When To Enter And Exit Trades-Using Clear method-by Ron Black 

Clear method, a way to determine the direction of short-term price swings. The method identifies the direction of the current price swing and the precise day the swing direction changes. It requires no calculation and has no delay. It is applicable to all stocks, commodities, and indexes in any time frame.
We saw how, unlike most technical indicators, the Clear method does not use the open or the close for its analysis. Instead, it uses the range of the daily price bar as the measure of price uncertainty. I looked at how price bars are simplified distributions. Since prices are distributed, we consider the price to be different only if the two distributions (price bars) do not overlap; the bars must be “clear” of one another. Movement of the price bar
Figure 1 shows the Clear method in action, showing the up swings, down swings, and the “clears” that define the changes in direction. In this article, I will look at how the method defines the only three things price can do: move in the direction of the swing, not move, and reverse swing direction. When the price is not moving, there is noise. I will take a brief look at the noise percentage as a measure of continuous directionality. Finally, I will look at a way you can use noise to decide when to enter and exit trades.


Figure 1: THE CLEAR METHOD. When price clears below the highest low (HL), a new down swing begins. When price clears above the lowest high (LH), a new up swing begins.
The Clear Method
This is an entry method I came across in my studies. I first heard of it in an article writen by Ron Black. It's simple and it works, the most important two things you can find in a trade indicator or method.
It works going short or long on any time frame and it has no delay! I know, right? Sounds too good to be true, but it's not. It's called the clear method because you watch for the bar that clears the bar before the last bar of a swing. The example I use is of a long trade but it can be used short also.

[image: image2.png]F (Ford Motor Co)
Oct 28 2010 12:00:00

© FreeStockCharts.com

Price History Moving Average 50 Moving Average 200 Moving Average S

13.20
12.80
12.40
12.00
11.60
11.20
10.80
10.40
10.00

150.0M
100.0M

7128/2010

the bar before the last down ba

Volume  Moving Average 50
21 28 3
2010un 2010 Jul 2010

MACN 12 78 Py Mowinn Suarane @
1 1: 12 19




We're looking at a down swing in Ford [F] at the end of June 2010. The two pink horizontal lines show the price range of the bar before the last down bar. In the article they were using the last bar but I tweeked it to give a more definitive signal in my view. So, any bars after the bar before the last down bar that has price action inside the two pink horizontal bars (price action of the bar we want cleared) are noise. We're looking to get long so we want to enter on the first bar that clears on the up side. If we were going short we'd look for the first bar to clear to the down side after a sizeable run to the up side so this is basically a reversal indicator. You'd want to enter on the first clear bar and no later than the second clear bar. This is the tricky part because how do you know the first clear bar will clear? Well I usually wait until the end of the day and watch like hawk. Around 3:50pm 10 minutes before the market closes I put my buy or sell order in according to the direction I'm trading. The chart below shows what happens with the rest of the move.

[image: image3.png]F (Ford Motor Co)
0ct 28 2010 12:00:00

Price History Moving Average S0 Moving Average 200 Moving Average S

© FreeStockCharts.com

15.00

13.50
13.00
12.50
12.00
11.50
11.00
10.50
10.00

the bar before the last down bar

Volume  Moving Average 50

200.0M

MACT 12 75 Fvn Mavinn Suaran: .
17 S5 T5%6 2 o 16 23 30 713 20 27 4 B oo
202010 Jul 2010 ‘Aug 2010 Sep 2010 Oct 2011




As you can see we got a nice swing higher, as you can also see we got a pull back. You could have held on or set up a short clear trade. Your exit if your being cautious is the last bar that makes another high and your entry on the short side would be the first bar that clears the bar before the last up bar. Look at chart after chart and you will see these set ups. I use this method a lot, so I can speak for it's worth.... It works. Like any indicator it doesn't work 100% of the time, but nothing does. You want indicators with the highest possible chance to work. In my experience (ans it's limited) it works about 85% of the time, you don't get much better than that. Look at a few charts and decide for yourself. If nothing else it's worth a look!

Summary

Tests show that noise occurs about 47% of the time in nearly 600 stocks, and 40% of the time in 100 exchange traded funds (ETFs). The lower noise in ETFs may be due to frequent gapping, forcing price bars "clear" of any congestion region and appearing to trend more often.

Stocks and ETFs with low noise trend the most, suggesting that they represent the best trading vehicles for swing traders. 

Just because a stock or ETF has low noise does not mean it trends upward or downward consistently. Frequently, you see tall swings up and down in straight-line runs.

I also found the following to be true.

· Bull markets tend to be noisier trending up, and bear markets are noisier trending down. 

· ETFs trend more than stocks. 

· Weekly data is noisier than daily data. 
Background

Ron Black wrote an article in Technical Analysis of Stocks & Commodities magazine, October 2010 titled, "Using Noise." In an earlier article (September 2010, "Getting clear with short-term swings") he discussed his "Clear Method" to determine when a short-term trend changes. In the October article, he uses the Clear Method to detect noise. 

The Clear Method

The Clear Method uses the lowest high and highest low to determine when two price bars do not overlap. When they no longer overlap, they are "clear" of one another, and the trend changes from up to down, or down to up.
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It's easiest to understand the Clear Method using an example. The figure above shows price moving lower in a downtrend. It bottoms in the middle of the left panel, but what's key is the high on that day. That high price is below the prior highs that formed the downtrend. It's the lowest high.

When price climbs enough so that the low is above the lowest high, then the trend has changed from down to up. In other words, the highest low is above (clears) the lowest high. I show that with a green line. 

The right panel is similar only it applies to up trends. When the lowest high clears the highest low, the trend is said to change from up to down. Again, the green line shows this.

Enter Noise

The "Clear Method" is used to determine when noise occurs. If, in an uptrend, price makes higher lows, it is trending upward. When it stops making higher lows and before a "clear" trend change occurs, noise takes the place of the trend. 

In a downtrend, price makes lower highs. When that stops happening and before a trend change from down to up occurs, noise sets in. 

In the above figure, the three bars on each panel with a green line drawn through them are the noise bars. I show them in magenta.
On the left panel, the three magenta bars have highs above the clear bar, but they are not yet clear of the lowest high, so they are noise. When the highest low happens, the trend changes from down to up and noise ends.

On the right panel, the three magenta bars have lower lows than the clear bar, but they are not clear of the lowest high. They are noise bars. When the lowest high occurs, a new trend begins and noise ends.

Methodology

I tested the Clear Method as if each clear bar was a buy or sell signal following these guidelines. 

· Duration: March 12, 2001 to October 1, 2010, but not all securities covered the entire period. This period showed the S&P 500 index unchanged although two bull and bear markets occurred during the duration. 

· Using 554 stocks or 88 long only ETFs. 

· Stocks below $5 at the time of purchase were excluded. 

· Commissions were $20 round trip ($10 buy and $10 sell). 

· Investment of $10,000 per trade. Profits or losses were not reinvested. 

· Buy or sell at the open the day after price goes clear. 

For the noise test, I used the following.

· Duration: March 24, 2000 (Bull market peak) to December 21, 2010. Not all stocks and ETFs covered the entire range. 

· Using 554 stocks and 88 long only ETFs. 

· Almost 1.6 million lines (price bars) used. 

Clear Method Results

Ron Black did not claim that his Clear Method could be used as a stand-alone trading system. However, I tested it anyway. The following table shows the results for the Clear Method.

	Description
	Average
Gain/Loss
	Average
Max
Drawdown
	Average
Max Hold
Time Loss
	Win/Loss
	Average
Hold Time
	S&P 500
Index

	88 long ETFs, daily
	-0.2%
	2.6%
	2.8%
	39%
	10
	-1.9%

	554 stocks, daily
	-0.1%
	4.6%
	4.6%
	37%
	13
	-1.8%

	554 stocks, weekly
	1.6%
	10.4%
	10.1%
	40%
	69
	-2.1%

	88 long ETFs, weekly
	2.0%
	6.6%
	6.7%
	46%
	73
	-1.5%

	Short Sales Below

	554 stocks, weekly
	-1.1%
	
	
	32%
	55
	-1.8%

	554 stocks, daily
	-0.3%
	
	
	35%
	11
	-1.6%

	88 long ETFs, daily 
	-0.2%
	
	
	36%
	8
	-1.6%

	88 long ETFs, weekly 
	-0.1%
	
	
	30%
	49
	-2.2%


Notes:

Average gain/loss. Per trade average gain or loss, expressed as a percentage.

Average max drawdown. Maximum peak to trough drop for each trade, averaged over all trades.

Average max hold time loss. How far below the buy price the security drops during the trade, averaged.

Win/Loss. Ratio of winning trades to all trades, expressed as a percentage.

Average hold time. Average trade duration.

S&P 500 index. How the index faired for the duration of each trade, averaged over all trades.

The Clear Method works best on the weekly scale. The win/loss ratio is 46% for ETFs and 40% for stocks. Tests on daily data show ETFs winning 39% of the time and stocks winning 37% of the time (long trades only). Short sales win less often, 36% for ETFs and 35% for stocks, both using the daily scale. 

The average gain for long only trades is best on the weekly scale: 1.6% per trade for stocks and 2.0% for ETFs. None of the short positions (daily or weekly, stocks or ETFs) were profitable. The table shows the drawdown and hold time loss except for short sales, which were not calculated. 

Noise Results

The following table shows how often noise occurs in stocks and ETFs.

	Noise
	Stocks
	ETFs

	Daily data
	47%
	40%

	Weekly data
	48%
	45%


ETFs have less noise than stocks, but that could be due to excessive gaps that occur in many ETFs. Price bars that gap have a tendency to "clear" sooner than those that do not gap.

Additional tests splitting the duration into bull and bear markets shows that:

· Bull markets tend to be noisier trending up, and bear markets are noisier trending down; 

· ETFs trend more than stocks; and 

· Weekly data is noisier than daily data. 

-- Thomas Bulkowski

