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As I explained on Tuesday, the above chart will be only a bare-bones version of what my working chart really looks like; however, this should be sufficient to give you the flavour of my method and the knowledge to test it for yourself, quickly and thoroughly. I am displaying the ever popular 30 minute bar EUR-USD. To avoid the holiday skew, I selected 12/17/06 21:00 CST to 12/21/06 10:00 CST. Remember, you don’t have to take every trade; be picky. Spend more time selecting your trades than you do in selecting magazines at the grocery store checkout line.

I have made every effort to accommodate our FF members who do not have English as their primary language.

PLEASE UNDERSTAND THAT WHAT I AM SHOWING YOU IS NOT THE TOTALITY OF MY DECISION MAKING PROCESS. THIS IS ONLY ONE SMALL PART OF MY METHOD; ALBEIT AN IMPORTANT PART – BUT NOT THE ONLY PART. LIFE IS NOT THAT EASY. THIS IS ONLY ONE OF SEVERAL TOOLS I MUST USE TO CONSIDER WHEN AND HOW (AND IF) TO INITIATE A TRADE POSITION. What you learn here should be intuitive to your trader’s mind; it should be simple to incorporate into most software platforms. (Hopefully, I have beaten this to death.)

THE CHART.

The top part of this chart has 30-minute candlestick price bars. A blue step-line MACD (C,12,26,F) overlay. NOTICE THAT THE MACD IS A LEADING DIRECTIONAL INDICATOR. A red step-line Bollinger Band Width (C,20,2). The letters “D” (going down) and “U” (going up) indicate the final crossover points for an 18-bar EMA (not shown) and an 8-bar EMA (not shown) against a 34-bar EMA (not shown). In addition, I have left off a major secondary indicator -- trend (possible transition) reversal bars (not shown here – LOOK AT CHART AT END OF THIS POST) based on the occurrence of a zero slope angle (condition) of both the 18-bar EMA and/or the 34-bar EMA. The Bollinger Band Width value should be (optimally) less than .15 (however, it is the DIP [low point], not the actual value, that is critical; it is not unusual to have a valid dip value of much greater than .15, depending on the PAIR and the chart time frame).

The center part of this chart happens to have eight (A-H) alternating arrowheads, indicating the points where a MACD (C,12,26,F) line crosses the zero base line. [The black line is part of the MACD track and is not relevant to this discussion; please ignore it.] Remember, I am not obligated to use (or even concern myself with) any of these signals or set-ups.

The bottom part of this chart is a histogram of the Bollinger Percent B (C,20,2) [%b]. Consider the %b the forex version of volume/volatility/open interest/strength/weakness. (Remember, forex does not a volume; there is no central clearing house and there are thousands of independent “market makers” all over the earth.) It is also helpful in determining entry and exit points for swing trades.

THE ANALYSIS.

Before I dive into this, I would like to clarify the following:

1) The above chart does NOT display all of the indicators I use on my chart.

2) While I will detail ALL eight possible entry points identified on this chart, you are free to choose some, all or none of these trades. A more conservative approach would be to let a trade move a few bars farther to truly confirm your entry. A more risky (aggressive) approach would be to trigger your entry just after the %b pre-confirmation. It’s your money – use your rules.

3) Use common sense, good judgment, and consistent application of your trading rules. Consulting shorter period bar charts (e.g., 5 minute bar, and 15 minute bar) can frequently help you enhance your entry position. 

4) Use skillful position management to get out of these trades. ALWAYS USE A STOP LOSS. Trailing stops are nice, too.

5) For any letter [A-H], the dip point, the arrowhead, and the letter [“U” or “D”] are independent and mutually exclusive of one another; any may not occur at the same moment of time on the chart, or lead or lag. Their value is, that in spite of their exclusivity, that they all (hopefully) confirm (identify) the same point (general area) of the chart prior to a significant candlestick movement. I will let you determine your own definition of the words “significant candlestick movement.” 

6) While I am 99.9 percent technical – I am out of all positions before major “hot zones.” I do not like even odds.

7) While we all want every set-up to be beautiful (and profitable) – be realistic – it isn’t going to happen. Only pay for the beautiful ones and run away from the ugly ones (the losers) as fast as you can.

How do I use this ugly mess? Not necessarily in the following order. I look at the arrowheads to identify the extreme side (lagging) of a trend (may be a short trend – but a trend none the less). I look to the BBW for a low point. I look to the “U” and “D” to identify another extreme side of the trade. My leading indicator is that blue MACD – always blazing a trail. 

Rather than waiting until “next time,” at the end of this post I’ve included my “working chart.” See if you can pick out all of the different confirmation indicators. Please note that another major part of my method, is the “forest” of gray, yellow, and orange vertical lines – significant price bar movements occur after the appearance of these vertical lines – most noticeably – the orange bars. Also notice that long running swing trades are confirmed by the %b histogram.

ARROWHEAD A

Up dip @ 23:30 CST   .1533

Up dip Arrowhead @ 01:30 CST

Pre-confirmed %b since 18:30 CST (off of chart)

ARROWHEAD B

Down dip @ 08:30 CST   .1500

Down dip Arrowhead @ 07:30 CST

Pre-confirmed %b since 05:30 CST 

ARROWHEAD C

Up dip @ 14:30 CST   .3837 ********* out of range *******

Up dip Arrowhead @ 15:00 CST

Pre-confirmed %b since 13:00 CST

ARROWHEAD D

Down dip @ 22:30 CST   .1617

Down dip Arrowhead @ 23:30 CST

Pre-confirmed %b since 21:30 CST 

ARROWHEAD E

Up dip @ 02:00 CST   .2439

Up dip Arrowhead @ 02:30 CST

Pre-confirmed %b since 01:30 CST ***** your choice ********

ARROWHEAD F

Down dip @ 07:00 CST   .2215

Down dip Arrowhead @ 09:00 CST

Pre-confirmed %b since 04:00 CST 

ARROWHEAD G

Up dip @ 21:00 CST   .2091

Up dip Arrowhead @ 00:30 CST

Pre-confirmed %b since 17:30 CST

ARROWHEAD H

Down dip @ 05:30 CST   .2333

Down dip Arrowhead @ 05:30 CST

Pre-confirmed %b since 05:00 CST 

Hopefully, the above has provided you with sufficient information to enable you to implement these tools into your own trading system. Supply your own moving averages and give it a test drive.  Good luck.
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