In The Name of God

Chaos Theory by Bill Williams: Overview
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Please note:

All the views and statements on this website are believed to be valid when
published but they are given without responsibility for any inaccuracy or omission.
This document does not constitute an offer or a recommendation to enter into any
transaction. Any person placing reliance on this information to undertake trading
does so entirely at their own risk. The markets can be very volatile and prices may
move rapidly against you and past performance is not necessarily a guide to future
performance.
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Bill Williams developed unique trading concepts by combining trading psychology
with the Chaos Theory and its particular effect on the markets. He suggested that
rewards from trading and investing are determined by human psychology and that
anyone can become a profitable trader/investor if they uncover hidden determinism
in seemingly random market events.
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Bill Williams says that fundamental or technical analysis can not guarantee steady
profitable results because they do not see the real market. Moreover, Bill Williams
says that traders lose because they rely on different types of analysis, which are
useless in nonlinear dynamic models, i.e. the real markets.
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Trading is a psychological game, the way of self-realization and self-knowledge, so
the best way to become successful is to find your trading self, to get to know it
better and to follow it no matter what. Thus, there are two significant aspects: self-
knowledge and understanding of the market structure.
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It is Bill Williams' view that making money can be easy if you understand the
market structure. In order to do this you should be aware of the market's inherent
parts called dimensions, each of which adds to the total picture.

Alligator and Gator
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The Alligator
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Bill Williams describes the Alligator as being like a compass which keeps your
trading in the right direction. The Alligator helps you spot a real trend and stay out
of range-bound trading, which always result in losses. The Alligator is the
combination of three balance lines:
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e Alligator's Jaw (the blue line) - 13-period moving average at the mid price
(High+Low)/2, which is offset 8 bars into the future;

e Alligator's Teeth (the red line) - 8-period moving average at the mid price
(High+Low)/2, which is offset 5 bars into the future;

e Alligator's Lips (the green line) - 5-period moving average at the mid price
(High+Low)/2, which is offset 2 bars into the future.
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In order to build the Alligator in MetaTrader 4 use the ““Insert -> Indicators -> Bill
Williams — Alligator” menu sequence.
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If all three lines are intertwined, the Alligator is asleep and the market is range-
bound. The longer it sleeps, the hungrier it gets. When it wakes up from a long
sleep it chases the price much farther, therefore price movements are much
stronger. When the Alligator is asleep, stay square. Once the Alligator wakes up, it



opens its mouth (Balance lines diverge) and starts hunting. Having eaten enough, it
goes to sleep again (Balance Lines converge), so it's time to fix profits.
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If the Alligator is not asleep, the market is either uptrending or downtrending:
» if the price is above the Alligator's mouth(J\2) then it's an uptrend;
e if the price is below the Alligator's mouth then it's a downtrend.
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The Alligator also helps to determine the character of the Elliot waves:
e If the price is outside the Alligator's mouth the wave is impulsive.
o If the price is inside the Alligator's mouth the wave is corrective.

The formula for the Alligator:

MIDPOINT PRICE = ( HIGH + LOW )/ 2

ALLIGATOR'S JAW = SMMA ( MIDPOINT PRICE, 13,8 )
ALLIGATOR'S TEETH = SMMA ( MIDPOINT PRICE, 8, 5 )
ALLIGATOR'S LIPS = SMMA ( MIDPOINT PRICE, 5, 3 )

Where:
HIGH - the highest bar price;
LOW - the lowest bar price;
SMMA (A, B, C) - smoothed moving average (A - smoothed data, B - smoothing
period, C - move into the future),
ALLIGATOR'S JAW - blue line;
ALLIGATOR'S TEETH - red line;
ALLIGATOR'S LIPS - green line.

The Gator Oscillator
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The Gator Oscillator shows the degree of convergence / divergence of the Balance
Lines:
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In order to build the Gator Oscillator in MetaTrader 4 follow the “Insert ->
Indicators -> Bill Williams - Gator Oscillator’” menu sequence.
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The Gator Oscillator is displayed as two histograms:
e the histogram above zero shows the distance between the blue and the red
lines (between the Alligator's jaw and teeth);
e the histogram below zero shows the distance between the red and the green
lines (between the Alligator's teeth and lips).
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All the bars of each histogram are either green or red:
e histogram bar is red if it is lower than the preceding one;
e histogram bar is green if it is higher than the preceding one.
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The Gator Oscillator clearly shows convergence and intertwining of the Balance
Lines when the Alligator is asleep or awake thus helps identify a trend.



The Market Dimensions
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These market dimensions are:

Fractal (phase space)

Momentum (phase energy) - Awesome Oscillator
Acceleration / Deceleration (phase force)

Zone (phase energy / force combination)

Balance Line (strange attractors)
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It is worth mentioning that before the first dimension (fractals) generates a signal,
all signals generated by other dimensions should be ignored. Once the position is
open in the direction of the first fractal signal, the trader “adds -on” to this position
every time a signal from other dimensions is generated. As a result, a 30 % market
movement gives the opportunity to make a profit of 90-120%.
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Bill Williams' method to exit the market is very sensitive to price movements, so it
helps to fix profit within the last 10% of the trend, capturing not less than 80% of
the movement. Bill Williams' theory has become very popular among Forex traders.




1- Fractals
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Bill Williams says that it is better not to take trades before the first fractal is
triggered.
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A buy fractal is a series of five consecutive bars where the highest high is preceded
by two lower highs and is followed by two lower highs. The opposite configuration
would be a sell fractal. Both fractals (Buy and Sell) may share bars.

In order to add fractals in MetaTrader 4 use the “Insert -> Indicators -> Bill
Williams - Fractals” menu sequence:
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Fractals generate the following signals:

e if a buy fractal is above the Alligator's teeth (the red line) we would place a
Buy Stop one tick above the high of the up fractal;

o if a sell fractal is below the Alligator's teeth we would place a Sell Stop one
tick below the low of the fractal sell signal.
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Important:

e  We would not take a buy if a fractal is formed below the Alligator's teeth.
e We would not take a sell if a fractal is formed above the Alligator's teeth.

Fractals are valid until they are either triggered or a new fractal in the same
direction appears (in this case the previous signal has to be ignored and the pending
order has to be deleted).
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Fractals are objects of the first dimension. Only after the of the first fractal can the
following signals be accepted to open positions in the direction of the first signal.
Signals from the consecutive fractals in the direction of the first deal can be used for
adding on to the position.
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2 - Awesome Oscillator (AO) Overview
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Awesome Oscillator (AO) determines market momentum (the second of five
market dimensions) at a given time on the last 5 bars, comparing them to the
momentum on the last 34 bars.
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Awesome Oscillator (AQO) is simply the difference between the 34-period and 5-
period simple moving averages of the bar's midpoints (H+L)/2. Awesome Oscillator
(AO) is displayed on the chart as a histogram:
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In order to add Awesome Oscillator in MetaTrader 4 use the “Insert -> Indicators
-> Bill Williams — Awesome Oscillator’’ menu sequence.

In MetaTrader 4 each histogram bar which is higher than the preceding one is
green, each histogram bar which is lower than the preceding one is red.

Awesome Oscillator generates three buy signals and three sell signals, but we do
not use them until the first fractal buy or sell signal is triggered outside the
Alligator's mouth.
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The Awesome Oscillator Saucer buy signal
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Awesome Oscillator Saucer buy signal is generated when the histogram which is
above the zero line changes its direction from falling to rising:

10



Gl o bod (YL 4S R s 4S dpdie g lSis aluagl Bl Solad 4 A QUG
R R R TS IS ABYE-"EN

B EURUSD,Daily M=l
USDIPY,Hé 111,50 111,33 11166 11157 A g A
J{I }1}11‘ H{Hh | 10865
pily
1-10?.95
L 107,25
L 106,55
L 105,55
A,
_Signal har
. L 105,15
ey ;
" Tl L 104,45
T =
v Iy
e P | 10275
AC 0,829 P 1,13
Hm“..l l..||||HHH\HH\ H
Il I[-.169
15 Mar 2005 17 Mar 20:00 22 Mar 12:00 25 Mar 0400 23 Mar 20000 1 Apr 12:00 6 Apr 000 # Apr 20000

Histogram “A” bar, of any color, should be higher than histogram “B” bar.
Histogram “B” bar must be red. Histogram “C” bar (signal) must be green.

Once the signal has been generated, place a Buy Stop one tick above the high of the
price bar that corresponds to the histogram “C” bar.
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The most recent saucer signal cancels all previous ones (do not forget to delete

pending orders after the signal is cancelled). Bear in mind that we buy only if the
current histogram bar is green and we sell only if the current histogram bar is red.
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Awesome Oscillator Saucer sell signal
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Awesome Oscillator Saucer sell signal is the opposite of the Awesome Oscillator
Saucer buy signal (see above). This signal is generated when the histogram that is
below the zero line changes its direction from rising to falling:
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Histogram “A” bar, of any colour, should be lower than histogram “B” bar.
Historgam “B” bar must be green. Histogram “C” bar (signal) must be red.

12



Once the signal has been generated, place a Sell Stop one tick lower than the low of
the price bar that corresponds to the histogram “C” bar. The most recent Awesome
Oscillator saucer sell signal cancels all previous signals.

Awesome Oscillator cross buy (sell)
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A buy (sell) signal is generated when the histogram crosses the zero line from
below (above):
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Place a Buy Stop (Sell Stop) one tick above the high of the price bar (below the low
of the price bar) that corresponds to the first bar that crosses the zero line.

If there is a buy signal, histogram “B” bar (a signal one) is green, if there is a sell
signal it is red.

13



Twin peaks signals
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A buy (sell) signal called the Twin Peaks buy (sell) signal is generated when the
histogram is lower (higher) than the zero line, and the last indicator's bottom is
higher (last indicator's top is lower) than the preceding one. Between these two
bottoms (tops) the histogram can never be higher (lower) than zero:
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The Twin Peaks buy signal is the only buy signal that is created below the zero line.
Similarly, the Twin Peaks sell signal is the only sell signal that is created above the

zero line.
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Place a Buy Stop (Sell Stop) one tick higher than the top (lower than the bottom) of
the signal bar. In the case of a buy signal, histogram “C” bar (a signal one) is
always green, otherwise it is red.

Never buy on a red histogram bar and never sell on a green one. If an “unfriendly”
histogram bar occurs before the execution of a pending order, which was placed in
the direction of the Awesome Oscillator signal, the signal has to be ignored and the
order has to be deleted.

3 - Acceleration / Deceleration Oscillator (AC) overview
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Acceleration / Deceleration Oscillator (AC) measures the acceleration and
deceleration of the current momentum (the third market dimension). Bill Williams
says that before the price behaviour changes, the momentum changes and, even
before the momentum, we see the change in the acceleration.

Acceleration / Deceleration Oscillator (AC) histogram in MetaTrader 4 is the
difference between 5/34 momentum histogram (Awesome Oscillator) and a 5-bar
simple moving average on the Awesome Oscillator:

5/34 asiese ol Rsiar Gn Q44 a5l 0 AC hie [/ Gife il Dl ol K sl
ra) b gl ) 5l (550 () AlseS eabs ) sl K550 S 5 (plassl L 53hal)

MIDPOINT PRICE = ( HIGH + LOW )/ 2
AO = SMA ( MIDPOINT PRICE, 5 ) — SMA ( MIDPOINT PRICE, 34 )
AC=A0-SMA (AO, 5)

Where:
HIGH - the highest bar price;
LOW - the lowest bar price;
SMA - simple moving average;
AO - Awesome Oscillator.
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The Acceleration / Deceleration Oscillator in MetaTrader 4:
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In order to add it use the “Insert -> Indicators -> Bill Williams — Acceleration
Oscillator” menu sequence.
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Unlike the Awesome Oscillator, if the Acceleration / Deceleration Oscillator (AC)
crosses the zero line, then it is not a signal. However, we still never buy if a
histogram bar is red and never sell if it is green.

Buy above the zero line / sell below the zero line
Aabd pjJhsf] Aabid Yoy A

A buy above the zero line signal is generated when there are two consecutive
green histogram bars (a green histogram bar is a bar whose high is higher than the
preceding bar's high):
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The historgam is above the zero line. Place a Buy Stop one tick above the high of
the price bar that corresponds to the second highest high («C»).
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A sell below the zero line signal is generated when there are two consecutive red
histogram bars (a red histogram bar is the bar whose low is lower than the
preceding bar's low). The historgam is below the zero line. Place a Sell Stop one
tick below the low of the price bar that corresponds to the second lowest low («C»).

Buy below the zero line / sell above the zero line
Aabd Vo g8 Jhabd iy A

If the histogram is below the zero line, a buy signal is generated when there are
three consecutive green histogram bars. Place a Buy Stop one tick above the high of
the price bar that corresponds to the third highest high (“D”).
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If the histogram is above the zero line , a sell signal is generated when there are
three consecutive red histogram bars:

Place a Sell Stop one tick below the low of the price bar that corresponds to the
third lowest low on the histogram (“D”).
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If histogram “B” or “C” bar crosses the zero line, then histogram “C” bar becomes a
signal bar, and there is no need to wait for the “D” bar to occur.
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Important:

1. No matter what signal is created you must ignore it until the first fractal buy
or sell signal is triggered outside the Alligator's mouth.

2. You should ignore signals that are not in the same direction as the first
signal from fractal.

3. If Acceleration / Deceleration Oscillator generates a signal but the histogram
changes its colour before the pending order is executed, then the signal has
to be ignored and the order has to be deleted.

4 - Trading in the Zone
4al 2 s usi-4
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When both the momentum (Awesome Oscillator - AQO) and acceleration
(Acceleration / Deceleration Oscillator - AC) have the same direction (both green or
red) this means that the momentum is accelerating in the favorable direction. Such a
situation gives an opportunity to create the Zone (the fourth dimension):

Dk 59) S 4all O simy 38l a8 L e (AO 5 AC) o Ssit ale 53 4 K)o
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e If both histogram bars (AC and AO) are green, this is defined as the Green
Zone (a very bullish market).

e When both are red this is the Red Zone (a very bearish market).

e If histogram bars point in opposite directions then it is the Gray Zone
(market is in transition).

In order to open a new long positions in the Green Zone (short positions in the Red
Zone) you need to have at least two consecutive green (red) bars, and the close
price of the second bar must be higher (lower) than the closing price of the
preceding one.
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However, we stop adding on to the Zone after five consecutive green or red
histogram bars , as it is unusual for the market to have more than 6-8 bars of one
color. After the fifth green (red) histogram bar has occurred, place a Stop Loss
order one tick below the low (above the high) of the fifth bar. If the stop order is not
executed on the next bar, then you should change it one tick below the low (above
the high) of the sixth bar etc.
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5 - Balance Line trades overview
(BLT) &Y 0¥l sy i NS (s 2= §

DA il ) e a8 cul had Y GaVh Gl 15k 2 Gneady (BLT) O ol sla i
Glaalae 28l 45315 3ga s L s Sise (Osls) W a5y ledhal ma K @b Sl a
4S ) R st Sy il 5 ¥ VG 038 a5 s i 4 (s smalS e sleblat 5 oaly
3.l 53 S S cauR ) A saldind 3y e oY VL 5 Caad o aliald (0 S adiBia 6]y ) gl

A8 padidio AO alusl sl ol 8 sl L1 abuald ool ol siae 4S <l 5 2Ll d ccanad JWS

Balance Line trades is the fifth market dimension. The Balance Line is the line
where the price would be if there were no new incoming information (Chaos)
affecting the market. Mathematical calculations and computerized model analyses
helped Bill Williams to find the Balance Line and build a histogram, which can be
used to define the distance between the price and the Balance Line. To his surprise,
Bill Williams found that this distance can be defined by the Awesome Oscillator
histogram.
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Important:

Whenever new information comes into the market, it is easier (takes less energy)

for the price to move away from the Balance line than to move towards it (“it is

easier to go downhill than uphill”).
The idea of the fifth dimension:

1. Buyers are weaker on the "b" bar in comparison to the "a" bar. It proves that
the "b" bar's high is lower than the "a" bar's high.

2. Why are sellers stronger on the "b" bar? The reason for this is that new
information came to the market (on the picture it is shown as a dashed
square) and changed the balance.
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3. If buyers become stronger and raise the market (refer to the "c" bar) to the
"a" bar's high, this means that the market balance is changing and it may be
a first signal to make a deal within the fifth dimension.
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Bar "b" is the base bar:

e Base bar for a signal to buy is the most recent bar whose high is lower
than the preceding bar's high ("b" bar in the figure above). It may be the
current bar; for example, "b" bar when there is no "c" bar yet.

o Base bar for a signal to sell is the most recent bar whose low is higher than
the preceding bar's low (it may be the current bar).

The first three principles of Balance Line trades:
1O oYL s ) Gl al A

e e L SIS BE-E = |

Chgd Juom oo Jltia B 4 5 b high 40 kb catea 3 A S Sy ki &1 2
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1. Read the chart from right to left.

2. If you are waiting for a buy signal, look at the highs only. If you are
waiting for a sell signal, look at the bottoms only.

3. Establish the base bar first (as described above).
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If you have found a base bar for a buy or sell signal then you are halfway to making
a deal within the fifth dimension.

Remember that you shouldn't open positions using signals from the 2-5 dimensions
before the first signal is generated when the first fractal is triggered. Also, you
should only use signals that are in the same direction of the first signal.

Buy signal above the Balance Line
O il WL A i

A<y la Uanl oG] ity A JU G G Hlatie 5 sl 4l Gl Y oYL YL cd R
("8 o "0 BB ) 35 0 s Y YL ) e

If the price is above the Balance Line and you wait for a signal to buy, then you
expect that the price will move away from the Balance Line (go "downhill").
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Principle 4:
4. if you move away from the Balance Line then you need one more new
high (low) to buy (sell). If instead, you move towards the Balance Line,
then you need two new highs (lows).

alie (p 803 high YL 4 G U usd Hlatie Al Lad aa JBo S 6l edial 0l (b
1218 3 graa Gl Line alie ) VL of Qlias 18

Following this principle, for a buy signal you need to wait for the price to rise above
the high of the closest preceding bar whose top is higher than that of the base bar:
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all the preceding bars. Hence, you cannot see bars "2",
a4 "3", "4" etc yet. At this point, bar "1" can be defined as

/ the base bar for a signal to buy as it is the most recent bar
whose high is lower than that of the preceding bar.

The main principle of the Buy signal above the Balance
Line is that a Buy Stop order has to be placed 1 tick above the high of the bar that
precedes the base bar (in our case it is bar "1").

'I' 1 1 OV AS dysdine 0k Al 5 ead elal Lad b siul WK1 ()
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_L & Let's assume that on the price chart you see bar "1" and

Bar "2" occurs on the chart with the high that is lower than that of bar "1"; so, bar
"2" becomes the base bar. The Pending order has to be deleted and a new Buy Stop
must be placed 1 tick above the top of bar "1" (the bar that precedes the base bar
"2"). The same happens on bar "3" and bar "B". Once bar "B" has appeared it
becomes the base bar, and the pending order has to be placed 1 tick above the high
of bar "3".

After that bar "4" occurs, but bar "B" is still the base bar, i.e. if you read from right
to left, this bar is the first with the high lower than that of the preceding bar. The
high of bar "4" is lower than the pending order, so you are not in the market yet.
Bar "5" occurs, the base bar remains the same and the pending order is not
triggered. But then bar "6" appears and its top is higher then that of the bar which
precedes the base bar, so your Buy Stop is triggered and you enter the market
following the Buy signal above the Balance Line.

Buy signal below the Balance Line
O Yl ) A JiSau

Obviously, if you buy below the Balance Line you hope that the price will move
closer to the Balance Line (go "uphill"). Remember principle 4:

4. If you move away from the Balance Line then you need one more new high
(Iow) to buy (sell). If instead, you move towards the Balance Line, then you

need two new highs (lows).

This means that you need two highs to get the Buy signal below the Balance Line:
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If bar "B" occurs it becomes the base bar, as it is the first bar whose high is lower
than that of the preceding bar if you read the chart from right to left. In order to
generate a Buy signal below the Balance Line you need two highs to the left of bar
B. The first of these is bar "3". Bar "2" will not meet our requirements, as its high is
lower that of bar "3". Bar "1" is the second high you are looking for because its high
is above than that of bar "3". That is why you must place a Buy Stop 1 tick above
the high of bar "1".

When bar "4" occurs nothing changes: the base bar is still bar "B" and the pending
order has not been triggered. Bar "5" changes nothing again. When bar "6" occurs
the pending order is triggered and the Buy signal below the Balance Line is
generated.

Sell signal below the Balance Line
O NG ) G 8 JSam

Sell signal below the Balance Line has the same principles as the Buy signal
above the Balance Line. In both cases you hope that the price will move away
form the Balance Line. Following principle 4 (described above) you need to have
one low to generate a signal:

24



Gl WL 4 A Sl alie Jsmal ol oY Gl ) Ghigd S

\ L oasd s Y eVl ) Caad 4S 3yl sl Led a)se 50 8 o ol O
d\f&uQﬁé)gd\),\]()wdﬂ@&ﬂ(‘}(\g)ﬁo.\ﬁod\dcﬁ)4dm\ Bl xR

2l Ol

B % 3R e 1 U8 sl Alie ol 5 B Alie Caad Ol 555 4S S b
AS (51 4lia G A) g cand slise Alie B Ale el 1) Sls i 4 S
2l Ok il slow S b 4 el g pa Dl (L8 ale 51 VG G slow
Gomad a2 ) B | 4l slow ) i S sell stop 2! Sl s
FT 1 S s e 5l elise alia Glines B alie ) oed iy 2 4lie alaal

sl (oad 25 5 (5t Cumaa g Cpl 3 33 alie 3 ) sl

l—l.
5

G5 S ) J) (sam sla Al O S e R1 A4S il addly Hlalag ol Led
D) By 53 pdne At e A8 JU8an ) o801 255 elise 4lie (sell stop
DJUQL:\.'\‘SBG:\\@A O e gy g J e JSE .A)ﬁydﬁéﬁaﬁ&\ﬁ
0 R QU 5 ea58 IS 50 ) Sy cad dlayl 4 alie aS 5 G

e Al G L

Let's assume that on the price chart you see bar "B" and all the preceding bars. If
you read the chart from right to left, then bar "B" is the base bar, i.e. the most recent
bar whose bottom is higher than that of the preceding bar. As you only need one
lower bottom you can place a Sell Stop order 1 tick below the low of bar "1".
Nothing changes when bar "2" occurs: bar "B" is still the base bar and the pending
order has not been triggered. Bar "3" also does not change the situation.

You should remember that if any of the subsequent bars (before Sell Stop is
triggered) becomes the base bar, the previous signal has to be ignored, and the
previously placed pending order has to be deleted. In our case, this has not
happened yet. When bar "4" occurs, the pending order is triggered and the Sell
signal below the Balance Line is generated.

Sell signal above the Balance Line
O ol WL g e Jisaum

Sell signal above the Balance Line has the same principles as Buy signal below
the Balance Line:
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In both cases you hope that the price will move
towards the Balance Line (go "uphill"). Following
principle 4, you need to have two lows to generate a
signal.

Let's assume that on the chart you see bar "2" and all
the preceding bars. Bar "2" is considered to be the
base bar, i.e. it is the first bar (if you read the chart

from right to left) whose bottom is higher than that of the preceding bar. As the
price tends to move towards the Balance Line, you need to find two lows to

generate a signal:

1. First bar right to left, whose bottom is lower than that of the base bar. This is

bar "1".

2. First bar right to left, whose bottom is lower than that of the bar "1". This is

bar "0".

This is why after bar "2" appears, you should place a Sell Stop order 1 tick below
the bottom of bar "0". When bars "3" and "4" occur nothing changes: bar "2" keeps
the status of the base bar and the pending order has not been triggered yet.

Once bar "B" appears:

1. It becomes the base bar and the pending order, placed 1 tick below bar "0",

has to be deleted.
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2. A new Sell Stop order has to be placed 1 tick below the bottom of bar "1"
(the bottom of bar "4" is lower than the bottom of the base bar "B", and the
bottom of bar "1" is lower than the bottom of bar "4").

3. The pending order will be triggered on bar "6" and the Sell signal above the
Balance Line is generated.
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Important:
1. No matter what signal is created you must ignore it until the first fractal buy
or sell signal is triggered outside the Alligator's mouth.
2. You should ignore signals which are not in the same direction as the first
signal generated from fractal.
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For all the signals of the fifth dimension there are two principles which will help
you recognize false signals:

1. Never sell above or buy below Alligator's mouth.

2. If the current bar is in the Red or Green Zone (refer to the "Trading in the
Zone" page), double the number of new higher tops (lower bottoms) that are
required to create a buy (sell) signal.

Exit the Market
MR D zaA

How to place Stop Loss orders
(SL) sra cibgi sl g CREIX K8

Bill Williams gives his recommendations in relation to Stop Loss orders:

1. If on the opening the market is trending, then it is better to close positions if
the bar's closing price crosses the Alligator's teeth (the red line).

2. If the market is volatile, use the Alligator's Lips (the green line) as the level
to place a Stop Loss order. The market is characterised as volatile when the
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prices angle of inclination is more than that of the green line. In both the
above cases, at the end of the current bar the Stop Loss is shifted to the level
of the red or green line of the next bar.

3. Once the fifth histogram bar occurs in the Green Zone (Red Zone) place
the Stop Loss (refer to the "Trading in the Zone" page).

4. Close all open positions if a signal in the opposite direction appears. Bullish
divergence / bearish convergence between the Awesome Oscillator and the
price signals that the trend is about to end:
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Market Facilitation Index (BW MFI)
(BW MFI) _10b Jagd (il

Market Facilitation Index (BW MFI) analyses the amount the price changes for
each unit of volume.

Market

Facilitation Index (BW MFI) is calculated as follows:

e (Jilad) a1 aas aalg e (6100 Caed Gl juas laie (BW M) U4 Jsgead padlds

MFI =

Where:

1 pdie daulae 05 G sean )k it (il

(HIGH — LOW) / VOLUME

HIGH - the highest price of the current bar;
LOW - the lowest price of the current bar;
VOLUME - volume of the current bar.

Market

Facilitation Index (BW MFI) in MetaTrader 4:

In order to add it use the “Insert -> Indicators -> Bill Williams -> Market
Facilitation Index” menu sequence.

Market Facilitation Index (BW MFI) signals:

When both BW MFI and Volume rise at the same time, it means that the
market is moving primarily in one direction and that more people are
participating in the market. It is a good time to already be in the market.

When both BW MFI and Volume decrease at the same time, it means that
traders' interest starts to fade. Often it occurs toward the end of the trend.

When BW MFI is pointing higher and Volume is pointing lower, it
means that the market primarily moves in one direction but there are no new
participants to generate higher volume. Price movements are the result of
speculation.

When both BW MFI goes down and Volume goes up, it means that there
is a battle between bulls and bears (large volume) and their forces are almost
equal (the price does not change significantly). This typically occurs prior to
a significant move in the opposite direction. Close attention should be paid
to the direction that the price moves when breaking out of this slowdown.
Bill Williams called this a squat bar.
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EURUSD, Daily 12315 1.2358 1,2266 1.2336

| | ‘”!
H |H|f+

i

I 1.1760
B0 MFI 00129 00339

28 Dec 2005 19 Jan 2006 10 Feb 2006 & Mar 2006 28 Mar 2006 19 Apr 2006

=

:(BW MFI) _\ b dgeesi il (5Ll

D134 48 Gl ina ol 4y el GRIGH Gladah sk aaa s BW MFI 50 s 48 g
5 Ul 058 A S Hle )3k )3 (s I Al 5 2S0e OS ja G SG 2 Y sl
ol 1k 3 8 ) pan )

ABle 48 Gl ae cp) 4 by GRS Glajar sk aan s BW MFT 2 8 48 8
e 25 lell )y le] Gl oa S Al saeda g 5 il Y

SS9 0 Vsmal Sl AS Gl e Gl 4 Q8L AlS aaa g L8038 BW MFI 4S 38
Gl a2l aga s Sl aaa 08 61 s sla 2238 S e (g 2300 O a g
RT R U P P PR G TG PRRLIPN

58 o (Kin 48 Gl ine (ol 4 3l o8 aaa 5 RS BW MFI 48 (8
e by i) Cal (gl G Ledl (g 5 ol 4B 8 (Uil aaa) Lem)d
Al iy S e ) il Chgn 3 saee O pa S Sl i o g5 G () (85t
e S0 15 Cr) ey Ja s Cumay (ol (0 4SS (B el O ja Caga il g

Ll (23 Adlsan) squat

30



In MetaTrader 4 all these Market Facilitation Index changes can be of different
colors:

Market Facilitation Index

Colars |Levels| Wizualization

MFI Up, Yolume Up: [I8 Lime =l =l

MFI Down, Valume Dowr: | SaddieBrown 7| | |

MFI Up, Volume Dowr: |1l Blue =l | ~

MFI Down, Volume Up: [ Fink ] | [~
Fixed minimum [# [0 Fixed masimum [ [0.03391

k. I OTreHa | Reset |
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Reference:
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http://www.alpari.co.uk/en/market-analysis-guide/chaos-theory/chaos-theory.html

Topic address:
:J.“\'.gu O ‘).ﬂ
http://forum.sarmaye.com/showthread.php?p=80847
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