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Figure 3 —Trade Setup #1 is an example of a 3-Drive pattern being a correction in a trend rather

than a reversal pattern.

form the AB = CD should be a Fibon-
acci retracement, ideally at the .618 or
the .786. If a retracement at the .382
is formed, it is a sign of a strong trend.
These drives should appear symmetrical
to the eye and jump out visually. If the
trader has to force the pattern, it is prob-
ably not a 3-Drive pattern.

There should also be time symmetry from
point A to drive 2 and from point C to
drive 3. It should take each of these legs
approximately the same number of time
bars to form. Some of the items to watch
for that would invalidate this pattern are:

1. Drive 1 above or below drive 2.
(Above in a sell pattern and below in a
buy pattern.)

2. Drive 2 above or below drive 3.
(Above in a sell pattern and below in a
buy pattern.)

3. C below or above A or B above or be-

low D.

4. Extensions that extend past the 1.618,
as the 3 Drive pattern is forming will
usually result in a failed pattern.

5. Large price gaps that appear as this
pattern is forming in the direction of

36 The TRADER'S NOVEMBER 2007 /VOL. 3 ISSUE 11

the established trend, especially to-
wards the completion of drive 3, are a
sign that the pattern is not valid. The
trader should wait for further confir-
mation of a top or bottom or the for-
mation of another pattern.

Important Characteristics Of The 3-
drive Pattern

The 3-Drive pattern is similar to the but-
terfly pattern because it is very symmetri-
cal. There are three areas of symmetry to
study and learn to successfully identify
and trade this pattern.

Price Symmetry — Symmetry of price
should be equal in the formation of the
legs from A to drive 2 and from C to drive

3.

Time Symmetry — The 3 Drive pattern
will have near perfect symmetry where
the upswings or downswings are close to
the same number of time bars. If the time
bars are not exact, they should be close to
a Fibonacci ratio that can be calculated by
dividing the number of time bars in each
leg. Example: 5 time bars in the AB and
8 time bars in the CD. 5 divided by 8 =
.625.

Visual Symmetry — The pattern should

be very aesthetic to the eye.
3-Drive patterns that are
asymmetrical or that are
forced should be viewed
with suspicion. By force,
we are referring to the mar-
ket technician trying to
force the pattern where it
does not exist based on the
elements outlined in the
Pattern Structure section of
this chapter. If the pattern
does not look symmetrical,
it is probably not valid.

Pattern Psychology

All patterns are formed by
crowd psychology and it is
interesting and educational
to study what forms any
particular pattern. The 3-
Drive pattern is slightly dif-
ferent in its psychology as it
has three tops or bottoms
that must form to complete
the pattern as compared
to most patterns with one
or occasionally two in the case of double
bottoms and tops.

It is a natural phenomenon that bulls are
the most bullish at the tops of markets
and bears the most bearish at the bottom.
When this occurs, there is usually an un-
usual amount of news that accompanies
these tops and bottoms in favor of the ex-
cess bullishness and bearishness.

The 3-Drive pattern goes through an ex-
tended process to bring in new buyers or
short sellers too early at tops with succes-
sive waves and new sellers or new buyers
at bottoms that are too early. The pattern
generally makes the final wave as the last
buyer has bought at the top and the last
seller has sold at the bottom. This is the
when the market will appear absolutely
the most bullish or most bearish. The last
push up or down to form the last gasp in
the market is almost like a game of hot
potato and the market has just passed the
last hot potato to the last market partici-
pant before it changes direction.

Then, as the market changes direction
each new low below the latest swing high
in an uptrend has more bulls trapped.
Conversely, each new high above the pre-
vious swing low has more bears trapped.
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drive 2 and was repeated
from drive 2 to drive 3. Al-
though the number of time
bars is not the same, they
are a close ratio with 6 bars in the first
leg down of the pattern and 10 time bars
down on the second leg: 6 divided by 10
=.60.

The risk in this trade is very small because
of the completion point at the 1.618. The
trade entry is at $62.25 and a stop can
be placed $60.25, which is $2 per share

below the recent low.

Risk Free Trade

The first profit target is equal to the risk
at $64.25 and the stop can be moved up
to just below the most recent swing low at
$60.40. The assumption is that by plac-
ing the stop just below the most recent
low, the market would be telling us that
this pattern is failed at that point.

The stop would be trailed on this trade,
the trader must keep in mind that this is
a daily chart and allow for the market to
move up and down and give it enough
room and not trail the stop too closely.
The market did reach the second price
objective at the .618. This particular 3-
Drive pattern is only a correction in a
downtrend and the market turned down
from the .618 and made new lows. Al-
though this trade did turn out to be a cor-
rection in a downtrend and not a reversal,
it was very profitable. This trade would

Figure 4 Daily SP 500 3 Drive reversal pattern

have netted $14.75 per share with very
licele risk.

Figure 4 shows a reversal in the daily chart
of the S&P 500 E-mini. This was a low
risk entry that proved to be a good re-
warding reversal pattern.

This pattern is a great pattern for trading
for several reasons:

It is a visually easy pattern to identify

The risk can be quantified and is a low
risk trade

More times than not, the pattern will
turn quickly from the third drive

Profit objectives make it a excellent
risk/reward setup
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