1. An  Equilibrium Chart (Courtesy of Justin Kuepper) 

The names of mathematicians and statisticians dominate the list of technical analysis innovators; it's not often we see newspaper writers on this list, but Tokyo newspaper writer Goichi Hosoda is an exception to the rule. In the years before World War II, Hosoda--with the help of several assistants--developed the Ichimoku Kinko Hyo, or "equilibrium-chart-at-a-glance technique." Released in 1968, the technique was designed to illustrate where prices were likely to go and when to trade. In this article, we look at this extraordinary technique and how you can apply it to enhance your trading. 

Constructing an Ichimoku Chart 

First, let's take a look at an Ichimoku chart so we have a visual point of reference. The Ichimoku chart consists of three lines, which are color-coded on the chart below, and a "cloud": 
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	Figure 1: EUR/USD Ichimoku Chart. 



Let's see what these lines represent, and how they are plotted: 

1. Tenkan-Sen, or conversion line (red) - (Highest high + lowest low) / 2, calculated over the past seven to eight time periods. 
2. Kijun-Sen, or base line (maroon) - (Highest high + lowest low) / 2, calculated over the past 22 time periods. 

3. Chikou Span, or lagging span (pink)- The most current closing price plotted 22 time periods behind (optional). 

4. Senkou Span A (green)- (Tenkan-Sen + Kijun-Sen) / 2, plotted 26 time periods ahead. 

5. Senkou Span B - (blue) (Highest high + lowest low) / 2, calculated over the past 44 time periods. Plot 22 periods ahead. 


The "cloud," known as the Kumo, is the space between Senkou Span A and Senkou Span B. The time period is most often measured in days; however, this can be modified to be any time unit as long as it is consistent throughout all calculations. We should note that, due to the shortened trading week (which used to be six days long), the time period values shown here are revised versions of the ones that Hosoda used in 1968. 

To calculate these figures manually, you can use a spreadsheet program like Excel (with formulas to speed up the process), and then plot the points on a time series chart. There are also several commercial charting programs that have this technique installed by default and can automatically show the Ichimoku chart in real time. 

Interpreting the Chart 

Now that we have a chaotic chart filled with colorful lines and strange clouds, we need to know how to interpret it. The Ichimoku chart can be used to determine a variety of things. Here is a list of signals and how you can spot them: 
· Strong signals - A strong buy signal occurs when the Tenkan-Sen crosses above the Kijun-Sen from below. A strong sell signal occurs when the opposite occurs. The signals must be above the Kumo. 
· Normal signals - A normal buy signal occurs when the Tenkan-Sen crosses above the Kijun-Sen from below. A normal sell signal occurs when the opposite occurs. The signals must be within the Kumo. 

· Weak signals - A weak buy signal occurs when the Tenkan-Sen crosses above the Kijun-Sen from below. A weak sell signal occurs when the opposite occurs. The signals must be below the Kumo. 

· Overall strength - Strength is shown to be with the sellers if the Chikou Span is below the current price. Strength is shown to be with the buyers when the opposite is true. 

· Support/resistance levels - Support and resistance levels are represented by the presence of the Kumo. If the price is entering the Kumo from below, then the price is at a resistance level. If the price is falling into the Kumo, then there is a support level. 

· Trends - Trends can be determined by simply looking at where the current price is in relation to the Kumo. If the price stays below the Kumo, then there is a downward trend (bearish). Alternatively, if the price stays above the Kumo, then there is an upward trend (bullish). 


The Ichimoku charts give us a rare opportunity to predict market timing, support/resistance levels, and even false breakouts, all in one easy-to-use technique. 

Why Isn't Everyone Making Money? 

Although it was created back in 1968, this charting technique did not gain international attention until the 1990s. It has since been applied by traders worldwide. Despite its success, the Ichimoku chart still has some drawbacks. 
· Empirical decision making – As with most technical analysis, empirical decision making is required when determining the time period to use. Keep in mind that the time periods are the only thing making this technique different from a moving average analysis, so it is critical to fine-tune (optimize). 
· 24-hour markets – Markets which operate 24 hours a day, like the currency market, are without an actual set open and close price. To get around the problem, traders often make the calculations in real-time or use the open and close times that are closely associated with the currency pair being traded. For example, for the EUR/USD, it would be wise to use the New York open and close since that is when the majority of trading occurs. 

· Occasional short time between trades – There will be times when the buy and sell signals occur within close proximity. In a world without commissions or bid/ask spreads, this would not be a problem; however, quick trades like this can cause commissions to eat into your profits. 


Conclusion 

When Goichi Hosoda developed the Ichimoku Kinko Hyo charting technique, he was definitely onto something. The technique gives traders an easy way to determine buy and sell signals, support and resistance levels, trends, and signal strength. However, the charting method is not without its drawbacks, such as its need for empirical decision making and time period definitions, and its indications to make high frequency trades. Despite these flaws, the technique is employed often by the international trading community, and can prove to be an asset to any trader. 
2. A Study of Price Behavior (Equilibrium Trade) (Courtesy of Mike Baghdady)

             Price Behavior and analyzing Price Structure are some of the most important aspects of Technical Analysis and of trading, and yet they are the most overlooked. Understanding Price Behavior and Structure will put the odds on the trader’s side so that he can make better decisions, trade more successfully and with better results.

Today, more and more traders and sophisticated investors use some type of technical application that he or she uses in their investment or trading decisions.  Trading has become a function of taking “buy” and “sell” signals off technical indicators rather than applying the basic principles of Technical Analysis and the study of price behavior and chart structure. 

Take a look at Figure 1 & Figure 2 and try to decide which would be the high probability trade? Should we Buy or Sell?
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Figure 1
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Figure 2
How to study Price Behavior & Structure? 

There several rules and as simple as they may seem, they are the tenants of technical analysis:
1) The Market is a discounting mechanism, events are usually discounted in advance with movements likely the result of the so called “Smart Money” or the “informed” buyers and sellers.

2) Price moves in trends, trends move in waves – we have “impulse” waves in the direction of the trend, followed by “countertrend moves” better named “corrective waves”.

(Just by accepting this simple truth that prices NEVER move in a straight line, you will stop trying to pick tops or bottom and view the corrections instead as an opportunity to take a trade in the direction on the trend)

3) Trends are created by an imbalance in supply/ demand and that moves price. 

4) Usually, movements in the market tend to have a relationship to each other.  Price will alternate between areas where prices have been marked up to a new higher level or marked down to a lower level, and after a big move in either direction price will consolidates at that new price level ; see Figure 3.
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Figure 3
) Trends usually begin from low volatility sideways or contracting price zones. Trends start from an area of price equilibrium. Once there is an increase in demand, prices breakout of this equilibrium area and are bid higher or “marked up” to the next level where the market consolidates at the new equilibrium zone. The opposite is in a down market.

6) Trends do have greater odds of continuation rather than reversal. A trend in motion will tend to continue in motion until a major event takes place that would cause it to change its direction.

7)  Trends in most cases do not change direction without giving signals or warning signs that it is about to change. These signals are usually a price patterns and sometimes accompanied by a buy or sell Climax. It takes time for a trend to change.

8) Momentum precedes price, this is a very important concept. I cannot emphasize this enough. Momentum is what confirms the trend and it usually precedes the price. Momentum tends to accelerate as the trend develops. So if you are just looking at the chart and see momentum increasing and making new highs or new lows, the odds are that higher prices or lows will probably follow.

9) This breakout out of an equilibrium zone would be evidenced by increase in volatility and momentum until prices reaches the next level of equilibrium where volatility will decline and momentum will decrease. 

10) A loss in momentum is NOT a sign of trend reversal, it is merely a pause. The loss in momentum and volatility is because buyers and sellers now agree to the new established price level or the new level of equilibrium. They will continue to buy and sell within a narrow range which is known as backing and filling, thus forming some of the known patterns like triangles, ledges, flags etc.  

11) The breakout in between equilibrium zones offers the trader the biggest profit potential.

Let’s go back and review the charts figure 1 & figure 2; and let us apply what I have just mentioned above, and together let us decide which trade we should have taken? 

Here are some questions we should be asking ourselves:
a) What is the market condition? Trending or consolidating?
b) Is momentum increasing or decreasing?
c) What is the major trend?
d) Do we have a Trend changing pattern and /or a buy /sell Climax?
e) Where is Support & Resistance? 

Look at Figure 4            Box 1 
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Figure 4            Box 1

We can answer the above questions? 

a) Yes the market is trending up, series of higher highs and higher lows
b) Yes; momentum was increasing all the way to the top. You can see that the blue price bars have bigger ranges and are more explosive in the direction of the trend, the magnitude of the price swings are bigger in the direction of the trend than the corrective swings; thus indicating that higher prices will follow.
c) The major trend is up
d) Yes, at the top; we do have a buy climax followed by a failure of prices to make higher highs, prices then gapped down taking out support. That would be our  first signal that trend has changed and for us to go Short 

Figure 5    Box 2
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Figure 5   Box 2
Now let us examine the next swing down Box 2 answering the same questions
a) Taking it from the top– we had a buying climax followed by a failure to make higher highs and then prices broke down through support.  The market is now trending down.
b) Momentum is increasing to the downside evidenced by bigger down swings and red price bars. The final push down, as you see, is indicating a loss in momentum – but that does not indicate a trend change – it could be a profit taking area for us –  and we would be still expecting  a new lower low to follow .
c) The trend is Down – Lower highs and lower lows
d) The next swing down made a higher low and consolidated at an area marked with low volatility - Coiling and followed by a breakout to the upside and an increase in momentum indicating a new trend to the upside.

Figure 6 Box 3
[image: image7.png]Fig 6
e -
I8 08 VWL AW TIMRed 29 BIMY ke M- QS

AR
r«w» \
«’m | ;

©hke Baghdady 20002008




Figure 6    Box 3
Now let us examine the next swing up Box 3 – apply the same rules and answering the same questions, let us see if we can choose the high probability trade 

a) The market broke out of a consolidation and is trending up – Trend change is evidenced by prices failing to make a lower low. Actually making a higher low.
b) Momentum is now increasing to the upside, large upswings – small corrective down swings, an increase in momentum is evident on the charts.
c) The trend is now up. Indicating that new price highs are yet to come.
d) The last corrective swing down at the top of the chart is shallow, moving sideways for about 7 days; holding support.

To say the least, we have no reason whatsoever to go short, even though all the indicators in figure 2 are giving sell signals, and by the information we get from the price action I think we can all conclude that the high probability trade is to be go LONG.
Figure 7 & 8
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Figure 7 & 8

As you see by studying the price behavioral and applying the principals of technical analysis you would have been on the right side of the market and would have also taken several profitable trades.  And if you choose to use some technical indicators, they should be used as tools to confirm your trading decision rather depending solely on them to initiate a trade.

I am attaching more charts in different markets to show you that the same type of analysis and rules do apply in all markets and on any time frame. Simply taking trading signals off an indicator, or analyzing several indicators at the same time usually would have a negative effect on trader’s bottom line. Most of the traders whom I trained and who have worked alongside of me know that I rely mostly on the charts and seldom use indicators while I was trading live. I use indicators to confirm my bias. These are skills that you will develop over time, studying the chart and gaining experience.

It is very important that you to be able to make a trading decision based on your observations of the price action and by what you see on the chart. There is a great deal of information you can derive from the charts that will put the odds on your side and add to your confidence level and you will have a reason to get into a trade and stay in it  longer – give it more room - if you so choose. 

And if prices do not act in the way you expect them to act, then get out of the trade and re-study the chart. Take in the Big Picture; Make sure that you have enough price data on your charts. Let me emphasize NO one knows where the next tick in price is going to be. Our job as traders is to put the odds on our side and to identify and quantify our risk; i.e. where is my exit on that trade if I am wrong? And then decide if that level of risk is acceptable to me. 

Disclaimer-Please Read

All resources are for Educational Purposes Only. 
Investing and Trading involves significant financial risk and is not suitable for everyone. Before deciding to invest or trade you should carefully consider your investment objectives, level of experience, and risk appetite. The possibility exists that you could sustain a loss of some or all of your initial investment and therefore you should not invest money that you cannot afford to lose. Investors and Traders should consult with a professional financial advisor for the effects of active investing. 

Any opinions, news, research, analyses, prices, or other information is provided as general market commentary and does not constitute investment advice. No acceptance of liability for any loss or damage, including without limitation to, any loss of profit, which may arise directly or indirectly from use of or reliance on such information.

Do Your Due Diligence and take responsibility. 

