Weekly high/low moving average

by Peter Aan

General description Trend following; alwags in the market; a seldom-used variation of the popular
moving average.

Originator : Unknown.

Rules and fomulas: Moving averages are used to smooth prices and areywisletl in various we in
technical anafsis. To compute a simple moving average of five prices, for instance, add the five prices
together and divideybfive.

M ost moving averages of price are based on the closing price (see "Simple moving average

crossove" Stockst: CommoditiesJune 1989), but the weegkVariation computes moving averages of
the weeky highs and lows, based on the most regesdimpleted calendar week.

This is a vey simple gstem;you only have to compute the average high and low once a (f&ghrel)
and if, for instanceyour current position is shostou will be concerned oylwith the high average.

Both the high and low averages are plotted on a wdxsll charttigure2). When weekt prices cross or
"break” through either of the moving average levels, it is a signaltoroeell(Figure3). The rules of
the gstem are straightforward:

» If short, reversgour position on an intraglebuy stop placed at én-week average of the highs of the
most recenh calendar weeks.

* If long, reversgour position on an intragasell stop placed at éin-week average of the lows of the
most recenh calendar weeks.

For example, if the bond market has a 3-week average wééakh of 98-07 and a 3-week average low of
95-18,you would go long if the market trades above 98-07. Blagesell and reverse stop at 95-18. On
Friday, recalculate the new moving average high and low and ptacenew stop and reverse at these
levels for the net week.

Comments: Don't let the simplicit of this gystem foolyou. It shares manof the advantages that other
intraday trailing stop systems &fer. Its greatest advange is that it will be able to profit from ewer
substantial, well-defined trend that occurs in the market.

This cannot be said of mpasystems that use pattern recognition, overbought/oversold indicatoles,c
wave anajlsis, and other techniques because all conditions might not be present before a major move
starts. Also, because intradstops are useglpu cannot miss a dramatic intrgdaove while waiting for

the close to obtaiyour signal or waiting for the next yla open for execution.

Because of the wathey are computed, the Band sell stops for a given week are a distance from each
other that is approximatekqual to the average wegkiolatility for the period considered. This strikes a
nice balance between mamoving averge s/stems, which can sometimes be whipsawetather small
price movements to trigger signals and, therefore, ystegjire lage dollar risks per trade.
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Testing: | tested the weeklhigh/low moving averageystem over five-and-a-hajiears of data ending in
June 1989, using Omega Researcist&nWriter Plus softwaréFigure4) . | included $100 per trade
for slippage and commissions and tested moving averages ranging from two to 20 weeks.

Peter Aan holds a master's deg fom NorthTexas State UniversitHe has been involved in the
commodity markets for m@than a decade, spending much of that time in analysiscgedch. He
operates MVA Futues and is aegisteed broker with Dillon Gage, a Dallas-baseddierage.
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Highflow moving average, 3-week

High Low Avyg. high Avy. low
Wieak 1 7800 7,710
Wieak 2 7,790 7 /55
Wieak 3 7 B30 7 EEB 7,740 7 B44
Wieek 4 7 595 7 460 7 h72 7 561

FIGURE 1: To compute the average high, sum the highs for weeks 1 through 3 and divide by 3. Follow
the same formula to compute the average low. The average high is the level at which you place a buy
stop for the next week, and the average low is me level of your sell and reverse stop.
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Seplember 1939 cotfee, weekly
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FIGURE 2:

September 1989 coffee, daily
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Commaodity # N esks Total #Trades % Wihs Auverafe Largest Largest Mz it m Chosed
Profit Nl n nln Loess Orawsdowsn  Oravadown
Soybeans [Fe3-5059) 2 16,162 a5 36 1,692 14 457 -1812 -14 5337 -14 118
Live came [GeEz-6r2] 10 T s aF a2 2,096 5 345 -1.425 ¥ 160 -5 500
Cofkee [FAE3-283) 2 1,825 a1 a4 b 027 46052 -7 05 -15 053 -16 083
Sugar [Es-aEs) B 13 857 40 45 1603 4 560 -1 465 3,554 -3, 733
Cotion 583585 20 214975 a2z 36 4574 22 155 -2 260 -6, 570 -6, 775
Silwer [frss-5eEs] 3 -9,4139 79 29 2 306 10,050 -3,025 -23 B9 23 469
Gio | [4053-6053) 5 4 942 b4 27 2410 5 242 -1,5386 11212 -10 780
Crude oil [2654-5055) 12 35,430 21 47 b 245 16420 -1,880 -6,270 -5 270
Swiss Franc [6a23-623) 3 4r 012 BE 44 5,622 11,057 -3, FET -5, TET -8, 757
J.Yen [Geez-aess) 4 G1E37 45 51 G510 9,775 -2 062 -3, 175 -2 575
T-bonds [GE3-6E3) G 44 551 42 40 4 436 13 656 -3 860 -F 500 -6 5935
SAP RO [Gee3-Gees)” 13 46,350 26 4l 12 406 27 650 -6 475 -24 goo -23 476

FIGURE 4: Coffee netted the greatest profits with a 2-week moving average, although yen had the
greatest percentage of winning trades using a 4-week average.
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