Trade What You See - Almost Naked Trading 



THE CHART LOVERS METHOD

I am starting this thread for those of us who love charts..watching them...studying them...analyzing them and of course, making money from them.

My system is simple. It is a basic trend following one using the weekly, daily and H4 charts. I have made a goodly amount of money using this system, although I cannot say that I "discovered" it. 

I have traded forex for approximately 4 years, have lost more than a few thousand dollars, have responded to more than one $99 special offer for the holy grail. I have followed several threads on FF, some with more success than others, have downloaded about every indicator known to man. But I did not start making real money until I deleted all the indicators (except one) and started drawing trendlines and support/resistence levels.

I do not have my ego involved in this thread, as I have noticed many "thread starters" do. I have been a successful attorney for many years and have no need to prove anything to either myself or to others. I do believe in helping others though, and can think of no better way than by sharing my little knowledge with other like minded traders, hoping that we all become even more successful together. 

I post on two other forums on FF and have had many traders ask about my trading and charts..so many in fact, that I thought it was a good time to set the method down once and for all so that I would no longer have to individually respond to private messages and emails, regarding same. So let's get going:

TRADE ANY MARKET THAT MAKES SENSE FOR YOUR LIFESTYLE. DON'T WORRY ABOUT WHICH MARKET IS OPEN, WHICH IS CLOSED.

1. Chart Set Up 

Save as template:

H4 candlestick chart with period separators. Add to this chart a standard RSI indicator set with period (3). That's it...all there is to it! As below:


2. Check Trend on Weekly, Daily, and H4 Charts

This is the most important part of this method. All three (3) timeframes (TFs) must be in agreement (confirmation) on direction.

Scan through any or all pairs you wish to trade and jot down only those which have confirmation of direction on all three TFs. Do this by observing the RSI.

NOW THINK ABOUT THE FACE OF A CLOCK

For LONG: RSI should be pointing between 12:00 AND 2:00 O'CLOCK. 3:00 is neutral.

For SHORT: RSI should be pointing between 4:00 and 6:00 O'CLOCK. Again, 3:00 is neutral 

NOTICE ON THE CHART BELOW THAT THE DIRECTION IS DOWN, OR SHORT. (RSI IS BETWEEN 4:00 AND 5:00 O'CLOCK)

Now look at the most recent price action (PA).on the chart below. Notice that it is also short. This will be a pair "of interest" if and only if the direction on the daily and weekly charts confirm the H4 chart direction.
[image: image1.png]ELRUSD,HI 139170 133220 139080 139120

Latan

Lo

Lnson

Lannse

139500

L3080

130030

L7780

130

136070
100

ReIE) 20,4056
XD - MetaTracr; © 2081010 Metagotes Software Corp.

50T 501400 50200 BOTUM 1800 500 15002300 1B 0a 7m0 1300 1500 19 OR300 10000700 300 1500 30 O 2300 11.0a 0700





[image: image2.png]S Pl i i i igiii:Eiiiq:




3. Concentrating only on those pairs with trend confirmation and one at a time:

On H4 chart take a long look at what you see. You know the direction you are looking for from your previous scan of the pairs. (Marking with an arrow helps give a quick reference to direction.)

Draw trendlines (TLs) connecting bottoms for LONGS and connecting tops for SHORTS. 

NOTICE ON RECENT CHART #2 BELOW - USDCHF

4. Entry

Here is where patience comes in. Enter in designated direction only after PA has tapped the trendline 3 times (Knock three times on the...oh well). This "refinement" is David's idea on Trendline Scalping thread....thanks David.

NOTICE ON CHART #2 BELOW - USDCHF... THAT IT TOOK 9 CANDLES (36 HOURS) FOR THE THIRD TAP! THAT'S PATIENCE, BUDDY!...BUT LOOK AT THE PAYOFF..


5. Take Profits (TP) and Stop Losses (SL)

You can place set TP and SL if you are more comfortable with that. I use support and resistence levels for both. Remember that H4 and larger TFs must have more breathing room, so do not place SL too tightly. 

Let me know if anything needs further explanation.

Recently Asked Questions 10/27/2010

Q: Does one wait for the close of the 3rd tap candle before entering or enter immediately?.

A: When desired trade is long and 3rd tap candle is long (green on my charts), enter immediately. When desired trade is short and 3rd tap candle is short (red on my charts), enter immediately, because both a set-up and a trigger has occurred in each of these scenarios.

Q: I notice that usually when the 3rd tap occurs, the RSI is not supporting the direction of the desired trade. Is it important that the H4 RSI support the direction of the weekly and daily RSI at this point?

A: It is important that the H4 RSI the daily and weekly RSIs show the same direction before entering the trade. Remember there is a difference between a trade set-up and a trade trigger. The set-up is the 3 taps, the trigger is PA in the right direction. This is consistent with the question above.

Q: Do you use M30 or M15 charts on the 3 tap trades?

A: Although I don't use shorter time frames (TFs) for 3 tap trades, some traders have indicated to me that they use these TFs to observe price action (PA) before entry. I do use the TFs for breakout trades (BO), discussed below.

Another trade set-up for our trading arsenal-- BELOW:

The H1 4 Candle Breakout Trade

I have added a new trade set-up to the 3 tap trade discussed above. It works hand and hand with the 3 tap trade.

Often we can see PA going in one direction and want to get in, but need a logical way to do it. Certainly 3 tap is one way, but what if you do not see a good 3 tap set-up on the H4 chart? Then move to the H1 chart and take a look.

The H1 4 candle breakout set-up:

1. Find the directional bias on weekly, daily, H4. All must match at the time of set-up.

2. You will be looking at the bodies of the first four H1 candles of a new trading day...disregard the tails (wicks)....whenever that is for you. That is one reason period seperators need to be placed on the chart. 

2. Place horizontal lines at the highest high of these four candles' bodies (not including the tails, if any) and the lowest low of these four candles' bodies, again, disregard the tails. These lines are really just R/S lines. 

3. Wait for a breakout in the direction of the bias. I often place a pending order below/above a R/S line before I go to bed.

NOTE: You can set this up several hours after the fourth candle that you are observing. For example: My first four candles are from 2:00 pm - 6:00 pm. I may not get to the set-up until 8 or 9 p.m. That is ok, in fact, that gives time to observe PA. Do verify the directional bias again, however.

PLEASE SEE POSTS #1029 - 1032 ON PAGE 69 FOR COMMENTARY AND CHART EXAMPLES

SteveHopwood's Special RSI EA
http://cdn.forexfactory.com/attachme...4&d=1287228501

Steve has added some EA's to help with trend spotting and trade triggers. Download the attached zip and read the pdf file for an explanation. 
RSI Arrow Indicators by gspe http://www.forexfactory.com/showpost.php?p=4127792 - to read explanation and download to chart

I have been noticing for the last week or so that many of you are all over the map with 3 Tap trades..going back weeks, even months on H4 charts, drawing 3 Tap TLs and trying to get the RSIs to "fit". Some of you STILL do not have period seperators on your charts.

Successful 3 Tap trades are analysed in a particular ORDER. All should go back and read/re-read page 1 of this thread. That order is this:

1. Scan the RSIs for confirmation of the 3 TFs. List or pay attention to only those which confirm.....forget any other pair at this time. I visually scan and do not totally rely on the indicatior, but that's up to each trader.

REMEMBER: Generally by Tuesday you will only be working within the confines of the current week (those period seperators) for the 3 Tap trade. Many of you still do not understand this.

2. THEN, go back to each listed or noted pair and look closely at it for a way to enter. Start with the H4 chart....ask yourself: "Do I see a 3 Tap pattern here?" and/or "Do I see any consolidation here?" If no to either question, move to the H1 chart and look for a way to enter there i.e. a BO.

Do this for each pair that made your short list.

This order is essential to consistent success here. Ask yourself these questions:

Q: What are we doing here?
A: We are trying to make money by trading forex.

Q: How do we do that?
A: We follow a routine in our analysis for every single trade we consider taking.

Q: What is that routine?
A: We do all of the above and in that order.

Q: Why is that important?
A: Because when we use that order of analysis, we are putting the odds of a successful trade significantly in our favor.

Q: How is that?
A: Because we start our analysis by knowing the direction we should be trading into, then we look for "signs" (taps, TLs,etc.) that further indicate to us that there will be a successful trade in that direction. If we don't find those signs, we move on....even though the 3 TFs confirm direction.

Q: Will this analysis give us successful trades every time?
A: Of course not....

But I do not know of a better system, not Elliot Wave, not Martingale, you name it....that gives us a better edge at true success.
The setup would be the 3 Taps for a 3 Tap trade or the S/R lines for a BO trade. 

The trigger comes after the setup..it can be hours after the setup in fact. The trigger gives us the entry into the trade after the setup has occurred. Sometimes a trigger never happens, in which case we abandon the setup.

In the chart above, the trigger will be PA heading up, in which case the candle (will likely be the next candle, or even the candle after that) will turn green, and the RSI H4 indicator will turn up. That is the trigger which tells us to enter the trade. 

Requires patience.

Finding logical SL and TP levels:

1. Minimize your chart (minus button on platform [-]). That's called pulling back on chart.

2. Using same TF, look for a levels of support and resistence. I did not see any on the H1 TF for this pair.

3. If you don't see any, move to next higher TF. In this case the H4 chart. Again look for levels of support and resistence. I still did not see any on this TF for this pair.

4. Move to the next higher TF, the daily chart...ah ha...there they are very clear.

5. That is where I put in my TP at around 84.26.

Same thing for SL.
The basic theory behind the system is simple: follow the trend. There are lots of books (Trend Following and Trend Trading for a Living come to mind) about trend following that employ other methods, but the basic idea is typically the same. First, you have to identify the trend, and then you have to find a way to jump on board.

Take three tap trades: 

First step is to identify the trend by looking to the RSIs. If the RSIs on the two higher time frames are pointing strongly in the same direction then its a pair worth watching. But finding the trend is not enough. Next step is to find a good way to jump on board.

Within a trend price tends to bob up and down. The three tap idea is based on the observation that, on a pullback, price has a tendency to bounce off of a trendline. If price has recently bounced twice off of a line, then it will likely bounce off a third time. So the second step is to find spots on the pairs worth watching where the price either has recently bounced for the third time, or looks like it is about to make the third tap. 

Finally, this system looks for confirmation. Lawgirl calls this a trigger. With three taps, the confirmation comes when the time frame you are looking at (typically H4) and the two higher time frames all have their RSI's pointing in the same direction. This confirmation will coincide with price already moving in the direction of your trade.

So, three elements to a three tap trade: trend identification via RSIs, signal of a likely pullback and retracement via the third tap, and confirmation of price action by having full accord between the three RSIs.

Other systems will use other tools to look for the same things. The really heartening thing about this system is that it is not magic at all. It's a sound application of some basic principles that seem to work over time. Lawgirl's unique contribution, I believe, is the use of the RSI(3) over three time frames as the means for identifying the trend. Lots of trend identification ideas seem either to identify the trends too late, or too often, both leading to bad results. It may be that LG's approach, like the little bear's porridge, is "just right."




Yes, both setups need to be in agreement for an A++ trade.
If you only have one of the two setups and the RSI's are in agreement, I consider that to be an A+ trade. When they happen together, the odds of a great trade increase dramaticaly. I don't take these just any time that both conditions are true.

I, want to see the H4-3T happen first, most likely the RSI's wont be in total agreement at that time.
Then, I want to see the breakout happen within a few hours, two or three at the most, with four hours maximum. After four hours I feel that the real advantage has expired. Not that it will not or could not still be a very nice trade, just that it no longer has the force of the dual confirmation behind it.

The CADJPY breakout occured about two and a half hours after the H4-3T. 
The USDCAD breakout occured about three hours after the H4-3T.

For either of these trades I'm looking at the M15 chart for the breakout confirmation, and yes price action needs to reflect the momentum as well.

IF, the H4-3T setup occurs and the H1-4C-BO setup occurs in thirty minutes or less, then...[image: image4.png]


, I think that would be an A+++ trade. When this happens I'm usually looking at a M5 chart for entry because I want to get in as early as I can...depending again on price action.
There are several different breakouts here. There is the H1 broker opening four candle breakout, the H1 consolidation breakout, and the Two Tap, move to H1 for confirmation breakout. The last is simply a variation on the three taps, so I won't talk about it here. The idea is the same as the three tap trade, but it looks for a different trigger.

The H1 consolidation breakout is the easiest to understand. It pays no attention to RSIs. Instead, in an H1 consolidation, the idea is that the trading range is holding steady and actually getting smaller and smaller over a fairly long period of time. The longer the consolidation lasts, the more likely that there will be an explosive move to break the consolidation.

Thus, when you see a long period of consolidation, you simply draw your horizontal lines at the top and bottom of the consolidation channel. Where, exactly, those lines will go will depend a bit on the channel, but if its not pretty obvious where to put them, then you probably don't have the kind of consolidation you are looking for.

Then, when price moves outside the channel, you wait for a decent PA confirmation. I think LG uses a full candle on the M15 chart outside the channel. Stop goes on the other side of the channel. As I said before, the trend doesn't matter too much because the long period of consolidation is an indication of extreme uncertainty in the market, and the price is just as likely to move either way.

I have a harder time understanding the broker opening four hour breakouts on the H1 chart. LG says that you use the opening of the day that your broker uses. I'm not sure, but I'd be willing to bet that there are brokers that use at least 8 different times for opening. To me, this implies that this technique might work on almost any four hour period. Having said that, I am very skeptical about whether that's true, and I doubt that anyone has thoroughly tested it.

I once thought that the rationale was as follows. My broker, and LG's both start their days during the doldrums of the market. That's typically from about 4pm EST to about 11pm. Volatility at that time is low, and there isn't much movement in most of the currencies, especially the non-Asian ones. 

The channel that you draw thus often resembles a mini-consolidation channel, and the trade seems to work like a consolidation trade. What happens is that Frankfurt or London opens, and the currency takes off again in the direction of the prevailing trend. And of course, the trade already has an edge because it only looks at currencies where the RSis all line up.

Recently, LG has also noted trades of this type where its pretty clear that the pair is already trending. When this happens, I see what's going on as a kind of momentum trade. The RSIs are lined up, the PA is moving favorably, and you jump on the trend.

What the four candle, one hour trades have in common with the three taps trades is the three step process to get into the trade. There is 1) the filter of trading in the direction of the trend as confirmed by the RSIs, 2) the signal of price breaking out of a pre-defined channel, and 3) the trigger of Price Action in the direction of the trade (here by a full M15 candle outside the channel).

The basic consolidation trade also has three elements, but they are different. First, there is the requirement of a long consolidation, the longer the better. Then the signal of price moving outside the channel, and again the trigger when PA confirms that the move is strong enough to trade.

I hope this helps. And I'd be more than happy to be corrected if I have mis-interpreted something.




