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SMART BASIC CHART READING

How valuable would it be to know when a moving average is going to cross
two or three days in advance? Ron Schelling provides insight into two indi-
cators that can be used in daily market analysis.

IN THIS ARTICLE, | WILL REVIEW TWO SPECIAL INDICATORS AND  crossovess before they actuzlly happen. Knowing that the moving
SHOW HOW TO USE THEM IN YOUR DAILY TRADING. averages are going to crossover gives an edge over other traders
who simply follow the signaks after the fact. You can take advan-
Detecting a Moving Average Crossover before It Happens  tage of the extra time this knowledge gives you to cross check other
confirmation signals, price your ordess better, etc.
¢ all know the many ways that moving averages
can be used in basic chart reading. but have The following chart (Chant 1) shows the 20-period and 50-peri-
you ever wished to know when the moving  od moving averages.
averages would crossover cardier? 1 am going to
show you a way to detect moving average
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TEXT RON SCHELLING
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The PriceToCross indicator is calculat-
ed with the following formula.

P2C
Speriad] := 20;
$perind2 := 50;

mal := average (datal, $periodl);
ma2 := average (datal, Speriod2});
Speriod] * Speriod2 / (Speriod2 -
Speriadl) *

(ma2 - mal - datal ($periad2 - 1) /
Speriod? + datal (Speriodl - 1) /
Speriod1);

PriceToCrossFromClose is the subtraction
indicator taking the difference between the
PriceToCross indicator and the data series
close values.

SMACross indicator is the Crossed indi-
cator that shows the crossover signals
gencrated by SMA20 and SMASO. It is
colored red.

PriceToCrossFromCloseCrossZero is the
Crossed indicator that shows the crossover

signals gencrated by PriceTo
-CrossFromClose and the Zeso line. It is col-
ored green.

Notice that the greea signals happen
before the red ones. The green signals pre-
dict the occurrence of the red signals.

In general using the predictive method,
you get the signal one bar ahead. For some
situations, the prediction occurs 2 to 3 bars
ahead. For steep turning points, the pre-
dictive method will happen at the same
time as the actual signal. The predictive
method never lags the actual one.

Using the predictive method, where P
crossover zero, sometimes generates false
signals as the actual crossovers between the
moving averages do not materialize. Here
is a chart (Chant 2, next page) showing 2
false signals.

On the morning of March 3rd, the mov-
ing averages are close together for multiple
bars, thus the P that we have also jittered

around the zero line, producing the false
signals,

This technique can be utilized with all
maoving averages, not just applied to price.
For example. if you trade stochastic signals,
if you use two (2) simple moving averages
to smooth your indicator, you can utilize
the same concept presented here for carly
crossover detection.

The Relative Price Indicator

The Relative Price indicator is an indica-
tor demonstrating a less known technical
analysis techniques called Relative Price
Analysis.

Relative Price Analysis s the study of the
value of a financial instrument relative to
another financial instrument.

A common use of this znalysis is to look
at the ratio between a stock’s value and its
sector index to determine if the stock is rel-
atively stronger or weaker to the overall
performance of its industsy.
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TRADING STRATEGIES
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nother use of this concept is to study the relative
valuation of a financial instrument based on a
reference instrument that is deemed to have bet-
ter objective value. For example, many people
like to chart various stock market indices relative
o the price of gold.

There are 2 standard ways to determine the relative value — the
Ratio method and Percent Change method.

The Ratio Method

The Ratio method divides the instrument of intesest by the ref-
erence instrument. The resulting data series is an abstract series
that is good for normal chart pattern comparison, potential diver-
gence identifications, etc.

The Percent Change Method
The Percent Change method requires a starting date as the ref-

erence valuation point. From this point, the percentage change

from the reference value is applied to the instrument of interest.

EXAMPLE 1 [CHART 3)

This example shows the Dow Jones Industrial Average relative
price based on the Philadelphia Gold/Silver Sector Index {XAU).
By sctting the starting date to January 1, 2008, and the scaling
method to Percent Change, 1 am able to review the index from a

very different perspective.

EXAMPLE 2 [CHART 4)

This example shows the S&P 500 index relative price based on
the U.S. 30-Year Treasury Yield index using the Pescent Change
method.

EXAMPLE 3 (CHART &)

Using the Ratio method, the relative price indicator shows the
ratio between the S&P 300 index and the NASDAQ 100 index. In
this example, the indicator is changed to plot the close line only as
opposed to showing meta bars. e

Ron Schelling is an independent trader in The Netberlands with over
25 years experience trading Forex and futures arbitrage trading. Row
“For steep turning points, the
predictive method will happen at
the same time as the actual signal.
The predictive method never lags
the actual one.”
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