Andrews Median Lines:

An Introduction

One of the groups of tools I use in my trading consists of Andrews Median Lines and Babson Action/Reaction Lines. Although there is very little written information around that teaches Andrews Median Lines, you can easily find 'Andrews Pitchforks' formations built into many charting software programs. Tools used without knowledge never work as well as tools mastered--I hope I am able to add some interesting thoughts about using these tools. 

First, there are other people that offer their own versions of how Andrews Median Lines should be used--Some teach it as Pitchforks, one even teaches it these days as Newton's Lines. Like all knowledge, each claims he or she has the right of it. They all have their own price for what they teach. I claim only that what I was taught has served me well and I will gladly share what was given to me as a remembrance to my past mentors. I do not dismiss what others may add to this thread; in fact, I'd welcome all thoughts and questions on the subject.

The median lines [MLs] are simple to draw: simply choose a high, low and high pivot [Often described as an A-B-C]; or choose a low, high and low pivot. It's best to start with what looks to be important pivots [the term swing highs and lows may be more popular these days]. Once you have chosen three pivots, [a high, a low and a high], connect the last two pivots with a line [B-C]. Find the mid-point of this line connecting the two [B-C] pivots. Then draw a line from the first [A] pivot through the mid-point of the connecting line between the two [B-C] pivots. Extend this line [now called a Median Line] out in space. Similarly, draw lines parallel to the Median Line that begins at the [B] pivot and then the [C] pivot. You should now have what many call a pitchfork. The line that starts at the upper pivot and runs parallel to the Median Line is called the Upper Median Line or Upper ML; the line that starts at the lower pivot is called the Lower ML. 

How do I know which pivots or swings to choose? The answer sounds simple-minded, yet it is still the single best answer I can give: Draw many lines and use the lines that prices respect when you trade. Draw as many lines as your eye sees as pivots because often, the first or second or third combination will not 'describe' or 'contain' any of the action of price when you first draw the MLs. Remember, you can draw an ML as soon as you suspect a pivot has been made--In fact, there are very useful techniques that use the O-H-L of a single day for the ML formation. But for now, the key is to try the pivots you see on the chart in front of you. I try different pivots, starting first with major pivots in the weekly or monthly mode in my charting package, and then draw MLs off of lesser and lesser pivots. I do erase MLs that are not of major pivots and do not 'describe' price. 

But major MLs, even when price has been moved away because of the march of time, may have some predictive power, so I leave them [I will speak of using these 'leftover' MLs when I post about using Babson Lines]. 

So if you pull up a chart and find three major pivots and draw a ML and it looks as if it may describe or contain price in the future, do you begin selling the commodity as its price approaches the Upper ML? Or try buying the commodity when price approaches a Lower ML? The first simple rule is that downward sloping MLs indicate prices in a downtrend--downtrends are made to be sold and the Lower ML of a downward sloping ML describes prices that will trend lower. Upward sloping MLs describe uptrends. 

Then buy a commodity when the price reaches the Lower ML of an upward sloping ML? Perhaps. The upward sloping ML certainly has the potential to show you where support may be found. But like all things, you will know the quality of the support this Lower ML will give after it has been tested by price and the more it is tested, the more you will know about it. The more any ML is tested and holds, the more support it likely shows--But the more important its violation, as well. In other words, when you first draw an ML, unless you are drawing an ML using pivots that allow you to see price test its boundaries several times, it's always best to let it 'earn' its respect. 

Most traders think that MLs are a stand-alone tool, but I was taught to always use them along with many other signs of support and resistance and it is the integration and interaction of these many tools that can make the techniques valuable. Although you can draw many 'pitchforks' that, after the fact, describes a tremendous amount of action, if that was the extent of their use, they would be simply linear regression channels. And in fact, good MLs do indeed describe price action very much like linear regression channels. But when you combine MLs with other support/resistance tools, you have a much stronger set of tools. 

Similarly, you can draw very wide MLs that have very little interaction with price, as if searching for the 'absolute' upper or lower boundaries for price [these are often featured on pages trying to attract your attention—usually it is pointed out that the 'pitchfork' was drawn on the chart *months* before the upper bounds was tested, as though drawing a line months before above price that *eventually* was tested by an uptrend was an important tool]. Again, I was taught that MLs that describe, contain and interact with price are useful; overly wide MLs from monthly pivots may not be useful for months, if ever.

Examples 

Here are several charts in gif files that may help you visualize my explanation of how to choose major pivots for Median Lines. These charts are of weekly continuous Cocoa--But please note that I have purposely chosen a set of charts that help illustrate how I choose major pivots. It's important that these charts are not viewed as 'typical.' Continuous charts do not always behave as delivery month charts and sometimes you will achieve Median Line results on longer-term charts that are as nice as this example, and sometimes you won't--These are only presented for the purpose of looking at these three pivot points. 
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On the first chart, price rallies to test multiple tops [I count at least five weekly bars prior to the last bar we are looking at]. These 'test of tops' are very important and since no rally has successfully closed beyond this area, IF price fails here, we will again have established an important pivot--we'll watch the next bar and if price retreats, we'll try treating it as our high pivot. 
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On the next chart, [Andrews2.gif], we see that price did not make a new high, price made a lower low and it also closed lower--We'll try this area as a major high. Note that I have marked in our pivot points [A-B-C] and then drawn in the Median Line, Upper Median Line and Lower Median Line. Now we'll see if price 'respects' this ML. 
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This weekly chart shows that price has indeed respected the Median Lines and so we would watch this longer-term ML when we make our trading decisions. Most traders do not trade off of weekly charts, although this was one chart that could have suited your needs without further input. 
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Here's a longer view of the same weekly chart, giving you more perspective.
I did get several good questions and thought I'd share the questions and answers here: 

Question: Let pivots be labeled A, B, C: Is the method more reliable when these points make an equilateral triangle?  

Answer: No. In fact, it would intuitively seem that major swings or pivots make the 'best' points to use for all Median lines. But in practice, the best points to use are the points or pivots that describe or contain the price action. I know there are 'purist' chartists and if that's your preference, then by all means, draw the lines that suit you. But the goal of the Median line is to contain or describe action as it unfolds--and so by all means, be creative. Often, it's the obvious pivots that work the best, but at times, you have to get your hands dirty. I'll give a few creativity hints: If all else fails or if you are looking to use these techniques on 'short term' trading, try using the highs of the three pivot points, or the low. Or use the extreme of a gap. Or use an extremely wide day as the high and low of an A-B-C. Try it. You can always erase it if it doesn't describe or contain action. 

Question: So by what I read you update and draw charts manually. Do you feel that this would not be as effective when done with an ela program [for TradeStation] or on a computer charting program? 

Answer: I do still keep hand drawn charts. It's a work of love and I think it helps me keep a good feel for the markets I trade. I hand chart about 20 commodities in daily, weekly and monthly bars by hand. The one exception to this is the stock indices. I find them too noisy to give me much of a feel by hand. I chart them in 13, 39, 78, 195, 390 and 405 minute bars, as well as weekly and monthly, using a charting package on one of my computers. 

These days, there are quite a few charting packages that do an adequate job with Median Lines. If you are looking for a program for any of the TradeStation version, Clyde Lee's code is the best available. [You can view his web site here!] He has both automatic and manual versions. I have his software and use it on my TradeStation charts. If you want charting software that allows you to draw a great variety of Andrews and Babson lines, I use Advanced GET for the charts on my web pages. There are others out there as well that do a fine job.

Question: Since I have started this I have been looking for points of price exhaustion at tops and bottoms...to confirm this, I have also used oscillators. If using only the "Forks" can we determine price exhaustion or must we use the "Fork" trend line break as our trigger? 

Answer: Well, you asked a great question here. Yes, if you are doing thorough analysis, Median Lines should help you choose price levels that will likely be 'exhaustive' in nature. In the recent huge run up in bonds, I had a very wide Median line that described price in the continuous contracts on a weekly basis--much too wide to use to trade by itself. However, to give you a hint of how I use confluence, I used a set of tools that I learned from Joe DiNapoli, the oscillator Predictor and Fib Projections, along with this very long-term Median Line, to find what seemed to be a possible exhaustive area. If my memory serves me, the oscillator predictor on the weekly charts gave a most overbought level as 135.10 and the weekly fib projection was 135.09 and the upper bounds of the Upper Median line came in at 135.23. Those three were available to me weeks before the bonds traded at those levels. Now, many vendors will post that very wide Median line and claim that they 'knew' the extreme price that bonds would make in this run up. To me, that's a nonsensical claim. The only way to use that very wide Median Line, in my opinion, is when you find yourself in a trend that is running on adrenaline and you have a lot of profit in a position and you are looking for a 'logical price objective.' For me, that gives me the confidence to take all the profits on a huge trend up and get out of the way. And by the way, I would not gone short there based on that analysis. Period. 

Question: You mention support and resistance. Are we looking for support and resistance points within the Fork or are these better used for the A-B-C triangle? 

Answer: Sure, there are support and resistance levels within the Median Lines. For example, look at this chart of weekly cocoa:
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Every time price got to that Upper Median Line, you should have been selling. When a line has worked like that, beat it to death! Give it every chance to work. Don't blindly trust an untested line, unless you have other reasons to expect that support or resistance to hold. But once it has been tested and even better, when you can add the 'confluence' of other indicators like trend lines, fib projections and retracements, chart formations--then you can have much more confidence in the Upper and Lower Median and Center Median lines. 

Question: Direction of trend: Can we determine the major trend with the "Forks?"  How many bars would this require (at least three pivots)? 

Answer: The direction of the major trend is quite easy to see, once you choose the three major pivots and then draw in the Median Line. 

Actually, though it is very seldom taught, you can draw and use a Median line using the open high andclose of a bar. Period. Does it work? It can. That depends on what you are trying to use it for. It can be great for setting stops, for example. 

Question: Regarding the swing within the trend, I would think the method would be to sell at the upper ranges and buy into the retracements.  Is there any way to gauge the market strength as we see price action at the median or the upper "fork?" 

Answer: Yes. First, you buy the dips and sell the rallies IF the Median lines have been tested and you find they describe price. And here's the clue about strength of trend: If you have a solid Median line drawn off of 'important' pivots[maybe swing highs and lows?] and it is containing price AND price has tested and tested one of the Median Lines over and over and the lines have held price, this is a very good indication of a strong trend. Look at that weekly Cocoa gif again:
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The current Median Line contains and describes price and it is holding it great--that's a strong trend. 

Other shows of strength [General comments, not pertaining to the Cocoa example]: Price tests the Lower ML of an upper sloping Median line and then begins trading up and has no trouble running through the Median line--if it doesn't immediately retrace back to the Median line, it's going to the Upper Median line. The probability is 80 percent once it's closed above the Median line for the third day. 

Question: You mention trend lines: In addition to the "Forks" you would use Price trend lines in the direction of the swings? So the breaking of these trend lines would be a trend line breakout? 

Answer: I draw normal trend lines. I was taught to label them as 'pivot' lines and refer to them as 2P or 3P or 'multi-pivot' lines, depending on how many times they touch a pivot--and the more the merrier. I am especially interested in any pivot line that intersects with a ML or Upper or Lower ML. And I am also looking at the intersection of any other Upper or Lower ML or ML that intersects a ML [which refers to using more than one ML as I look at the 'trends within the trends']. Any intersection is important and may have much more support or resistance than a simple trend line or Median Line. 

Question: So a parallel drawn above and below the outer "Forks," in equal channels is called a 'Andrews Warning Lines?  This would maintain the original Fork plots and allow an outer extensions...is that right? 

Answer: Yes. They are drawn as wide as the original "pitchfork" and parallel to it. I generally draw four extensions. 

Question: You mentioned the slope of the ML's showing direction but yet you could have 2 or more active sets with different slopes.  How do you look at this situation? 

Answer: I mark major trends and more minor trends. As price seems to be making a pivot, I draw a ML and watch to see how price respects it. I'll often have a handful of MLs on one chart--many within the 'major' ML. You can then use them to try to catch minor price moves OR to get into a trend you missed earlier or to help you take partial profits. 

Question: A person selling courses in this technique mentions that there is a secret formula that explains where to draw the lines in Dr. Andrews original notes and only he has this secret method. Can you comment on your thoughts on this? 

Answer: I'll comment: The best way to sell your stuff is to either claim only you have the secret stuff...OR give it a cutesy name. I have a tremendous amount of original materials on the subject and I know a few other people at least as well schooled in his work as I am and there just isn't a 'secret' method. The secret is to work hard and master your tools, whatever they are.
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February 12, 2005 Comments: I'd like to continue our discussion of using Hagopian's Rule, blended with my own use of measuring objectives to "map out" where the market is most likely headed. I constantly get these types of questions sent to me via private email: "How do I choose the pivots for a Median Line and what do I do if price trades outside of the Median Line or doesn't make it to the Median Line or its Upper or Lower Parallels? Did I draw the wrong Median Line? Do I discard the Median Line once price trades outside the Upper or Lower Median Line Parallel?" 

Looking at the image above, you can see I used a Schiff Median Line [which is a Median Line offset from its pivots] to project the potentials of price and time. If you took the time to go back and look at this period, you'll see this was an easy choice of pivots, because any other set of pivots were immediately violated by price movements. Remember! Many times, the Median Lines will TELL YOU whether they are or are not likely candidates for good projections by the way they interact with price action very near the pivots you choose. If you pick what seem like three logical pivots and then draw the Median Line in and see that price is already trading far through the Upper or Lower Median Line Parallel, this is probably not the best Median Line set. Draw again, using a different set of pivots, or try using a Schiff Median Line. Or remember that gaps have TWO pivots, and they can be used as highs or lows! In other words, draw lines, draw more lines and draw more lines! Eventually, you get a feeling pretty quickly whether what you just put on a chart has a chance of being useful. 

Going back to the chart above, you should immediately notice two important things about this chart: The first thing I notice is that price has tested the Upper Median Line Parallel three times and each time, the resistance formed by the Upper Median Line Parallel has held the price advance in check. And then looking more closely, you should notice that earlier, when price traded below the Median Line, price was NOT able to trade down to test the Lower Median Line Parallel. This should always be filed away in the back of your head [or if you are like me, write it on the chart to remind you for future reference...], because this is the direct application of Hagopian's rule: If price doesn't trade lower to the "most probable" line, expect a strong movement in the opposite direction. 

Does that mean price will just run through all upper resistance until it goes to the moon? Of course not. In fact, the real importance of Dr. Andrews' work was to show time and time again that price only carries so much potential energy with it at any given time, and once that energy is spent, price will stall and either consolidate or will fail and move in the opposite direction. Where is price likely to be when it expends its stored energy? At a Median Line or Upper or Lower Median Line Parallel [or other lines we have discussed here in the past, of similar nature]. Again, I call these the "most probable lines." 

So now we have a longer-term chart [based on 60 minute bars] that has been tested at least three times and done a very good job describing price [meaning, price interacted with its "most probable lines" at least three times and price HAD expended its energy at those areas]. We're feeling good about this chart, so let's move to a fifteen minute version, with the same lines drawn in, the very next day:
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Price shot above the Upper Median Line Parallel on the fourth try and travelled quite some distance before running out of stored energy. Did we have ANY clue that price may be carrying more potential or stored energy than we might normally think, looking at the original 60 minute chart? Yes! The failure of price to trade low enough to test its "most probable" line, the Lower Median Line Parallel, alerted us that price MIGHT be carrying a bit more energy, energy that most likely would be spent on an up-side rally. The "most probable" line to the upside was the Upper Median Line Parallel, so if we had reason to believe price was carrying MORE than the "normal amount of stored energy, we should be looking for it to potentially break through that "most probable" line, because of its inability to expend all its energy to the downside earlier--eventually, that energy will get spent! And price spent that extra energy overshooting the Upper Median Line Parallel. 

Once price has expended its stored energy, it is either going to form an Energy Coil and re-store its energy in a trading range or it will head in the opposite direction, to its "most probable" line. In this case, the most probable line to the down side would be a test [trading lower from above] the Upper Median Line Parallel. And as you see, price made a beautiful test of its "most probable" line, the Upper Median Line Parallel, and then headed back higher. Again, once it had spent its energy--this time to the downside--it either had to re-store its energy by coiling or it had to trade back higher. 

Now note that I added a line that was parallel to the Upper Median Line Parallel that touches the top of the overshoot. That's a Sliding Parallel, and it carries the same frequency as the Median Line and Upper and Lower Median Lines now, meaning it is now in the class of "most probable" lines. So as price turns back up after testing the Upper Median Line Parallel, its "most probable" line, or the area where it is most likely to run out of its stored energy, is this Sliding Parallel line. 

Now let's do something very important: Let's play "What if..." What if price doesn't make it to the Sliding Parallel? That would leave us two choices: First, price may be forming an Energy Coil to re-store the energy it spent on these recent sharp moves. If this is the case, when price re-tests the Upper Median Line Parallel from above, that support will hold and price will turn back up again. But we have a second possibility as well: Price may turn back lower and NOT stop at the Upper Median Line Parallel, its "most probable" line. If this happens, we again have a case where we can invoke Hagopian's Rule and use my own meauring method. If you look at the chart, you'll see I added a line underneath the Upper Median Line Parallel, one that runs parallel to it, but is the same distance below the Upper Median Line Parallel as the Sliding Parallel is above it. This Inside Sliding Parallel also carries the same frequency as the Median Line, the Upper and Lower Median Line Parallels and the Sliding Parallel above the Upper Median Line Parallel. It is also a "most probable" line and should price bust down through the Upper Median Line Parallel, the next area where it would most likely run out of energy is at this Inside Sliding Parallel. 

Here's my own charting rule: If you add a Sliding Parallel above a Median Line or outside the Upper or Lower Median Line Parallel, add one on the other side of the nearest original "most probable" line right away--you'll most likely end up using it IF the Sliding Parallel you first added was meaningful. Now let's see whether price kept heading higher to test the Sliding Parallel, its "most probable" line, or formed an Energy Coil to re-store energy, or turned lower again and headed down through the Upper Median Line Parallel:
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Price tries to trade higher but fails well before making it to its most probable line, the Sliding Parallel. It gaps open lower the next morning, just below the Upper Median Line Parallel, and if you were tuned in to Hagopian's Rule, you'd be thinking that since price couldn't make it to the "most probable" line to the up side, its likely to continue lower, to a test of its "most probable" line to the down side, in this case the Inside Sliding Parallel. If you know how to trade "zooms and re-tests," the next bar gave you the opportunity to sell at the re-test of that Upper Median Line Parallel. You'd then be looking to take profit as price approached the Inside Sliding Parallel. And looking at the chart, price quickly traded lower and tested the Inside Sliding Parallel, its "most probable" line. And we would expect that at this point, price SHOULD have expended its downside energy. This means that price will either now form an Energy Coil and re-store its energy, or trade back higher to its "most probable" line, the Upper Median Line Parallel. 

The next morning, on economic news, price spiked higher, running up through its first "most probable" line. Where is it headed then? It's most likely heading back to a re-test of the Sliding Parallel, its next "most probable" line. And you can see on this chart that price tests the Sliding Parallel above the Upper Median Line Parallel in both the first two bars of the morning, but then ends up down quite some distance from that Sliding Parallel at the close of the second bar--In fact, it closes back below the Upper Median Line Parallel! Price used its upside energy in one quick rush! When that second bar closes, I add in a new down sloping Median Line, and all three of the pivots use the frequency of this Sliding Parallel [The two high pivots are at the Sliding Parallel and the lower pivot is at the Inside Sliding Parallel]. 

Without going into too much detail, this two bar spike higher that failed to hold its gains is a rail road track formation and this is a very bearish formation. We have covered it here several times and gone over it in the free forum. They are wonderful to trade when you can see them and react in real-time quick enough, which is why it is SO important to have played "WHAT IF" and drawn in the Sliding Parallel and Inside Sliding Parallel in the first place. This gave you the right context to be looking for the areas where price had "run out of gas," which is exactly what happened. Like a car with no brakes climbing a steep mountain road, when it ran out of gas, it came down as fast or faster than it went up. Price should again be headed towards its next "most probable" line OR it should form an Energy Coil to re-store energy. Let's see what happens:
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Price continues to spike lower and it tests the Inside Sliding Parallel to the down side, where it does indeed run out of energy. When it turns higher, it doesn't make it back up to its "most probable" line, the red Upper Median Line. So again, it's important to play "What if..." and remember Hagopian's Rule. If price isn't going to make it up to its most probable line, it will form an Energy Coil or it will have extra energy to expend to the down side, and we should anticipate this as one of the possibilities. So I take the measurement from the Sliding Parallel to the Upper Median Line and now I draw in another Sliding Parallel, this time below the Median Line. Note that there are still several lines below price that are "probable" lines, but the Sliding Parallel and its mirror Inside Parallel have been catching price so well, its not unrealistic to add this line immediately, just in case price contains much more down side energy than we expect. 

Price then trades below the Inside Sliding Parallel again, telling us that it indeed has quite a bit of down side energy left to expend. Where is its next down side "most probable" line? We have the thinner blue Lower Median Line Parallel, but I don't favor this line because price hasn't "respected" any of its lines, although it has generally stayed within the bounds of its Upper and Lower Lines as price traded lower. In effect, the thin blue Median Line set has shown us the general speed of the decline of price through time, but it hasn't really yet acted as support or resistance, which means its lines haven't once successfully predicted an area where price would have expended its energy. I think of these untested lines as "price through time" guides, but not as support and resistance areas. So the next "most probable" line is the red Median Line. Let's see where price heads now:
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You can see price heads lower and DOES test the thin blue Lower Median Line Parallel [its "most probable" line] after gapping open lower and the support formed by the thin blue Lower Median Line did a good job showing us where price was likely to run out of downward energy. Indeed, price started back higher, back towards either its "most probable" line to the upside or into an Energy Coil to re-store energy after such a prolonged move lower. But price was unable to test its upside "most probable" line, so we are again left with Hagopian's Rule: It's likely going to be heading lower, and probably accelerating. And again, that's the importance of why we played "What if..." earlier and added that lower Sliding Parallel. If price doesn't form an Energy Coil or at least find support again at the thin blue Lower Median Line Parallel, we're most likely heading to a test of that Lower Sliding Parallel. 

And of course, price doesn't form an Energy Coil, nor does the thin blue Lower Median Line Parallel hold. Instead, price plunges lower again, as Hagopian's Rule suggests, and heads right to a test of the Lower Sliding Parallel, which is its "most probable" line. Let's see what price does now that it's made it all the way from the Upper Sliding Parallel to the Lower Sliding Parallel:
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After reaching the Lower Sliding Parallel, price forms a nice trading range, an Energy Coil that it uses to re-store its spent energy before making its next move. The multiple bottoms that form act as a nice base and as price is increasingly unable to make any progress to the downside, you can again invoke Hagopian's Rule and expect a more extreme move in the opposite direction, which we get several days later with a fast move up to test the red Inside Sliding Parallel, which has acted as one of the three important "most probable" lines in this example. 

I put this presentation together as price unfolded the past ten days or so, in the hopes that it would illustrate how I draw lines, add lines and try to play "What if..." as price and time unfolds in front of me. It is never as simple as drawing one set of lines. Many traders would have simply discarded the original red Median Line set once price traded aggressively above it, but it seemed clear to me that though price was "dis-placed" or shifted away from the Median Line, its frequency of energy still matched that of the original Median Line. And that's where tools like Sliding Parallels and Warning Lines and Measuring Objectives and Multiple Bottoms come in--they are the tools you can use along with the base of the Median Line to help you project just where price may run out of energy. All you have to do is keep playing "What if..." 

This is a long presentation. It may be full of grammatical errors and spelling errors, but for this evening, I have run out of energy and time and now I must go read to my little ones before bed. I have cut the number of charts from over fourty down to the present number, so hopefully, the charts still flow along with the text. 

