TRADING WITH ICHIMOKU KINKO HYO

Whatever the chosen asset, an index, a staayrrency pair oacommodity, the market is the

place of exchange between pers and sellers. Thmnfrontation of these two opposing partiés
represented by the pricevhich variation ishe result of the adjustment between supply and demand
at adefinite time. Thanarketlife is madeof rises, fallor stagnatiors according tcstakeholders
activities whichchartsarethe visualranslation.

The best representation gfrices both in analysis drading is one that uses Japanese candlesticks.
Fora giventime frame the candle gives us the opehgtextreme variation and clef the price. It
isthus easy to seavho the main actors are, either sellers or buyers.

However, this descrifin isincomplete becausé basically shows usnly the inflection points of the
market trend. In casef a reversal signal, it is not possible to accurately assess whaevtiie
magnitude of themovement, or whether it is a correction or.a trend reversal. The only information
given is that the current trend changes.

It is to overcome this "defect" thaboishi Hosada created the Ichimoku Kinko Hyo, published in 1968,
an "indicator" that allows to understand the actual market situation, its paifitsalance andhe
likely price movements targets

| do notlike the term indicator, preferring NJB | dgdernyéas it is considered a sef tools which
used together forrs acomplete system of chagnalysis.

Althougheach componenbf the systentan be interpreted separatelit,istheir interactions that
give all itsstrength and.power, toientify trends anl Support’ Resistancdevels establish trading
strategies and generate input signals in the markehuwiite greatestikelihoodof success.

Thesetting usedsthe original as defined by the designer a@ndariant whatever the time frame
(TF) 9-26-52. With "9" representing a week and a half of trading sessjd@6" is the number of
trading sessiondays inthe Japanese months (in 1968) and "52"is twi2e".

While this tool was developed after the Second World War and without compuiasgd on daily
prices of rice, these parameters are still relevant todayall time framesfrom monthlyto the
minute. They are those used by professional tradetsadingroomsand strategists analysts
worldwide. This is what makes Ichimogo fascinatingalthough it was designed froprice daily
close,the accuracy anéhformations given omther time frames are sometimes amanig especially
over very short TFThis makes it a formidable system for short term trading.

It is also quite useless to "adaptiis sdting on current Westerrirading day<riteria. Do notforget
that the individualtrader isbut dust inthe financial market and that it is highlgcommendedo
observe the samehartsas profesmnals, that is| big hands. To do differently is tdoe exposed to
misinformation, false signals and ultimately to losses.



This readingystem ighus composed of five lines, two of which are synchronous with the current
price; twoothersrepresent the projection of the equilibriunof this market in the fture; and the last
line is theprojectionof the current pricein the past, it is the memorgf the market.

wThe TENKANSENSs construced by adding the highest price and the lowest price in the last 9
periods thendivided by 2 to get the migoint. Exctreme materialized by the shadows$the candles
are considered because those are pritleet have been tradd by the market, in which buyers and
sellers were active. So we should not ignore them.

9 BOUGIES

wTheKIJUNSENS calculated in the same wéyt takinginto account 26 periods

These two lines are drawn as the same tipnieesare changingThe Tenkan, due to its shqreriod
of calculation, i€losestto pricesand sorepresentsthe strength and momentunof the trendby its
slope. Bubecause of its pramity to prices, it can be often crossed by thewhenvolatility is high

Therefore, the Kijun associated withigfarther and serves as the last support or resistance
followinga breakof the Tenkarby prices



-_

-
——

——

—u

—

_I_

-

— -

+*+*l4+*i

26 bougies

R

The Kijun gives us two main informatsn

- The market makes a simple correction in an established trend> the Kijun wilhthessupport /
resistanceand stopprices, sending therbackin-the direction othe original trend

- The market reverses=ripes will break the Kijun on claskhisis THEignal that we willook forto
enter the market.

wTheSENKOU SPANBSA) is the representation of the average between the Tenkan and Kijun
shifted 26 periodsforward;

26 Périodes




w CSENKOU SPANSBSBIs calculated in the same wag the Kijun butaking into account 52
periodsandshifted 26 periods forward.

I'HY‘ITT" il
i iwl ”

|
|
|
, |
52 Périodes | 26 Périodes
|
|
|
|

Theareabetween these two lines is calléde Cloud the originalaspectof the lchimoku.

The first information given is that of the trentd prices are abovthe cloud then the trend is bullish
and vice versa wheprices are below.

The secondnformationis its thickness given by the evolution of the SSA: a thick cloud will be more
difficult to cross for prices and thus to reverse a trend.

The cloud is the heart of the Ichimoku because it allows you to view the current trend of theatisset
a glanceand it embodies the fundamental concept of market equilibrium.

As the cloud is buifrom projectionsof midpointscalculated in the presertime, it displays the
supports / resistances that prices will encounter when thélyreachthis new time zone. The study
of the future cloud therefore has no relevancejtmige the state of the market in the present time.

w ¢ KS [IPANLE)s®knownasChikou Sparis the price line shifte@6 periodsbackward.
No calculation is made: it is the simple representation of current poocedose.




This line is thenarketmemory andwill therefore interact withthe other lines of the systa in the
sameway as the prices will do.

Due D the special calculation of thedelines fidpoints instead of moving averageand their
different positionsin the spacetime (delayed or advanced by 26 periggthe temporal vision of
market changes is very wide and alloavenore accurate appreciation tfe current trend potential.
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Ichimoku all.in one

This reading system has timeain advantage of being instantaneous and invariable in its parameters,
allowingto quicklyassesshe behavior of a market by easily switching from dinee frameto
another.

In atradingsituation, the ideal readingoversthree different time frames

- A long TF foa thoroughly analysisdentification ofkey levels (support/resiance)and potential
targets,

- An intermediate TFEo establish astrategy defining the Target PricBop-Loss andhe size of the
position according to one's money management

- A shortTF to enter/ exit the market and to make sure the trade goes ampldand expected.

Here are a few concrete examples, three ways of trading with the Ichimoku, from the simplest to the
more technical readinghe lastbeing bettersuited tovery short termtrading

A) SIMPLEEXAMPLHNTRADAY

Hereis a tradethat can take place over several hours without having to watch the screen
permanently

The firstscreen ofanalysis is the Daily indicating a bearish interesting opportioftgrt 2.1)
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Chart 2.1- DAILY

After a doublebullish signal given by the breakthe Kijun prices rse to thecloudwhich acts as
resistance. At the same tintbe Lagging Span refuses to break its own Kijun. Jinees fall back
and give a sell signal withbearish brealof the Kijun. The Lagging Span confirms this informdiijon
crossingts pricesandthe Tenkanlt is freeto fall.

However therising trend line connecting recent lowamains on the way andouldact assupport.

The trading idea is to sellith this support as targetThe break of the Kiju having beenested by
the shadowof the candle in progress, tharicedecline is inevitable at least to this level.

The second intermediate scre@used to define atrategy more precisely. Here we choose the 240
minutes time framgchart2.2)

Chart 2.2 240 minues (H4)

The downward trend is very clear argalidated bythe Lagghg Span which crosséd Kijunand
SSHEgreen ellipse).fcescrossed the thin cloud and thus confirmed the downtreNdte that the



Lagging Span entered its clolg breaking the SSBs it is well known in technical analysis, a break
has to be tested in order to be confirmed. Hetf@s test occurs withthe blue candle in progress.

The strategy is then to enter a short position on the level of the(BI8B dashed lines) witthe
trend line as targetand a stoploss placed above the SSB.

The lasscreen ighe 60 minutes time frame (chart 2)3whichis used to manage the tradéhe entry
istriggered on the second correction candidichmakes a lower high point, confirming the
downwardprice determinationOn thistime frame the StopLoss isetabove the Tenkan.
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Chart 2.3 60 minutes (H1)

If it were placed from a strictlichimoku technical point of vievit, should besetabove the Kijun
becatse it is the break of this linehichwould invalidate the fall. But the risk reward ratio becomes
insufficient. In addition, you may noti¢kat the Tenkan playperfectlyits role ofresistanceThus

this line is preferredor a passible invalidation because itdas'short term" trade.

Let@seethis positon onithe strategy screen Héhart 2.4) the Stoplossappears to bevell above
the SSB, whichiis perfect. The lifétke profit) is the trend line whicls inthe continuation ofthe
cloudbottom andthe Kijunon theleft. The market wi inevitably stop on thisevel.
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Chart 2.4 H4

Finally, thetrade which lasted thredhourswas closed a few points from the support on clos¢hef
third red candle. Acorrection is expected, it is best to geut and take theprofits. (Chart2.5).

Chart 2.5 H1

Moreover, the Lagging Span almost reached the bottom of the dte(chart 2.6jith the shadow
of the candle concernedt will always be very wise to place limit orders leaving some points to the
market.

Notice that the secod bluecandle on which theentry positionwas made, ended asrad candle
(chart 2.2 & 2.6)The downward validation was perfect.



Chart 2.6 H4

This type of tading is also valid omlonger time framesuch as weekly, daily and & swing
trading.

But it is alsgossible to lave this kind of simpleeading tomanagetrades on shortetime. Wewill
then choose the H4{11 and 15ninutes timeframe or evenfasterwith H1, 15minutes and 5 minutes
charts.

In the latter casewhile keeping the basic readisgmplicity,| prefer to use a slightly more thorough
system that provides a more detailed reading ofithe market and enables faster thinking, better
related © the unit of time over which the trade is executed.

B)ADVANCEBXMPLEbelow 60 minutes

Even thoughonés a shorterm trader, it is highly recommended look at the assebn adailytime
frame in order toget anoverview of the market and especially to identify possible key levels that
could be decisive in strategizing.

Looking at chart 3.1, we notitkat prices have given a new bullish signal byakneg the Kijun. But
the cloud acts s resistance, deping prices within, aign of indecisiomegarding the continuatioof
the movement.



Chart 3.1- DAILY
Here, twokey levels can bebserved:

- The Kun which wasroken on the upsidandtested now acts asupport:and prices will raain
bullish as long as they remaitbovethis line

- The SSB in the continuationthe Kijun (lef) is resistance as prices are within the cloud.
Thetrend willtherefore be given by the crossing of one of thetseo levels

By looking aH4 screen(chart 3.2) the indecision is clearly expssed by the Lagging Span which
remains inside itsloud andoy. prices stayingelow the Tenkan which has to be broken in order
resume the uptrendstarted bythe break of the Kijun.

Chart 3.2 H4
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On the 60 minutes chart (3.3)rices got out of theloud but the Lagging Span is hampered by
candles. No confirmatioaf the bullish trend on this time frame.

Chart 3.3 H1

Now, ifwe project the cloud and Kijun H#h this Hlchart, we have a different vision pfice
movemens. (Chart3.4)
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Chart 3.4 H4 projected on H1

At a glancewe immediately appreciatevhy the doublebearishbreakout of H4 Kijun (green) and H1
Kijun plue overlapped was a weak signéled rectangle)Indeed, prices quickly find theselves on a
double support with theDailyKijun @otted line) on the saméevel aghe H4 SSB. And although they
managed to crosthis support the thickness of théH4 cloud combined withthe H1 cloud
immediately belowwasnot an indicationfor a further decline.
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Smilarly, looking at candles fromshorter time frame (here H1) on a longer time frame (here H4),
we better understandvhat the markettells us candleswith small balies anda single bearish candle
countered immeliately behind meanedlersare not preseniyiolet rectangle)

Thenpricesriseafter anew bullish signak given by the break dfi4 Kijun +H1 S$Baduallyalong H1
cloud.These latter actassupport untilthe horizontal break of the Kijun H1 atitk exit of the cloud

By boking ata shorter time frame (15minutesyve can see the stely increase in prices observed o
H1, with the Kijun in support identical to tlboud andthe Tenkan on H{chart 3.5)
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Chart 3.5- 15 minutes

Thenby projectingthe H1 time frameover this 15 minuteshart, it is interesting to see the Lagging
Span 15rmutes(bluedotted line) stopped byhe H1 Kijun(green line): prices are kept the H1
cloud with thel5minutes Kijun asupport (Chart3.6)

12



Chart 3.6- H1 projected on 15 minutes

Thus, the facof combining two different time framegon the same chart givestsetter
understandng ofthe activeresistance®n different time frames.

Now, (chart 3.7 if we add the H1 LagginSpan (dashed red line at the far left of the chast® get
another usefuinformation: this lineis going to meet thd5 minutesKijunas resistance (ellipsa.
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Chart 3.7- H1 projected on 15 minutes

And you can see that even if prices break ti@jun(right side of the chart}his level is too low for
the Hl1lLagging SpafaYo confirm the break while the 15 minutes LS willidate the riséb).

This "double" validation is especially necessary whemtbeement of the asset is uncertain

On thislast chart(3.8), thetwo Lagying Span confirrthe upside movement of thpriceswhichhave
broken ther Kijun
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Chart 3.8 H1 projected on 15 minutes

This projection system that may appear complicatie@ppreciate at firstis a major asset farery
short term trading.

For examplepn this 5minuteschart(3.9)

Chart 3.9-5 minutes

TheLagging Span Beaking itKijun,thus giving abuyingsignalbut prices are neutl (in the cloud)
or bearish (belovtheir Kijun).

But if we look at the samehart (3.1Q with a projection of thel5 minutestime frame we see that
the 15 minutes Kijun acts asipport forprices thereforehey cannot fall.
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Chart 3.10 15 minutes projected on 5 minutes

It's then necessary to look at a shorter tiftame: 1 minue chart (3.11)

Chart 3.13'1 minute

Here the situation appears more clearly with prices still betlogir Kijun and their clodiand the
Lagging Spanis below d®ud. This isnhorizontal range without buying or selling signal.

By projecting thés minutestime frame on this 1 minute chart (3.12)
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Chart 3.12 5 minutes projected on 1 minute

We can observe thaprices reached the Kijubminute withthe Kijun5 minutes aseinforcement
above.And theLagging Spanrinute is stopped by the Kijukh minutes.

A projection of the15 minutestime frame on this same chaitminute (3.13)gives anotheriew:

X

Chart 3.13 15 minutes projected on 1 minute

We better understandwhy pricedail to dropto the bottom of the cloudbminutes seerabove
(3.12: the Kijun 15ninutesactsas strongsupport.

Naturally,we can also observiese configurations on different screean each time frame.
Projecting one time framever each dber allows faster reading afiovements and especially tast
analysis of thective differentsupports andesistancesand how pricesnteract with them We thus
get a better "feeling'bf the market because it shows short teiwandlesacting with longer term
supports and resistances
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C)ADVANCED TECHNICS ON SHORT TIME FRAME

Whiletradingon very shorterm basis it isalso possible to adttaditional indicators. Bube careful:
too many could distorthe analysisnd slowthe reasoning / decision process.

In my trading | use the RSI 5 rated at 38da@2 as confirmation of buy @ellarea. | do not have the
traditional reading of overbought / oversold thebuld be easily read witthe movements and body
of the candles.

| sometimes projecEibonacci extensionghart 4.1) especidy after a correction, to find out the
potentialmovement relative to anapparent Ichimokudevel
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Chart 4.1- Fibonacci

Onthe 1 minute chartwith the 5 minutesprojection (4.1 & following charts)prices are trying to
cross thethin 1 minute cloud. On the left side, the Lagging Spas to breakboth Kijun 1minute
and 5minutes

A first upward movement occurred frorhé low point validated by the break two Kijun by price
Then a corrective / consolidan happenedon the Kijun 5 minutewhich acted asupport,
confirming the bullishmomentum.

Sol positioned a Fibonacci extension in order to determine which Ichimoku ldvaelgdsbe
considered aatargetas soon as pricagould beout of their cloud.

The first interesting levas the 50% that corresponds the bottom of cloud 1 minut¢SSBinthe
continuation oftwo Kijun (left sideandon the rightside,this levelis alsothe bottom of the cloud 5
minutes Prices arevery likelyto stop on this level.

The second level the classic level of 0.618.
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I do not takemmediatelyinto account theother ratiosbecause prices must first penetrate the 5
minutescloud beforeconsidering these ratioas potential targets.

Moreover the Lagging Span must cross the two Kicimart 4.2) the 5 minutes Kijurigreen has
alreadybeen broken.

Chart 4.2
The break of the 1 minute Kijushould follow. This will be the sigrtal buy.

The Lagging Span valtdspricesupside movement{(chart 4.3)

Chart 4.3

The entry is made on the candle which gets out ofc¢loeid followinga rebound orthe Tenkan by a
bullish engulfing candle
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The StogLoss isetbelow the Kijun Bninutes and SSB 1minuta the samelevel aghe lowest point
of the shadow of the doji which resuméige bullish momentum.

The limit order is se4 few points belowthe 5 minutesSSB

Usually onveryshort termtrades alimit orderis not needed as one is supposed to follow the trade
in front of its screen.

Finally, on this chaywe note the presnce of a twist that the Lagging Span needs to cross in order to
reach the target expected-hisis what we will closely watch duriripe progress of the trade

Chart4.4

TheLagging Span stops @8 twist at the same tim@rices reachthe bottom of the5 minutescloud
(resistance.
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Chart 4.5

After three bullishcandles andhe RSI reversing on.theviel of its previous higést point, thetrade
exitis planned on close of the 1 minute candldis trade resulted ia gain of 19 points.

Chart 4.6

The upward movement is completgrices could not enter the 5 minutes cloud on a second try and
reversesharply by breaking the 1 minute Kijun afiall towards the Kijun which ihen broken. A sell
signalis given But as we can observe, there is a double supfoninutes Kijun + 1 minute SSB)
close by. So we don't enter a short trade as the risk rewatid is not worth it.
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Chart 4.7

On this screen whickhows theend of the movement, we can see that priceere hamperedn the
Fibonacci level of.818 before correcting tthe'5 minutes Kijunvhich heldassupport. After a long
consolidation orthe 1 minute Kijun a new hullishimpulse occurred. The targef the initial limit
order has been achieved and exceeded up to the level of FibonaccivitaRimplied a coming
correction.

Through thee examples, | wanted to shativat this kind of market anasys and readingystem is
complete regardless dhe time frame on which oneperates. However, on very short time framé
may $metimes be wise to complete one's visiongpjecting another timeframe orby looking at
another indicator But it is.uselgs to "put too much'other indicatorsexcept to blurthe essential
information given clearly by the Ichimoku:

Thistool could be usefuboth for the novice trader because it requires little kniedge in technical
analysis as well der the more experience trader who will finda greatfield of possibilities

However, apowerful as thistechnical tool isit will not enable ongo becomea successful trader
without agreat discipline in the application of strict rulesaccordance with a well defindgchding
plan and aconsistent money management.
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