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Better Breakout System
Using Simple Filters.....

TECHNICAL ANALYSIS TACKLES BREAKOUT AND
BREAKDOWN TRADE TECHNIQUES

There are several types of setups that traders look for when placing
long trades and short trades.Two of the most popular setups are known
as the trading range breakout for a long entry, and the trading range
breakdown for a short entry. After moving vertically for a period of
time, the price will often consolidate before resuming its vertical move in
either the same direction, or in the opposite direction. When prices trade
sideways, the bars or candles will often have similar highs and similar
lows. If there are two identical highs or two identical
lows, a trading range can be de ned. This method
of de ning a trading range will work regardless of
whether the trader uses a time chart, or a volume
bar, or tick chart.

Once de ned, the trader places a horizontal
line on the highest high of the range and another
horizontal line on the lowest low. If the price suddenly
breaks above the highest high of the range, a long
trade is entered using a buy stop a few ticks above
the highest high as the entry point. For a short trade,
a sell stop is placed a few ticks below the lowest low
to be used for the entry point. Some traders prefer to
use channels or bands to de ne their trading range
because both will follow price as it moves around
automatically, but most prefer using horizontal lines
which can give a trader a better visual view of the
top and bottom of the trading range, or trend lines
which help assist traders in determining the most
likely direction of the breakout.

While breakout and breakdown trades are
among the most popular, both can also be very

frustrating trades when shortly after entering the breakout or breakdown,
price goes a few ticks above or below the entry price, and then suddenly
reverses leaving the trader with a loss. There are a few ways to improve
the likelihood that the breakout or breakdown trade will result in a win
rather than a loss by selecting which breakout and breakdown trades
to enter, and then entering the ones with the better odds of success by
using a simple Iter system. This article explains the Iters | use when
deciding on which breakouts and breakdowns | believe will give me the
best chance for success.

The rst Iter | use to determine which breakout or breakdown trades |
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take on a small time frame entry chart is the overall trend from the higher
time frame charts. Breakout long trades will have better win rates if the
instrument being traded is currently in a medium to long term up trend.
Breakdowns will have a higher success rate in markets that are topping
out, or have already entered short term down trends. In addition to the
trend, when | look at higher time frame charts, | am looking for visible
areas of support and resistance that need to be broken for a breakout or
a breakdown trade to be pro table. (Figure. 1)

Having a few concentrated bars or candles like those on a daily or
180 minute chart will provide a clear picture of the obstacles to success
on the entry chart. If the market is visiting an area of resistance or
support on a higher time frame for the rst time, | will avoid breakout
and breakdown trades all together. These areas will produce higher time
frame retracement trades which will lead to many of the smaller time
frame whipsaw reversals that breakout traders often experience. If the
area of support or resistance on the higher time frame has been visited
several times, it becomes a better candidate for a winning breakout or
breakdown trade in the same direction as the macro trend.

As a visual aid, | use color coded horizontal lines to identify new or
old support and resistance. For support, | use blue for new and yellow
for old, and for resistance, red is new and yellow is old. These colored
lines help my mind make decisions faster without having to look at any
other charts during the trade. Another reason for knowing higher time
frame support and resistance would be for a pullback entry to join the
macro uptrend or downtrend with a minimal amount of risk. For example,
to safely enter a market that is in a macro up trend, | will nd the area of
support on this higher time frame that | would buy a pullback to to join the
uptrend. Breakdowns into these support areas will be avoided since they
are less likely to produce consistent winning trades. Limiting the losers in
a breakout or breakdown system using this rst Iter will lead to a fewer
number of overall entries, but it will not improve the amount of pro t per
entry when used by itself. This will be addressed in the next two lIters.

In summary, by nding support and resistance on the higher time
frame chart, and trading with the macro trend, | can force my mind to
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focus on the long term picture, because the short term trend on my entry
chart will often show a completely different or totally opposite picture.

HIGHER TIME FRAME TREND AND VISIBLE SUPPORT AND
RESISTANCE

Let s take a look at a 15 minute, two day chart of the British Pound futures
contract, and a 180 minute, 5 day chart for an example of how to use
this Iter. (Figure. 2)
| use a lower time frame chart as my entry chart which varies with

the instrument | am trading. Some of the less liquid futures contracts or
stocks | trade will push past smaller time frame support and resistance.
Moving to a slightly higher time frame often solves this issue.
The 15 minute chart works better than the 5 minute chart for me when

| trade the British Pound futures because of its liquidity. This was a trial
and error discovery, and will vary from trader to trader. The 180 chart
clearly shows the trend for the British Pound futures is, and has been up
on the higher time frames, and the picture of the 15 minute entry chart
shows the Pound Sterling at a 27 year high against the US Dollar at 2:00
AM Central time on this day.
Visual resistance is not an issue; however, unseen resistance in

the form of option barriers is still a very real possibility in the currency
markets. Many of the institutions use options to hedge or speculate in
the currencies. Some option barrier strategies when placed near whole
numbers act as resistance.
There were two successful breakouts on this 15 minute chart. The

rst breakout past the resistance near 2.0574 is a much cleaner looking
trade than the higher breakout past 2.0662. The main reason is the rst
breakout trade happened near the higher time frame support as seen
on the 180 chart above, whereas the second breakout trade was near
the contract high where it may have been in uenced by option barrier
strategies.
The next Iter | use helps improve the entry point, and further explains

the logic | use for selecting the better odds trades.
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