Fibonacci travelled 

extensively, arriving at Constantinople, alternating business with mathematical 

studies. 

Around 1200, Fibonacci returned to Pisa where for the next 25 years 

he worked on his personal mathematical compositions. Of his books, we still have 

copies of Liber abaci (1202), Practica geometriae (1220), Flos (1225), and Liber 
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quadratorum. The most important book is the Liber abaci: it is a work divided into 

fifteen chapters, containing almost all arithmetic and algebraic knowledge and 

played a key role in the development of mathematics in Western Europe. 

Starting from 1228 there is no further news of the mathematician, 

with the exception of the Decree of the Pisa Republic who conferred on him the 

title of “Discretus et sapiens magister Leonardo Bigollo.” Fibonacci died some years 

later presumably in Pisa. 

Fibonacci is best known for the sequence of numbers he identified, 

and it is known as “Fibonacci sequence” where the first two numbers are 0 and 1, 

and each subsequent is the result of the sum of the two preceding it: 0-1-1-2-3-5-

8-13-21-34-55-89-144... 

Moreover, if each number of the series is divided by its preceding 

value (e.g. 89/55), the result is a ratio that oscillates around 1.618 and is also 

known as the golden ratio or Phi (a Greek letter). Not only. 

If we invert the calculation and we divide each number of the series 

by its following value (e.g. 34/55), the result is a ratio that oscillates around 0.618, 

the inverse of 1.618 (1/1.618 = 0.618). 

Another important Fibonacci ratio is 0.382 that is obtained by 

dividing each number of the series by the second value after it (e.g. 34/89). We find 

the same result as 0.618. 

Most of the other Fibonacci ratios, and that we have seen with the 

Harmonic Patterns are the result of the square root of another Fibonacci ratio. For 

example, 0.786 = square root of the 0.618; 0.886 = square root of the 0.786; 1.27 = 
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square root of the 1.618, etc. 

 

Fibonacci and rabbits 

In 1223, Fibonacci solved one of the problems that Emperor Frederick 

II of Swabia posed: 

“A man puts a pair of rabbits, one male, one female, in a place 

surrounded on all sides by a wall. Rabbits are able to mate at the age of one month 

so that at the end of its second month a female can produce another pair of rabbits. 

Assuming that our rabbits never die and that the female always produces one new 

pair (one male, one female) every month from the second month on, how many 

pairs will there be in one year?” 

 

Figure 79 - Fibonacci rabbits’ problem 
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Fibonacci won the contest with a response so quick to even suspect 

that the tournament was rigged. The answer to the problem is easier than 

you think, and you find it in figure 79 above. 

As you can see, the number of rabbit pairs increases from month to 

month following the Fibonacci sequence. By continuing the count in the figure, we 

will find the answer to the problem: the twelfth month (that is after one year) there 

will be 233 pairs of rabbits. 

 

Golden Rectangle and Spiral 

The golden rectangle is the particular rectangle in which the major 

and minor sides are each in a ratio of Φ (1.618). With the help of a compass, we can 

draw another rectangle within the golden rectangle, which keeps the golden 

proportions. And so infinitely, with rectangles ever smaller. 

One way to construct this type of rectangle is to pull over in 

succession the squares that we have on the sides of the values of the Fibonacci 

sequence, as shown in figure 80. 

 

Figure 80 - Golden Rectangle 
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The logarithmic spiral is characterised by the fact that the distances 

between segments of the spiral increase according to a geometric progression; by 

using the Fibonacci numbers, we can obtain a particular type of logarithmic spiral. 

Reconsidering the golden rectangle, and its subdivision into smaller 

and the like rectangles, it is possible to obtain the creation of this spiral: it is 

generated by circumference arcs which have as rays the sides of the squares built 

on the lower sides. 

The spiral develops around a point called the “eye of God”, that is, the 

point of encounter between the two diagonals intersecting in each pair of 

rectangles (figure 81). 

 

Figure 81 - The logarithmic spiral 

 

A particular mollusc called Nautilus has a shell that takes on the shape 

of the logarithmic spiral (figure 82). Nautilus is classified as “living fossil.” 
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Figure 82 - Nautilus 

 

Logarithmic spirals are everywhere around us, as the hurricanes and 

galaxy (figure 83). 

 

Figure 83 - Galaxy 
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Or the pinecone (figure 84). 

 

Figure 84 - Pinecone 

 

Fibonacci in nature, art, everywhere 

The surprising and extraordinary thing is that we find the numbers 

of the sequence and the Fibonacci ratios all around us. 

In botany: for example, the Iris has 3 petals, Primrose 5, Ragwort 13, 

Daisy has 34 or (Michaelmas Daisy) 55 or 89 petals. 

We find the Fibonacci numbers also in the flowers of sunflower. Small 

inflorescences at the heart of the sunflower, which then turn into seeds, are 

willing along two sets of spirals rotating, respectively, clockwise and counter 

clockwise. Often the small inflorescences oriented in clockwise spirals are 34 and 

those oriented counter clockwise 55, but sometimes they are respectively 55 and 

89, or 89 and 144. 

Fir cone scales are willing in two families of spirals intertwined, and 
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each family contains a Fibonacci number of scales. And what about fruit? Most 

pineapples have on surface 5, 8, 13 or 21 spirals of hexagonal scales. 

In music: the piano, the 13 keys of the octaves are divided into 8 

white, and 5 black, each of which divided into groups of 2 and 3 keys each; 2, 3, 5, 

8, 13 all numbers belong to the Fibonacci sequence. 

In the violins, the arch that forms the base has its centre of curvature 

at a distance of 61.8% of the total length of the instrument. Also, in some musical 

compositions, such as “33 variations on a waltz by Diabelli” by Beethoven (he 

divided the composition into parts corresponding to the Fibonacci sequence 

numbers), and the “Fugues” of Bach. 

Béla Bartók's works as being based on two opposing systems, that of 

the golden ratio and the acoustic scale; French composer Erik Satie used the golden 

ratio in several of his pieces. 

 

Figure 85 - Mona Lisa by Leonardo Da Vinci in a golden rectangle 
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In painting: in Vitruvian man and Mona Lisa (figure 85 above) by 

Leonardo Da Vinci, we find the golden ratio proportions. 

In another Da Vinci's masterpiece, The Last Supper, Jesus is situated 

in the centre of a golden rectangle. As well as the Venus in the famous painting by 

Botticelli. 

In architecture: in Greek civilisation we find the use of the golden 

ratio in the Parthenon in Athens, the Temple of Athena at Paestum, in the statues 

of Phidias, to name only the best-known works. 

The Egyptian pyramids, Stonehenge, the medieval cathedrals and 

even many modern buildings such as the Guggenheim Museum in New York and 

the United Nations Headquarters have golden ratio proportions. 

In our body, everything is a golden ratio: the distance from the foot to 

the navel is the 61.8% of the height of a person; the distance from the elbow to the 

hand (with fingers outstretched) is the 61.8% of the length of the arm. 

The distance from the knee to the hip is the 61.8% of the length of the 

leg (from the hip to the ankle); the distance from the nose to the forehead is the 

61.8% of the length of the face etc. etc. 

A DNA molecule measures 34 angstroms by 21 angstroms at each full 

cycle of the double helix spiral. In the Fibonacci sequence, 34 and 21 are 

consecutive numbers. 

We find the logarithmic spiral again in our fingerprints, as shown in 

figure 86, and the ear. 
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Figure 86 - The spiral in the fingerprint 

 

Websites are structured according to the golden ratio (figure 87). 

 

Figure 87 - Structure of a website 

 

In several objects that we use every day, like the credit card or the sim 

card in our smartphone, and even in the “mysterious” crop circles, we find the 

golden ratio. And so on. 
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So, not only in mathematics and trading, with Elliott or the Harmonic 

Patterns, but everywhere around us we can find Fibonacci with his number 

sequence and ratios. 

You can explain the meaning of this amazing correlation between 

math and natural shapes. For what we know, nobody has found a reason, and the 

golden ratio remains an outstanding example of that sense of wonder that can 

permeate the mind of man and which must not be lived with embarrassment but 

as a sign of an interiority pulsating, as it has been admirably described.  

Einstein says “the fairest thing we can experience is the mysterious. It is 

the fundamental emotion which stands at the cradle of true art and science. He who 

knows it not and can no longer wonder, no longer feel amazement, is as good as dead, 

a snuffed-out candle.” 

 

 

 

 

 

 

 

 


