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Choosing A Time Bar Length
In Intraday Trading

ostintraday technical traders use charts based
on hours or fractions of an hour. Most trading
davs, however, do not divide evenly into
hours or conventional time fraciions such as
30 or 45 minutes: For example, the crude oil
market trades for 325 minutes, gasoling trades for 315 minutes
and Eurodaollars rade for 400 minuwtes. I you sct your time
length for 60 minutes, the last barof the day will only represent
a fraction of an hour rather than a full hour.

For periods lenger than about 15 minutes, 1 suggest one of
twomethods: Eitherdivide the numbser of minutes in a day into
same-length bars, or divide the day into bar lengths such that
the lefiover bars cover the last five to 10 minutes of the day.
thus giving the indicaors o heavier weighting of the closing
timee peried, You will need software that provides intraday
charts in a variable-minute format,

| preter wo divide the day by 8 number from the Fibonacci T
senies or use tme lengths that are Fibonacel numbers. My
cyele analyses indicate that seven, nine and 12 minutes are
appropriate for crude odl fulures. @S
Thus, i T wart to use a bar length
approximanicg an e [or crede
oil, 1 will use 63 minutes (325 min-
utes divided into fifths). If T want o
give extra weight to the close inmy
indicators 1 will use 63 or 64 min-
utes, giving meafive- or 10-mimute
bar at the end of the day, which will
carry the same weightas the longer
bars. If T wanted slightly shorter
bars, | would use 55-minute bars
(the 10ih number in the Fibonacci
series), or if | want a shorter day-
end bar, 53 minutes,

Figures | and 2 graph the
NYMEX June crude contract. Fig-
ure | shows a slow stachastic chan
divided into six 35-minute bars on
the twop, while Figure 2 is essen-
teally the same reduced to 53-minute
bars, giving me six 53-minute bars
and a seven-mnute bar ol the end
of the day. | used a slow stochastic
indicator with 34-perod observa-
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ticns and with &K and %D each smoothed three times.
Although the differences are slight, the 53-minute stochastic
in Figure 2 leads the 55-minute stochastic in Figure 1, allow-
ing earlier trading signals. See, as anexample, the breakdown
below the 75% mark on Apnl 17, 1991,

If you cannot find a suitable contract
for the smallest time bar you are
comfortable trading, look at alterna-
tive markets or sit out of the market
until volatility settles back down.

Figure 3 shows a 65-minuie (five even bars per day)
directional movement index (DMI) with an ADX line, and
Figure 4 a similar 63-minute chart with a 10-minute bar at the
end of the day. The fracticnal char shows much cleaner
envelopes and a faster-reacting ADX line. An example isthe |
bearish envelope staning on April 18, The lower char enve-
7 lope opens much more definitively
and the ADX line evens out and
B s to rise, both of which would be
maore clearly supportive of a short
position.

For time periods shomer than
about |5 minutes, the impactof hav-
ing & short end bar is reduced, as the
bars are fairly short anyway. So sim-
ply choose one of the numibers men-
tioned above, Anather advantage to
this methad 15 that many traders use
five-, 10- and | S-minute bars. Using
j three-, nine- or 13-minute bars will
give vou a little lead time 10 enter
trades before the crowd,

CHECKING FOR

MINTMUM VOLATILITY

For a time frame 1o be tradeable. it
must have enough volaility for you
1o make money but not so much that
| you will risk too much in doing so.
The next step is to ealeulate the
average true range of the marker
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Frgures 15.and 20 ise a8 siow siochassics indicator wift 34-penod olsprvatons and
with %K and %0 sach smooihed Mree mes. Sikeciing i 55-minute bar produces
chan! with siv barg an hour,

True range is found by determining the fargest of the curment
bar's high minus low, high minus previous close or lower
minus previous close, The values are an absolute basis aver-
aged over i bars. For o, multiply the number by two that you
would use fora slow moving average or slow stochastic {about
a cycle length”s worth of bars). In practice, you can keep tabs
on what the true range issimply by roughly estimating the high

verils low range.
T follow most, the average runs between | and 1.5
cents per tick in a normal market, During the Gulf
crisis this level got up to-about & cents per tick. The average
true range you are trading should be about 2.5 times this
nurnber, plus your round-tum brokerage commission. So, for
example, if you were paying 320 per round wm 1o an oil
futures broker, that is about equal 10 2 cenis per barrel, Thus,
in & normal mrket | make sure that the minimum true range
| follow is about 4.5 cents per time bar. During the war in the
Persian Guif and the months preceding it. this value rose to
gbout 17, If you don"thave direct acoess 1o the exchange floor,
you may want to multiply the tick value by a larger factor.

hencalculate the average price move berween ticks,
I call this the tick value. Tn crude oil, the market |
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bar rprasenting the ciosing acivity for M iy, This aacitional bar highliphts e
irportance o Ihe elosg o he Stachsstios indicalor, improving 5 head'Eme.

RISKS AND ASSUMPTIONS
The last step is 1o see whether the market is too risky for you,
If we make & very gencral assumption that the actual true
ranges of individual bars full into 2 standand deviation pattem,
then if the price moves against a profitable position roughly
2.5 times the average true range, then we can say that chances
are very good that the move was not random market noise but
significant. Although in practice it i5 quiis & b mone profit-
able 1o exit trades on technical signals (such as momentum-
divergence), it is a good idea 1o use atmiling stop just incase
such an exit is missed. So on average we must assume a risk
of about 2.5 times the true range to trade o particular market,
If the risk level is o0 high, then you can reduce your time |
bar size or trade a less volatile (for example, the second nearby |
insiead of the first nearby) contract. If you cannol find a
suitable contract for the smallest time bar you ane comfortable |
trading, ook at altemative murkets or sit oul of the market
until volatility settles back down. Time bar lengths can make ‘

all the difference.

Cynthia Kase, (212) 210-3990 or (T18) T27-2214, mamages
commodirty risk for Chemical Bank and is developing o com-
puter intraday trading model for commeoditics,




| FIGURE 3, part 3

A 65-MINUTE BAR CHART OF JUNE CRUDE OIL FUTURES .~
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[MRECTIOMAL MOVEMENT INDICATORS
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FIGURE 4, part b |
DIRECTIONAL MOVEMENT INDICATORS i
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A B5-minarie chari dhvickes Iheciay's bars indo even periods. The lower chant s the ADY
findicaior e trend intensty), + Ditecional Movemen ingex and -Directional bovermen!
index. A faling ADX g incicades hat e manked is showing less rendinkvasity, Sof
sgnals e genenaing when e - 0F ina reas ahowe ihe + 0V bne. Buy signals aocur
W i« 0V e rises above the AL lne,

Fatlowing are eveart in Augisd Ml cowld gffect trading.

NAFM survey

Leading indicators; unemgloyment

Treasury stripping report

Beige book; consumer cradit

Lausn iracking day for currency options (1OM}; producer
price index

SIMEX closed

Retail zales

Manufacturers sales and inventonies; consumer price
index

Housing stans

Last trading day for S&P opions (I0M); cash curmency
options (PHLX ), merchandise trade; industrial produue
tion; 1-year Treasury bill announcement; Philadel
phia Fed survey

Senlement day for cash Treasury oplions—lang bonds
(CBOE)

Lzt rading day for currency funmes ( IMM)

FOMC mecting

WO o] LA B e

19
20

inmnwmmﬁ;rw?ﬁnamé wwmm Thas
acdifonal bar emphasires gy, Bhus incragsing e sensaviy of fe
wxrdnmmmmmmm#mwwsmumw

movament inghcons i Bolh Figones 30 and db.

@ |

2- and 5-year Treasury nofe announcement; Treasury
statement

Last trading day for gilt, Bund options (LIFFE)

Lase tracling day for Treasury bond, 10-, 5- and 2-year
nede eptions (CBOT); T-hill opions (I0M}); US [
bontd aptions (LIFFE)

Delivery day for gilt, Bund options (LIFFE)

Audvanced durable goods

Expiration day for T-bond, 10-, 5- and 2-year note I
opions (CBOT)

LIFFE closed

Delivery day for US bond options (LIFFE)

Corporate profits; GNP

Personal income: single-family home sales

Expiration day for JGB options (TSE)

Leading indicators: factory onders; Chicago Purchase |

Manager Survey

CME closes at noon
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