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Session 3

Mean Reversion Oscillators
Relative Strength Index (RSI)

Moving Average Convergence,
Divergence Indicator (MACD)

Slow Stochastic
Fast Stochastic
Bollinger Bands w BDIFF

Directional Movement Indicator with
Average Directional Indicator
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Oscillators and Studies

Trend Following

MACD = Moving Average Convergence Divergence
SAR = Parabolic Stop and Reverse

Momentum Indicators

RSI = Relative Strength Index
Slow Stochastic = %K and %D
ROC = Rate of Change

Timing
Elliot Wave
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Relative Strength Index (RSI)

* CLE - Crude Light (Globe 1[} ily Continuatio

m . - iy| - - - E.&u-:l . - ESED . . . - ipct-
| p2 [0g (18 [23 o1 o7 [14 21 25 [od 11 18 25 o1 08 15 22 FEICEINCE
ource: TG, Inc, @ 2008 All rights reserved worldwide, www .cog.com Tue Sep 20 2008 14:20:25




On Campus

ss* EP - E-Mini S&P 500, Active Daily Continuation m|

O= 119175
H= 120675

118150
L= 118725Y
A= _EO0 135000

137500

1328500
130000
127500
125000
122500
120000
] !
117500
115000

112500

110000

= 107500
02 May 11
0= 136325
H= 137350 105000
L= 135475
C= 135775
RS |

RS 1= 73.22 Sep Apr Jun Jul A0

| |elz6lozlosl1e]za (o1 [12lza o1 [11]18 sk (== [01 [12 [2Floz[10]17]24 [0 TEEE 14721 o1 1 BB 15122 01 |12[20 |01 [11[12]25]01|02[1 s
Source: COE Inc, @ 2011 Al rights reserved worldwide, http:f S cgg.com wed Aug 17 2011 14:45:17




CQG::70n Campus

is* EP - E-Mini S&P 500 . Active Daily Continuation ==

135000

BT Lo
RN

130000
125000
120000
11 3
115000

110000
17 Aug 11I
0= 119178
H= 120&7 8

L= 118150 =iz
c= 1187758
STOCHS*

wf*;\ / YN T YW
3 5 AP
o \:«-‘Q“

A C Db H #

MACDWMH  MWACDH = -3506. 01
MACDWMH MACDAR=  -3297 .04
MACDWMH MHiSt = -205. 97
DM I wADX *

T uTTNI= _ i ; AUHJ“J“.H lLTJ,,J;“quﬂT'ﬂTI_I.,.,u._mTl_l,._1IJ1|.|1.“|4‘L.1_._|_|“_”_”|_”|_| nm,_.lUll.h#,,_l,.Jlu”_"”
D | v D3 DM O = . - - /LU,LP-I —

Db v D ADK =
DM IwADY DDIF*= -18.16 0ot Feb Mar Apr May Jun Jul Aug
J9|26|02|09|16|23 o1 Tizlzo o1 [1iig]zs[ot[os[1s]z2 Jo1 Tz JzFloz[10[17]24 [o1 [14]21 o1 [14]21 o1 T11 [20zZ[0oe[1&[z2 o1 [13[zo |01 [1[1e[zslo1 (o215

Source: COG Inc, @ 2011 Al rights reserved worldwide, bittp: f fweaene . cgg.com wed Aug 17 2011 14:43:26




CQOG::7On Campus

MACD “Mac D”
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Slow Stochastics
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Slow Stochastics

Technical Momentum Indicator:

That compares a security's closing price to its price range over a
given time period.

Sensitivity to Market Movements:

Can be reduced by adjusting the time period or by taking a moving
average of the result.

%K = 100[ (C-L10) / (H10-L10)]
C = the most recent closing price
L10 = the low of the 10 previous trading sessions

H10 = the highest price traded during the same 10-day period
%D = 3-period moving average of %K
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Rate of Change ( ROC)
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Rate of Change ( K

OC)

Vi b

Technical Price or Velocity Indicator:

Measures the percent of change between the most recent price and
the price “n” periods in the past

Classed as a price or velocity Indicator because it measures the rate
of change or the strength of moment of change

Closing Price Today — Closing Price “n” Periods Ago
/
Closing Price “n” Periods Ago.
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Average Directional Movement (ADX)

« ADX is a Wells Wilder study
 ADX is a derivative of Directional Movement Indicator (DMI)

« ADX is a volatility indicator.
— ADX measures strength of trend, independent of direction.
— DMI provides the direction when used in conjunction.
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ADX Trading

There are 4 basic methods of using the study:

The first Is as a break out by stating that the ADX has risen
through 20 or 25.

The second iIs for trend exhaustion. The ADX is above 45
and now turns downwards.

The third is for acceleration. The ADX rises in value by
more than 3 between the previous bar and the current bar.

The fourth is in conjunction with the DMI and is when the
ADX crosses above the higher valued DMI line.
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ADX Trading 2

* For system creation, remember that a sharp change to a
new trend from a previous trend will not be picked by the
Indicator and that a falling ADX can be a good filter for
creating sideways systems, especially if you create upward
limits on its value.

* The calculation is:
ADX = -MA[ABS((+DlI-(-DI))/(+Dl+(-Dl))), Smo, N]-
where n = the number of periods used in the calculation
l.e. ADX is smoothed average of absolute value of (+DlI-(-

DI))/(+DI+(-DI))
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Directional Movement Index

The best application of DMI is present when used with another indicator. DMI should either confirm or
contradict the indicator being used. It is also best to use DMI in long-term trade situations. Because the
study is not as sensitive as other indicators it is appropriate to use it as a confirmation tool. When the DMI
Is advancing, the average is higher on the 0 to 100 scale, trend following systems are best employed.
Likewise with a decreasing DMI average, the line is lower on the scale closer to 0, a counter trend system
might be best. These traits represent the fact that as the average line goes higher in the scale the strength
of the trend is gaining, and as the ADX goes lower the trend is loosing strength. It is also important to look
at the individual lines for changes in price movement.

The other application for DMI is to look at the D+ and D- lines themselves. When the D+ line crosses
above the D- line a buy signal is initiated. This indicates that the positive price direction is greater than the
negative. Conversely, once the D+ line crosses below the D- line, a sell trigger is present. The negative
price movement is overtaking the positive.

Welles Wilder himself said that he was not comfortable using these two lines by themselves. So when
looking at reversals the ADX should be above both lines and once it turns lower we should see a change in
market direction. One should also look to ADX for confirmation. For a good sell signal, the D+ should be
greater than D- and both should be greater than ADX ( D+ > D- > ADX ). For a good buy signal, D+ should
be lower than D- and both should be lower than ADX ( D+ < D- < ADX).

This application is much the same as momentum showing a change in the market sentiment. Wilder also
says that a trend following system should not be used when the ADX line is below both D lines, as this
means that the market has no discernable direction.

When using the D+ and D- crossover method, Wilder stresses the use of an extreme point. On the day the
crossover occurs, the extreme point is the high or low of the day, (high for a buy, and low for a sell). The

market should be able to take out that price and stay beyond it for several days before the trade is initiated
or exited. This use of extreme points should keep the trader from getting into whipsaws or false breakouts.
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Directional Movement Index

There are 4 basic methods of using the study:

The first is as a break out by stating that the ADX has risen through 20 or 25.
The second is for trend exhaustion. The ADX is above 45 and now turns downwards.

The third is for acceleration. The ADX rises in value by more than 3 between the previous bar
and the current bar.

- I The fourth is in conjunction with the DMI and is when the ADX crosses above the higher valued
DMI line.

For system creation, remember that a sharp change to a new trend from a previous trend will not be
picked by the indicator and that a falling ADX can be a good filter for creating sideways systems,
especially if you create upward limits on its value.

The calculation is:
ADX = -MAJABS((+DlI-(-DI))/(+DI+(-Dl))), Smo, NJ-
where n = the number of periods used in the calculation

l.e. ADX is smoothed average of absolute value of (+DI-(-DI))/(+DI+(-Dl))
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Bollinger Bands (BBnds)

Bollinger Bands are a 20 bar moving average and two bands which
represents 2 standard deviation above and below the moving average.

The market will trade most of the time between the bands.

The price at the lower band represents lower price and usually trades
to the moving average or the higher band.

The price at the higher band represents a high price and usually trades
lower to the moving average or the lower band.

Difference between the bands represents volatility.

Low volatility, narrow band difference, represents an agreement by the
traders that the price is at a level it ought to be at. Trader agreement.

High volatility, wide band difference, represents a varied opinion of
traders where the price should be at. Trader discord.
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Bollinger and Bollinger Band Difference
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Directional Movement Index (DMI)

Directional Movement Index is a Wells Wilder indicator.

In a DMI study, two lines are generated: DMIu and DMId. The first line
measures positive (upward) movement or buying pressure and the
second number measures negative (downward) movement, reflecting
selling pressure. The DMIu line crossing over the DMId line is
Interpreted as a buy signal, and the DMIu line crossing below the DMId
line is considered a sell signal.

Wilder also suggests that when a crossover occurs, the extreme price
(the high or low made during the trading interval of the crossover) can
be interpreted as a reversal point.

This study is best used in any trending markets.
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DMI with ADX
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Volume and Open Interest

Volume is the number of future contracts or shares of
stocks which are sold in a trading session.

We refer to sales because on the trading floor it was the
seller who had to report the transaction to the exchange fot
trade matching.

Open Interest is the number of futures contracts held open
overnight.

In futures there is not a finite number of contract like there
IS In the equities market. If you have a willing buyer and a

willing seller, you create a new contract and increase open
Interest.
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Volume and Open Interest

Price VOL & O.1. Market
Up Up Strong
Up Down Weak
Down Up Strong
Down Down Weak
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Changes in Open Interest

Buyers

Sellers

Open Interest

Buys new long

Sells new short

Ol increases

Buys new long

Sells old long

Ol unchanged

Buys old short

Sells new short

Ol unchanged

Buys old short

Sells old long

Ol decreases
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Candlestick Formations

One Candle Formation

Two Candle Formations

Three Candle Formations

Hammer (HR)
Hanging Man (HM)
Inverted Hammer (IH)
Shooting Star (SS)

Engulfing Bearish (EG)
Engulfing Bullish (EG)
Dark Cloud (DC)
Double Doji (DD?)
Harami Bearish (HI)
Harami Bullish (HI)
Piercing Ling (PL)

. Morning Star (MS)

. Morning Doji Star (MDS)
. Evening Star (ES)

. Evening Doji Star (EDS)
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Candlestick Formations
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