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] -LI- Trend Tradmg

Objectives
To buy high and sell higher To identify a strong, well
Set entry and exit conditions established trend
to take defined returns Develop trend trading discipline
+« TRADING * TRADING
ADVANTAGES DISADVANTAGES
+ Buying into strength * Some popular indicators are
+ Lower risk of trend unreliable o
collapse = Requres strong {_ilﬂﬂlpllﬂe to
* Less pressure for quick leave profits behind |
decisions * Reluctance to act when profit 1s
+ Suitable for weekly substantially dimimnished
monitoring * Trend may move sideways for
long periods
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Darvas tradmg

+ Strategy 1s based on buying new highs

» A different way of understanding trend
behaviour

« Based on volatility ranges used to define the
‘box’

» Uses clear stop loss conditions

+ Long term trend trading requiring minimal
management

« Classic, modern and breakout applications
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Darvas trends - Overview

Trend defimtion starts with a box that defines volatility range
A buy 1s triggered by a move above the upper volatility range

A stop loss 1s set on the lower volatlity range

New Darvas boxes are added as new
volatility ranges are defined i
A gell 18 triggered by a move Sell
below the volatility range
>
—
Buy f >
Stop loss
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| AN Avmdmg a strategy for the
foolish

Buying new highs 1s a strategy for fools

Buy q) We want to aveid

Buying new highs is a buying here
good strategy when we l |

validate the high as part

of continued bullish H ;
strength. Darvas does |-: My

this f}
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Who 1s afraid of heights?

Looks expensive

57% rise , :

1902 |1893
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Who 1s afraid of heights?

Looks expensi

36% [;l 18
Wy T|1 3
| *H Myt
oo ks 14
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Who 1s afraid of heights?

15

Too expensive “
1 (D N
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J—» Who is afraid of helghts'?

Our participation in trends is held back by our focus on concepts of cheap and
expensive

Really is too expensive. Darvas gives a - 30
us to tools to make this decision [

e

Cheap q||| L

Cheap in terms of trend b _

development. Darvas I]:* 18

gives us the tool to make [

this decision l”pn et b
I'u'm"'l"'l-,_'._r- :

[1992 [1993 [1994 [1e95 [1996 [19e7 [1eas |1999

We trade trend more effectively if we concentrate on measures of

trend strenﬁthﬂ_
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Darvas styl

+ CLASSIC

*  Trade initiated by a
new high for the
rolling 12 month
period

= All decisions based on
the high or low of the
series

«  Action triggered by
the first trade at the
irigger price

*  Method of stop loss
calculation remains
constant

»  Volume increase with
breakout

*MODERN

Trade initiated by a new
high for the rolling 12 or
6 month period

All entry decisions

based on the high or
close of the series

*Action triggered by the
first trade at the trigger
price or close
All exit decisions based on

the close of the series
Exit on the dav aflter
the trigger close

Stop loss calculation uses
*ghost’ boxes to handle

modern volatility

ng

*BREAKOUT

Trade initiated by the
second Darvas box
after the initial
dovwnirend breakowt

All entry decisions based
on the high of the series

*Action triggered by the
first irade at the irigger
price

All exit decisions based
on the close of the series
Exit managed on the
day after the trigger
close

Stop loss calculation
uses ‘ghost’ boxes to

handle modern volatility
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Start with a new

high for the
selected period

Look for 3
lower highs

Set the top of
the D box

ul

?r

Do not have to be consecutively
lower highs
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I ‘L’ Classic Darvas box — Set the Bottom

Start with a new hagh for the
selected pernod

Look for 3 lower highs
Set the top of the D _box {

Look for a low

followed by 3 ﬂ ]__I-

higher lows

Set the bottom 1J' '&,

":'f thE D_E OX Do not have to be consecutively higher lows
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| 'L’ Classic Darvas bax _Wait

Start with a new high for the
selected penod

Look for 3 lower highs
Set the top of the D _box
Look for a low followed {

h

by 3 higher lows

neDBox 1} ﬂh a

[gnore equal highs and lows
Ignore price moves within the box
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I'J_. Classic Darvas box — buy & sell
Start with a new high for the
selected penod

Look for 3 lower highs Buy for trend continuation
Set the top of the D box

Look for a low followed
by 3 higher lows

Set the bottom of
the D Box

[gnore equal highs 1J—

and lows | '
Ignore price moves within the box Sell for trend failure O

Buy breakouts to new highs Sell breakouts below the box

For visual clarity we define this with a Darvas box
: guppytraders.com @
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Modern Darvas box

Sell modification
No sell signal until

close below the D Box

H {ﬂhf‘l j M }Hl.*

Sell the next day

ouppviraders.com
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Special Darvas
Modern volatility Three lower highs

has made a *special’
Cdse MmMoTe COImITon

Set the top of the

box as normal

Set the bottom of
the box on three

higher lows ]. J'
[mitial low already
established

Set the bottom of the box

i

Three higher lows
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Apply classic Darvas
analysis

Teade with Darvas
trend discipline
Darvas defines
trends
independently of
other methods and

indicators

I Ig“PPytraduﬁ Lﬂl_fl’l - .
| -L- Better than a trend line

Darvas 1s a stand-alone techmque for defining the trend _ﬂ[t'
Apply classic trend line analysis

New MFh for vear
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[-L. Darvas ghﬂst bGXES

Volatility has increased in modern markets so 4 ‘ghost’ box sets a temporary

there may be a very large gap between the stop loss. It is the same height as
current D_Box stop loss and the development . previous valid D Box

of a new D box stop loss.

stop loss

p Stop loss

Modern volatility and trend development
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'[.LI. Darvas ghost boxes

Volatility has increased in modern markets so =~ ‘shost’ box sets a temporary
there may be a very large gap between the stop loss. It is the same height as
current D_Box stop loss and the development . previous valid D Box

of a new Id_box stop loss. B

When prices close above Stop loss
projection target, apply
a ‘ghost” box Stop loss
Measure and
Fr?j“t D_Bex Stop loss Managing stops
height during volatility
p Stop loss

Modern volatility and trend development
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Darvas emry tactlcs

Agoressive Darvas
Enter in anticipation

of a breakout.
Advantage: Tight stop
loss

Classic entry after
breakout.

Advantage: Trend
strength confirmed.
Disadvantage: Stop loss
a long way below and
prices may fall
Delayed entry

b

{
1 H‘@,:_P

Stop loss

Advantage: Closer to stop loss and sutable for delayed identification. Disadvantage:
Price might not pullback to allow for delayed and cheaper entry.
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| L Tactics summary

Strategy buys new highs on proof of trend strength

Look for a new high for the peniod

Breakout Darvas
Modern Darvas
Classic Darvas

Buy breakouts

from new highs
for the year

Buy new s1x month
high mn new up trend

Buy second D box after
breakout from downtrend
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+ Modern Darvas trading PN I

+ Detailed development and [ LRSI ZAIBASE
strategy applications e

+ Detailed Metastock P
formula

* www.guppytraders.com

7] TUTORIALS IN APPLIED
-] TECHNICAL ANALYSIS

Trading Techniques Weekly
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DISCLAIMER

Guppytraders.com (ACH 08% 241 560) Pty Ltd 15 not a icensed investment advisor. The analysis
notes in this presentation are based on our experience of applying technical analysis to the market
and are designed to be used as a tutonal showing how technical analysis can be applied to a chart
example based onrecent trading data. These presentation notes are atool to assist you in your
persenal judgment by improving your knowledge of charting and technical analysis techmques. It
12 not designed to replace your Licensed Financial Consultant or your Stockbroker. The material
has been prepared without regard to any particular person’s mmvestment objective s, financial
situation and particular needs because purchasers of thiz product come from diverse backgrounds,
with diverse abjectives and fimancial situations. This information 15 of a general nature only 50
you should seek adwvice from your broker or other investment advisors as appropriate before
taliing any action. The decision to trade and the method of trading 15 for the user alone to decade,
The auther and publisher expressly disclaim all and any liabilaty to any person, whether the
purchase of this product or not, in respect of anything and of the consequences of any thing done
or ormtted to be done by any such person in reliance, whether whole or partial, upon the whaole or
any part of the contents of this publication Nedher Guppytraders com Pty Limated nor s
officers, employvees and agents, will be hable for any loss or damage mewred by any person
drectly or indirectly as a result of rehance on the information contained 1n thes public ation.
Guppytraders. com 15 an independent financial education orgamzation and research 15 supported
by product fees. Your use of thas product 15 an acknowledgment that you have read, understood
an<d accepted these dizclaimer conditions
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