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2-bar NR and ORB

by Toby Crabel

M arkets are in a constant state of flux; they are continuously shifting from movement to rest and back

to movement again. This interchange is never ending — from contraction to expansion to contraction —
with one phase directly responsible for the other's existence. A two-bar narrowing range (2-bar NR), a
price pattern that is the narrowest two-day range relative to any two-day range within the previous 20
market daysKigure 1), reflects that market activity and quantifies the market concephiéction

Thus, contraction is a relative condition that can occur even in a volatile market.

Once a market concept is formulated, it becomes tradeable. In this study, an opening range breakout
(ORB) trade was taken the day after the 2-bar NR was formed. An ORB is defined as a trade taken at a
predetermined amount above or below the opening range. My assumption is that with a contraction of
this kind, trending action would follow the direction of the breakout. Another assumption is that because
this pattern is such a well-defined contraction, trending would take place over the next several days.
Figures 2 through 8onfirm these assumptions and illustrate, in order:

» The amount above or below the open that the trade was initiated .

» The number of days in the trade (zero indicates an exit on the close the same day of entry, five
indicates an exit on the close five days after theygntr

* Whether the trade was a buy or a sell (determined by gross profits only).

* The percentage profitability on each trade (no stops were used on the tests).
* The number of trades.

» The average of all winning and losing trades.

» Gross profit exclusive of commission or slippage.

Figure 1shows five 2-bar NR patterns. The tendency of the market to place the high or low of the day on
the open or close to the open is notable. The subsequent ability to expand the daily range is also
noteworthy and is a good example of this pattern's potential.

High probability patterns

Several observations can be made about the results on 2-bar NRs. Of 128 individual tests, there were 32
tests that lasted from the open to the close of the sayn®tithose, 18 showed the highest probability of
success relative to others in the group. The open-to-close trades (zero in the "No. of days in trade"
column,Figures 2-9were 25% of the total sample and accounted for 56% of the highest probability
trades.

Eurodollars, bonds and crude oil displayed reasonably high percentages on two- and five-day trades.
Coincidentally, these three markets have the highest open interest and volume.

Although these tests are presented in a rough system format, they should not be traded as such. The
purpose of my work is to determine the market's nature, in which the 2-bar NR concept assists me. When
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FIGURE 1: A 2-bar NR pattern is the narrowest two-day range relative to any two-day range with the
previous 20 market days, and quantifies the market concept of contraction.
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Eurodollars 1984-1989
Mo, of days Buykell % Profit Mo.oof  Awg.  dwg.  Gross
in frade frades in loss profit
Openplus 3 icks g Buy RS 2F  shi4 S460 5ROV
Openplus s icks 2 Buy Ta 27 47 445 4 B4
Openplusd icks 1 Buy 67 27 280 272 2h99
Openplus & icks 0 By T 27 177 108 2249
Openplus 4 icks b Buy 64 kg Ran 463 10,524
Openplus 4 icks 2 Buy Ba kg 336 411 LG43
Openplus 4 icks 1 Buy B4 kg 252 2T 3524
openplus 4 dcks 1] Euy 515 o] 150 125 3,399
Openminus 4 icks 0 Zell B1 BE 153 131 2324
Dpenminus 4 icks 1 Sell B1 bE 182 247 4399
Openminus 4 icks 2 Sell B2 BE 280 aa0 2549
Dpenminys 4 icks b Euy b4 ]3] 479 246 B 099
Qpenminus 3 icks 0 Zell il 21 168 145 14974
Qpenminus d icks 1 Sell 1 21 261 141 3074
Openminus & icks 2 Zell BT 21 318 230 1,749
Qpenminus d icks b Sell BE 21 454 k3 14974
FIGURE 2
P e
T-bonds (1978-1986)
Mo, of days Buykell % Profit Mooof Awg.  awg.  Gross
in frade frades _win ___loss  profit
Qpenplus 16 ticks h By BEo 94 51443 51363 54,156
Qpen plus 16 ticks 2 Buy bE 4 1103 1,124 4094
Open plus 16 fticks 1 Buy B2 K2 a1 44 5,245
open plus 16 icks M Buy 76 a4 432 BE 6406
Qpenplus & icks b el 44 P 1429 1328 1663
Qpenplus & fcks 2 el bk b7 901 1,143 121
Openplus 3 icks 1 Buy hd h7 796 B16 7,813
open plus & ficks M Buy it 7 453 E11  T&74
Openminus & icks ] el 7 G7 423 54 16,085
Openminus & icks 1 el EE 67 B0 BT 16,221
Openminus & icks 2 Zell B4 67 a7 gh2 21,286
Dpen minus § ticks b el fid 67 1463 1,152 30964
Openminus 16 icks 0 el 7 42 350 Ja0 0 5.ha4
Openminug 16 icks 1 Zell B2 42 BET 285 13,311
Openminus 16 fcks 2 Zell g2 2 1111 876 14,901
Dpenminus 16 icks & el B4 42 1R46 1381 21526

FIGURE 3
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Erlun.i.a -Iiil .[1 983-1589)

Mo, of days Buysell % Profit Nooof  Awg.  Awg.  Gross
in frade frades Wi Iss profit
Open plus 20 ficks B By BT% 21 $463 46T 42029
Openplus 20 ficks 2 Buy 62 21 286 267 1580
Openplus 20 ficks 1 Buy 62 21 288 122 2749
openplus 20 ticks 1] By il 21 152 134 1,219
Open plus 10 ficks b Buy 64 44 404 469 L2049
Openplus 10 ficks 2 Buy 61 44 259 402 159
Open plus 10 ficks 1 Buy il 44 227 290 3,264
Openplus 10 ticks 0 By 13 44 145 164 1,549
Openminus 104cks 0 Zell T3 RR; 159 164 23349
Openminus 10 icks 1 el i KR 345 311 48349
openminus 10 icks 2 Zell il a3 404 225 8,294
openminus 10%cks 6 el il RE; il 749 LR34
Openminus 20 icks 0 Zell 64 16 191 B 1,729
Openminus 20 icks 1 Zell 64 16 351 280 2250
Openminus 20 icks 2 el al 16 406 250 4540
Openminug 20 icks & Zell BE 16 ha3 6T 2,770
FIGURE 4:
Japanese yen (1979-1988)
Mo.ofdays Buy/sell % Profit Mo.of &vg.  Avg.  Gross
i frade frades win  loss  profit
Open plus 18 ticks 5 By A% 39 $1153  $593 $25E7
Open plus 18 ficks 2 Buy 54 24 83 a8 3p9
Open plus 13 ficks 1 By e 28 48 51 B2A
Open plus 18 ficks u Buy 4 29 245 2 51
Open plus 9ficks 5 Buy 43 B3 P07 B11 BROO
Open plus 9ticks 2 Buy Tt B3 A B ZBE
Open plus 9ficks 1 Buy 54 B3 410 480 1357
pen plos A ticks 1] By a4 aa 248 i 3137
Dpen rings 9 1cks 1] el G2 gy 155 26 157
Open rnings 9 1cks 1 el a5 ar 413 43 30
Open rminus 9 fcks 2 el a1l 87 433 B1d 234
Open mings 3 icks 5 By 44 87 84 00 1101
Openminus 18Micks 0 Sell 52 4 145 14 1g50
Openmings 18 ficks 1 Sell 654 44 345 506 124
Open minus 18 icks 2 Buy 43 44 7 430 2A12
Openminus 18 icks 5 Buy 61 44 8% 742 12350
FIGURE 5:
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Soybeans (1970-1988)
Mo, of days Buysell % Profit Mo.of A&vg.  Avg.  Gross
[ irade fages win _locs  DIOfL
Open plus 0 cents a] Sell A% B0 F1 403 #1067 §15300
Dpen plus 10 cents 2 el 45 = 230 a4 137
Open plus 10 cents 1 Buy a1 =1 = P i} £
Qpen plus 10 cents 1] Sell 45 5] all 64 187
Open plus 5cent 4 By 8 128 1214 0% 23 E25
Dpen plus G eent 2 Buy 5 122 /A3 B0 A8
Dpen plus Scenk 1 Buy B0 123 50 486 15 EE2
Dpen pls 5 cents 0 Buy A 28 HF2 BO B0
Openminus Scents 0 el g o7 &3 235 17 281
DIpen rninus Scen ts 1 el B4 107 B43 420 28,787
Dpenminus Scents 2 Sell 9 07 BA3 581 23000
Dpen minus Scents 5 Sell ar 07 1,485 il S R
Open rninus W0cents 0 el P! 52 49 321 BFl0
Open rninus 0cents 1 ol B e Frr HO 21437
Dpen minus 0cents 2 Sell o] A I = /e 221
Openminus 10cents: 5 Siell g & 1903 B 47 412
FIGlURE 8
Cattle (1970-1988)
Mo, of days Buykell % Profit Mo.of 4dvg.  Avg.  Gross
in trade fades mwn  loss  profit
Open plus 50 pt. 5 By A% 95 03 24 6728
CDpen plus A0 pt, 2 =1 o 9 34 39 7AH]
Dpen plus A0 pt, 1 Buy B4 9 &4 280 gaEd
Dpen plus 30 pts, 0 By A % 117 121 3,36
CDpen plus 25 pt, 5 By ] B2 812 w6 4180
Open plus 25 pt. 2 By 52 B2 3 A5 3512
Open plus 25pt. i Buy i B2 26 20 533
pen plus 25 ptg. i] By fid 62 158 174 4664
Dpenminus 23pts. 0O el 5 146 149 125 4512
Dpen minus 25 pts, 1 el 57 46 311 21 8872
Openminus 25pts. 2 Sell 2 46 573 3534 20088
Jpenminus 25pts. 5 Sell 53 146 641 516 14 927
Openminus Qpts. 0O el ] 21 40 129 11E]
Open rminus S0 pts, 1 el a1 a0 33 21 5619
Openminus Sdpts. 2 Sell o = R = I N = HE/E 1
Open minus 50 pts. =1 Sell o 81 B34 593 1058
|
FIGURE 9
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applying the 2-bar NR (or any market concept), the full context of the market must be considered. Market
context is the integration of the trend, price action, price pattern studies and support/resistance; of those,
the trend overrides other particulars of market context.

It has been my observation that once the market has moved away
from the open in one direction after a 2-bar NR, it should not
return to the opening price.

The idea behind this pattern originated with Richard D. Wyckoff's last point of supply or last point of
support thesis. These were described by Wyckoff as periods of price action that displayed unusually
narrow ranges and low volume, which occurred just after a period of accumulation or distribution and
just before a markup/markdown phase. The 2-bar NR attempts to quantify this kind of take-off point prior
to a trend.

The pattern also resembles, to some degree, the ending distribution formulated by Peter Steiddmeye
developer of the Chicago Board of Trade's Market Profile. An ending distribution is loosely defined as
the point at which the market is ready to begin a new movement and is indicated by a loss of movement
or no distribution.

It has been my observation that once the market has moved away from the open in one direction after a
2-bar NR, it should not return to the opening price. If it were to do so, that would disqualify the day as a
trend day. Trending action is ideal and is expected after the pattern. If a new phase is beginning, it should
also be obvious and unnecessary to question whether the trade was correct; it would be obvious by the
immediate .
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The breakdown of the Elliott wave on afive minute chart is another means by which to determine a
successful breakout. After the initial move off the open, which most likely would be wave 1 of afive
wave sequence, the wave 2 correction should not retrace more than 61.8% of wave 1. If it does, the move
is suspect. Also, aclear five waves in the proposed wave 1 should be seen. Thiswould imply that at least
one more five-wave sequence was upcoming.

In addition, it is advantageous if the 2-bar NR is holding at an important angle of support/resistance,
including trendlines, when it is formed. In fact, some of the best ORB trades occur after the market opens
at an important price angle.

s =

By employing these theories as reference points, atrailing stop can also be used. For instance, after the
initial move off the open, a stop can be placed on the open. In addition, after awave 1 is surpassed, a stop
can be placed at wave 2. If acceleration occurs, a stop can be placed on the opposite side of alow-volume
point left by the acceleration.

When considering a position for more than a day,the next day's price action isinformative. A gap
favoring your position isideal, with amove off the open in the direction of the gap still better, indicating
that an impulse wave isin progress. Given that the market has a natural tendency to move against the
previous day's closing direction, the ability of the market to buck this biasis indicative of market
conditions.

Toby Crabel isa CTA and AP with RB&H Commodities and a principal in Toby Crabel & Associates. A
former trader at the CME and CBOT, he now edits Market Analytics.
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