10 - Support and Resistance

The forex is a support and resistance market, all trends start and end at support and resistance. Reversals and retracements start at support and resistance.

Trend indicators work a certain way and you must learn to think like trend indicators, The trend indicators we use every day like regression channels on expensive red and green light software and also exponential moving averages (free trend indicators on FEW website) work in a similar fashion…The are price related indicators but both are historically and exponentially weighted with the near term support and resistance carrying more weight.

Historical data is accounted for in charts on the expensive software because the algorithm is naturally weighting to the data on the right of each chart. On the expensive red and green light software each datapoint on the charts is in the memory bank of the software. This is how the algorithm works on the expensive software. Exponential moving averages work in a similar fashion with natural heavier weighting of data to the right side of the chart.

If near term support and resistance compared to longer term support and resistance on the indicators we use for MTFA then we need to divide support and resistance into short term and long term.

Monitoring Short term Support and Resistance

If a currency pair is trending you can use breakouts of the short term support or resistance established over the last 18 hours.

http://www.flickr.com/photos/23382434@N06/
To monitor short term support and resistance set up the free trend indicators and check the M5 and M15 minute charts when the pairs are consolidating. Write down the numbers and this is the short term support and resistance.

Monitoring Long Term Support and Resistance

To monitor long term support and resistance set up the free trend indicators and check the H4, D1 and W1 charts when the pairs are consolidating. Write down the numbers and compare to short term numbers. 

Setting Better Price Alarms

If you decide to set a price alarm off of short term support or resistance be sure to check the long term support and resistance. See how much room there is in between the short term versus long term numbers. If the numbers are too close then set your alarm off of the long term numbers. If the numbers are close to each other its best to set price alarms outside the long term S and R. See example slides of this.

http://www.flickr.com/photos/23382434@N06/
Sometimes the short term support or resistance match up evenly with the longer term support and resistance and the numbers may match up quite well. If this is the case any breakouts can produce strong new uptrends or dwontrends.

Red and Green Light Software Users

If you own red and green light software you must relate the software charts back to a conventional price chart by truing up the x-axis. This is also in the slideshow.

http://www.flickr.com/photos/23382434@N06/
Price Spikes versus Areas of support and resistance

A price spike is generally not too important when analyzing support and resistance. Trend indicators are more sensitive to areas of support and resistance than price spikes, which are somewhat meaningless to trend indicators.

Support and resistance matters to the trend indicators we use, the indicators we use are price based. All trends start and end at support and resistance. On expensive red and green light software the summation formula also treats price spikes as insignificant compared to areas of support and resistance which are very significant. Same thing for equivalent moving averages.

Since the expensive software curves and EMAs have historical weighting of price built in

To their formulas and algorithms they both “see” all of the historical price data especially recent price data because the algorithms are historically weighted

On expensive red and green light software when the green line converges on the short term and midterm charts this is an indication of longer term support and resistance. This is why the D1 chart on the free trend indicators matches up so well with the midterm chart on software.. Convergences occur when the price stalls on the various timeframes.

http://www.flickr.com/photos/24224310%40N05/
D1 free trend indicator compared to the Midterm Chart on red and green light software.

Repetitive Nature of Support and Resistance

S and R numbers are repetitive on ranging or oscillating pairs, they are also repetitive on long term S and R numbers over months and years. See slideshow.

Oscillating Pairs

Some currency pairs are not trending, they are oscillating or ranging up and down between support and resistance. Support and resistance numbers are repetitive on ranging pairs.

http://www.flickr.com/photos/26549013@N06/
Slides of Oscillating pairs

Layers, Zones and clusters

Sometime a pair is stuck in a tight range and the charts indicate choppiness. This is easy to recognize. Layers of support or resistance are also referred to as choppy market, tight range, clusters, layers of support and resistance, etc.

Several examples of clusters are in the charts. http://www.flickr.com/photos/23382434@N06/
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