Here’s a short term trading method you can use with any liquid contract in any time frame(s). 

You must use two charts. One that defines the longer term trend and one that you specifically trade with. 

In the following example I use the 5 min chart to trade with and the 30 min chart to define the longer term trend. 

Do not haphazardly read this and try to trade with it. Study it, understand it and know what you are doing before you trade. 

Do not come to me and ask for help if you haven’t read through this twice. I’m more than happy to help you understand this, but read it first. 
Make a chart of your own and watch it. Ask me questions if you need help on building the chart. 

Indicators used. 

DMA – Displaced Moving Average (Leading Indicator)
MACD – Moving Average Convergence Divergence (Lagging Indicator)

Detrend Oscillator – (Leading Indicator)  

Charts used
5 min – Which is my trading chart

30 min – Which is my directional indicator 
The market has a Direction and a Trend. 

Example: The 30 min chart below shows the MACD defining the direction of the market as down. 
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However, on the 5 min chart of the same contract the trend is up. 
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Since we are short term traders we are looking at the 5 minute chart. So, how can we trade this? 

By using the 30 min and the 5 min charts together, we can establish a trading plan. 

The 30 min will define the longer direction. 

The 5 min chart will give us trades. 

· If the 30 min chart and the 5 min chart are in the same Direction/Trend then we are trading bigger size. 

· If the 5 min chart is trending opposite the market direction on the 30 min then we trade smaller. 

Let’s look at how we build a trade on the 5 min chart and use the 30 min to tell us the direction of the market. 

· Indicators defined
· LI – Leading Indicator

· Indicates where the market is going before we get there. 

· Examples:

· Fibonacci retracements

· Fibonacci speed resistance arcs
· Fibonacci price extension lines
· Fibonacci dates

· Astronomical time forecasts
· Detrend oscillator predictors

· DMA’s

· LagI – Lagging Indicator

· Requires action before the indicator turns

· Example

· Standard MA’s

· Stochastic's
· Trendlines

What we want to use is a mixture of Leading and Lagging indicators to establish trades on the 5 min chart. 

· Indicators used on the 5 min chart

· Two DMA’s

· 7 x 5 ( 7 bar moving average displaced forward 5 bars)
· 25 x 5 ( 25 bar moving average displaced forward 5 bars)
·  MACD set at 20, 40, 10
	Name
	Default
	Description

	FastLength
	 20
	Number of bars to include in calculation of the fast exponential average.

	SlowLength
	 40
	Number of bars to include in calculation of the slow exponential average.

	MACDLength
	 10
	Number of bars used to calculate the MACD exponential average.


· Detrend Oscillator

· Offset set at 7
· The Detrend function calculates the detrended value of a price from an offset average of the price for some number of trailing bars. The detrend average offset is half of the average length plus one. 
This is a picture of the set up on a 5 min chart 
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Now let’s look at the signals and how they are triggered. 

· We are sticking to the basic system trading rules:

· Why are we getting in the market? 

· Where are we getting in the market? 

· Where is our profit target? 

· Where is our stop?

Let’s answer each question one by one. 
Why are we getting into the market? 

· We want two signals before we enter. Two indicators are going to give us those signals. The MACD is the primary and the DMA’s are the secondary.

· Look at the MACD in the chart above. The faster MA (20 bar) is under the slower MA (40 bar). The trend on the 5 min chart is down. This is signal #1.
· Now we need another signal to confirm the down trend on the 5 min chart. 

· Look at the two MA’s. The faster MA (7 bar) is under the slower MA (25 bar). This is signal #2. We will now enter a trade. But where?
Where are we getting in the market? I’ll produce a new chart below.
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· Look at the Detrend (DiNapoli Detrend). This is our entry tool. Look back to the last high on the detrend. I drew a line at the high, which says 0’01.0. Just to the right of that is the number 0.031. Disregard the 0’01.0 and use the 0.031 number. When the detrend gets up to 0.031 and closes at or above there, then you will sell at the next open at the market. 
· If the 30 minute chart is trading in the same direction as the 5 min chart, then we will trade bigger size. If you go back and look at the 30 min chart above, you’ll see that it IS trading in the same direction. You can tell that from the MACD, which is negative. Therefore we will trade bigger size because we have both the 30 min and the 5 min trading in the same direction.  
Where is our profit target? 

· If the 30 min and the 5 min are both trading in the same direction, as above, then,

· when the DMA or the MACD crosses back to positive territory on the 5 min or the 30 min we will get out ‘at the market’. The 5 min will usually always cross first, though. 
· If the 30 min is against us, i.e. trading in the opposite direction, then

· use the detrend to ‘prop’ out. ‘Prop’ meaning, if the detrend is getting down to its low, you will want to cover. You are making a proprietary decision to get out. You aren’t waiting for an indicator to ‘close’. 

Where is our stop?

· If the 30 min and the 5 min are both trading in the same direction, as above, then
· Get out at the market if the MACD or MA’s cross. 

· If the 30 min is against us, i.e. trading in the opposite direction, then

· It depends on volatility. I use Average True Range or Historical Volatility (Historical Volatility is available on Tele-Rate.) Take the Volatility number from the bar that you entered on, multiply it by 3.2. It will give you the average range. 

· Example: 
· Historical Volatility = .4353

· .4353*3.2 = 1.39

· 1.39 is = to 1.39 tics. 

· Therefore, I will take 1.5 tics stop loss. Now, understand that as soon as it goes 1.5 tics against me, I will not get out right away. I will wait until it starts trading heavily at the stop loss price, then sell/buy at that price. If I miss it, I will do the same thing at the next price. 

There’s another short term method using a stochastic that I will forward tomorrow. 
Thank you,

Jim Goulding

Treas-Arb

