Jroyal’s Mini Forex Course

Tools: Fibonacci Retracements, Tom Demark Trend Lines (supply and demand lines), Fractals(multiple time frames)

Core Principles:

Tom Demark Trend Lines – These trend lines are among the most important tools in my toolbox.  The first thing I love about them is that they are completely objective.  I’ve found the less subjective you are in trading the more success you’ll see.  The clear rules make sure that you have them drawn the same way every time.  The other really import factor about these trend lines is that they are dynamic.  They change as the market dictates them in real time by attaching themselves to the most recent swing highs and lows so you always have a real time objective view of the market.  Work the same on all timeframes but the longer the time frame the more reliable or stronger the indicator is.

Note: I’ve found that a trend line break on a chart generally looks like a good reversal candlestick pattern on a higher time frame chart.  Example: Up trend line break on 5-minute chart will often look like a Hammer or Bullish Engulfing patter on a 15-minute chart.  Trend line break on 15 min chart will have the same effect on 1 hour chart, and so on and so on.  Point being if you like to look for candle reversal patterns at support or resistance on a particular time frame, maybe you should consider looking at a smaller time frame for a trend line break instead and you may get in a little earlier and with a smaller stop.

Fibonacci - Whether you believe in fibs or not isn’t really important.  They may be a self-fulfilling prophecy.  Here’s what’s important.  They are a ruler.  Like the kind you had in elementary school.  The market trends in different directions.  A trend is to continuously make new highs in a up trend and to continuously make new lows in a down trend.  The market generally doesn’t move in a straight line.  Example: if the market was in a downtrend, it may go 50 pips down 25 pips up. That’s a net 25 pips down. Well if it did this 8 times you would have a down trend and 200 pip move. The thing is the 25 pips up equal a 50% retracement against the previous 50 pip move down.  All fibonacci does is measure the retracements against the main direction.  It’s just a measuring tool. Look at it as a “price ruler”.  The key is to know what is the main direction and which is the retrace.  Moving averages are great for this but as time has gone on I’ve found something I believe is a little more “leading” and less lagging.

Fractals – This is by far the most complicated and somewhat abstract thing to explain in words and is also the single most important aspect of trading.  You could rename fractals to mean “perspective”.  The core rule is that if the market is moving in a particular direction then that means it’s taking more steps in one direction then in the other.  I believe the key to trading is to learn how to interrupt this into a map of price and know whether your in a retrace or main direction of price based on the timeframe that your in but also be aware of where you are in relation to a larger time frame or bigger picture scenario.  I know that’s very random so I guess I’ll pull up a chart and attempt to show you what I’m talking about.
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This chart shows a section I picked off the weekly GBPUSD .  It shows a point where price broke through a TD trend line creating what I call a fractal.  We now know what point we are going to use as our swing high.  The most recent swing high that was the beginning of the move that pushed price through that trend line is our high point. Now we can add a Fib to measure when to get back in to sell.  To me, our bias is now down.
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On this chart we’ve added the fib.  What we don’t know is where the bottom of the fib will land. As the market continues to make new lows then we move our fib further down but we don’t change the fib until we get another trend line break or to a up bias until we get a trend line break to the upside on the same time frame chart. Now let’s look at this on a daily chart.  Being that each bar represents a week of time we don’t need a moving average to tell us what the direction is.  When that trendline broke, the direction became down on a weekly level. Now let’s look at it on a daily level
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Here each bar represents 1 day of price action.  You have up days and down days but the same rules apply and now you know that weekly were in a downtrend and that all up moves are just retraces against that down move. 
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On this chart I have removed the fibs but put horizontal lines reminding me where those key fib levels are. 
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Now we put individual fractals on sections based on the same principles but now on a daily level but with the insight of knowing where I should consider slowing my buying due to the map that the weekly level has provided me.  This is a very important chart.  The weekly has told us big picture what’s happening which is the market is in a down trend so all our moving averages and other good but lagging indicators are going to be pointing down.  When this trend line was broken to the up side that tells us that the daily direction has changed to up but only on the daily level, the weekly down bias is still intact because there hasn’t been a trend line break up on the weekly chart to tell us otherwise. We now know to start measuring up moves with the fibs. The lagging indicators on the daily chart will not have caught up yet so we have a chance to get in before a lot of the market that only trades based off lagging indicators gets in.  Here you see price moved up and many would have been looking to sell this thing back down but you would have been waiting for a buy at the 78% level and caught almost the bottom of the move but knowing once you got up to the 50% level blue line which is our fib line from the weekly chart you better start being careful with your buying. Powerful Stuff!!!!
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Here we get a daily candle with a near doji at the 50% weekly fib but that is followed by a trend line break to the down side.  We didn’t know that 50% was going to be the reversal level but we would have known we were entering a sell zone and intra day on our 15 minute , 1 hour, and 4 hour charts we would have seen it on the day the doji was formed and should have already been in the trade going short before we even got the trend line break on the daily chart.
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This shows where the next fib would line up after the trendline break and again you see the same pattern.  Trend line break, retrace, move further down.

I consider this part of trading just the mapping portion of trading. If you swing trade then this system alone should have 60% to 85%% accuracy depending on how you apply it.  You can use this mapping technique on all time frames but the larger the time frame, the more reliable the system.  Also where you get in and out is important. If you put in a limit order automatically at 50% levels and put your stop on the other side of the swing then you would win a lot of trades but your stops would be big and it would take time before your trades panned out.  You’d end up with a fewer  trades and less accuracy.  I prefer to zoom in on this map and trade this on a 15 minute chart but have a big picture road map. The trades that I hold are the ones where I get good signals to sell/buy at the key daily fractal fib levels.  I end up with 20 to 30 pip stops at times but 150-300 pip targets all while still keeping a 75% accuracy rate and 4.4 profit factor.  Okay, that may have been me bragging a little, sorry Magix. He likes to get on me about my saying that I left my ego at the door.  

I could write a whole book how to take this exact mapping technique down to smaller time frame charts and show you how I actually trade this but for swing traders, I just gave you a freebie that you can use effective by itself.  It’s not hard to figure out, the concept doesn’t change just the time frame.  Top down analysis, you’ve heard it a million times but it really is the most important aspect of the this trading that we’re all trying to succeed at.  Hope this helps you guys.  Good luck.

