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CLASSIC TECHNIQUES |

aeconmnt any opening gaps and also socounts for avermnight oF
extended-hours trading. The formula changes

el L]
Plvot POlntS Pivet poim = (H, urmy + Loty * Comentey + Oy ¥

The support and resistance calculations remain the same.

Classic techniques still work on charis af all time levels, and « Variation 2
tha-masi-basic-elariing technigue i e fdeatificason and Another variation of the caleulation is 1o substitute |

development of pivor points. Take a look
Iy Savanihi Gopalakrishnan

g your losses, ride your profits! That adage
should be Gomiliar to all reders, and it may

yesterday s close withtoday' s open. This also accommaodates
opening gaps and extended-hours trading. The calculation |
changes 1o

Fivol point = (H,oimy + Lty + Do M3

bz throwugh their minds as something taken
for granted but not easy (o implement. The  The calculations for the suppon and reststance levels remain
pivod point technique can help voo do both,  the same,

Floor traders use pivot points to determing critival price and

supportiresistunce levels. Itis arelatively simple calculation T r— e aZE TRADITIONAL METHOD
thiat can be jotted on the back of a wading card for easy | == = Recistance 2 = 132063
reference. Off-floor traders who have the luxury of looking || — - guant Resistance 1 = 131317
atmonitors with real-time datafeeds can sdopt thistechnique | | < St 2 Fivel point = 1300.33
as well, Suppart! = 120267
| Support2 = 127943
CALCULATION 1208 10 JARMTION 1
A pivol point is the price at which the direction of price e A Regisence 2 = 1337.50
movement changes. It s calculated wsing data from the Rasistence 1 = 1326.50
previous truding day. By looking at the high, low, and close, Pivot poml = 1307.00
vou can caleulate the nexeday s pivod point as well as support Support1 = 130600
| mnd resistance levels. o b : E_ g $_|.upnr|2 = 128650
Mlany variations exist for coloulsting the pived point and its — .:E _§ —WRRIATION 2
related suppoat and resistance levels. Here are a fow: LERE = 83 8 Resstance 2 = 1328
e EE — — HRasislance 1 = 1327.50
* Traditional method T Phatpoint = 130750
Pived point = (H + L+ C¥3 Yoriordny Jechy £E Support1 = 1307
Suppot2 = 1367

First support = {2 * Pivot) - H

Firsl resistance = (2 * Pivat)— L
Second support = Pived —{H - L
Secomd resistance = Pivot +{H - L)

* Variation |

FIGURE 1: PIVOT POINT CALCULATIONS. Diterent methads e used fo cakulale the

onol point. Hers, you gee the resulls ol the irsdtional methad and twe varations of it
Figure | shows the difference in resalis of the three variations.,

I prefer using the traditional method to calculate the pivet and

supportresistance levels for the next day’s wrading. However,

One variation involves adding the trading day's openand  ifthe apen is either a rap-up or gap-down day, T have found that
calculating the average of the four values. This takes into  the second variation may be more effective.
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FIDURE 2: PIVOT POINTS, SUPPORT AND RESISTAMCE LEVELS FOR DECEMBER
1998 EBRD COMTRACTS, The secand suppart fews! is touchad or perstrated more
Ireguently during & downirend, and the sacord resistance fevsl is penetrated of ouched
mare Ireceently cuing an uplmnd,

IN THEORY

The pivot point should be the first place you bock at 1o enter
@ trade, Only when prices reach this point will you be able (o
determing whether t go long or short and set your profit
ohjectives and stops accordingly, Generally, if prices are
ahove the pivotit’s considered bullish, and if they ane below,
it"s considered bearish.

Suppose the price is befow the pivor at the open and you
decide 1o go short ot that point. The first price you will look
al o cover is the first support level. OF course, you would
ruther hold onto the shom position if there were an indication
that prices will fall further. If raders are reluctant to lower
prices, you should cover your short position ot the first support
fevel. However, iff you see prices continue to fall bebow the first
support Jeveld, then you shoubd place o stop-loss order just above
the first support level and watch carefully,

If prices fall further stll, you will have to wse a tradling
stop-loss and keep moving it lower to toke advantage of

|-highver profit margins. Typicatty. the second support level
will be the expected lowest point of the trading day and

FIBURE 4: PIVOT AND THE AVERAGE. In ‘noking ai the fve-cay mowng average
by détermming the meekly trand, # $e pivot is abowe the averapae, a bulish frend iz
indicaied, b F it &5 balow, 1hat i5 baarish,

FIGHRE 3: PIVOT POINTS, SUPPORT AND RESIETANCE LEVELS FOR DECEMBER
WASDRD 100 CONTRACTS, Here aswell, prices touch or gobelome the sscond suppart level
reore frequently during a doenirend, wheress he s8cond resistance bevel is penetrabed af
touched more trequently when prces trend up.

should be your ultimate profic objective, When prices reach
this level, the lnst thing you want to do is go long. S0 cover
youer short position and stay out of the market! You should opt
tor go long in your strategy only when the price rétraces back
to the pivot and penctrates it o go up woward the Fiest
reststance level.

The converse applies 1o an wptrend. I prices were above
the pivot, you would enter a long position and use the frstand
second rezistance levels as vour profit objectives.

APPLYING IT
The wchnigue sowrds simple, and it seems os though it
should be easy wnse. Unfortunately, it does not work all the
time. There will be many occasions when vou find that
prices doonor ouch either support and resistunce levels. Itis
best to use this technique for securities with a wide price
range ond high bguidity. You must be very selective and
create a strategy that you intend to follow strictly.

In Figures 2 and 3, the pivot poifls and suppont and
resistance levels using the traditional method are ploted on

Enter
pumm u

(&

FUURE 5: PIVOT STRATEGY . When using phol ponls b delerming enlfgs and
eniis, here's & sirafedy 1o use.



the price chan to determine this technigue’s effectiveness.
The December 1999 Euro contracts represeént o markel in a
treding rnge, and the Masdag 100 futures represent atrending
market. The use of pivot points does not seem o reveul any
significant differences between frending snd bracketing
markets, but this could be because you are only fooking ot the
data for one day. What is impariant here is that markets have
different patterns, und it is best to analvee them prioe (o
applying pivid points.

Since this technique is nseful for short-term trading, itmay
be waorth your while o determine the short-teem trend,
Analyst Neil Weintraub introduced & methodology o help
determine hoth the doily and shori-term frends osing pivot
paints, Besides looking it just the pivot points, he also uses
their average, The period you use for caleulanng the average
tlepends on what works best lor you.

After experimenting with vanous peniods, [ found the

“three-duy average of the pivets T be (1 st Usanil willi -

which to determine the daily trend. T update the three-day
average on a daily basis and compare it to the pivol point, 17
the duily pivot 15 higher than the three-day average, it is
indicative of a positive trend. IF, on the other and, it is lower,
that indicates a negative trend.

Mext, [ look at the five-day moving average to determine
the weekly trend, I the pivot s above the average, a
bullish trend s indicated. 19 3t 5 below, that i1s a beansh
sign {(Figure 4),

I baath the daily aml weekly trend shows bullish strength,
I consider going loag, Conversely, if both show a bearish
trend, 1 cansider shoming, I there are conllicung signals, |
stuy oud of the market. This method helps o get o broader
picture of the market,

STRATEGY
When using pivot points todetermine entry and exit points lor
the following day’s trading, T use the following strategy:

1 Cilculite prvot poant and supportfresistance levels.
Dreterming the direction of the daily and weekly tend,

The price range between the
pivor and first resistance level
was 58784 - 8242 = §5.42,
which is relatively wide, When
the difference is so large.
usully, | will not set my profit

F

objectives at the first suppart S L

wisd resistunce levels. | entered

along posiion {since the short-

Lermm trend wis positive ) around — e =TT
1172499

thepivitandclosed my position 112098

==~ Fastang ¥ = W57

=-= Fessin =67 54

waas Pt Point = 52 42

a1 S85.00. FIBURE 5: USING PIVOTS TO TRADE

STRATEEIES. Tha stalagy fo rads oquiies
S T using pivt poiis s shghtly difecant. Here,
The December 1999 Nasdoa 100 saxst gt

contract is an example of using

the strategy. In Figure 3, you can see that from Ociober |1, 1999,
oy e HE 99 the price of the contrecswos wending——
downwind (A). From October 19, 1999, onward, however, prices
T beenin i steep wscent (B L Dested this technigue o determine
its effectivensss in determaning the diection of the trend.

o e

-
3 Set profit objectives and stops.
4

Wit 20 to 30 minutes afier the market apens for prices o
stahilize,

5 Enter long positions if the wend is up amd price is wirning
in an upward direction Trom the pivat,

& Enter short positions if the trend is down and price is
turning in a downward disection from the pivol
(Figure 5.

The pivol point technigue works differently for differen
mitrkets, and hence, it may be necessary o make adjustments
in your strategy. For example, when [ use pived poines o
tragde couities, my straleey is shightly different. On November
24, 1999, America Oaline |AGL] was the only security on
my watchlist that signaled an alert set al the pivit point
{Figure 6,
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FIGURE 7: DETERMINING THE SHORT-TERM TREND OF THE PIVOTS. Yeu can
datarmine fha:shorlterm rend by comparing tha thres-day everage of the prot and five.day
moving Everage wilh the gval peinl, If e vt pintis higher e ihe avarages, it indicates

B posiEve rend, and 7it's fower, i indicales a negatve Inend
Pirent Prsinis ® Tevhwien! dnahorr of STOCKS & COMMODITIES = 3




Figure 7 shows the pivol points
together with the three-day
average of the pivot and the five-
day moving average of the price.

From Oetober 13, 1999, il
Orctober 19, 19949, the pivot point
wirs below both averages. From
October 20 onward, the pivol
point was higher than both
averigpes, indicating an uptrend.
Maow that [ knew the direction
of the trend, was the pivot point & L
effective in determining cxit! [? i IT
entey points for the next day's L [
trading” A five-minute intraday

2 [2001.33)
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uuuuuuuu[ s e eresressssssnssssesssnsssades Pivol poil
|

chart of the December 1949
Nasdag 100 contracts on
November 12, 1999, can be seen
in Figure B, Using the traditionul
method, the pivot and support/
resistines points for November

il |
§1 (383467}

e - THITIER

12, 1999, based on the previous

Ie-meom W Jeas Ton Jp T T J e T T e e T i o+,

trading day's data, were a5  FIEURES: FIVOT POINTS, SUPPORT AND RESISTANCE LEVELS IN ACTION. ou cie et biw pivet pelints and the
follows: support and resistance kevels play & sgnilicant role in the Decesber 1229 Nasdag 100 conlracts.

Pivorpoint= 185233

Suppeort | = 2,834.67
Resistance { = 2.883.67
Suppare 2 = 2.803.3

Resistance 2= 290133

The Masdaq 100 contracts had been in a stesp uptrend since the
end of October 1999, so the Last thing | would want to do is go
short, On November 12, 19949, the December 1989 Nusdag 1040
contracts opened ai L.R5E, which is above both the pivod point
andl the first resistance level. This indicates & continuation of
the bullish irend, This might have prompred me to enter o long
position, but since my strategy is toentera trade at the pivedand
1o wadt 200 bo M) miinutes after the ope, | did mot,

Prices didn”tcontinue tomove wp. Instead, they moved lower,
which prompled me 1o keep o close eye on the pivot point
(2,6352.33). Berween 9:05 and 9: 1 5, the decline stalled for a short
]:lu'lndu.mund the pivet The 9:15 bar shows that prices went as
high as 2852, which did nol quite wuch the pivot, and then
wontinued its dowmward movement, Since [am not interested in
shrtimg this market, [ waited on the sidelines.

At 9:20, the price penctrited the 51 level. The price
touched 2803 {52} very briefly. followed by an wpwarnd
movement in price. Because prices started showing signs of
maving back up after touching the second support level, my
focns shifted back to the pivot point.

Al 1055, this price was hit, which alerted me to consider
entering o long position. Typically, | would enter the long
position slightly above the pivot point and place a stop-loss
slightly below, at around 2 E50.00, My first profil ohjective
| was the first resistance level, 288367,

A= Pieat Points ® Tevhmicw Anabai of STOCKS & COMMODITIES

At 13:55, prices broke through 2,884, T had two choices:
I could either exit my long position. or cancel my original
stop-loss and place a wrailing stop, which would follow the |
price as it moved above the first resistance level. T could
huve opted to use the trailing stops to maximize my profit
marging, The maximum profit objective was the second
resistance level, or 290033 1 could ger stopped out
anywhere between the two resistunce levels. depending on
how tight the trailing stops were,

My maximum profit objective was reached ot 14:40,
Uliimarely. 1 exited my position at 2.901,33, the second
resistance level, and closed my position hefore the close,

CONCLUSION

Pivot points are a technigue used by floor traders in determine
entry and exit poines for the trading day based on the fastday”s
truding activity. Off-floor traders can take advantage of the
pivor and support and resistance levels o determine when to
emter and exit a trade. Pivot points are especially useful to
shurt-term traders who are looking to take advantage of small
price movements,

[t is best touse this iechnique after determining the direction |
of the trend. Keep two things in mind, both of which should :
he familiar 1o teaders: Cier vour fosses, ride vour prafits, amd
Don't trade against the trerd! E



