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Ichimoku Cloud Trading Strategy

The development of the Ichimoku Cloud, or Ichimoku Kinko Hyo, is credited to Japanese
journalist Goichi Hosoda, who, along with his team, spent over two decades perfecting
this trading tool. Their goal was to create an “all-in-one” indicator that could quickly
analyze and provide detailed insights into market charts. And many traders would tell
you they succeeded in their mission.

Welcome to the ultimate Ichimoku cloud trading strategy pdf, where you learn how to
use this concept to get trade entry opportunities.

What is Ichimoku Cloud and How Does It
Work?

The Ichimoku Cloud, developed in the late 1930s by Japanese journalist Goichi Hosodaq, is
a multifaceted technical analysis tool that provides insights into market trends,
momentum, and potential trading signals. Its five main components are:

e the Tenkan Sen

e Kijun Sen

e Chikou Span

e Senkou Span A

e and Senkou Span B

They collectively form the “cloud” or “Kumo.” This cloud is central to the Ichimoku
strategy, as it helps traders discern market direction and momentum.
Here's what the Ichimoku indicator looks like on a chart.

SenKou Span A
Leading Span A

SenkKou Span B
Leading Span B

Tenkan - Sen
Conversion Line
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In practice, there are many ways to interpret the signals of the Ichimoku Cloud system,
also known as the Ichimoku Kinko Hyo indicator. A bullish trend is typically indicated
when the price is above a green cloud, and a bearish trend is suggested when the price
is below a red cloud. The crossovers of the Tenkan Sen and Kijun Sen lines further
contribute to buy or sell signals, depending on their relative positioning and the
overarching trend shown by the cloud.

The cloud’'s angle is another critical aspect of this strategy, offering insights into the
strength of a trend. A steeply ascending cloud often signals a strong bullish trend, while
a sharply descending cloud implies a bearish trend. Additionally, the thickness of the
cloud can indicate market volatility, with a thicker cloud pointing to higher volatility and
a thinner cloud suggesting less.

How to Use the Ichimoku Cloud Indicator?

Using the Ichimoku Cloud Indicator effectively requires understanding its components
and how they interact to provide trading signals. The indicator has five main lines, each
offering unique insights into market trends and momentum.

1. Tenkan Sen (Conversion Line)

This line represents the midpoint of the highest high and lowest low over the past nine
periods. It's faster moving and sensitive to price changes, making it a key market
momentum indicator. When the Tenkan Sen moves sharply upwards or downwards, it
signals strong bullish or bearish momentum, respectively.

2. Kijun Sen (Base Line)

Calculated as the midpoint of the highest high and lowest low over the past 26 periods,
the Kijun Sen is slower moving than the Tenkan Sen. It acts as a significant indicator of
market trend. A price above the Kijun Sen suggests bullish trends, while a price below
indicates bearish trends. The relationship between Tenkan Sen and Kijun Sen can also
provide valuable signals; for instance, a crossover of these lines can indicate potential
trend reversals.

3. Senkou Span A (Leading Span A)

This line is the average of the Tenkan Sen and Kijun Sen, plotted 26 periods ahead. It
forms one edge of the Kumo or cloud. When this line is above the Senkou Span B
(Leading Span B), it suggests bullish market sentiment.

4. Senkou Span B (Leading Span B)

Calculated as the midpoint of the highest high and lowest low over the past 52 periods


https://howtotrade.com/indicators/ichimoku-kinko-hyo/

HowToTrade

and plotted 26 periods ahead, this line forms the other edge of the Kumo. The cloud
formed between Senkou Span A, and B is crucial in understanding market volatility and
potential support and resistance areas. A thicker cloud indicates higher volatility and
stronger support or resistance, while a thinner cloud suggests lower volatility.

5. Chikou Span (Lagging Span)

This line is the current closing price plotted 26 periods back. It provides a historical
perspective, allowing traders to compare current market trends with past price actions.
When the Chikou Span crosses the price from below, it may indicate a bullish trend and
a cross from above can suggest a bearish trend.

Ichimoku Cloud Trading Strategies

The Ichimoku trading strategy encompasses various techniques that leverage the
unique components of the Ichimoku indicator to identify trading opportunities. Here are
some key strategies when using the Ichimoku trading indicator:

1. Trend Identification

Primarily, the Ichimoku Cloud is excellent for identifying market trends. A bullish trend is
indicated when the price is above the cloud, and conversely, a bearish trend is signaled
when the price is below the cloud. The thickness of the cloud can also provide insights
into market volatility — a thicker cloud indicates higher volatility, and a thinner cloud
suggests a lower volatility.

Ichimoku Cloud

2. Base Line and Conversion Lines Crossover

These are generated based on the positioning of the Ichimoku lines relative to the cloud
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and each other. A typical buy signal occurs when the price moves above the cloud and
the cloud turns from red to green, while a sell signal is indicated when the price falls
below the cloud and turns red. Additionally, the Tenkan Sen (Conversion Line) crossing
above the Kijun Sen (Base Line) is a bullish signal, and the opposite crossing is bearish.

Base line and Conversion Line
Crossover Indicating a Downtrend

3. Chikou Span (Lagging Span)

Another unique strategy is to solely use the Chicou Span. This component, plotted 26
periods behind the current price, helps confirm trends and identify potential reversals. As
you can see in the Apple chart below, a bullish signal is noted when the Chikou Span
crosses above the price, and a bearish signal is indicated when it crosses below.

Chikou Span (Lagging Span)

4. Senkou Span Cross

Like the Chikou Span, traders can also use the Senkou Span Cross as a trading strategy.
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Basically, the idea of this strategy is similar to any other crossover between indicators,
such as the moving average crossover strategy. This occurs when Senkou Span A
crosses above or below Senkou Span B. Then, a crossover to the upside is a bullish
signal, and a crossover to the downside is bearish.

Senkou Span Cross

Crossover

5. Kumo Twist

The Kumo Twist is not a widely used strategy among traders. Yet, it is known as a very
effective one. Technically, based on the Kumo Twist strategy, a change in the cloud's
color, from red to green or vice versq, indicates a potential trend reversal. This is often
used as a confirmation rather than a primary signal.

KUMO Twist

6. Breakout Strategy

Another way to use the Ichimoku is to identify breakouts. This breakout strategy involves
trading breakouts above or below the cloud. The idea is to capture shifts in market
sentiment as indicated by the price breaking through the cloud.
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7. Reversal Strategy

Finally, the Ichimoku can also be used to identify trend reversal. Here, traders look for
signals like a Chikou Span cross or a Kumo twist to indicate a possible reversal in the
current trend.

Reversal

Breakout Pullback
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Ichimoku Cloud Strategy (Trading Example)

In these examples, we will focus on trading two market scenarios: trend-following and
reversals. Let's get to it.

1. Ichimoku Cloud Strategy with Key Levels

A very good technique is to identify key levels in the market to determine where to enter
a trade. To do so, you must look for support and resistance levels or supply and demand
zones. The Ichimoku Cloud, in that case, helps you confirm the trend and find suitable
entry levels.
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Here's a practical example using the USD/CAD currency pair in a bullish trend scenario:
Step 1: Identify the Trend

The first step involves identifying the market trend. In our example with USD/CAD, the
price is above the Ichimoku Cloud, indicating an uptrend. The cloud acts as a visual
representation of the trend’s direction, with the price above the cloud signaling bullish
momentum. We can also see that the cloud is fairly narrow, which indicates low volatility
in the market.

Step 2: Wait for a Pullback for Intraday Trend Change Confirmation

After identifying the trend and the market's direction, the next step is to wait for a
pullback to a significant support level that aligns with the trend direction. A pullback
offers a strategic entry point, especially when you've identified a clear key level. Before
entering a buy position, you should also look for intraday trend change confirmation,
which is essentially a technique of switching to other timeframes to get similar buy
signals.
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So, as you can see, when the price hits the Ichimoku cloud and bounces back upwards,
we have a clear signal to enter a buying position. In that case, you can also use the key
levels as a stop loss level in order to effectively manage your risk.

2. Ichimoku Cloud Break — Pullback Strategy

Another effective method to use with the Ichimoku cloud indicator is to look for a trend
change. With this approach, known as the counter-trend trading strategy, you are
anticipating a trend change after the price breaks through the Ichimoku Cloud. Let’s see
how it works.

Step 1: Identifying the Trend Change

First, you must identify a scenario where the price basically crosses the Ichimoku cloud
indicator. When this happens, you get a strong signal for a trend reversal.

Consider an example with the Apple (AAPL) stock chart on a 4-hour (4H) time frame. If
the price breaks through the Ichimoku Cloud and switches to a bullish trend, it signals a
potential reversal.

Now, obviously, when the price of an asset breaks through the Ichimoku indicator, you
can immediately enter a position. Looking at the example above, you can see that the
price indeed reversed and continued to trade higher. However, take note that it is
advisable to enter when the price only when it gets out of the Ichimoku channel,
meaning it crosses the two lines.

Step 2: Wait for a Pullback and Enter a Trade

Another option is to wait for a pullback. This method is particularly effective for long-
term traders who are looking for the ideal entry-level. So, going back to our trade
example, after the price has broken through the Ichimoku Cloud, we can now wait for the
price to pull back to the green Ichimoku Cloud and look for an intraday trend change
confirmation before going long.
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Price pulled back to the cloud

we can expect an intraday trend change
confirmation on a lower timeframe
before going LONG

As you can see, the pullback gives us another confirmation to enter a long position.
Once the price tests the Ichimoku cloud channel and fails to break it, you can safely
enter a position with a tight stop-loss and an excellent risk-reward ratio.

Is Ichimoku Cloud a Good Strategy to Predict
Price Movements?

To sum up, the Ichimoku Cloud consists of five main components—Tenkan Sen, Kijun Sen,
Senkou Span A, Senkou Span B, and Chikou Span—which work together to provide a
holistic view of market behavior. This all-in-one indicator aims to eliminate the use of
any other technical analysis indicators by offering traders the ability to accurately
analyze the markets and constantly receive buy and sell signals.

However, while the Ichimoku Cloud can be a powerful tool for forecasting price
movements, its effectiveness greatly depends on the trader’'s ability to interpret and
utilize its various components correctly. When used correctly, it provides clear signals for
buy and sell opportunities, helps identify trend directions and reversals, and can be
adapted to various time frames and market conditions.
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