Lesson 13A Red and Green Light Software Chart Reading - Part 1/5

You can use more than one set of trend indicators for Multiple Timeframe Analysis MTFA with Forexearlywarning. These 5 lessons are specific to persons who own the red and green light software.

The red and green light software is a trend analysis tool, nothing more. It is setup with multiple timeframes and should be used by inspecting the largest timeframes first for available trends. You call tell reasonably fast if the market is trending or oscillating and use the additional timeframes to set up custom timeframes for the current market.

Explanation of software algorithm - The mathematical algorithm behind red and green light software is fairly complex. The red line and green lines are two summation formulas historically and exponentially weighted, they are not moving averages but can be fairly well mimicked by the moving averages on my website.

http://www.flickr.com/photos/24224310%40N05/ Software vs Moving Averages

On the software the red line represents the sellers, green line represents buyers. The summation formula for each line uses open, high, low, and close price and sums up the volatility count at each interval point to produce the curves you see. The volatility count is “summed up” and when you look at a chart you can view the red and green hits on the “last” trade to see this in action so the mathematical the algorithm is estimating the buying and selling pressure.

VOLATILITY COUNT http://www.flickr.com/photos/14532989@N03/3654747973/
At a point of intersection of the red and green lines you have a crossover, where the buyers or sellers take control, but only for that time period. So if you do have a new crossover it is in the context of the larger trends. This is why you can use this software tool for multiple timeframe analysis. 

All of the raw pricing data and volatility counts for each of the 7 time frames comes from your datafeed and is put into two summation formulas and continuous calculations are made with the two summation formulas to produce the red and green lines. 

The pentimum chip in your computer cranks out hundreds and some times over a thousand calculations per minute on all of the price and volatility data from the feed through the summation formulas, and once again all of the historical data is accounted for in the algorithm. All data points are accounted for but the data on the right side of each chart is more significant.

Although the mathematical model is fairly complex the final display is simple, a red and green line. Whichever line one is on top is the color of the light. The software is a mathematical model of the forex. It truly displays buying and selling pressure.

Summation formulas are statistical in nature, you have a mean and a standard deviation formula that can be used on forex pricing data to draw regression channels through. Breakouts of the regression channels are represented by fresh crossovers on the timeframes.

The angle of the chart is proportional to the speed of the movement, and the separation is the disparity between the number of buyers and sellers. More separation means a wider disparity between the buyers and sellers. Increasing separation can also occur.

http://www.flickr.com/photos/14532989@N03/2740063141/sizes/o/ Increasing Separation

http://www.flickr.com/photos/14532989@N03/ 
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