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KEEP IT SIMPLE TOOLS

Most of the time, the novice traders have difficulties applying the most efficient trading techniques due

to a misunderstanding of the so-called assimilated educational material, or to their greed race. In teaching

this topic, through the use of progressive modules, Dr Mircea Dologa emphasises the use of applied principles
of epistemology, based on repetitive examples of trading choice parameters, thus enhancing the probability

of getting consistent profits.

he dream of a novice trader concerning their daily profit
is humble. The trader does not wish to make more than
200 USD a day, but in a constant manner. The below
described Dax trade will certainly satisfy the financial
needs of a novice trader, even if it can be done only
twice a month.

We took an example of trading the IFO indicator and we performed

the following tasks.

* Efficient frading tools — The selection of the most efficient trading
tools has a great characteristic. They must not be numerous but, in
exchange, they should be highly efficient.

In this case, we have decided to use only the On Balance Volume
(OBV) indicator and the key-levels (resistances and supports)
generated by the opening gap with its extensions and the floor pivots
with their sub-divisions controlled by the Fibonacci ratios.

The trending tools — pitchforks, channels, parabolic and moving
averages [especially the 34-ema (HLC/3)] — are highly desirable for
identification of the pullbacks (or rallies) and the reversal pivot.

¢ Context — We can’t get any consistent profit without the vital
implication of the context.

By context we understand the direction of the dominant trend
and the immediate and recent-past environment. The former rapidly
reveals and evaluates the direction of the current market flow,

S&P/ASX 200 levels with the S&P/ASX 200 VIX INDEX

P1-Dax 30 - 15-min-June - 2013 eSignai, Inc.

[AX M3-DT - DAX E) Dynamic,0:00-24:00 i-pmm
German Dax June Futures |
5-min Chart Floor Pivot - DP-7950 ' 1,000 (7950.00) {4 4
March 22 - 2013 s [
- : iaco
| Gap-High. 79325 J L |
= 752950

o

T3 o mmmm— Mid-Gap - 7923.5
50% DP ru.sao(rmu‘sa) 7920.00
)
«—7913 (+05)=79135 |
4——SL 7908 (-3.0)=7905 FLD?IEWOIS by
7002~ R
............. i [7800.00|
7899 i
13
i o A Floor Pivot - $1-7887 \o.000 (7g87.00) 0%
IFO Trading at 10:00 AM P e
R 78845 L
OBV . b s
7,600
10:00 AM
" _ Fomss
A P 108 L
S = b 7| AL
."/ W \l 12K
\/ \ : Copyright 2013
e b by D Mircea Dologa
487 % www.pitchforkirader.com 15K
w4 ¥1\ 0BV (Vetume, Volume MALS]
06:00 08:00 10:00

SEP/OCT 2013

on which will be grafted the marker activity of the IFO period. The
latter optimally informs the trader of the end-run phenomenon, often
neglected by the trader, in their search for blocking levels, which
could reverse or simply temporarily halt the market flow.

® Indicators were here restrained to only one... the On Balance
Volume.

The study of the end-run phenomenon (refer to the below chart),
performed before the news release, will quickly reveal the most
important key levels:

* Downwards, the market flow has been stopped by the S1-floor
pivot located at 7887 level, only 2.5 points from the reversal of the
first IFO 5-min bar at 10am.

| should also mention the support key-levels of 7902 and 7899
(previous lower low), whose blocking effects could be seen on lower
time frames, not illustrated here.

* Upwards, the market flow could encounter resistances at the
following key-levels:

- The high of the IFO opening bar at 7913;

- The gap Low at 7915 key-level;

- The 50% threshold — 7918.5 key-level - of the floor pivot
distance between Daily floor pivot (DP at 7950) and S1 level at
7887 level;

- The break-up of the TL-trend line;

- The Mid-gap at 7923.5 key level;

- The gap High at 7932.5 key-level;

- And finally, the other sub-divisions of the DP-S1 floor pivot
distance, governed by the Fibonacci ratios (7934 level at 75%
ratio, 7936.5 level at 78.6% ratio and 7950 at 100% ratio).

TRADE TACTICS
Once we have established the key-levels of the end-run
phenomenon we will prepare the up and down scenarios. These tasks
are scheduled to be performed in two periods: the first is done 30
minutes before the news release, and the second, right after the first
five minutes, on the 5-min timeframe chart.
In the chart, we can observe the following:

* Upwards scenario

ARGUMENTS IN FAVOUR OF AN UP-SCENARIO
The close of the first 5-min bar at 10:05am, in the vicinity of its high,
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in height’'s upper 20% zone, will guide us towards an up-move
continuation because the bears lost in favour of bulls. This first bar is
a specific reversal type bar called a short-legged doji bar.

This upwards scenario is considerably approved by the OBV
indicator, which seems to be oversold, reaching the lowest low
at — 15.7 level. Moreover, there can be seen, on the OBV chart, a
preliminary attempt of forming a hook, a first sign of a reversal.

LONG ENTRY

The LONG Entry will be executed, only after the first five minutes, as
soon as both of the following conditions will be satisfied: the break-
up of 7913 key level and the break-up of the -13.8 OBV level.

STOP LOSS

Once the LONG Buy Stop is executed and working, only then we will

calculate our Initial Stop Loss. It should obey two rules:

- A maximum loss of 8 Dax points, which makes it a 200 Euro value
(260 USD) per contract; and

- A strategic technical location, 4-6 ticks (2-3 Dax points) below an
important landmark. In our case, we can settle at 7905 key level
(7908 level minus 3 points).

Even if in theory, we have several possible candidates, the optimal
one will be unveiled by the result of the Reward/Risk (R/R) formula,
which should yield a ratio between two and three.

The first key-level that obeys this formula would be the gap High
at 7932.5 level and will constitute the entry level. In that case, the
calculations will be, as follows:

- 19.0 Dax points Reward [Target level minus Entry level (7932.5 -

7913.5)].

- 8.0 Dax points for Risk.
- 2.3 ratio for the R/R.

The other two target candidates, 7934 and 7936.5 key levels, will be
in a stand-by status, in case that the market flow will test them within
the IFO development period.

DEVELOPMENT OF TRADE

We can observe (on the chart of Fig. 2) that at 10:10am the market
broke-up the 7913.5 pre-arranged entry level and outburst through
the gap low level at 7915. Ten minutes later, it reached the exit level
at 7932.5, ending-up even higher at 7933.5. Thus, the gap was filled
with only three 5-min bars and the pre-arranged exit was executed.

The two-scenario study should be done twice: first, at least
30 minutes before the news releasing time and second,

after the first 5-minute bar.

SINGLE AND/OR MULTIPLE TARGETS

The targets are usually pre-arranged representing the exit orders (the

third type-order in a row), which can be single or multiple. There are

several candidates for this type of task:

- The gap High at 7932.5 key-level; and

- The sub-divisions of the DP-S1 floor pivot distance (7934 level at
75% ratio, 7936.5 level at 78.6% ratio and 7950 at 100% ratio).

FIGURE 2: The IFO trade development from the entry to the exit levels.
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It becomes important to consult the fluctuations of, at least,
one inter-connected market, German Bund in our case. This isn't
discussed in detail here, due to the lack of space.

What is interesting to remark is the behaviour of the OBV, which
became the confirming factor of the trade. The inceptive 10 o’clock
hook matured, thus enhancing and confirming the reversal process.
The breakout of the -13.8 OBV level bought our entry ticket for a
LONG trade. At 10:20am, the trade was already terminated, while the
OBV reached the — 11.0 level, directing straight to the -10.3 reversal
level at 10:25am. lts retracement under the -10.6 level, signed the
correction of the IFO news already terminated movement.

PROFIT AND LOSS STATEMENT

As a working rule, we usually recommend trading three Dax contracts.
The use of a single contract is also practised, but only in case of a test,
with the possibility of one or several ‘add-ons', if the test-outcome is
prolific. In case of a high probability movement, we sign on for a five-
contract trade and when the probability becomes obviously elevated,
we use our limit of 10 contracts. The latter is far less frequent than the
usual three contracts.

In this case, the three-contract-rule was respected, thus obtaining a
profit of 19 points [7932.5 minus 7913.5] per contract, which represents
57 Dax points for the three-contract trade. In money terms, this
represents 1 425 euro (1852 USD) profit. Not bad for a 10 minute job.

SEP/OCT 2013



KEEP IT SIMPLE TOOLS

POST-IFO TRADE EVENTS

Even if the trade has been terminated at 7932.5 key level (gap’s high)
we can observe that the IFO momentum climaxed at the 7938 level at
10:33am. lts span life was 33 minutes.

After this high, the market started a correction and its retracement
reached the gap’s low level at 7915, just a few points from the origin
of the IFO movement at 7913.5. At 11am, after the 7915 key-level
was tested twice, the market flow reversed and vehemently climbed
above the DP-floor pivot (7950), closing at 7952 level. With the
assistance of the OBV readings, the astute trader could have entered
again LONG, almost at the same entry level (7915) as that of the IFO
trade at 7913.5.

We can see now, that the IFO news trade has also an informative
role concerning the post-news period.

* Downwards Scenario

ARGUMENTS IN FAVOUR OF A DOWN-SCENARIO
We could have considered this alternative, before 10am, because
after that it became obvious that this scenario could not be the most
probable one.

A study done before 10 o’clock would have revealed the following
arguments in favour of a downtrend scenario:
- The opening gap was already filled upwards between 8am and
8:50am and downwards right after that. The probability of another
gap-fill, this time in upward (contrary) direction, becomes very low,
due to the lack of energy.
- The 9:40am failure, just above the mid-gap (7923.5), clearly
illustrated that the market flow can’t reach the morning high performed
at the 7932.5 key level (gap’s high). The descending TL-trend line is a
graphic illustration of the inability of the market to reach and exceed
the 7932.5 morning high.
- It is clear to us that without new kinetic energy resourcing there
won't be any other ascending movement.
- The OBV is at its lowest low below the last one, at — 13.8 level. As
always, an oversold indicator can aspire to only one thing... be ready
to reverse upwards.

¢ Trading Tip

Even if it is obvious that one single scenario will suffice, the trader
should always do his due diligence on the hypothesis of two scenarios.
The two-scenario study should be done twice: first, at least 30
minutes before the news releasing time and second, after the first
5-minute bar. This approach could entirely save your day’s profit.
If the above elements become a way-of-life for you, do yourself a
favour and perform imperatively two tasks:
- Write physically into a journal, the just practised nuts-and-bolts
of the trade management, describing the positive outcome and also
your eventual errors, so that both will crystallise into you mind. The
success will be carved in stone and the errors will be involuntarily
recorded, so that next time, you will instinctively avoid them.
- Start a log with the IFO and ZEW behaviours, every time you have
traded them. Try to understand their impact and influence on the
market flow, by comparing their evolvement with the size of the daily
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ATR. In this way you can quantify them in percentages of daily ATR,
thus better evaluate their duration and magnitude. Analyse the extent
of the 'graft' effect during the duration of the IFO news occurrence,
‘instilled’ on the daily market flow.

We conclude Part Il of this article by believing that we have convinced
the young traders, at least partially, to trade the German Dax Futures.
The outcome of trading the IFO and ZEW could become part of the
monthly profit of a disciplined trader who has exercised this
methodology and has perfectly assimilated it. Once this is done, we
should keep in mind that multiple small losses and fewer, but more
consistent, profits is our way of life. For further practical trading
details please go to our website and consult the excerpts of our
trilogy of professional trading manuals, a 1200 page work. @

This article was also published in June 2013 on the educational website
of www.esignal.com.

Dr. Mircea Dologa, MD, CTA, is a well known contributor to
international magazines in United States, England, Germany, Asia and
Australia and publisher of a financial trading report, World Charting
Report, containing international indices, commodities and Forex
charts. He is also an author of a trilogy of professional trading manuals
(1200 pages and 1500 charts), published in English, Chinese, French
and Romanian. Those interested in receiving free copies of the World
Charting Report or excerpts of his trading manuals may contact him
at www.pitchforktrader.com. His email is mircdologa@yahoo.com.
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