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Volatility Breakout systems are designed to take advantage of sharp jumps in price action. The 
trader is not concerned with forecast or analysis; he is only concerned with the immediate price 
action after a breakout. 

Characteristics. 

I measure the characteristics or conditions of volatile markets by the difference or spread 
between two moving averages, percent rate of change, gap openings, or an increase in the daily 
(weekly, monthly) range and my proprietary %C indicator. 

 
Volatility breakout systems are based on the working premise that if the market moves a certain 
amount in one direction, a certain measure in a single direction or a particular percentage from a 
previous price level pointing one way, the odds favor some continuation of the move in the same 
direction for a period of time.  The continuation period depends of the time frame being traded: 
day trade or swing trade for example or and the type of breakout pattern used.   

The most well know breakout methods are day trader patterns. As day traders we look for range 
days: a trading session where the market opens on its low and closes on its high and an intraday 
breakout takes the trader long. Alternately, the market opens on its high and closes on its low and 
an intraday breakdown takes the trader short.  As a natural rule ALL day trading systems exit no 
later than end of day but can exit anytime from entry to the end of day. 

Keeping in mind a sense of proportion, a swing trade breakout system is looking for anything 
longer than a day range to capitalize on.  A range week for example can be defined where the 
open on Monday is at the low of the week and the close Friday at the high of the week and the 
inverse is true for a down range week. Just like the day trader, the swing trader has a breakout 
signal that takes it long or short to take advantage of the range. As a side bar, Monday does not 
need to be the opening day and set-ups for a two or three day range can be used. 

Two primary technical rules. 

So with a breakout system, a trade is always taken in the direction that the market is moving at 
the time. It is usually entered via a buy or sell stop or with trade robots at the orders are executed 
at the market. The bit of continuation that the trader is playing for is based on time-tested 
principle of technical analysis: that "momentum tends to precede price". This working premise 
goes back to technical analyst like 1970's trade advisor Marty Zweig, in that a surge of 
momentum is followed by price. Another rule I have written and expanded upon many times is a 
extrapolation from Elliott Wave Theory: the rule of Alternation, Where the Elli titian uses 
"Alternation" to validate their description of corrective waves, the rule is much more pervasive in 
trading, I have sited that the behavior of the market is one that cycles from rest to motion and 



back to rest. In other words the market tends to alternate between a period of equilibrium (a 
balance in the forces of supply and demand) and a state of disequilibrium or imbalance between 
supply and demand. When the market is not balanced, the trader witness’s increases in 
measurements in the patterns mentioned above. More important to traders, it causes an expansion 
of the high/low range. It is during these periods of expansion that the market is seeking new 
levels. It is this breakout behavior that's causes the system to enter a trade. On the other hand and 
for contrast it is when your TV pundits smile and label the markets with price stability, that the 
market condition is not good for trading.  

Basic Breakout Systems.  
   
There are several ways to create short-term volatility breakout systems. I have compiled a good 
number of them over the years. The different types of systems based on a variety of bands, 
support and resistance, pivots and gap definitions.  
For example my original system %C-DT was a channel breakout, which is simply buying a 
percent of range for the last "N days" plus the high with my %C as a filter.  Another way to 
create short-term volatility breakout systems is to use an inside day breakout pattern where one 
buys the high or sells the low of the previous bar, a 1-period channel breakout is actually being 
used for the trigger. 
 
The most famous long-term breakout system adapted by Richard Dennis originally developed by 
Dick Donchian was the 4-week channel breakout. All breakout systems seem to test profitably 
while some may need some fairly wide protective stops. Naturally some performed better than 
others and a few meet some very high standards.  
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Creative Breakthrough, Inc. (CBI), a registered CTA. CBI offers real solutions to the real issues 
which traders face daily in the high risk / high reward futures and FX markets. Since 1989 CBI 
has provided proprietary cutting edge methods and strategies that rank among the top performers.  

 
HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS. UNLIKE AN 
ACTUAL PERFORMANCE RECORD, SIMULATED RESULTS DO NOT REPRESENT ACTUAL TRADING. 
ALSO, SINCE THE TRADES HAVE NOT ACTUALLY BEEN EXECUTED, THE RESULTS MAY HAVE 
UNDER OR OVER COMPENSATED FOR THE IMPACT OF CERTAIN MARKET FACTORS SUCH AS 
LACK OF LIQUIDITY. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS 
LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN. IN FACT, THERE ARE 
FREQUENTLY SIGNIFICANT DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS 
AND THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING 
PROGRAM. ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THEY ARE 
PREPARED WITH THE BENEFIT OF HIND SIGHT. ALSO, HYPOTHETICAL TRADING DOES NOT 
INVOLVE FINANCIAL RISK. NO HYPOTHETICAL TRADING RECORD CAN COMPLETELY ACCOUNT 
FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING. FOR EXAMPLE, THE ABILITY TO 
WITHSTAND LO SSES OR T O ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE OF THE 
TRADING LOSSES ARE MATERIAL POINTS, WHICH CAN ADVERSELY AFFECT THE ACTUAL 
TRADING RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN 
GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC TRADING PROGRAM WHICH CANNOT 
BE FULLY ACCOUNTED FOR IN THE PREPARATION OF HYPOTHETICAL PERFORMANCE RESULTS, 
ALL OF WHICH CAN ADVERSELY AFFECT TRADING RESULTS.  

 


