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Playing the opening range beakout
Part 1

by Toby Crabel

Opening range breakout is one of the most important indicators gfrdaiket direction that a trader
can utilize.

An opening range breakout (ORB) is a trade taken at a predetermined amount above or below the
opening rangeWhen the predetermined amount (the "stretch") is computed, stdquis placed that

amount above the high of the opening range and a sell stop is placed the same amount below the low of
the opening range. The first stop that is traded is the position and the other stop is a protective stop.

The stretch is determined@ bboking at the previous 10 y&and averaging theftBrences between the
open for each deand the closesixé&eme to the open on eachyda

In a market with a strong bias in one direction or just after a clearysupgémand indication, a trade in
only one direction is taken. This is called an Opening Range Breakout Preference (ORBP)y The onl
order entered is the stop in the direction of theyeilitie protective stop is entered ypalfter the trade

has been entered.

If the market trades to the stretch in dppositedirection first, the preference is nullified and the resting
order is cancelled. This requingsu to monitor the market during the sessiotrady market
monitoring is not a sacrificeylary means and enhances tlystem.

ORB vs. ORBP

Opening range breakout ifective after a inside dg that has a smaller dgitange than the previous
four days (Dnr4 inFigure 1) and aftemny day that has a dajilrange less than the previous siysla
(NR7) whether an inside gar not.

"Hook" days also tend to precede big moves in one direction. A hoplsday day that opens
above/below the previous yia high/low then proceeds to reverse the previoy's déose but does so
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with a dail range less than the previouy.da

March copper irFigure 1displays examples of all these patterneside dgs with the narrowest range in
four days (IDnr4) occur at points c, e, g, i, h, 0 and ty®with ranges smaller than those of the previous
six days (NR7) occur at points a, d, f, g, h, j, m, n, p and s. Hog& decur at points b, g amdNotice

the proximiy of some of the next g¢& openings to one of the extremes for thgtatad the general
tendeng of the close of the sameyd® be at the oppositexeeme.

The earlier in the session the entr vy is taken the better chances for
success.

The ORBP provides arifective trade enyrat times of a clear bias in one directibmparticula, a

running markeprovides a verclear bias. On aninside dg, the ORBP should be takdnside dgs act

as springboards for an immediate continuation in the direction of thienrbigure2, theJuly so/bean

oil chart displgs a running market between numbers 1 andlithin that run, inside da at points a thru

e all resulted in successful opening range breakout trades with the open on or near the low of the session
in each case. Direction is not as predictable at inside days f, g and h, but the opening range breakout the
following day in each case provides axcellent enty.

A gapin the direction of the run is a strong indication of continuation and an ORBP can be taken in the
direction of the gap with an overnight position held if a big fddows. October suganiFigure 3shows
three gaps (points a, b, ¢) within ayweefined upward run. Note the tendgiar the open to act as the

low of the dg in each casdf a breakout to the downside had occurred in these cases no trades would
have been takeh.ogically, ary of the patterns mentioned for use with the ORB can be utilized in an
ORBP when the bias is clea

Upthrusts/springs, reversal gaps oy aharp reversal should be followed up with an ORBP in the
direction of the reversal for at least twoydafterward if it confirms the intermediate trend. The
November sgbean charfFigure4) displays upthrusts at points 1, 3 and 5 and springs at points 2, 4, and
6. Note the openings theydaafter the springs and the marked tengdocthem to occur near one

extreme of the da The upthrusts were not as successful since a clear upward biastlidgain, ORB

is most éfective after an inside gaor a dg whose range is less tharyaof the previous six d& (NR7).

Early entry

In general, the earlier in the session theyasttaken the better the chances for sucdadact, the ideal
is an enty within the first 10 minutes of the sessibmthat case, an immediate continuation in the
direction of the breakout is likelWhenyou get a lege price movement in one direction within the first
15 minutes of the session (geeintry), the protective stop can be moved to break-evenqugckly and
the trade is free.

The more time that passes between the open and tragetlemiower the probabijitof success. Adjust
the size ofyour position downward as theydgoes on. The worst egtis just before the close when time
is running out and it is fficult to realize a profit. The objective of these grnigchniques is to establish a
position for a two- to three-gtaun, but this is successful gnf a substantial profit is realized Ithe end
of the first session.
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After the trade is entered the clock starts ticking. The ideal trade will show a profit almost
instantaneously. The longer it takes to move away from the point of entry, the more vulnerable the
position. In general, stops should be moved to a break-even within one hour after entry. A market that
displays greater tendency to trend should be given less time than an hour.

For example, the S&P usually takes no more than five to 10 minutes before a clear getaway occurs. When
judging the market action after entry, compare it to examples of ideal, early entries with immediate profit
and persistent followthrough thereafter. Action that varies from the ideal is suspect.

Bias

The ORB can be utilized aggeneral indicator of biagvery day. Whichever side of the stretch is traded
first will indicate bias in that direction for the next two to three hours of the session. This information
alone will keep you out of trouble, if nothing else.

Multiple contracts can be used when entering on an ORB or ORBP. This allows for some profit taking as
the move continues to guarantee at least some profit in the case of a pullback to the break-even stop. A
trailing stop is also very effective.

If you miss the ORB and early entry occurred, any 3/8 to 1/2 retracement of the established range can be
used as an entry point with stops beyond the 5/8 level. This technique can be utilized twice, but becomes
treacherous on the third retracement.

In summary, the open is a primary market indicator. Without an understanding of its importance and the
market action around it, it is difficult to come to correct conclusions about market direction. On certain
days the open acts as an ideal point of entry upon breakout. On any day that such a breakout occurs
within the first 10 minutes of trade, the information is overwhelmingly in favor of a continuation of that
move. It a trade does not use these entry techniques systematically they should at least be utilized as a
general indicator of bias.

Toby Crable is a CTA and AP with RB&H Commaodities and a principal in Toby Crabel & Associates. A
former trader at the CME and CBOT, he now etitmrket Analytics 30 S. Wacker, Suite 1912, Chicago,

IL 60606, (800) 621-2503, ext. 1410, which defines market principles through computer studies of price
action.
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Opening range lyeakout: early entry
Part 2

by Toby Crabel

Early entry is defined as a tge price movement in one direction within the first five minutes after the

open of the dayl session. A studof early entry is essentiayl a stug of price action, and thgpe of price
action that takes place on geeintly shows that participants aregent about entering the markktis a
distinct recognition of either a profitable or dangerous situation.

It should be noted that directional moves of this nature are rejatarel and maoccur ony 10% of the
time. Most dgs (70% to 80%), prices exhibit rotation or chgpgtion and the first five to 10 minutes of
trading are sluggish and directionless without a clear movemegtfeama the opening range

The ean ently price action is ideal when using an opening range breakout fgr Antopening range
breakout is a trade taken at a predetermined amount above or below the opening range. The open should
act as onexdreme of this range.

Two versions

| have observed twgpes of east entry. The characteristics dlype 1(Figures 1 and)2are as follows:
The first five minute time period has adar rangethan normal. ("Normal" is roughdefined as the
average of the preceding 10ydéfirst five-minute ranges.)

The opening of the gas on one gtreme of the five-minute bar and the close of the five-minute bar is on
the oppositexdreme. The second five minutes shows an equal thrust in the direction of the first
five-minute period.

TheType 2 ean. enty is extremely powerful and is characterizeg bn excessivey large range in the
first five minutes, quite possipbigger than the previous 20yda first five-minute periodéigures 3
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and 9.

An equal thrust in the next time period i$fidult to manage, but a general drift in the direction of the
first five minutes is likgl with an acceleration after furtheccumulatiorhas occurred.

Absence of earl y entry and no clear geta way on an opening range
breakout calls for trading range action  with a market generall y
unable to trend.

Trading early entry

One possible trading scheme is to use an opening range breakpt¢eamiique each gaanticipating

early entry. If ideal action does not occur within the first five to 10 minutes, cancel ofdexslefined

trend orrunning marketuse east entiy to verify the isting trend and then useyapullbacks of 3/8 to
1/2 of the &isting dail range for another entr

An open that occurs outside the previougsihigh or lav, in most cases, sets up an intsadpthrust or

spring These are top and bottom reversal patterns and tests show that on a move back into the previous
day's range # two ticks, the market has a 67% chance of continuingygdgterdg's range and closing

beyond that point. This isxeellent advance information and, when it moves as far as tlyeeaéyl

extreme price, it shifts the momentum for the entirggirade and, quite possibkeveral dgs' trading

if a reversal pattern forms on the gathart.

Early entry failure

Of course, there are times when, even with a defined thrust, the market will not follow through and, in
fact, will sometimes reverse complgteThis is defined as egrentry failure (Figures 5 and)eand is
associated with a momentum increase in the opposite directionyéaayl

Momentum can be assessadie range of the time unit (i.e., a 5-, 15-, 30-minute bar chart). An
increased range relative to the previous time unit(s) shows an increase in mongedilynthis should
not happen and when it does, it usyiaidicates an earlentiy failure is occurring.

As a rule, na@ountermoves-minute bar should have a ranggé& than the first 5-minute ball such
larger bars should confirm egréntry. In fact, aiy 5-minute bar against egréntry that is relativel large
compared to previous bars which confirmedyeanitry will imply a shift in momentum and possibl
early entwy failure.

Neutral or confirming price action is crucial just after theyeankry indication. When enyris taken on a
pullback, narrow range bars should have been present ogttheementA countermove with a
momentum increase (i.e.rdger bars) is a warning that failure is occurring.

Type 1

Figure 1displays aType 1 easf entry with a reasonaplsized first 5-minute baExpansion occurred in

the second 5-minute period, showing a momentum confirmation at point a. A counter momentum

increase came later in the session at point b and again at c. Profits should be taken after an opening range
breakout entr when recognizable shifts in momentum occur like that at point b.
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Figure2's action is similar té-igurel, but to the downside. Momentum shifts occurred at points b and c,
but ranges were not neads expansive as the first 10 minutes at point a. Note the action immediatel
following point c: drifting prices with narrow range and a resulting move to new lows showed no
following for the long side.

Type 2

Figure 3shows alype 2 eas entry in T-bonds with good follow-through in the second five-minute
period at points a. An apptionate 50% retracement of the established range then followed to 7623
without ary visible momentum shift.

Accumulation began at that point, evidencgdhe successivglhigher pivot lows on line b. At point c,
an &panding 5-minute bar to the upside was the first indication of an upcoming price advance. Bars
continued to epand on the run without counterdirectional bgvansion for the da

Figure 4shows similar action, but thrust occurred persisgantthe 15 minutes following egrentry at
point a. Accumulation occurred at higher levels, line b. The lows in the accumulation are@nagielp
retraced 3/8 of the established range and momentum dropped on the countermove.

Early entry failure

Figures 5 and @emonstrate earlently failure. Figure 5shows a slight loss of momentum in the second
5-minute period, but still is a valitiype 1 ean entry. The wide range countermove at point b showed
trouble and the resulting inabylibf the market to rafiwith further shows of momentum at points ¢ and
d shifted day bias to down.

In Figure6, aType 2 eas ently occurred with immediate reversal in the second 5-minute period. Price
action should not fall back into the first 5-minute bar as quiaklit did here. The penetration of the
early ently extreme price in the first 5-minute bar at point b with an increased range yastitalip a

good sale with a risk of one tick over point b's high. Momentum increased again after b.

Understanding the general nature of the market allows the trader to define § strataprdance with
the eary action. A clear eaylently and opening range breakout should not be faded;. Jinggest a
one-directional move is coming up.

Absence of eaylentry and no clear getawan an opening range breakout calls for trading range action
with a market generallunable to trend. When trading is defined, one can anticipate reversals throughout
the session.

Toby Crabel is a TA and AP with RBH Commodities and a principal ifoby Crabel& Associates. A
former trader at the CME and CBIDhe now ed# Market Analitics, 30 SWacke, Suite 1912, Chicago,
IL 60606,(800) 621-2503, ext.
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Opening Range Beakout
Part 3

by Toby Crabel

I n the opening range breakout technique, the heralds of an upcoming tyemd déten inside da,

narrow range ds and hook dg (seeStockst CommaoditiesSeptember and October 19883lso have
run across a new concept that categorizes price action and gepeydiices trending actiyithe net

day.

| call it Doji Lines. Doji is aJapanese word describing a comparison between the open and the close of
the daiy sessionlt is described in a bopKhe Japanese Chart of Chalig Seiki Shimizu.

A Doji Line is a dg that shows a vgrsmall diference between the open and closing priEesurel).
"Very small" is a relative term but, through observatidmve attached quantities to this open-to-close
difference to meet the need for definition.

In Figurel, the left-hand bar is what a Dadjine looks like on a vertical bar chart; the right-hand bar is
how it is displged ky Shimizu.In this case, the close was less than the open, so the open-to-close range
is displgyed in blacklf the close had been above the open, the box would have been clea

Figure 2displays the Doji with a fipotheticaly defined narrow range gat point "a."We'll define
narrow range dain a moment, but for now #ice it to sg that the action following point "a" represents
a trend dg.

Market tests

The DojiLine is said to indicate market indecisidins said that these lines precede market turning
points. A trader should look clogedt the movements that follow the Dbjne and be readto enter the
market aggressivglonce subsequent price action gives a clear indication of the market's direction.

Logically, the opening range breakout technique discussed in the Septembef S&@would seem a

valid means of determining the direction of price action after a Doji. A Doji also is similar to a neutral or
non-trend dgin the Market_ogic principlesin fact, Peter Steidlnyar, formulator of the Marketogic

school of thought, suggests after a non-trendtdao with initiating activig much like the suggestion

for strategies after a Ddjiine. | suggest taking opening range breakout trades after various congestion
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patterns.

| have tested T-bonds, S&P angls®an markets using a definition for the Odjie and a subsequent
trade taken a given amourff the openFigures 3, 4 and Show these results along with a comparison of
price moves i the open on das when a Doji m@or may not be present.

| also have defined the narrow rangg bathe particular open-to-close point values (R1) listed in
Figures 3, 4 and Eather than a relationship to the previougsleange. This allows a comparison
between the results of a Ddjine and the results of narrow range.da

Results were impressive and confirmed the conclusion that d.iDejprecedes reversal action or
trend-ype actionln some cases, percentages incregs20bo-30% in favor of a trade after a Dbjne.

The tests of narrow rangeyddefined ly a particular point value also were conclusivehose the point
value for the narrow range ylay observation, which is tferent than categorizing congestion b
identifying a dg in which the range is narrower tharyani the previous six dg& — an NR7 dain my
terminolog. Defining a narrow rangeytpoint value allows for engron a dg that is not necessayil
narrower than the precedingyda

The abbreviations used igures 3, 4 and fllow a common format. Forxample, inFigure 3the
left-hand column reads: 8 tick Doji; Open minus 16 ticks; Sell. This meandfledce between the
open and close glesterds is less than 8 ticks (8 tick Doji); togéhe market dropped 16 ticks below the
open (Open minus 16 ticks) where a sale was taken (Sell) with an assunuettiee close of the same

day.

The results in this particular case show 203 trades, 71% of which were profitable. The average winning

trade was $343 and the average losing trade was $289. The ratio between the average winner and the
average loser was 1.18-to-1, with gross profits before commissions and slippage at $32,985.

Note that in the fourth pattern Figure 3the definition for the narrow range reads as "R1 less than 20."
This meangesterdg's range was less than 20 points. Throughout the figuaésy designate a Doji with
a point value such as "7 Doji" or "50 Doji."

As you look through the figuregou will see man velty profitable trading gstems. Remember that
slippage and commission vearot calculated in the results, so an immedigstesmatic implementation

of these techniques could be disappointing. As inbmaakout gstem, the slippage will be greater than
other techniques because the ordexecated with the momentum of the market. Other stops could be
present at the time of egitand cause bad fills.

My premise is that one's judgment has to enter into the trade and
the way to do this effecti vely is through practice and logical
integration of market kno wledge.

Implementation

| am attempting to define the market's nature so as to tif@déely. | am not a gstem trade My
premise is that one's judgment has to enter into the trade and\tiveapnid do this &ectively is through
practice and a logical integration of the market knowledge at hand. TheiDefiests provide objective
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S&P 500 1982-1988
# Trades % Profit Bug. Win Awg. Loes Win/Loss Gross Profits
Fatio

A0 PointDOJ; O pen Flus 100 points; Buy 162 R 71 e 1 1.21:1 25 625
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A0 Point0O0OJl B1 Les= Than 200; Open + 160; Buy L] Gl 463 430 1.05:1 hAv4
A0 Point0O0OJI; B1 Les=s Than 200; Open - 100; Sell 100 64 474 204 1.62:1 18 B&O
A0 Point0DOJI; K1 Less Than 200; Open - 160; Sell 5T &7 414 381 1.19:1 92440
Fi1 Less Than 200; Open - 100; Sell 198 ] 470 404 1.14:1 21 825
F1Less Than 200; Open - 160; Sell 104 o] 418 414 1.01:1 11 2449
Fi1 Less Than 200; Open + 160; Buy 106 ] had b1 1.51:1 16 724
F1 Les= Than 200; Open Plu= 100; Buy 178 63 a4 320 1671 36,1949

FIGURE 5
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information ove long time spans.

In Figure 6 points 1 thru 7 illustrate seven, 50-point Dajés followed byl00-point moves above the
open the followinglay It is apparent from the chart that somestkag more successful than others.
Profit-taking techniques and an exllent understandingf intradaymarket action are necessamyget the
best theresults.

Comparing percenage profits for days preceded by Doj and narrow rangwith that of a nornal day
without a Doji and narrow raegproves interesting\ complete studypf T-bond moves awalyom the
open on evergayduringten 28-yar test periods showed that on a normal aawle 16 ticks below the
open was 56% profitable; with Doji 8 it was 71% profitakde.a normal dgya buyl6 ticks above the
open was 60% profitable; with a Doji 8 it was 66% profitable

On anydayin the S& that a buyvas taken 160 points above the open, the trade was 58falpef
with a Doji 50 and open-to-close ran(R1) less than 200 it was 63%. On day a sale 160 points
below the open was on#§9% profitable; with a 50 Doji and Rdss than 200 points a sale was 67%
profitableN quite an improvement.

The soybean maket provided someof themost stéling results. On ay day tha abuywas t&ken 10
cents above the open it was 60% profitabléh\& Doji 5 it was 64% profitable. On a sale alay10
cents below the open it was 63% profitable; with a Dojiveas 67%. A Doji 5 with the dailsange less
than 10 cents improved the success rate to 76%.

In an efort to adequatelgefine trend dagy | always look for other wagto define price action. The Doji
Line and narrow ramgdayare exellent additions to esgting indicators. These little-known market
concepts reiterate the need for an open mind and an umitiengtaf all available market concepts that
can help the tradeAs you can see bthe test results, Dojiibes and a defined narrow randayare
logical additions to market concepts.

Toby Crabel is a CA and AP with RB& Commaodities and a principal irolby Crabel &Associates. A
former trader at the CME and CBOfie now edits Market Analytics, 30 Sadkér Suite 1912, Chicago,
IL 60606, 800)621-2503, ext. 1410.

Copyright (c) Technical Analysis Inc.



Stocks & Commaodities V. 7:2 (47-49): Opening range breakout Part 4 by Toby Crabel

Opening range lyeakout
Part 4

by Toby Crabel
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Opening range breakout is a trade in whichyeisttaken at a predetermined amount above or below

the opening rangé've set this predetermined amount (the "stretch™) through observatierStiei st
CommoditiesSeptember 1988Tp trade the opening range breakout, y $top is placed above the high

of the opening range an amount equal to the stretch and a sell stop is placed the same amount below the
low of the opening range. The first stop that is tradg@us position.

An inside dg is one in which the dajilrange is completglwithin the previous das range. More
specifically, an inside dgs high is less than the previous/dehigh and the inside ¢a low is greater
than the previous g& low.

Figures 1 and Bemonstrate the insideydand the net day's opening range breakout technique. M
hypothesis is that inside @& precede trend gactivity and, consequentlsuccessful opening range
breakoutsFigure 3tabulates the results of thiggothesis in th@reasuy bond, S&P 500, stean and
cattle markets.

There were four tests per market with theyahfference being the points of eptabove or below the
open. For gample, bond market tests were conducted on ay étticks above the open (open plus 16
ticks), 8 ticks above the open, 8 ticks below the open (open minus 8 ticks) and 16 ticks below the open.

In the next column are the results of trades taken from thepmit with an exit on the close of the

same dw of enty. Stops were not used after and, if the market traded both above and below the opening
range the given amount, both aytand a sell could be registered. This test provides an objective means
for determining if the inside gas actualy preceding successful opening range breakouts and, therefore,
IS one indicator of future trend yia

| found it useful to compare the resulfdsogure 3to the results of an opening range breakout taken on
ary day regardless of the previousydaprice patternKigure4). In all cases except the S&P 500's moves
below the open and cattle's moves above the open, an ingideptaved the percentage of profitable

Article Text Copyright (c) Technical Analysis Inc. 1
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__ Buy
| stop
J- Open
Inside day
i 2 3
Day

FIGURE 1: An inside day with an opening range breakout up. After the inside day on day 2, the market
opens on day 3 and rallies a predetermined amount above the open. A buy is made on a stop at the
predetermined level with an exit on the close on day 3.

Inside day
Open
il P
| Sell
stop
1 2 3
Cray

FIGURE 2: An inside day with an opening range breakout down. After the inside day on day 2 the
market opens on day 3 and declines a predetermined amount below the open. A sale is made at the
stop at the predetermined level with an exit on the close of day 3.

# % Avg. Avg. Win/ Gross
Trades Profitable Win Loss Loss Profits

BONDS Open plus 16 ticks 51 76 392 140 281 13625
Open plus 8 ticks 20 74 418 373 1.12:1 19,435

Open minus 8 tick 91 62 421 392 1.07:1 9,870

~ Open minus 16 ticks 5 66 377 362 1.04:1 6,304

S&P Open plus 160 points 57 61 896 693 1.29:1 16.124
Open plus 80 points 103 57 860 612 1.40:1 23,800

Open minus 80 points 89 48 739 571 1.29:1 5,520

Open minus 160 points M 45 691 762 0.90:1 -6,429

BEANS Open plus 10 cents 67 70 426 268 1.58:1 14,687
Open plus 5 cents 152 67 354 298 1.18:1 21,243

Open minus 5 cents { 130 69 376 342 1.09:1 20,169

Open minus 10 cents 5 76 417 281 1.48:1 13,875

CATTLE Open plus 50 points 101 55 130 135 0.96:1 1,196
Open plus 25 points 208 55 137 156 0.87:1 1,191

Open minus 25 points 194 60 173 155 1.11:1 8,372

Open minus 50 points 103 73 144 162 0.88:1 6,334

FIGURE 3:

Copyright (c) Technical Analysis Inc.



Stocks & Commaodities V. 7:2 (47-49): Opening range breakout Part 4 by Toby Crabel

Opening range hreakout, % profitable trades
On any day After inside day
BONDS Cpen plus 16 ticks B0% TB%
Open plus B ticks 55 74
Open minus B ticks ) B2
Open minus 16 ticks 56 BB
S5&P Open plus 160 paints b5 61
Open plus 80 points 55 =
Open minus 80 paints 44 48
Open minus 160 points 43 45
BEANS Open plus 10 cents B0 70
Open plus 5 cents 56 &7
COpen minus 5 cents 58 B9
Open minus 10 cents 63 76
CATTLE Open plus 50 paints b5 55
Open plus 25 points a8 el
Open minus 25 points 58 B0
Open minus 50 paints B3 73

FIGURE 4:
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FIGURE 5: Source: Commodity Trend Service.
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trades in the direction of the breakout improved, sometarasatically Out of the 16 possible entry
points, onlyfour showed lower percentegjafter an inside dayhis means that 75% of the tests showed
improvement. think this is conclusive.

Figure 5displays nineinsidedays. Notice theaction following theinsideday and doseproximity of the
open of that dayo one of the exemes, particularlpumbers 1, 3, 8 and 9. On thoseslig open is
within one tick of the etxeme with siable rang e)pansion.

The bond and sdan markets show the best results on the trades afteridendiay | should add that
with the addition of a nigf session in the bond market some clearitave occurred, primarily general
lack of trend and aloss of voldlity.

An analysis of price action is necessamnen utilizingthe openingange breakout in angituation.

Ideally, on the day trade is taken with this technique there should be noemtomm increases amst

the trade. The market should be able to maintain the directithe orignal move of the open without
movingin the opposite direction at an accelerated ratthd best cases, the previous half-hour low is not
violated in an up move and vice versa in a down move. AB®,hids should occur at least evdrgur

or new lows should occur evenpur in a down move.

My conclusion is that the tests do geg} that inside das/are valid precursors of trendiagtion and can
be integated into a tradexphilosophy

Toby Crabel is a CA and AP with RB& Commaodities and a principal irolby Crabel &Associates. A
former trader at the CME and CBOQfe now editd/larket Analytics, 30 S. \&cker Suite 1912, Chicago,
IL 60608, B00)621-2503, which defines market principlesotigh computer studies of price action.
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Opening range lyeakout
Part 5

by Toby A. Crabel

A trade taken at a predetermined amount above or below the opening price of a\gigseraliied an

opening range breakout (ORB).A narrow range four pattern (NR 4) y\&itfaa daiy range that is
narrower than the previous threeygladail ranges compared individuglln my experience, trades using
the ORB technique on ayl#llowing an NR 4 pattern tend to coincide with treng dativity—and,
consequemyl successful ORBs.

Figures 1 and @emonstrate an ORB on theydallowing the NR 4 pattern. The table Figure 3shows

the results of testing the relationship between the NR4 pattern and trending markets with this technique.
action on the daof an ORB. There were four tests per market and thediifikrence between them was

the point of entr above or below the opefrades were entered on a stop at the indicated level with an

exit on the same @& close.

In 15 of 16 comparisons, ORB da ys follo wing NR 4s ha ve a higher
percentage of winning trades than the control group.

The results consistegitexhibit trending activit following an NR 4 pattern. The number of trades was
high, indicating the frequegiavith which the pattern occurs. This pattern and a resulting nfoveeo
open appears on average once inyeeayht to 10 market ga. The win/loss ratio is not significant at 1
:1, but gross profits were high given the frequeoicthe pattern.

In no tests did the frequenof profitable tradesxxeed 70%yet all but two tests showed at least 60%
profitable trades. The best results occurred in the bean market. Cattle, with entries 25ftbmispen

in either direction, showed surprising succéssy surprising becaudehad observed that cattle was not
as reliable as the other markets with this technique.

Figure 4compares the percentage of profitable trades on ORBfdihowing an NR 4 pattern with ORB
days whether or not thefollowed an NR 4 patterrin 15 of 16 comparisons, ORBygafollowing NR 4s
have a higher percentage of winning trades than the control group (control group data not shown in
Figure3).

The onl exception is bying 50 points above the open in the cattle market. But, this is pyohatoh
significant dfference. At 50 points above the open, cattle produced 63% winning trades following an NR
4 and 65% on gnday.

Although mary patterns can be associated with trending, the results of thentEgjares 3 and 4re
very strong evidence that NR 4s have some immediate relationship with trending action.

Generaly, there is a relationship betweeryararrav, directionless daand trending action on the
following day. The general principle behind this price acti@all contraction/epansion. On a bar chart,

Article Text Copyright (c) Technical Analysis Inc. 1
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this contraction occurs almost always just before a trend move, although there are times when a trend
move takes place without contraction.

A word of warning about the tests. When commission and slippage are added, gross profits are reduced
dramatically. This does not compormise the intention of this report. As | previously stated, the intent of
all my testing is to define the market's nature and verify general market principles. If, in your testing, you
find a high percentage system (75%) with a win/loss ratio of more than 1: 1, you are beginning to
discover the market's nature.

Toby Crabel is a CTA and AP with RB&H Commaodities and a principal in Toby Crabel & Associates. A
former trader at the CME and CBOT, he now ebitsrket Analytics 30 S. Wacker Dr., Suite 1912,
Chicago, IL 60606, (800) 621-2503. ext. 1410.

Day 1 2 3 4 5

FIGURE 1:

Day 1 2 3 4 5

FIGURE 2:
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Opening Range Breakout after NR 4

Entrypoint  Ho.¥ades 9% Win

Avg.win  Avg.loss Winfoss Gross profits

Bonds Cpen plus 16 ficks 144 bd %
(1978-86) Openplus 8 ficks 263 b3
Open minus g ticks 259 G4

Jpen minus 16 icks 162 RS

$415 $366 1141 §20.346
416 444 0931 26,916
424 403 1051 36,596

402 403 0.95:1 19,7739

aaP ol Open plus 160 pts, 145 BE2%,
(1982-88) Open plus 80 pts, 233 a7
Cpen plus 80 pis, 231 A9

Openplus 160pts, 140 61

$1093  $1,04 1.07:1 42 224
1,060 063 1.22:1 54,550
790 961 0.82:1 16,195

fisL 1,116 0671 2,393

Beans Open plus 10 cents 204 BE2%

$a1 $430 0,701 4,712

(1970-85) Open plus 5 cents 416 BB 316 75 0.84:1 32 625
CIpEn minus 9 cents 400 B 417 a13 T3 a8 356
Openminus 10 cents 183 G 470 304 1541 40 406

Catie Cpen plus a0 pis 324 fi3% $142 $132 1.07:1 12943

(1970-88) Open plus 25 pts. GG 61 164 150 1.09:1 24 4972
Cpen minus 50 pts. GO7 Gl 159 141 1121 22 702
Cpen minus 50 pis, 315 fid 151 146 1634 14 454

FIGURE 3:
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Fregquency of profitable ORB trades

Entry point % winning trades % winning trades

on any day after NR 4
Bonds Open plus 16 ticks BO0% B4 %
[1975-36) Open plus 8 ticks 55 B3
Open minus 3 ticks 56 64
Open minus 16 ticks 56 B&
SeP a00 Open plus 160 pts. a8 B2
11952-38) Open plus 80 pts. 55 57
Cpen minus 80 pts. 49 )
Open minus 160 pts. 49 51
Beans Open plus 10 cents kO Bz
(1970-38) Open plus 5 cents 56 66
Open minus 5 cents &3 B3
Open minus 10 cents B3 63
Cattle Open plus 50 pts. b5 B3
(1970-88) Open plus 25 pts. a8 61
Open minus 25 pts. 58 B0
Cpen minus &0 pts. b3 B4

FIGURE 4:
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Opening Range Beakout
Part 6

by Toby Crabel

Two price chart patterns — the insideydED) and the four-danarrowing range (NR 4) — have

proven to be reliable predecessors of trending action that can be pydfialeld with an opening range
breakout (ORB)ystem. (Se&tocks& CommoditiesFebruay and April 1989.)

What happens to the predictive power of these patterns wheretbembined? Mresearch assumption
was that, because thevere both individuayl successful, thewould produce clearer ORB Yfsell
indications when combined.

| examined this assumption in severaysveFirst,| directly tested how théD/NR 4 pattern fiected ORB
trades entered at various points on either sideeasfitening rangéFigurel). Second}, | compared the
percentage of winning trades taken afterl¥R 4,1D and NR 4 patterns and onyatey regardless of
whether or not a patterixisted Figure?2).

ORB trades and patterns

An ORB is a trade entered at a predetermined amount above or below the opening range (the range of
prices that occur in first 30 seconds to 5 minutes of trading. The predetermined amount, or "stretch," is
the 10-d& average of the tferences between the open for eachalad the closesixereme to the open

on each da

Article Text Copyright (c) Technical Analysis Inc. 1
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Opening Range Breakout after ID/NR 4
Enfry point Moo frades  SeWin Avgowin Avg. loss Windoss Gross profits

Bonds Open plus 16 ks 31 2% F42a 187 234 $9,943
(1975-55)  Open plus 5 ficks a0 a0 463 290 11841 14,623
Open rninus 8 icks 52 3 v a7 0994 457
Dpen minus 16 ks 24 54 2 a6 0791 249
S&P 500 Cpen plus 160pE. 32 i feEE 1,040 0951 9525
(195258  Open plug 50 pts. 29 29 a5y a07 12301 8,740
Dpen plus & pts. 54 ] b G 1291 559
Open plus 160 ptk. 36 53 72 712 1011 1520
Beans Open plus 10 cents a6 B5% F467 52497 1571 2400
(1970-35)  Cpen plus 5 cents 73 71 a5 267 14341 14,368
Dpen rminus o cents 68 66 24 a2 10501 R
Open rning s 10 cents 27 g R o 41 0:=0A 454
Cate Open plus 50 pts = S50, f1az $114 11401 1256
(1970-38)  Open plus 25 pts. 116 B3 135 145 0814 2030
Dpen rninus 0 pls. 1H 61 164 138 1204 4 BEG
Dpen rninus 50 pls. 56 il 142 135 1054 2272

FIGURE 1
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Frequency of profitable ORB trades
Enfry point S winhing rades %G winning rades % winhing trades % winking rades
on &y day after MR 4 after IO after IDAR 4
Bonds Open plus 16 foks all S Ed% Rk B1%
(1975-86)  Open plus 8 ficks 55 63 74 a0
Open rminus 8 icks i 64 62 63
Open minus 16 ficks i B4 3] 64
S4P 200 Openplus 160pt. qa G2 61 E6
(1982-83)  Open plus 80 pts, 85 57 57 55
Open rminus 80 pts. 49 59 43 56
Dpen minus 180 pts, 49 Gi1 45 53
Beans Open plus 10 cenk GO G2 70 64
(1970-88)  Open plus S cents alal G 67 71
Open minus 5 cents fa 63 ] i3]
Open minug 10 cents G it Fii fa
Catte CDpen plus 30 pls. G5 63 ] 54
(1970-28)  Open plus 25 pts. e i1 a5 £
Open minus 25 pts. at G0 G0 61
Open rinug S0 pts, G G4 73 il
FIGURE 2

Figures
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Figure 1 provides evidence that the ID/NR 4 pattern has a positi ve
relationship with trending action.

To trade the ORB, place aystop above the high of the opening range an amount equal to the stretch
and a sell stop the same amount below the low of the opening range. The first stop tradlepdsition.

Figure 3demonstrates th®/NR 4 pattern on a vertical bar chart when the market \grrglbr
declining. AnID/NR 4 pattern occurs when the currentylange is narrower than the previous three
days' daily ranges compared individugl{days |, 2 and Bandthe current dayl range is completgl
within the previous das range (da3).

Analysis

Figure 1provides evidence that thB/NR 4 pattern has a positive relationship with trending action. Note
the percentage profits in the T-bond market with entries taken at 8 ticks and 16 ticks above the opening
range. The percentage of winning trades for both i lwgh and entering 16 ticks above the open also
gives an extraordingwin/loss ratio of 2.34-to-1 during the test period from 1978 to 1986.

The sgbean market in both directions and the cattle market on the sell sidmatsbgh-probability
results with winning trades in the 70% region during the test periods.

Figure 2provides more evidence that #iZyNR 4 pattern precedes trending acyivih 15 of 16 tests, the
ID/NR 4 pattern showed a higher probabkibt success on an ORB than a similar ORB taken without
regard to whether a patterrigted or not. This suggests that the more defined the congestion area, the
better the chances it will be followeg trend dg activity.

It also verified the assumption that ¥NR 4 would provide a better indication of trend @ativity
than ay of the patterns individuall Eight of 16 ORBs traded after tH8/NR 4 showed a higher
probability of success than gof the three other groups tested. Again, this would suggest the
contraction/gpansion principle is valid, that there is a relationship between analirectionless da
and trending action the following ylaA larger price pattern ending with #0/NR4 that has historicall
carried a high percentage of winning trades is an ideal point gf entr

Toby Crabel is a TA and AP with RBH Commodities and a principal ifoby Crabel& Associates. A
former trader at the CME and CBDhe now edg Market Anaistics, 30 SWacker D., Suite 1912,
Chicago, IL 60606(800 621-2503, ext. 1410.
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Opening Range Beakout
Part 7

by Toby Crabel

Bear hook is a daein which the open is below the previougy'ddow and the close is above the

previous dg's close with a narrow range relative to the previoygigurel). As implied ly the name,
there is a tendegdor prices following a bear hook pattern to move to the downside.

Figure 2tabulates how this downward tendgter the pattern manifests itself iffdrent markets and
with a variey of opening range breakout (ORB) trades taken theaftar the pattern appeared.

Figure 3charts the bear hook patterns for December T-bonds. Notice the price action gn the da
following the patterns and the market's tengdonglace the open on the high of thg.da

Very briefly, an ORB is a trade entered at a predetermined amount above or below the opening range (the
range of prices that occur in first 30 seconds to 5 minutes of trading). The predetermined amount, or
"stretch,” is the 10-daaverage of the tierences between the open for eachatad the closesxeéeme

to the open on eachyla

In the perpetual tug of war between market timers and value
players, the timers win many battles but the value players win the
war.

Article Text Copyright (c) Technical Analysis Inc. 1
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Bear hook pattern
Day 1 Day?
High

Close

Low e

FIGURE 1

Opening Range Breakout after bear hook pattern

Entry point No.trades % Win Avg.win Avg.loss Win/loss Gross profits

Trades ratio
Bonds Open plus 16 ticks (S) 8 75% $812 $515 1.57: $1,469
(1978-86) Openplus8ticks (5) 24 67 355 652 0.54:1 7,593
Open minus 8 ticks(S) 30 70 435 146 2971 7,890
Open r_ninl_ls 16 ticks (S) 17 65 440 125 3.521 4,093

S8P500 Openplus160pis.(B) 6  50% §$2150  $166 12951 6,999
(1982-88) Openplus80pts. (B) 11 55 1,391 340 4091 6649

Open plus 80 pts. (S) 16 75 780 1,400 0.55:1 3,830

~ Openplus 160 pts. () 10 80 721 2812 0241 0

Beans Openplus 10 cents (S) 14 43% $481 $315 1.52:1 362
(1970-88) Openplus5cents(S) 28 36 668 297 2.24:1 1,325
Open minus 5 cents (S) 20 60 510 159 3.20:1 4,850

Open minus 10 cents (S) 13 62 470 312 1.50:1 2,200

Cattle Openplus50pts(B) 16 63% $63 $92  0.68:1 80
(1970-88) Openplus25pts. (S) 34 4 209 97 2151 1,584
Open minus 50 pis. (S) 28 63 200 167 1.19:1 1,928

Open minus 50 pts. (S) 16 81 155 124 1.25:1 1,644

FIGURE 2
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The usual wa to trade the ORB is to place aytatop above the high of the opening range an amount

equal to the stretch and a sell stop the same amount below the low of the opening range. The first stop
traded isyour position. (Se&tocks CommoditiesSeptember 1988) Howaven this stug, | found

there were times when it was better to fade the move at the stretch point. That is, there were times when
it was better to sell the higher stretch point oy the lower stretch poinFigure2, therefore, haboth

buys and sellat the breakout points.

As a result, 13 of the 16 ORB trades tested after a bear hook pattern were palesond only tiee
were buys. The bond market during this test period (1978-1986) was particatartlusive with
high-percentage sales on moves below and above the open.

These results indicate that the pattern is not valid for a bi-directional trade and should be puygoed onl
the downside. (Onexeeption would be a gap above the bear hogkwdth a move above the open and
the market's holding the gap through mid-session, but this is front'test®tyet reported here.)

The S&P market was the gnbne showing gross profits high enough on thedide to consider going

long. The tremendous upward bias in the data throughout the test period caused this result. Otherwise, the
only other market to show a profitableybwas cattle on the open plus 50 points, but gross profits there

were ony $80.

The bear hook pattern cleadoes not support the general concept that, grgaen dg, the market

tends to continue in the same direction as its initial méivhe open. Given no other information other
than the open and the initial movi the open, traders unaware of the bear hook pattern would assume
continuation. The bear hook, therefore, is essential knowledge because recognizicgytiereto a
general rule can help the trader save rgone

In summay, use bear hook ga for ORB trades to the downside. This pattern provides another reference
and filter for the ORB technique. When trading, in general, do not go against a high percentage bias
especialy when that bias also favors the intermediate-term trend.

Toby Crabel is a TA and AP with RBH Commaodities and a principal ifoby Crabel& Associates. A
former trader at the CME and CBOhe now edits Market Analytics, 30VBacker Or., suite 1912,
Chicago, IL 60606(800 621-2503, ext. 1410.
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Opening Range Beakout
Part 8

by Toby Crabel

The bull hook pattern, as suggestgdtb name, is a bullish indication and, in most cases, will be

followed by a price move to the upside on the da days following the hook. Howevgasyou will see
from the test$ ran, this is not alwg the case.

A bull hook dy (Figurel) opens above the previousytdahigh and closes below the previoug'sialose
with a narrowing rangdlests of opening range breakout (ORB) trades taken thlitaving the bull
hook pattern are shown kigure?2.

A bull hook da y opens abo ve the pre vious da y's high and closes
below pre vious da y's close...

An ORB trade is entered at a predetermined amount above or below the opening range (the range of
prices that occur in first 30 seconds to 5 minutes of trading). The predetermined amount, or "stretch," is
the 10-d& average of the tferences between the open for eachatad the closesixereme to the open

on each da (See Stocks Commaoditiesi-ebruay and April 1989.)

The orthodox weto trade the ORB is to place aylatop above the high of the opening range an amount
equal to the stretch and a sell stop the same amount below the low of the opening range. The first stop
traded isyour position.

Article Text Copyright (c) Technical Analysis Inc. 1
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Bull hook
« Bull hook

e
|

| < Open
| — Sall

12 3 4 (Days)

FIGURE 1:

Opening Range Breakout after bull hook pattern
Entry point Mo frades % Wh  Avg.owin &g, bss Wintkbss Gross profits
Trades afio
Bonds Open plus 16cks B] 17 7% 5R16 4825 0E2:1 52 062
[19758-86] Open plus 3 ficks [B) 23 74 b4 776 0.75:1 b 241
Open rinus & icks (3] 24 R 437 a0 nr2a G2
Open rinus 16 ticks [S] 13 g2 514 72 0.3 ]
24P E00  Openplus 160pts. B) 14 RS 5083 S4ED 2.141 £ E49
[1952-38] Open plus 80 pts. [B] 20 bR 1,140 J66 4.11:1 9,260
Dpen minus 80 pe. [B] 16 K] h4z ahd 0631 400
Dpen minus 160 pts. [S] & 1] 76 412 1.5858:1 1,450
Eeans Open plug 10cens [2] 10 Bl%s ga2t 5265 1.231 a00
[1970-38] Openplusbcents B] 23 13 241 400 0.7 1,075
Dpen minus b cents (3] 19 K] 2T 203 1.94:1 1,862
Open-minug 10 cents [3] 7 b7 40 191 1781 ar
Catte Dpen plus B0 pts [B] 21 TE% 5145 592 1611 14912
[1970-38] ©Open plus 25 pts. [B] a7 T 155 117 1.92:1 3 hE0
Dpen minus 26 pe. 8] 47 Rl 142 144 1331 2 054
Open minus B0 pe. 8] 22 B 161 184 0.86:1 1,105

FIGURE 2:

Copyright (c) Technical Analysis Inc.




Stocks & Commodities V. 7:7 (208-210): Opening Range Breakout Part 8 by Toby Crabel

Notein this article that | tested both buys and sells at

either end of the stretch. For example, the S& P 500 open minus 80 pointsis a good place to buy, not sell.
However, if we trade open minus 160 points, a sell-stop should be hit.

Theresultsin Figure 2 show a bias to the upside after the pattern. Eight of the 16 trades were profitable
as buys, but the most conclusive evidence of an upward bias after the bull hook was the amount of gross
profits—$30,051 on the buy side and $7,854 on the sale side. In contrast, the bear hook pattern (S&C,
June 1989) showed cumulative profits of $41,768 on the sell side and $13,728 on the buy side.

It should be noted that the bull hook cattle result—a 78% profit on a 25-point move above the open—is
extraordinary and one of the best buy results | have seen in that market, particularly with areasonably
high win/loss ratio of 1.32:1.

Observe the market action the day after abull or bear hook pattern appearsin your charts. A quick move
off the open in the direction of the pattern's biasisthe ideal. A move against the bias suggests caution.

The bull hook also is enhanced when the market opens lower on the day following the pattern. This
provides greater profit potential and goes along with a natural inclination of the market to fill the gap
between the open and the previous day's close. If the closing price of the hook day is traded, then
continuation to the upsideis likely.

In general, the bull hook pattern does not display the consistency of the bear hook. Nevertheless, the test
results provide enough evidence of a predictable bias after the bull hook.

It's aso useful to integrate the bull hook with trend and price action studies. Idedlly, if trend is up and the
open islower than the close of the bull hook and early entry buying occurs, it's highly probable an ORB
trade will be profitable. You can trade more confidently, too, if an important angle of support isin the
vicinity of thistype of price action.

If you are using the Chicago Board of Trade's Market Profile reports, another thing to consider when
assessing the trade is whether alarge buying extreme occurred near the open on any day beforehand. On
regular intraday price chart, thiswill look like a spike or a spring. Quite naturally, support will come into
the market at this point.

With the examples presented in this series thus far, you should be able to test the ORB concept on
tradeables of your choice. | believe there is good evidence that you will find profitable combinations to
trade.

Toby Crabel isa CTA and AP with RB&H Commodities and a principal in Toby Crabel & Associates. A
former trader at the CME and CBOT, he now edits Market Analytics, 30 S. Wacker Dr., Suite 1912,
Chicago, IL 60606, (800) 621-2503, ext. 1410.
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