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NEW TECHNIQUES

Compound Pivots

And Market Symmetry

Many traders see only simple symmetry such as a 20-week
bottom-to-bottom move followed by another. Unfortunately,
if indeed there is another 20-week cycle, it could very well
turn out to be 18 weeksor 22 weeksinstead of the anticipated
20. Ermanometry, which was introduced to STocks & Com-
MODITIES readers in February 1999, considers a 20-day
window, the four-week spread, to be of little help in today’s
complex markets. Compound pivots are measured in days
instead of weeks and take into account that markets are both
very precise and spherical in character. They can be used to
reveal market symmetry in increments of days and to illus-
tratethefact that successiveidentical movesin three-dimen-
sional space may appear honcontiguous on the plane. Here,
compound pivots and balance points, both tools used for
decoding the hidden symmetry of the markets according to
Ermanometry, are explained.

by William T. Erman

- ntermarket analysis and neural
| networks have popularized the
= advantagesof applying analyti-
/ cal output from several mar-
1= ketsto the analysis of just one.

4 Ermanometry’ scompound piv-
ots concept is another method
__| of combining marketsto gener-
—| ate more accurate projections
when used for timing analysis.
For example, thereisadefinite

symbiotic relationship between the critical paths of the Dow
Jones Industrial Average (DJiA) and Standard & Poor’ s 500.
A similar relationship exists between old-crop and new-crop
agriculturals, different maturities in the financials, and in
most other market categories. We'll usethe DJiA and S& Pto
firstlook at the definition of compound pivots, and thenwe'll
study some examples. Finally, we'll see how compound
pivots can be effective in projecting future pivots.

COMPOUND PIVOTS

Say you are planning a round-trip flight: Chicago to New
Y ork to Chicago. Y ou want to find out how long it will take
both ways. However, you do not know which of the three
metropolitan New Y ork—area airports will be your takeoff
and landing points. Y our plane could land at Kennedy, take
off from LaGuardia, do either from Newark, or land and take
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FIGURE 1: BALANCE POINT. A balance point in time is that day equidistant from
the high (or low) of any two markets being measured. Here, there is a balance point
in 1967, between the 1966 top in the DJIA and the 1968 top in the S&P 500.

off from the same airport.

Sinceflight timetothethreeairportswill vary, and there's
the possibility of different clearance and stacking times, you
will haveto consider all the alternativesand arrive at several
different possibletotal times. When amarket index takes of f
from alow, lands on ahigh, then heads down again, you can
easily measure the elapsed time. When two indices are
studiedtogether andturn ondifferent days—land at different
airports, if you will — the elapsed time between each and
every turning point must be measured.

Itisnot unusual for theDJiA and S& P500indicestorecord
extreme, end-of-move, high or low intraday ticksondifferent
days. If theindiceshavebeenrising or fallingin concert, both
areconsideredto be sharing thesamemarket move. Whenthe
extremes are reached on different days, both days must be
used for measurement purposes.
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Thisset of pivotal daysmarksthe
beginning and end of a compound
pivot (or a CompoundPivot in
Ermanometry). This set isthe out-
side pivot component of a com-
pound pivot. It doesnot matter how
many daysseparatetheoutsidepiv-
ots, aslong asboth pivotal daysare
associated with the same market
move. The outside pivots can span
aperiod from aslittle as three days
to morethan 500. In addition to the
two outside pivots, there is athird
pivot component. This third is re-
ferred to as the balance point
(BalancePoint in Ermanometry)
because it is located precisely be-
tween the two outside pivots.

Figures 1 through 6 are some
examplesof compound pivotsthat
illustratetheoutside pivotsandthe
balance points. Inflation-adjusted
data shows the record high for the
DJA was made in 1966 and not
exceeded until 1995. Themove up
to 1966 began in 1932; the same
move in the S& P 500 did not top
until 1968. Both indices partici-
pated in this macro move, and
therefore, their respective 1966 and
1968 tops, although they are 706
days apart, are the outside pivots
of a very large compound pivot.
Figure 1 showsthesetopsandtheir
related balance point.

This 1967 balance point is im-
portant to our thesis. Figures 2 and
3 have been included to illustrate
the very major differencesin mar-
ket formations shown on constant
dollar price charts and nominal
price charts. Comparative charts
for the S& P are used; the DJaA
would appear almost the same,
except it made its high in 1966,
basis constant dollar data, and the
1980 high did not exceed the 1973
high, basis nominal prices.

Thel974 extremeintraday lows
for the S& P and the DaA were
made on October 4 and December
9, aspan of 45trading days. Figure
4 shows these outside pivots and
their related balance point.

In 1994, both the DaA and S& P
made major lows on April 4. Nei-
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FIGURE 2: FORMATIONS. Compare this chart with Figure 3 to note the different
formations generated by constant dollar data and nominal price data.

ther index has ever seen such lows since. However, those
lows were severely tested later in the year and a compound
pivot occurred. InFigure5, weseethat the DaA madeamajor
low on November 23 and the S& P on December 9, 11 days
apart, creating acompound pivot. Figure 6 isadaily chart of
the S& P for 1994; the DJlA is similar. The market dropped
more than 10% from January to April 1994, but the signifi-
cance of thisimportant low ishard to comprehend on longer-

FIGURE 3: DJIA AND S&P 500. The DJIA and S&P 500 actually declined all the
time from the mid-1960s to 1982, in constant dollars.

term charts. Thislow will be used in later examples, and that
point, you may chooseto refer back to Figure 6 to appreciate
why it is considered so important.

Now that we've seen what a few compound pivots look
like, let’ sexamine our primary rulethat govern their useand
see why they can be so helpful in finding hidden symmetry
and projecting future turning points in the markets:
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FIGURE 4: HIDDEN SYMMETRY. The balance point at the 1974 bottom reveals the
hidden symmetry in the markets.
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FIGURE 5: BALANCE POINT DISTANCE. This 1994 balance point is the same
distance from 1982 as the 1974 balance point is from 1962.
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FIGURE 6: APRIL LOW. This daily chart covering 1994 places the late 1994
balance point in perspective. The importance of the April low can be clearly seen.

» The outside pivots and the balance point, a total of three
points, must be used when searching for symmetry and
projecting ahead.

Thisistriplethe effort needed for just one pivot, when both
indicesreach their extremesonthe sameday. If bothindices
always turned on the same day and we had only simple
pivotstowork with, therewould be no noticeabl e symbiotic
relationship between them. It is this relationship, revealed
through compound pivots and bal ance points, that can be so

helpful in decoding the markets.

Thefirst two exampleswe'll seeinvolve the major low in
1982. This low is a very small compound pivot, spanning
only threedays— August 9, 1982, and August 12, 1982. This
is the reason that you will sometimes see two different day
counts from this low.

Themix-and-match ruleletsususeany or al of the pivots.
From the 1962 low to the 1967 top balance point (Figure 1)
is1,267 days. From the 1962 low to the 1974 bottom balance
point (Figures 4 and 7) is 3,115.5 days. From August 12,
1982, to the 1987 peak is 1,273 days. Ermanometry allowsa
maximum error margin of only two days, regardless of the
length of the move being studied, and therefore the six-day
difference between the 1962-67 advance and the 1982-87
advancewould not qualify assymmetry. Close, but not quite.

It does make a revealing picture, though, and that’s why
it's shown on Figure 7. Though it may seem overly precise,
these exampleswill illustrate that there are enough instances
of near-perfect symmetry to eliminate the need for “close.”

Figure 7 showsthat the 3,115.5-day move was repeated
from the August 9, 1982, low to the 1994 bottom balance
point (Figure 5). Longer-term charts, such as Figure 2,
show that late 1994 was the take-off point for a major
acceleration of the market advance.

Althoughit could besaid wehavemerely looked at two 12-
year bottom-to-bottom cycles, two important elements of
Ermanometry areillustrated by thissingle example. The 12-
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FIGURE 7: SYMMETRY DECODED. Here, you can see exactly how balance
points decode hidden symmetry. The symmetry is noncontiguous, a common
characteristic.
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FIGURE 8: HIDDEN SYMMETRY. This is another example of the hidden symmetry
involving the 1974 balance point.
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FIGURE 9: CONSTANT DOLLAR. Here’s a constant dollar perspective on Figure 8.

year perfect-to-the-day moves would not be known without
theknowledge and use of compound pivotsin 1974 and 1994,
and the symmetry is noncontiguous, an indication of spheri-
cal parameters projected on the plane.

Figure 8 showsthe 1,124.5 days between the major low in
1970 and the 1974 bottom balance point. This move is
repeated, 1978 low to 1982 low, and is another example of
noncontiguous symmetry, invisible without knowledge of
compound pivots. A different perspective for this move can
be seen on a constant dollar chart in Figure 9.

Compound pivots occur quite frequently, but here, we will
note only those of major historical importance, recent ones, or
those useful for nearby projections. Figure 10 illustrates the
balance point of September 1997. Later, we'll see how this
pivot was helpful in confirming the October 28, 1997, low
(Figure 13) and how it can be used for future projections. The
intraday high ticks for the DJaA and S& P were 42 days apart.

An important compound pivot formed recently with a
balance point in September 1998, between the September 1st
intraday DJA low and the S& Ps on October 8, a span of 26
days. The action of the two indices during this period is
shown in Figure 11; note the 0.618 rel ationship between this
26-day period and the 42 daysfor the 1997 tops (Figure 10).
This is only one of several elements that can be used to
anticipate the appearance of anew extremein oneindex and
a nonconfirmation in the other. The failure of one index to
makeanew extremecreatesthe second outside pivot required
for the birth of a compound pivot. Of course, the
nonconfirmation itself is awell-known indication of aturn.

The September 1998 bottom balance point played an
important rolein confirming the low of the S& P on October
28,1998. Figure 12 showsthat thebalancepointis2,760 days
from the crash low in 1987. From the August peak in 1987,
back to the major peak on September 22, 1976, was exactly
2,760 days. Once the market turned up on October 8 and the
balance point could be cal cul ated, the 2,760-day noncontigu-
ous symmetry became apparent. The symmetry covered 22
years and involved major past turning points. This made the
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FIGURE 10: 1997 BALANCE POINT. Here's a recent balance point between the
tops in 1997. This pivot was helpful in projecting the major 10/28/97 low.
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FIGURE 11: 1998 BALANCE POINT. This 1998 balance point was very heIpfuI in
confirming the S&P low, 13 days later.
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FIGURE 12: NONCONTIGUOUS SYMMETRY. Here is major noncontiguous sym-
metry, going all the way back to 1976. This symmetry was a powerful confirmation
of the 1998 balance point.

balance point very significant and solid evidence that the
October 8th bottom was of note.

Figure 13 shows the September 1998 bottom balance
point (also shown in Figure 11) was also within one day of
perfect symmetry in another long-range formation, but this
oneonly extended back to 1994. We had no way of knowing
that the bal ance point even existed until themarket turned up
on October 8, but balance point knowledge would have been
excellent confirmation of the October 8th bottom. Pleaserefer
to Figure 6 for the significance of the April 4, 1994, low.

The September 1997 top balance point (Figure 10) is 326
days from the very important top of May 23, 1996, that
preceded the steep 36-day drop to July 16, 1996. The
significant low of October 28, 1997, was 36 days from this
balance point, and thus, 326 days from the July 16, 1996,
low. This example of balance points decoding the hidden
symmetry in the market appearsin Figure 14. Other indica-
tors must be used with timing analysis, and assuming they
showed evidence of aturn on October 28, knowledge of this
perfect symmetry would have been powerful confirmation.

DOUBLE COMPOUND PIVOTS

Next up are double compound pivots, which are quite
simple. Figure 15illustrates market movementsfor the DJaA
and S& P during 1992 and the compound pivot with a 124-
day span. Thisis of interest, since the balance point is 62

FIGURE 13: MORE NONCONTIGUOUS SYMMETRY. This is another example of
noncontiguous symmetry involving the 1998 balance point. This example uses the
1994 low, and both of these pivots are used in the projections for April 12.
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FIGURE 14: 1997 TOP BALANGE POINT. The 1997 top balance point was one of
the factors projecting the 10/28/97 low. This balance pointis also used to project the
April 12th period, as shown later in Figure 21.
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FIGURE 15: 1992 BOTTOM BALANCE POINT. The 1992 bottom balance point
formation turned out to be a double compound pivot.

daysfromeachoutsidepivot, andit wasalso 62 daysfromthe
1990 peak to 1990 low.

In Figure 16, note that between points B and C there were
377 days, and this move was repeated between points D and
E as378 days, another exampl e of noncontiguous symmetry.
Knowing that the 1992 bottom bal ance point existed and that
it was 439 daysfrom the 1990 bottom at point B would have
alerted thetrader towatch for either simpleor noncontiguous
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FIGURE 16: DOUBLE COMPOUND PIVOT. Once the balance point is calculated,
three noncontiguous 62-day moves can be identified.
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symmetry of approximately 439 daysafter the balance point.
Fromthebottom balancepoint totheApril 4, 1994 (Figure6),
bottom did turn out to be 440 days. Thefirst outside pivot, point
C, was 377 days from the 1990 low at point B. When the 440-
day move was completed at point E, it not only created smple
symmetry withthebal ance point and point B, but noncontiguous
symmetry insofar asthe 378-day points D-E matched the 377-
day points B-C, and that is why this referred to as a double
compound pivot of the noncomplex variety. The reason for the
overlap symmetry of the 501- and 502-day movesis merely a
function of the third 62-day move, points A to B.
Itisimportant torealizethat aminor balancepoint, suchasthe
onein mid-1992, can have important implications for a much
larger period. Figure 17 shows the 1990-94 period without so
much clutter to demonstrate the relative insignificance of the
1992 bottoms, the originating outside pivots, when viewed
within the larger time frame affected by the balance point.

PROJECTING WITH
COMPOUND PIVOTS
Now that we've seen
how balance pointswere
helpful in projecting or
confirming the pivots of
April 4, 1994 (Figures
15, 16, and 17), October
28,1997 (Figure14), and
October 8,1998 (Figures
] 12 and 13), let’s look at
how the recent balance points can be used to project events
for April 12,1999. We'll also look back at the top balance
point in 1967. Figure 18 isincluded, because it showsthe
symmetry that would be formed if a top occurs, and this
would be additional confirmation. However, no balance
pointsareinvolved in thisexample. If apivot did occur, it
would be 690 days from the July 16, 1996, bottom. The
July 16, 1990, top was 691 days from the October 20,
1987, crash bottom. Thus, we would have noncontiguous
symmetry within the two-day margin for error.

From the 1990 bottom to the September 1998 balance
point is 2,007 days, and from the August 9, 1982, bottom to
the1990topis2,006 days(Figure19). Thisisagood example
of symmetry between two noncontiguous moves, one is
bottomtotop, and the other isbottomto bottom, anindication
that spherical market time parameters do not differentiate
between tops and bottoms. This symmetry, not mentioned
previoudly, is another indication of the importance of the
September 1998 balance point. Figure 19isthefirst example
of how a balance point can used for projections.

A top on April 12, 1999, would be the end of atop-to-top
move, 2,208 days, fromthe 1990 top. If thismoveisadded to
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FIGURE 17: HIDDEN BALANGE POINT. A hidden balance point can influence a
much larger time frame.

the 2,007 days beween the 1990 bottom and the September
1998 balance point, the total of 4,215 daysisonly one day
different from the entire move from the bottom on August
9, 1982, to April 12, 1999 — 4,214 days. One of the facets
of Erman wave theory states that a single move may reap-
pear as separate parallel moves. Note that both the 1990 top
and bottom anchor these parallel moves. Take another ook
at Figure 12, which shows how the 1987 top and bottom
were connected in a single formation.

Figure 20 illustrates how using the September 1997 top
balance point (Figure 10) as the terminus for one of three
parallel waves, and summing the days in all three, totals
2,067 days. Thisis equal to the number of days from the
1982 bottom to the 1990 bottom, the start of the first of the
three parallel waves up.

Figure 21 illustrates another form of market move rein-
carnation in ErmanRays, another facet of Ermanometry,
and uses the September 1998 bottom bal ance point (Figure
11) and the September 1997 top balance point (Figure 10).
The number of daysin al the rays combined, emanating
back fromthe April 12, 1999, date— 903 days— equalsthe
number of days from the April 4, 1994, bottom to the
October 28, 1997, bottom, the terminus of the central ray.

Thereare225 daysbetween the October 28, 1997, bottom
and the September 1998 bottom balance point (Figure 11).
Figure 22 showsthat multiplying 225 by the often-accurate
Golden Mean ratio, 618, projects 139 days, which equates
to April 12, 1999.
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FIGURE 18: MORE NONCONTIGUOUS SYMMETRY? The advance fromthe crash
low of the Gulf War peak lasted 691 days. If a top occurs around April 12, the
advance from the 1996 summer low will be another example of noncontiguous
symmetry.
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FIGURE 19: BALANCE POINT AND ERMANWAVE. Using the 9/98 balance point
with ErmanWave theory projects April 12. Also seen is the noncontiguous symme-
try, 2006 and 2007, and the spherical market time demonstrating that symmetry
need not be bottom-to-hottom or top-to-top consistently.
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FIGURE 20: ERMANWAVE THEORY. ErmanWave theory states that a single
straightline may reappear as three parallel lines. The 9/97 top balance pointis used
to terminate one of the vertical moves.

i1 COMPOUND PIVOTS

AND SYMBIOSIS

The balance point of a com-
pound pivot is realy the me-
dium of atime span delineated
by the extreme reached by the
DJA on one side and the ex-
treme of the S& P on the other.
If we were to consider the two

indicestogether, acomposite, then the balance point must be
considered the true extremetop or bottom for the composite.

Now let’ s consider that there arereally two such compos-
ites: One measured in constant dollars and one measured in
nominal dollars. Years of research in diverse markets have
revealed that there is a symbiotic relationship between the
constant dollar composite and the nominal dollar composite.
WEe'll usethe macro advancefrom 1932 and oneaspect of this
symbiotic relationship to illustrate why the period centered
on April 12 isvery important.

Referring back, Figure 1 illustrates that the constant dollar
composite peaked at the 1967 balance point. Figure 2 shows
that the nominal dollar composite peaked in 1973. There was
no balance point for thenominal dollar composite, becausethe
DJA and S& P both made their extremes on January 11, 1973.
Figure 3 showsthat after the 1966, 1968, and 1973 peaks, the
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FIGURE 21: ERMANRAY THEORY. ErmanRay theory at work, demonstrating that
three rays from a single point can equal a previous straight-line single move. Both
9/97 and 9/98 balance points are involved in this single example projecting the April
12th period.

constant dollar composite trended down until 1982.
Although Figures 2 and 3 use only the S&P, the DJiA, in
constant dollars, also declined until 1982 after peakinginthe
1960s. The aspect of the symbiotic relationship between the
constant dollar and nominal dollar composites that we will
useisthe comparison of their advancesto the different peaks
in 1967 and 1973. These advanceswill be measured from the
most important lows, excluding 1932, prior to the peaks:

» 1962 isthe most important low prior to the 1967 constant
dollar peak. The advance measures 1,267 days (Figures 1
and 23).

» 1970wasthecorresponding important |ow for thenominal
dollar peak in 1973. The advance measures 665 days
(Figure 23).

» Theratio between these advancesis: 1,267/665 = 1.90526

» Theratioderived hereisused only whentheconstant dollar
composite has exceeded its previous major peak. Thishas
occurred. Now, we are looking for that point in the future
when this ratio will apply to the number of days in the
current advance from the 1982 bottom, and the total
number of days from the previous constant dollar peak.

e April 12, 1999, is 8,021 days from the 1967 peak, and
4,211 days from the August 12, 1982, bottom.

8021/4211=1.90477

« Using April 8, 1999: 8,019/4,209 = 1.90520
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FIGURE 22: GOLDEN MEAN RATIO. A Golden Mean ratio using the 9/98 balance
point also projects the April 12th period.

When that point is reached, both the constant dollar and
nominal dollar composites are very likely to run into ex-
treme turbulence.

The 1982 bottom was a compound pivot with athree-day
span. There are too many different possibilities to project a
preciseday withthismethod, sincethetarget areawould span
five days. However, combining this method with others
provides afocus date of Monday, April 12.

Figure 23 illustrates the application of these rules. One of
the subtleties of working with numbers is that sometimes
working backward can change the results. Using the ratio of
8,021 divided by 4,211, 1.90477, and multiplying 665 by this
ratio results in 1,266.67. Thus, the April 12, 1999, date
becomes a perfect fit. However, thisisfudging abit. Figure
23 illustrates the steps outlined here.

Look at Figure23 and realizethat April 12isexactly 1,267
days from April 4, 1994 (Figure 6). Not only does the mid-
April period conform to one of the rules governing relation-
ships between constant dollar and nominal dollar compos-
ites, aturn at that timewould equal the advancefrom 1962 to
the composite peak in 1967.

Figure 24 shows these moves on a chart spanning from
1962 to 1999. Nominal price data was used to illustrate the
nominal price high in 1973. Therefore, the constant dollar
lowin 1982 doesnot appear asthelowest low. RefertoFigure
3 to refresh your understanding of this.

CONCLUSION

There are many more indications that something will happen
within afew trading days of April 12, 1999. The current high
inthe DJA wasmadeon January 8, 1999. The S& Phasalready
exceeded itshigh of that day. Thisisapowerful indicationthat
theindiceswill be making new historic highsduring the April

L [I)?E%fs:i%k 011173 }Wgﬁ'gr;fik I1:|| g
_ S&P 500 o h[‘ :': _
MA,F“[{]HIM ‘I]q ‘J'Bala?:g;oint qﬂ "H M‘
ALY L

01-11-7%

02-9-66

A ,\H"ﬁ il
i J'

60 -
L Iﬂ| —
L 800 |
I ﬁ o |
’I
L l 600 -
scala
I 1 1 |1“’I 1 1 1 |1ml 1 1 1 I1ml
Not to Scale: 8021 04-12-99

l[()1-11-73 Nominal
1967 BalancePoint / *\Price High )
v \\ 4
AY Ay

1267 5 665 N

05-26-70 1974
06-25-62

FIGURE 23: ADVANGE FROM BOTTOM. Note the 1,267-day advance from the 4/
4/94 bottom. This is the identical number of days in the advance from the 1962
bottom to the 1967 balance point.
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FIGURE 24: CONSTANT DOLLAR/NOMINAL DOLLAR RELATIONSHIP. Here's
the entire picture of the symbiotic relationship between constant dollar moves and
nominal dollar moves. It is very important when the same ratio is generated by the
first two advances and the third advance with the move across the tops.
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target period. If andwhentheDJlA exceedsitsJanuary high, the
only hurdleleftistheMarch 19, 1999 period. New highsmade
at that timecould bethestart of animportant declinethat would
terminate during the April target time. Two Ermanometry
concepts should be kept in mind:

e The indices must be making new extremes during the
target period, or the projection isconsidered anonevent.

« Thereisawaysthe possibility that the target time will
be the balance point of a compound pivot.

William T. Erman graduated from Harvard University in
1951 and has spent the last 30 years formulating new ap-
proachestotechnical analysis. Heisthefounder of Ermanometry
Research, an organization devoted to advising ingtitutional

investor s, hedgefund manager s, and commodity pool operators.
Theauthor wishestoexpresshisappreciationto SamHale, CmT,
for hisreview and constructive commentary.

Charts were supplied by Topline Investment Graphics, PO Box
2340, Boulder, CO 80306-2340, 800 347-0157 (toll-freeinthe US),
303 440-0157, http://www.topline-charts.com.
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