TRADING MULTIPLE
TIMEFRAMES IN FOREX
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Trading Multiple Time Frames in Forex

Multiple time frame analysis is simply the process of looking at the same pair and the same price, but
on different time frames. Remember, a pair exists on several time frames — the daily, the hourly,
the 15-minute, heck, even the 1-minute! This means that different forex traders can have their

different opinions on how a pair is trading and both can be completely correct.
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One may see that EUR/USD is on a downtrend on the 4-hour chart. As you can see, this poses a
problem. Trades sometimes get confused when they look at the 4-hour, see that a sell signal, then
they hop on the 1-hour and see price slowly moving up. Each forex trader should trade a specific time
frame that fits his or her own personality. Finding the right time frame for your trading is not an easy
task. A Forex trader faces a wide variety of choices when the trading career is started... and choosing
the chart type and time frame configuration is one of them. Also, read the weekly trading
strategy that will keep you sane. How to tackle it and what things should be considered? First, the
time frame choice is connected to your trading style. Here is a list to provide an essential idea:

e In case of a position trader - use higher time frames like a weekly chart

e In case of a swing trader - use intermediate time frames like a 4-hour chart

e In case of an intra-day trader - use lower time frames like a 15-minute chart
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Multiple time frame offers the chance for traders to read what the big money is doing; instead of
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trying to follow someone on TV. It offers the possibility for traders to improve and enhance their

strategy’s performance via better entries, exits, trade management, money management, etc.

What Time Frame Should | Trade?

New forex traders will want to get rich quick, so they’ll start trading small time frames like the 1-

minute or 5-minute charts. For some forex traders, they feel most comfortable trading the 1-hour

charts. This time frame is longer, but not too long, and trade signals are fewer, but not too few.

Trading on this time frame helps give more time to analyze the market and not feel so rushed.

What Time Frame Is Best for Trading?

In the table below, we’ve highlighted the basic time frames and the differences between each.

DESCRIPTION

ADVANTAGE

DISADVANTAGES

LONG-
TERM

SHORT-
TERM
(SWING)

INTRADAY

Long-term traders will usually
refer todaily and weekly
charts. The weekly charts will
establish the longer-term
perspective. Trades usually
from a few weeks to many
months, sometimes years.

Short-term traders use hourly
time frames and hold trades
for several hours to a week.

Intraday traders use minute
charts such as 1-minute or 15-
minute. Trades are held
intraday.

Don’t have to watch the
markets intraday. Fewer
transactions mean less
times to pay the spread.
More time to think
through each trade

More opportunities for
trades. Less chance of
losing months. Less
reliance on one or two
trades a year.

Lots of trading
opportunities. Less
chance of losing months.
No overnight risk

Large swings. Usually 1 or 2 two
goods a year so PATIENCE is

required.
Bigger account needed to ride
longer term swings.

Frequent losing months

Transaction costs will be higher
(more spreads to pay).
Overnight risk becomes a factor

Transaction costs will be higher.
Mentally more difficult due to
the need to change biases.
Profits are limited by needing to
exit at the end of day.

You also have to consider the amount of capital you have to trade. Shorter time frames allow you to

make better use of margin and have tighter stop losses. Larger time frames require bigger stops, thus

a bigger account, so you can handle the market swings without facing a margin call.
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Why You Should Look at Multiple Time Frames When Trading Forex

Many traders use multiple time frame analysis techniques. This can result in a most reliable forex
strategy as it offers the opportunity for traders to understand the market structure in a much deeper
and profound way than any single time frame analysis can do. It offers the chance for traders to read
what the big money is doing; instead of trying to follow someone on TV.
It offers the possibility for traders to improve and enhance their strategy’s performance via better
entries, exits, trade management, money management, etc. Let’s compare this with a single time
frame strategy... the single one offers a very limited view of the market and leaves traders often
confused as to why their setup is failing.

Let’s take a look at the 10-minute chart of GBP/USD at 8:00 am GMT. We’ve got the 200 simple moving

average (SMA) on, which appears to be holding as resistance.

DataI | INDEX |
GBPUSD, 10 min - British Pound vs US Dollar
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Contrary to the expectations, the pair closed above resistance and rose another 200 pips!
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If you had been looking at the one hour chart, you would have noticed that the pair was actually at
the bottom of the ascending channel. What’s more, a doji had formed right smack on the support

line! A clear buy signal!
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The ascending channel would have been even clearer on the 4-hour chart.
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LGBPUSD, 240 min - British Pound vs US Dollar 4 13500
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All of the charts were showing the same price data. They were just different time frames of that same
data. When the market did stall or reverse on the 15-minute chart, it was often because it had hit
support or resistance on a larger time frame. Trading using multiple time frames has probably kept us

out of more losing trades than any other one thing alone.

How to Use Multiple Time Frame Analysis to Find Better Entry and Exit Points

Most traders seem to be able to grasp the importance of using the next higher timeframe to get a big
picture view. But many of them seem to stop there and forget to zoom down to the next lower
timeframe in order to optimize their entries.

As you may know or will soon come to realize, that in forex trading, in order to be consistently
profitable, you must take advantage of every edge that is available. By ignoring optimal trade
execution methods, you are leaving money on the table. So, to realize the best trade execution, you
should zoom into the next lower timeframe than the one you were using and execute from there.
This is a crucial concept to understand. Most traders, on the other hand, typically take the opposite
stance. They will chase a trade until they are filled regardless of how far price has moved away from

their anticipated entry point.
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Now for the exits trades you could set a stop loss and target the very moment that you enter a trade.
The price will either hit your stop for a small loss or hit your target for a nice profit. Sooner or later,
you will realize that the moment that you are in a trade, all your biases will come into play and haunt
you during your trade management. It is one of the most difficult aspects of trading, and each trader
will have to work on an approach most suited to them. For example, you are looking at this chart
below you'll note price that price is looking not too good. Maybe you'll say it's a long-term down

trend because you have lower highs:
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You're still not looking too good, because if we draw a long-term trend line...it's still pointing lower:
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But when you go down to the lower timeframe or rather your entry timeframe, you see this:
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Price doesn't look bearish at all, it looks pretty bullish. Why is that? Because you want to trade with
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the current swing on the higher timeframe. The current swing on the higher timeframe is this portion

over here:
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This is the portion that you want to focus on. It's bullish then on your lower timeframe, you want to
be long. Imagine if you're looking to go short just because you saw that the higher timeframe is looking
long-term bearish, and you're looking to go short on the lower timeframe. Chances are you're going
to get stopped out repeatedly over time. Because you are going counter trend on your current

timeframe. So, you want to focus on the current swing on the higher timeframe.

Trading with Three Time Frames

We feel that this gives us the most flexibility, as we can decipher the long, medium and short-term

trends. What you'll think is, "Okay, maybe | should be looking to short."

Determine Main Trend

The largest time frame we consider our main trend — this shows us the big picture of the pair we want
to trade. For example, on the daily chart below, EUR/USD is trading above the 200 SMA which tells

you that the main trend is UP.

Determine Current Market Bias

The next time frame down is what we normally look at, and it signals to us the medium term buy or

selling bias. Below is a 4-hour chart and it’s clear that EUR/USD continues to have a bullish bias.
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[Data
EURUSD, 240 min - Euro vs US Dollar
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clearly in an uptrend

Determine Entry and Exit

The smallest time frame shows the short term trend and helps us find really good entry and exit

points.
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Multiple Time Frame Combinations

You can use any time frame you like as long as there is enough time difference between them to see
a difference in their movement. You might use:

a) 1-minute, 5-minute, and 30-minute

b) 5-minute, 30-minute, and 4-hour

c) 15-minute, 1-hour, and 4-hour

d) 1-hour, 4-hour, and daily

e) 4-hour, daily, and weekly and so on.
When you’re trying to decide how much time in between charts, just make sure there is enough
difference for the smaller time frame to move back and forth without every move reflecting in the

larger time frame.
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