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DISCLAIMER

Theinformation contained in this manual isfor educational purposesonly
and should not be construed asinvesting or trading advice. The author is
neither a Registered | nvestment Advisor nor a Commodity Trading
Advisor and does not give opinions or advice concerning the buying and
selling of any financial instrument.

Past performance is not a guarantee of future results. Only risk capital
should be used to trade futures, stocks, options on futures or stocks,
mutual funds or any other type of financial instrument. Trading in
futures, stocks, options, or mutual funds involves a high degree of
inherent financial risk and the possibility for lossis great. The author does
not assume any responsibility, make any guarantees whatsoever, or make
any trading recommendation as a result of the application of the material
herein. All trading decisions are made by you and you are solely and
individually responsible for those decisions and the results of those
decisions.

Copyright

Copyright 2004 by James E. White d.b.a. Pivot Research & Trading Co.
All rightsreserved. No part of this manual may be reproduced, stored in a
retrieval system, or transmitted, in any form or by any means, electronic,
mechanical, photocopying, recording or otherwise, without the prior
written consent of James E. White.
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I INTRODUCTION

The FOREX markets are being widely promoted to the individual investor and they offer
many advantages to the active trader. They offer 24-hour trading, rapid order execution
and trending characteristics that are very amenable to technical analysis. However, they
are volatile, respond quickly to unexpected world events and generally require larger
dollar risksin stop placement than the equities or index emini markets.

In an ongoing effort to validate my Pivot Trading techniques and applicability of the Near
Impulse Forecaster  to freely traded markets, | published on my web site in December,
2003 aforecast of potential pivot reversal dates for the first quarter of 2004 for the
EURUSD market. The original forecast was revised in January due to some data issues
and was updated during the quarter as the market evolved and responded to new
impulses. The forecast dates and potential trading results shown in Figure (1) were very
encouraging and | began to refine the trading techniques for this market. This report
presents the results of that effort.

The methods described in this report make use of severa standard trading tools that are
available on the TradeStation  platform®. These include the %R indicator and Bollinger
Bands. In addition the analysis utilizes severa proprietary tools | have created for use on
the TradeStation platform?. These are the Near Impulse Forecaster and the PivotTrend
DayTrader . Thetrader utilizing these techniques need not use my proprietary tools but
could substitute other forecasting or trend indicator techniques. Information on the use of
my toolsis available on my web site, PivotTrader.com

! TradeStation is a registered trademark of TradeStation Technologies, Inc.

2 Neither TradeStation Technologies nor any of its affiliates has reviewed, certified, endorsed, approved,
disapproved or recommended, and neither does or will review, certify, endorse, approve, disapprove or
recommend, any trading software tool that is designed to be compatible with the TradeStation Open
Platform.
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Forecast Date High/L ow Actual Pivot Result Tradability
Expectation
1/8/04 High 1/6 High 2 day decline $900 profit
potential
1/23-26/04 High 1/23 High 5 day decline $1070 profit
potential
1/28/04 Low 1/30 Low 10 day advance $4000.00 profit
potential
2/3/04 High No pivot Inside day No Trade
2/17/04 High 2/18 High 3 day decline $2340 profit
potential
3/12/04 Low 3/11 Low 5 day advance $990 profit
potential
3/17/04 High 3/18 High 7 day decline $1720 profit
potential
2/13/04 (added High 2/13 High Outside Day $350 profit
on 2/9/04) reversal potential
2/24-25/04 Low 2/23 Low 1 day advance $1020 profit
(added on 2/19) 2/24 High 3 day decline potential
3/23/04 (added High No Pivot Inside day No Trade
on 2/19)
3/26/04 (added Low 3/29 Low 3 day advance $2180 profit
on 2/19) potential
Figure (1) Forecast and Resultsfor the First Quarter, 2004 for the EURUSD

Market
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I FUNDAMENTALSOF PIVOT TRADING

Pivot Trading isastrategy | have discussed at length in several articles available on my
web site. The underlying premise of the strategy is that rate of return can be maximized
and risk of loss minimized by trading as close to the pivot highs and lows as possible.
Y ou may review a more detailed devel opment of this strategy in the web site articles,
however, for thisreport | will list the three essential elements of the strategy.

(1) To trade near the pivots you must be able to anticipate when they will occur. This
implies a capability to reliably forecast ahead when the pivot reversals may happen. The
method | have developed to do thisis based on my Near Impulse Theory of market
movement and the Near Impulse Forecaster , a TradeStation application, to generate the
forecast dates. | also filter the potential reversal dates using a combination of channel
analysis and the %R indicator. Each week-end | apply these tools to identify the best
markets to trade for the coming week. In this report | will describe the application to the
EURUSD market.

(2) The second element of the strategy is to enter the trade ONLY on confirmation of a
reversal. For any time frame the first confirmation of areversal isfor the market to trade
beyond the range of a pivot. If the market is moving up and a high pivot is expected, the
short trade is entered just below the low of the high pivot bar. If the market is declining
and alow pivot is expected, the long trade is entered just above the high of the low pivot
bar.

(3) Thethird element of the strategy isto always place a stop loss order after entry is
confirmed. The stop loss priceis just beyond the opposite extreme of the pivot bar from
the entry. For a short trade the buy stop would be placed just beyond the high of the pivot
bar. For along trade the sell stop would be placed just below the low of the pivot bar.
This technique limits the loss to a few ticks beyond the range of the pivot bar and protects
against outside bar reversals which have been shown to occur about 15% of the time near
forecast points.

Copyright 2004 by James E. White, Pivot Research & Trading Co. 6



11 FORECASTING DAILY REVERSALS

Thetool | useto forecast areversal isthe Near Impulse Forecaster 3. The Forecaster
Uses a nonlinear dynamic algorithm to forecast future reversal dates based on recent
prior swings in the market. Each prior swing is assumed to generate an impulse which
affects future turning points by the generation of a dynamic cycle of investor sentiment.
Y ou can set the Forecaster to forecast as far in the future as you like however, the theory
states that the impul se strength declines with time so that the nearest impulses are the
most influential. For the Quarter ahead forecast, published on the web site, | used four
cycle expansions to generate forecast dates for 90 days in the future. TradeStation is one
of the few analysis platforms that allow such projectionsinto the future. The forecast
dates are represented by vertical lines drawn in the future. Figure (2) presents the forecast
view as of the last weekend in December 2003, that was the basis of the published
forecast for the EURUSD.( Note that for some reason the 2/17 forecast date does not
show in thisview.)

Of course, as the market structure evolves, additional swings occur generating additional
forecast dates. For this reason | update my forecast each weekend to determine if
additional dates must be considered. The forecast was revised on 2/9 and 2/19 to reflect
new forecast dates.

% The Near Impulse Forecaster was coded for me by Clyde Lee using his Swing-Lee function for
identifying pivot points.

Copyright 2004 by James E. White, Pivot Research & Trading Co. 7



Figure (2) Initial Quarter Ahead Forecast for the EURUSD FOREX Market
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IV FILTERING AND CLASSIFYING THE
FORECAST

Experience has shown that one of three types of trend changes can happen at the forecast
dates:

(1) Most generally areversal of trend occurs

(2) Sometimes a consolidation or flattening of trend can occur

(3) Rarely an acceleration of current trend can occur.

Since | have yet to develop areliable method of determining the strength of the
underlying sentiment causing these trend changes, | had to devise a method of identifying
those most likely to result in areversal. | have found that channel analysisis an excellent
way to classify and interpret the reversals. | use a channel analysis based on support and
resistance attributed to Joe Duffy and coded for TradeStation by Bob Roeske and Clyde
Lee. These “Duffy Channels’ are applied to the daily data along with the Near Impulse
Forecaster as shown in Figure (3). You could aso use other channel tools such as
Bollinger Bands or volatility channels.

Most reversals of consequence will occur at the outer boundary lines or the mid-line of
the channel. By analyzing the position of pricein the channel as it approaches the
forecast date and the location of previous reversals, you can project the strength and
nature of the expected reversal.

| have added one additional feature to my classification system. | also use the %R
oscillator as additional confirmation of the most likely reversals. My research has
indicated that of all the standard type oscillators, %R is the only one that will givea
reliable leading indication of areversal. A %R sell signal is generated when %R reverses
down above 80. A %R buy signal is generated when %R reverses up below 20. By
combining the Near Impul se Forecaster date with the channel position and BUY — SELL
signal from %R, | generate what | call my NINE and TEN signals.

A TEN BUY SIGNAL OCCURS

If price has penetrated the lower boundary of the channel within the forecast window and
%R signals a buy. If one of these three conditionsis not yet present | call it aNINE BUY
and expect a TEN condition to follow.

A TEN SELL SIGNAL OCCURS

If price has penetrated the upper boundary of the channel and %R signals asell.

Figure (4) shows some examples of this system.

Copyright 2004 by James E. White, Pivot Research & Trading Co. 9



Figure (3)
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Figure (4)
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V  TRADING THE PIVOT FORECASTS

In the previous section | have described the tools and approach | use to identify potential
pivots in the daily data. Since the FOREX markets are so volatile and subject to
unexpected geopolitical and economic events, | recommend using the forecasts to
anticipate reversals but only trade on an intraday basis. Let’s take alook at how the
EURUSD could have been traded on adaily basis and an intraday basis using 30-minute
data.

1/8/04 For ecast Date

Accumulated data over the past four years has shown that the pivot forecasts from the
Near Impulse Forecaster are accurate to +/- two trading days. This means that the actual
pivot high or low could occur two days before or two days after the forecast date. The
window for entering atrade on confirmation of the pivot is therefore +/- one trading day
from the forecast date.

Figure (5) presents the status of the market as of the close of the 1/6/04 session. (Note
that the FOREX market trades in sessions beginning at 5:00 PM EST and ending at 4:58
PM the following day.) We can see that we have a TEN SELL condition since priceis
above the upper channel line and %R has given asell signal.

The low of the session was 1.2655 so in the following session the daily trader would want
to short at a price confirming the pivot, just below the 1/6 low. In the FOREX market you
arefilled at athree-pip spread from the target price. If the market traded at 1.2654, the
trader would be short at 1.2651. When filled the trader would place a protective buy stop
just above the 1/6 high of 1.2810. If the market traded at 1.2811 the exit price would be
1.2814 so the daily risk of the trade is 163 pips or $1630.

Figure (6) shows the market action following the 1/6 session. We see the market moved
lower, posting alow of 1.2560 on 1/8 before reversing and taking out the 1/7 high. The
trader monitoring the market on an intraday basis would have had a profit opportunity but
the daily trader would have been stopped out for aloss. The market moved up to afinal
high on 1/12 and, although this was outside the forecast window, the astute trader would
have traded this pivot as well. Now let’slook at the trade using 30 minute data.

Figure (7) presents the 30-minute data for the period 1/5 through 1/8/04. The pivot lows
approaching the high are numbered 1 to 5 in blue. The pivot highs from the 1/6 high are
numbered in red. Since we expect the high could occur on 1/6, we could begin to place
sell stop orders just below the pivot lows on 1/6. When price moves below a pivot low we
haveinitia confirmation of areversal and a short entry. The short entry would have been

Copyright 2004 by James E. White, Pivot Research & Trading Co. 12



at aprice of 1.2736. We could then place buy stop orders just above the pivot highs. The
initial stop would have been at 1.2776, just above the number 2 pivot high. Thiswould
have reduced the risk on the trade to 40 pips or $400.00, quite an improvement over the
$1630 risk for the daily trade.

As price declines we could move the buy stop just above each pivot high. With this
methodology we would be stopped out as shown at aprice of 1.2617. The profit on the
trade would have been 1.2736 — 1.2617 Or 119 pips or $1190.

Figure (5) Market Action Approaching the 1/8/04 Forecast Date

Copyright 2004 by James E. White, Pivot Research & Trading Co. 13



Figure (6) The Daily Trade Gets Stopped Out For a L oss
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Figure (7) Pivot Trading the 30 Minute Data
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Figure (8) presents the same 30 minute data with the PivotTrendDayTrader (PTDT)
applied. The PTDT isatool | developed to assist in trading the pivot forecasts. It displays
three dynamic trend lines for intraday data. The black line in the Figure isthe Trigger line
and is of the shortest duration. It isintended as a day trading tool. Positions are entered
when price (median or close) crosses over theline. | usually enter on a stop just beyond
the extreme of the crossover bar. In this case the trigger short entry would have been at
1.2735 or lower.

The green-magenta line is the one-day dynamic trend line. Penetrations of this line will
usually last at least one trading day. The line is coded to change color when the trend
change is confirmed. Note how the line stayed green until shortly after the high on 1/6.
Thisline was the first to be penetrated on 1/6 and would have resulted in an entry at
1.2754 or lower. Thiswas considerably better entry than the pivot entry of 1.2736 and
represented the lowest risk trade.

The blue-red line is the three-day dynamic trend line. Price penetrations of this line will
usually last at least three trading days. The line has also been coded to reflect the
confirmed change in trend. Thislineis used to judge the extent of the expected reversal
rather than as an entry signal.

With thistool the trader can formulate an entry and exit strategy that best suites his profit
objectives and risk exposure profile.

Copyright 2004 by James E. White, Pivot Research & Trading Co. 16



Figure (8)
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1/23-26/04 For ecast Date

For the rest of the examples | will describe the result of the daily trade but will not show

the daily chart. | will present the 30-minute chart showing how the trade develops.

The market had put in alow pivot on 1/19 at the lower channel boundary and had
advanced three daysto 1/22. However it was not aNINE or TEN sell condition since
price was below the upper boundary. On 1/23 the daily trader would have a sell stop at
1.2620. The market moved higher in the morning of 1/23 and began a strong declinein
the afternoon, filling the short order and closing the session at 1.2598. The decline
continued two more days to alow of 1.2440 on 1/27 offering a profit potential of about
$1800. Let’slook at the 30-minute chart to see how much of this could have been
captured.

Figure (9) presents the 30-minute data from the 1/24 session to the 1/27 session. The
short entry levels for the Trigger & One-Day, Low Pivot and Daily pivot are shown.
Again the lowest risk trade is the PivotTrend entry.

If an exit were assumed at the penetration of the high pivot shown, the trade profits
would be as follows:

Trigger/One-Day Entry = $1200
Low Pivot Entry = $1020
Daily Entry =$250

A second entry was also possible on this trade offering an additional $520 profit.

Copyright 2004 by James E. White, Pivot Research & Trading Co.
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Figure (9)
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1/28/04 For ecast

No trading methodology isinfallible all the time. The period for the 1/28/04 forecast was
difficult for intraday pivot trading and would have resulted in some losses before a
successful trade could be entered.

The 30-minute datais presented in Figure (10). The daily data had put in ahigh pivot on
1/23, declined two days and put in another intraday high on 1/28. Since the 1/23 forecast
date was associated with the high pivot, the 1/28 date was expected to be alow. In
retrospect it would have been better associated with the high of 1/28 as the market
declined until 2/2.

Theintraday trader would have entered long on 1/28 and been stopped out for a $550 loss
whereas the daily trader would have not entered long until 2/2. The market advanced
from 2/2 to the next forecast date of 2/13 and presented many profitable trade
opportunities.

Copyright 2004 by James E. White, Pivot Research & Trading Co. 20



Figure (10) A Losson an Intraday Trade for 1/28/04

2/13 and 2/17/04 For ecast Dates

Figure (11) shows the short entries for the 2/13 and 2/17 forecast dates. Both of these
trades would have been profitable.

Copyright 2004 by James E. White, Pivot Research & Trading Co.
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Figure (11) Pivot Tradesfor 2/13 and 2/17/04 For ecast dates

Other Forecast Dates

Figures (12) through (17) show the intraday trades for the rest of the forecast datesin
Figure (1).

Copyright 2004 by James E. White, Pivot Research & Trading Co.
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VI SUMMARY

This report has presented examples of pivot trading the EURUSD FOREX market using
trading tools provided by Pivot Research and Trading Co. The FOREX markets can
provide a lucrative trading environment for the active trader if he can combine the
foresight of areliable method of forecasting trend changes on the daily time frame and an
accurate representation of the intraday pivot structure. One technique shown in this report
IS using pivots on the 30-minute data to improve the entry and reduce risk over the Daily
entries. It has also been shown that by using the Near Impulse Forecaster  to anticipate
future reversals and the PivotTrendDayTrader to generate entries, the trader minimize
therisk and greatly improve the profit potential over using the 30 minute pivot entries or
the daily data alone.
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Figure(12) Tradingthe 2/23 L ow Pivot
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Figure(13) Trading the 2/24 One Day High
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Figure(14) Some Profitsand Losses Around the 3/11 L ow Pivot
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Figure (15) Initial Trade of the 3/18 High Pivot Forecast
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Figure (16) Daily Forecast TellsDirection to Trade For 3/22 High
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Figure (17) Intraday Pivot Trade Provides Best Profit From the 3/29 L ow
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