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JFC Volatility Stop Indicator

Inputs

The JFC Volatility Stop Indictor, as with other JFC Indicators, has as its principle function the definition of the current trend. In this instance, we are using the trend as defined by this tool as an exit technique rather than one to be used for entering the market.

This indicator will plot a series of small red dots above the price bars or a series of small blue dots below the price bars.

In keeping with our general color convention, appearance of the blue series is indicative of an Uptrend in progress and the appearance of a red series is signifying a progressing Downtrend.

In both above instances, the lines generated by the indicator are used as a point at which to place a trailing stop behind your position.  A trailing stop is an order which will take you out of the market when it is hit. It is called "trailing" because it is moved frequently as the position becomes more and more profitable, progressively locking in a greater profit.

Note:

That when prices are above the Uptrend Volatility Line (UVL) the trend as defined by this indicator is considered to be up. The UVL should be plotted as blue as it defines an Uptrend.

When the prices are below the Downtrend Volatility Line (DVL) the trend as defined by this indicator is considered to be down. The DVL should be plotted as red as it defines a Downtrend.

The market changes from an Up trend to a downtrend when a bar CLOSES  below the plotted UVL. Note that the low of the bar can be plotted below the UVL without initiating a trend reversal to down.

The market changes from an Downtrend to a Uptrend when a bar CLOSES  above the plotted DVL. Note that the high of the bar can be plotted above the DVL without initiating a trend reversal to up.

The unique trend defining function of this indicator is its ability to give the market additional flexibility when an increase in volatility occurs. 

While one may obtain several definitions of volatility, for the purposes of this indicator we will consider volatility to be higher when the range, or distance between the high and low of a bar, increases for each bar. 

As you use this indicator you will notice that as the average volatility of the price bars increases the DVL or UVL reversal lines can actually move farther away from the price bars thus giving the market time and space to work itself through a volatile time period, without subjecting the defined trend to successive, frequent changes which can occur during periods of increased activity and volatility.

If the increased activity is indeed indicative of a trend change the change will be confirmed when the activity is of sufficient strength to actually break through and close above the UVL trend line.   

SENS1 must be a whole number, as decimals used here may result in an unreliable plot. The usual useful range here will lie between 7 and 35, although any whole number can be used. Values of 21 to 28 will be optimal. 

The lower the number used in this input value the more sensitive will be the plot. A more sensitive plot is defined as one which will plot closer to the actual price bars and will not adjust as quickly or as far away from the price bars. A more sensitive setting will result in an earlier exit than a less sensitive plot created by a higher input value. 

SENS2 is also used to adjust sensitivity. In this case, decimal values may be used. In fact, we would encourage you to experiment extensively with fractional values for this input. Small changes in this input can make significant alterations to the resulting plots. It may be necessary for you to use decimal values to achieve the results you desire from this tool.  

As with the SENS1 input, lower values will result in a more sensitive plot while greater values will decrease the sensitivity.

The useful range will be from 2 to 8, with 3 to 6 being optimal. 

Generally, the larger the values for both of these inputs, the slower will be the progression of the trailing stop plot toward the price bars. Traders who take a longer-term approach to trading their market of choice will use these larger values. This particular setup will result in positions that are more likely to take advantage of a longer-term move in the market. 

The benefit of using the longer-term approach is the increased likelihood of maintaining a larger profit for each trade, thus taking advantage of the trading axiom, “Let Your Profits Run”. 

The downside is that the stop, as a general rule, will be maintained at a greater distance from the actual price bars and will move closer to the bars at a slower rate, thus increasing the possible loss on the position should the stop be activated by market action. 

The trade off here is much the same as with any trading scenario, the possibility of increased profits which are gained by the longer term positions carries with it the risk of a somewhat larger loss since the maintenance of the long term position requires the use of a larger, more distant stop. 

Such a trading strategy, properly designed and implemented, would be expected to produce a lower percentage of winning trades with a higher per trade profit. This strategy is more applicable to a less volatile futures contract or stock issue and one in which the trader is expecting a longer term, steady, trending market move.

Conversely, lower values for the inputs of the JFC Volatility Stop Indicator will move the trailing stop plot toward the price bars at a more rapid rate.

The advantage to a more rapidly moving volatility based trailing stop is that the protective stop will move more quickly to reduce the risk being assumed by the position and eventually lock in progressively higher profit levels as trading progresses. 

This strategy is designed to more closely fit the attitude and trading style of the more aggressive, “Snipper” or “Scalper” type trades being used today by short to ultra-short term day traders operating in the volatile stock index futures markets and very active, high value internet stocks. 

Since these markets have the ability to quickly move against the position of the trader it is often advantageous to have a protective stop situation forming on your chart, which will quickly reduce the risk associated with the current position.

The obvious downside to this shorter term trading strategy is the possibility that new positions can be quickly exited if the market makes only a slight corrective move against your position. These short-term corrections against the dominant trend can be brief, but abrupt and violet enough to stop out a position if the trailing or protective stop is too close to the market. 

The key to successful trading using this shorter term trailing stop strategy lies in the formulation of an input combination for the JFC Volatility Stop Indicator that will place a stop in the desired protective area, without resulting excessive “stop outs” as a result of minor corrections in the market. 

As this setup will vary markedly both with the market and the individual trading style of the user, considerable research will be necessary. The trader will find it necessary to examine considerable historical data, adjusting the inputs for the indicator until an acceptable strategy is defined. 
Style

The UVL (Uptrend Volatility Line) is defaulted to blue to match our normal color convention. The DVL (Downtrend Volatility Line) is defaulted to red.

Of particular importance is the Type designation, which must be set to Point. Setting this option to a line will result in an unusable plot.

Scaling

The Scaling for the JFC Volatility Stop Indicator must remain set to Same as price data. Other settings will result in a totally useless plot.

Properties

The properties tab should be set to display the plot in Subgraph one for optimal interpretation.

An alert is programmed into this trading tool which will notify the user when the trend, as defined by this indicator, changes from up to down or from down to up. It is enabled by activating the Enable Alert box.

Objective
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On the above one minute chart of the S&P 500 futures market we can observe typical performance of the JFC Volatility Stop Indicator. 

The input settings for this plot are SENS1 = 21 and SENS2 = 4.0. 

On a color chart the red and blue plots will appear as marked above, with red above the price action and blue below the price action. 

Note how the indicator was able to place appropriate trailing stops behind the market on this particularly volatile day. This stop placement enabled the trader to stay with the extended moves which were present on this day but still take a substantial profit when the trend turned sideways. 

Also of interest is the action of this indicator when the market goes into a sideways move over the noon hour following the rapid late morning rally. Note that the indicator changes positions readily in congestion areas. This is why we strongly suggest that this indicator's best use is as an exit tool rather than an entry technique. 

On the one-minute chart of CMGI below there are several indicators active.
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First, note that the daily trend, as defined by the JFC Market Direction Indicator, is up for the day. 

In accordance with the major trend, a long position is taken after a buy window is opened by the JFC Cluster Indicator and an resistance level is identified by the JFC Entry Point Indicator.

After the long position is established, the JFC Volatility provides protection for the position by maintaining a trailing stop a safe distance from the price bars while locking in a higher and higher profit level as the market moves favorably in the direction of our position.

Again, note that this indicator, when market activity increases and a higher level of volatility is present, will move further away from the price bars, thereby giving the market a little more “room to wiggle” and not get the trader stopped out of a position on a minor correction in the market.

This CMGI chart illustrates a more conservative approach to trailing stop placement which can be used to maintain a longer term position.

Contrast this trailing stop movement of the JFC Volatility Stop Indicator with the performance of the JFC Cluster Volatility Stop Indicator which does not back off in the face of increased market volatility.
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