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Figure 3: Bollinger Squeeze and Subsequent Bearish Breakout

the upper and lower bands shows that Hyflux was trading with
high volatility. However in April, Hyflux started trading sideways
and as a result, the upper and lower bands contracted and
squeezed together, indicating the occurrence of the Bollinger
Squeeze. A Bollinger breakout then happened when both bands
suddenly diverged with the price hugging the upper band thereby
triggering a bullish signal. The reverse is true for a breakout to
the downside. This is illustrated in Figure 3 where a Bollinger
Squeeze was formed in April, with the subsequent bearish break-
out happening on April 23.

RELATIVE STRENGTH INDICATORS

We can further enhance the Bollinger breakout after the Bollinger
Squeeze with another indicator, thus increasing the probability of
making a trade in the right direction of breakout. One popular
indicator that can be used together with the Bollinger Squeeze is
the Relative Strength Index (RSI) that was developed by J Welles
Wilder. The RSI is a powerful indicator used to measure the veloc-
ity of the price movements, and the values are calculated based on
the number of days that the price closes up and the number of

Figure 4: Use of Bollinger Squeeze with RSI indicator

days that the price closes down over a certain period.
In this article, the period used is 14 days as originally proposed
by Wilder. Let us re-visit the earlier chart (Figure 2) that features

Hyflux where a buy signal was generated by Bollinger Squeeze on
the April 25. An analysis of the RSI indicator shows that the RSI
was well supported during the Bollinger Squeeze and was trend-
ing upwards as the price approaches the Bollinger breakout. This
signifies that the price action remains firm throughout the
Bollinger Squeeze and it grew in strength as breakout came beck-

“... the one factor in the
stock market that has not
changed since its
establishment is market
psychology - fear, greed_
and hope remain the main
culprits of high volatility in
the stock market. “

oning. Figure 4 shows the chart of Hyflux using the RSI indicator
in conjunction with the Bollinger Band.The scenario of combining
the RSI and the Bollinger Band in our analysis can be easily cap-
tured by using an automated software programme such as the
ChartNexus XPertTrader (www.chartnexus.com) that can be
used to automatically screen the whole market for stocks that
have Bollinger Squeeze together with the RSI trending higher.

This article has highlighted the importance of understanding
the volatility of the stock market in order to make profitable
trades. A powerful indicator such as the Bollinger Band is widely
used to identify buy and sell signals based on two applications.
The first involves using the bands as support and resistance with
the second involving looking for a Bollinger Squeeze followed by
a Bollinger breakout. Combining the Bollinger band with the RSI
indicator also significantly increases the probability of the signal
being valid. SI
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