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Once a trend has begun and been recognized by momentum characteristics, ADX level, or other
criteria, there are a number of techniques for entry depending on price action. Within a trend,
price action can retrace deeply or very little; price can move rapidly or very slowly. Each retrace-
ment can consist of one small push or many. It is critical to determine the price action characteris-
tics of the retracements within a trend in order to enter the existent trend with low risk. Each
trending action very often has similar retracement characteristics. Sometimes both up-moves and

down-moves within one day will have similar characteristics. Occasionally, a whole day will have
the same characteristics for both up and down moves for all trending action that day. Similar
retracement characteristics allow us to optimally time entry into the existent trend. This technique
works because of the repetitive nature of crowds.
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Chart  2

One reliable technique for monitoring a wide variety of retracement and impulse movements is
trendlines. Draw a trendline up, along the bottom of the first primary move (shown as the first red
line on the far right of Chart 1, and labeled A.) Our chart example consists of 1-minute bars from
August 25, 1999.

Wait until the first retracement has occurred and draw a trendline down, along the top of the
retracement (shown as the first blue line on the far right of Chart 1 and labeled 1). Most charting
packages will allow the drawing and placement of parallel lines. Once the down trending move-
ment of the retracement has reversed and moved above the previous high, this is the time to draw
a line parallel to the first primary move trendline (labeled B). Likewise, once this up trendline is
broken by another retracement, draw a line parallel to the first retracement trendline (labeled 2).

Once the red primary trendline is broken (A), the market is in retracement mode. Once the blue
down trendline is broken, the trend has re-established itself and higher highs are presumably on
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the way. One could wait until this trendline was broken but an earlier, more profitable, and lower
risk entry is possible. We look for repeating patterns in the retracement price action. These repeat-
ing patterns do not always occur in the market but when they do, you can take this technique to
the bank.

If a characteristic pattern begins to repeat itself a second time, an entry can be made on the
second iteration with a high probability of success. For an example, reference Chart 2. Once the
primary red trendline is broken (A), price moves down (arrow a), faints a move up (arrow b),
makes a lower low than the first portion of the sell-off (arrow c) and then moves higher (arrow d).

In Chart 2 at :33 to :39, on the next retracement, the same action repeats. One could optimally
buy at :39. As you can see in every retracement case after the violation of the red primary
trendlines A, B, C and D, the retracement price action repeats itself.

On Chart 3, note that the violation of parallel trendline C again defines the beginning of a small
retracement. The same retracement pattern sets up a move down through the impulse trendline
(a), a faint move up (b), a lower low than at a (c) and then the return to trending action (d).

Chart  3
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Once retracement down-trendline 3 is broken (Chart 4), price moves up but makes a hesitation at
:15. Note that this hesitation has all the characteristics of the retracement sequence. This would
be a good time to tighten stops up to the 1379.00 to 1379.50 level. Price however, moves up
strongly making impulse D the strongest leg of the trend.

Chart  4
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After trendline D's violation (reference Chart 5), the pattern repeats well with all four
retracement elements (a, b, c and d) repeating nominally. The first deviation occurs at
retracement line 4A. Previously, all retracement lines began at a new high followed by
the retracement sequence. 4A is located in a similar manner to retracement lines 1
through 3. Price, however, uncharacteristically pierces this line and moves higher then
moves back down This is topping action. Also, note on Chart 1 that the move up along
line D is much larger than moves A, B or C. This combination of an extended move
and volatile cycling at this time of day, indicates possible  exhaustion and reversal.



Page -6-DAYTRADER’S MENTOR - AN ENTRY TECHNIQUE FOR TRENDING

PRICE ACTION

DAYTRADER’S BULLETIN

WWW.DAYTRADERSBULLETIN.COM

© 1999 Daytrader’s Bulletin

Once line E is broken in Chart 6, price moves down and the normal a through d
sequence repeats. This is not time to be buying because of the exhaustion charac-
teristics just mentioned. Also, a quick scan of the volume characteristics of this a
through d sequence will appear very different than the previous a through d
volume pattern.  Note that if a trendline was drawn along the lows of this entire
move up, it would have been violated at this time.

By carefully drawing trendlines on the first primary movement and the initial
retracement, and watching the price action within retracements for repeatable
characteristics, you can have lower risk, higher profit entries within trends.

Chart  6


