Flippin’ Sweet Hedged Strategy (Sample)

***The purpose of this sample strategy is to illustrate how the data from statistical studies can be used to enhance a trading system. ***

Background:

I’ve spent months learning about and testing breakout systems, among others. Soon I became aware, through statistical analysis that several drawbacks exist in the systems I had examined. Most notably, profitable setups were few and far between and usually required me to be at my computer to watch as the setup developed. In time, I decided to develop a non-breakout strategy around my schedule. That’s when the idea of examining price action around the Daily open price occurred to me.

My first analysis simply determined the average and the maximum number of pips per day the price moved above and below the daily open price. From this information I began running back tests in MetaTrader and soon determined the strategy had potential. After optimizing the parameters and running tests on various time frames I determined the strategy to be valid, but with one major drawback. From time to time the system suffered large dips in the equity curve to the point where a broker would most likely start to close positions thus causing the balance to drop accordingly. Currently, I’m examining the draw down periods to formulate a strategy that reduces them, but I don’t wish to involve traders who might be tempted to use the strategy on a live account. (I don’t like angry people!)

With these things in mind, we can begin to look at how and why I use the statistical data charts.

The Average 4HR Deviations from Daily Open Price (DOP) chart shows that the average price movement above and below the DOP was between 27-29 pips. The maximum price movement from the DOP was between 230 & 190 pips. This information gave me a general target for my order entry and take profit levels. MQL4 testing validated this and my optimized settings determined the best strategy to be BuyStop and SellStop orders placed about 30 pips above and below the DOP, and BuyLimit and SellLimit orders placed 150 pips above and below the DOP. Upon closer examination of test results, I determined that many pending orders were left unfilled for long periods of time thus demonstrating the need for refinements to the order management part of the strategy. Simply closing unfilled orders at the end of each day eliminated most of that problem but caused the profit to dwindle by about ½.

One day while looking at a daily bar chart, I noticed a relationship between the size of the bar above and below the open price. It seamed that bars with a very short side usually had an opposite side that was very long. This lead me to create the Average Daily Ranges from Daily Open Price study to see, if in fact the relationship existed and if so, what the average daily ranges were on each side of the DOP. Sure enough, on average, as the short side of the daily bar gets longer, the long side gets shorter and the amounts shown on the graph give me two estimates from which I can make trade decisions throughout the day. 

Frequently, I watch the MQL4 Expert Tester in Visual Mode and by doing so have determined that the price will cross the DOP as much as five or six times a day. Days like this can kill this strategy, so I created the Deviations by DOW and 4HR Period studies. These are my latest studies and they contain the most information; therefore, I’m still discovering ways to use the info. What I’ve noticed so far is that certain 4HR timeframes had a greater likelihood of the price crossing back over the DOP. As well, certain 4 HR periods had greater price movement away from the DOP. 

So far I’ve learned that the more I learn, the more I need to be on top of my trades in order to maximize profits on an Intra-day based strategy. My next studies will most likely move to longer timeframes in hopes of finding a balance between the Daily and Weekly strategies.

I haven’t mentioned how I use trend lines and Fibo levels to place my trades yet mainly because there more experienced and qualified teachers of such indicators can be found in the 1KT trading room. In fact I have been reading some very good discussions about Fibonocci and trend line analysis there lately. By using just these two indicators my strategy has performed very well the last few weeks, even in the semi-sideways conditions of the past few days. That’s why I say Flippin’ Sweet, baby!
