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Foreword

I first heard about Justine through my adoptive father, who attended one of her technical analysis classes on Sydney’s North Shore several years ago. I was interested in meeting Justine and wanted to find out more about her and her trading. But it was not until 2006, when I was searching for traders to interview for my first book (Real Traders), that I finally had an opportunity to meet Justine. I contacted her when I learnt that she had experience in trading contracts for difference (CFDs), and was delighted when she agreed to be featured in my book on the subject.

One of the things that stood out for me after my first meeting with Justine was the fact that she’s so thorough and meticulous. I must admit I was not expecting her to show me all the spreadsheets, charts, indicators, templates and trading tools that she had developed herself over the years. I didn’t tell her then, but of the many traders I’ve met and interviewed she’s the only one who readily and openly shared the details of her trading methodology.

Since that first interview, Justine and I have developed a close relationship at various levels — I regularly call her to exchange trading ideas, and at times I ask her for media commentaries. Sometimes I consult her on specific trading strategies and pick her brain on various trading situations. In a way, we share a virtual mentoring/sharing arrangement, which I believe is vital in every trader’s journey in dealing with the markets.

Over the years Justine has mentored hundreds, maybe even thousands, of traders and would-be traders. I believe those traders have benefited greatly from Justine’s experience, generosity and willingness to help others become successful in the markets.

Just like in her mentoring and coaching programs, Justine tells it how it is in Smart Trading Plans. You really have to appreciate the fact that everything she’s written is drawn from her years of experience in dealing with the markets. She doesn’t try to make trading look easy—instead, she openly and honestly admits that trading is tough. It takes courage and discipline, especially during the hard times, to ensure that you stick to your trading plan. To receive this advice from someone with years of experience who is actively and profitably trading the markets is very valuable.

Justine says that she can give you all the necessary tools and information about the market and trading strategies, but in the end whether you become a successful trader or not will depend on you alone. You will need discipline and determination to succeed, and this book on getting your smart trading plan together will set you on the right path.

This book is not just about making money —it is a blueprint for ongoing wealth creation and a guide to help you focus on your goals and overall lifestyle plans.

Don’t let the title of this book deceive you —it is about more than coming up with a smart trading plan. Justine shares many of her personal trading tools, trading routines, techniques, market evaluation processes and analysis methodologies. Again, what makes this stand out from other books is that you can be sure that Justine is sharing everything based on her trading experience. She’s not afraid to admit that not all her trades are winners. She openly shares her performance results over the years, and most recently from a CFD trading competition where she managed to generate a return of 82.5 per cent over an eight-week period.

One of the outstanding quotes I remember Justine giving me in an interview was about stop losses. She said, ‘Stop losses are my lifeline in the market’. This demonstrates how important risk management is for Justine, and it is no wonder that she dedicates three chapters in this book to emphasising the importance of risk management in your trading.

This must be one of the most inspiring and challenging books on trading and understanding the markets. As Justine said, trading is psychological, and I’m sure you will also come to a better understanding and appreciation of yourself once you’ve read this book.

For those who want to get started in trading but are not quite certain where and how to begin, this book will give you all the basic and important guidelines you will need to make the best possible start. For those of you who have been trading the market for a while but are still trying to figure it out, this book can help you unlearn some of the bad habits you’ve picked up along the way. It will also come in handy in reviewing and re-evaluating your trading plan and strategy. And to those who have been in the market for so long that they think there’s nothing else to learn, you may be surprised at the wealth of wisdom and knowledge you will find in this book.

Wherever you are in your trading journey, this book will definitely give you a smart push to bring your trading to a higher level.

Eva Diaz

Author,

Real Traders, Real Lives, Real Money





Introduction

A trading plan is your road map in the market—without it you will get lost

When I first began trading the markets for a living, it was nothing like I’d anticipated. I remember dollar signs flashing in front of my eyes — I expected to make large profits and thought it would be easy. I was attracted to short-term trading, thinking the faster and more regularly I traded, the more money I would make. Boy, was I wrong. The reality was very different. It was the most challenging career decision I have ever made and one that was full of self-discovery, discipline, confrontation and going beyond what felt right. In the end, it was also one of my best career choices once I discovered the secrets to trading success —which is all about having a sound trading plan and adhering to strict money management rules.

When publishers from John Wiley & Sons approached me to write this book, I was very excited. As a true believer in the importance of a trading plan, I teach a course called Smart Trading Plan & System Development, which revolves around the development of your own personal trading plan. I knew that writing this book felt right, and through it I would be able to get my message about the importance of a trading plan out to more people. Most importantly, this book will teach readers what I believe should go into a trading plan. It’s one thing to realise that you need to have a trading plan, but another to know where to start and what to put into it.

I have a background in business and marketing and have been involved in the development of business plans. This knowledge and experience assisted me in developing my own personal trading plan. I styled it on a business plan and adapted it to suit the business of trading.

I then converted my trading plan into a template that I have provided to my clients for many years to assist them in completing and developing their own personal plans. As a special bonus for purchasing this book, I am making this Smart Trading Plan Template available to you to download for free. The template is a Microsoft Word document, ready for you to download and work through as you read this book.

To download the template, please visit <www.smarttrading.com.au> and click on ‘free book bonuses’. There is also a free Position Sizing Calculator available for download, discussed further in chapter 14.

Who am I?

You may already be familiar with me from my interview in the book Real Traders, Real Lives, Real Money. Eva Diaz interviewed me for this extraordinary book, based on the lives and experiences of some of Australia’s most successful and profitable CFD and FX traders.

I’m a private Australian stock market trader, trading mentor and author of a range of training courses and programs. I not only trade the markets, but enjoy educating budding traders in getting started and improving their skills and knowledge of the markets. You can find out more information about me by visiting my website <www.smarttrading.com.au>.

I was introduced to the stock market by my grandfather after I left high school in the early 1990s. It was not until the end of 2000 that I made the decision to leave my full-time job and trade the stock market for a living. I can’t say that my first year of full-time trading was very successful. I traded a lot of different instruments, tried a lot of different styles and experienced the crash in the markets after the events of 11 September 2001. So I know that learning to master trading can be very challenging. It’s a topic that is full of overwhelming information and it is always hard to know where to start.

I use technical analysis to make all my trading decisions and I cover this topic in chapter 3. I taught myself how to trade over many, many years and have spent vast amounts of money on my trading education (some of it well spent and some not). It took some time before I finally found the mentors whose styles appealed to me. I then went about developing a style that suited me and continually refined it until it was both simple and mechanical.

I like the mechanical approach to trading and use two systems — a medium-term daily system and a long-term weekly system. My approach is very simple and is all based around trading trends and using strict money management rules to follow the golden rule of trading, which is to let your profits run and cut your losses short. I provide more information on my trading systems in chapter 24 and describe some of my trades from the CMC Markets trading competition in which I achieved an 82.5 per cent return in eight weeks.

I use a charting program called MetaStock and make use of a mechanical filter to scan for entries and a trailing stop-loss indicator for exits. I also incorporate a range of money management techniques to size my trades, manage my maximum open-market risk and boost my winning positions through pyramiding. Charting software, risk management and trading instruments are covered later in this book.

I mostly trade the Australian market through shares and contracts for difference (CFDs) and from time to time I trade the US markets when the opportunities present themselves.

Who is this book for?

If you want to trade like a professional, your first step is to take the time to develop your own personal trading plan.

I have written this book for all traders, whether they are just starting out and looking for a place to begin, or have already been trading and want to set some clear foundations in place by developing a trading plan. Others may want to refine their trading plans to ensure they have covered everything. No matter where you are with your trading, you need to have a plan. Every successful trader has a trading plan — that is what makes them successful and distinguishes them from the amateurs in the markets. If your goal is to be a successful trader (which I know it is because you are reading this book), then you must have a trading plan.

Completing a trading plan is a big task. It’s easy to put it off and say you’ll do it later, but it is a lot of information to carry around in your head. By taking this information out of your head and writing it down, you are giving your trading perspective, focus and clear guidelines. Plus, you are relieving your mind of the stress of trying to retain all that information and allowing more knowledge to come in. It is well worth the effort and you will feel much more at ease as you move forward with your trading.

About this book

There may be some terms that I use throughout this book that you do not understand. I explain most of these terms as they come up, but to assist you further, I have provided a glossary at the end of the book so that you can look up any terms I mention that you are unfamiliar with.

This book provides you with all the foundations required to complete your own personal trading plan. I can’t stress enough the importance of taking the time to do this and that is why I am offering you my Smart Trading Plan Template as a special bonus to assist you in doing so.

In order to get the most out of this book, I suggest that you work on a section of this template as you complete each chapter of the book. It will make it a lot easier to complete and it won’t feel like such a big task later. You may decide to read the entire book first and then go back and focus on completing your trading plan by re-reading one chapter at a time. Be aware that (at first) your trading plan will be a work in progress and you will continue to refine it as your knowledge grows.

This book covers all the sections that you need to include in your trading plan. From part II onwards, each chapter is dedicated to a specific section. The sections that need to be covered in your plan are:


	goals and objectives

	trading structure

	trading tools

	trading style

	trading indicators

	risk and money management

	market exposure guidelines

	trading systems (including your set-up and trigger criteria for each system and exits)

	trading routine

	trading performance and analysis

	contingency plan for all worst-case scenarios

	personal trading rules.



Within these sections there are a range of subheadings that you will need to cover. For example, the first section of your plan will look something like this:


Goals and objectives

Why am I trading?

Goals

Trading edge

Trading returns and objectives



I discuss each of these subheadings and assist you in completing them. Throughout the book I put forward a series of questions for you to think about that will help you to complete that subsection. I also provide information to guide you in making important decisions, such as selecting your trading style.

As I discuss certain elements, I provide examples of what a long-term trader may put into each subsection of the trading plan. These examples are a guide only and are collated in appendix A at the end of the book to show you how a sample trading plan may look on completion.

Each chapter ends with a ‘smart action step’ that will guide you in what you need to do to complete that section of your trading plan.

I am looking forward to assisting you in becoming a SMARTER trader and guiding you in completing your own personal trading plan.

[image: image]

Justine Pollard

Private trader and mentor <

www.smarttrading.com.au>





Part I

Your business of trading





Chapter 1

Trading is a business

The oft-quoted statistic is that 80 per cent of traders fail to make money in the markets. One of the reasons such a high percentage fail is because many traders do not have a plan — they trade the markets blindly with no focus and no clear guidelines. Trading is a business and in order for a business to survive, it must have a plan.

When you trade the markets, you are putting money at risk with the goal of achieving a profit, just like any small business. So you need to treat it like a business and have a plan that sets out how you are going to manage it. In essence, this is what this book is all about. It’s about teaching you to be a sound businessperson and the steps you need to take to develop your own personal trading plan.

A trading plan is very personal and individual. We are all different and what may suit one trader will not necessarily suit another. As a trader, you are totally responsible for your own decisions and actions in the market, so your plan needs to be unique. It needs to reflect your personal motivations for trading and be based on a method that suits your personality and lifestyle. This will be influenced by how much time you have to devote to trading and the amount of available capital you have to trade.

Develop a SMART trading plan

The only way you can be successful in the markets is to develop a trading plan that suits your personality. It is up to you to lay the foundations yourself and develop your plan to blend with your lifestyle and personality.

My goal is to guide you in developing your own personal SMART trading plan. When I say SMART, I mean that your plan must reflect the following key criteria. I will be covering these in more detail throughout the book.

Simple. Keep your plan simple —it is easy to get bogged down with too much information in trading and overcomplicate it with too many rules. I like the KISS method — ‘Keep It Simple Stupid’. For a technical trader, it should simply be about trading in the direction of the trend and exiting when the trend changes. But that is always easier said than done, because emotions often come into play and affect your trading decisions.

Mindset. You are the most important part of your trading. It is what goes on inside your head that will make or break you as a trader. You need to develop self-awareness and understand your motives for trading. Trading is not just about making money —money will flow from good trading.

Approach that suits your personality. Trading is about developing an approach that you are comfortable with that suits your personality and lifestyle. Your own personality influences the way you trade. Each person has a different psychological makeup and different reasons for wanting to trade the markets. If your approach does not reflect these things, it is unlikely that you will follow it.

Risk and money management. Managing your risk and money will be one of the keys to your success in the markets. You need to include information in your plan on how you will determine your position size, your capital allocation and stop-loss methods.

Trading system. This is the method you are going to use to trade. Your system will include the signals you will use to enter a trade, such as the set-up and trigger criteria and, most importantly, your exits.

How much capital do you need to get started?

I am often asked, ‘What is the minimum equity you need to trade?’ Obviously, the more money you have available, the better. But at the same time, you have to start somewhere and learn, even if it is a small amount. It’s best to start small first and see if you like trading before committing more money to it. A good starting point would be $10 000 to $20 000. With $10 000, you could take on four trades at $2500 each. Any amount lower than this would make the positions smaller and the brokerage costs proportionally larger. If you have a $20 000 account, you could take four trades at $5000 each, or five trades at $4000 each.

You need enough money to allow you to diversify in the market with at least four to five trades and ensure that brokerage costs don’t weigh on your account. Because trading is not a zero-sum game, the brokerage costs really add up on small accounts. The cheapest brokerage for share trading is a fixed cost of approximately $19.95 per trade for trades under $10 000. So to buy and sell, you are looking at a total of about $40 per trade. At $40 a trade, this would equate to 1.6 per cent of a $2500 trade. So you would require a share to rise by 1.6 per cent just to pay off the brokerage costs of the trade. The smaller the amount invested, the larger the rise you would require to pay for brokerage. This makes it harder to make a profit.

The next question I am often asked is, ‘Can I replace my income by trading?’ Once again, this depends on your capital base. You have to think of trading in percentage returns. If you are confident that you can make a 20 percent return on your capital, then you need to consider how much capital you would need to replace your income. For example, 20 per cent return on a $100 000 account would provide an income of $20 000 —would this be enough to replace your income? Probably not. But it gives you something to think about —you must be realistic about the return you can expect. I will be talking more about trading returns and objectives in chapter 4.


[image: image] Smart action step

Be a sound businessperson. Make it your goal today to develop your own personal SMART trading plan. To get started, visit <www.smarttrading.com.au> to download your free Smart Trading Plan Template and focus on completing it as you read through this book.







Chapter 2

Trading psychology

All of the top traders I have met and read about say that psychology is the key to successful trading. I did not understand this until I started trading the markets full-time and had to come to terms with the emotional swings and internal dialogue you experience while in a trade. It took me some time to realise how important your mindset is in becoming a successful trader—in the end, this is what makes or breaks you in the markets.

I have learned more about myself since trading the markets full-time than in any other career I have undertaken. I can say now that it has been a wonderful journey of self-discovery and inner growth, but during the first year it definitely did not feel that way. I would like to share with you the psychological journey that I went through in my first year of full-time trading and the steps that I undertook in the following year to improve myself.

My trading journey

Before I started trading the markets full-time, I sat down and studied my motivations, set goals and determined what I thought to be my edge in the market. I knew that I was a highly organised, determined, motivated and goal-oriented person, so I felt that these characteristics would give me an edge in the market. However, I lacked patience and had a tendency to beat myself up after exiting a losing trade.

Patience was elusive. I was always afraid of missing opportunities and the need to be in the market was very overpowering. I found myself attracted to options trading. Everything seemed to happen very fast with options—in only a day or two you knew that your trade was a winner or a loser. The only problem was, I did very well in my first few months of options trading and started to focus on money rather than on good trading. This actually caused me to overtrade, which is not a very successful activity in the market. These are some of the issues I had to learn to deal with as part of my psychological development as a trader.

Once I realised that I was sabotaging myself in the markets, I knew that I had to take action to overcome my problems in order to move to the next level and become a peak performer in the markets. Below are the steps I undertook to get back on track and become the successful trader that I am today.

1. Get to know yourself

Continually work on improving your mindset.

You are the most important factor in your trading. You are the one who makes the decisions and you are the one who decides what happens once you open a trade. It is what goes on inside your head that will make or break you as a trader. You need to develop self-awareness and understand your motives for trading. Trading is not just about making money—it’s about becoming the best trader you can possibly be.

Start a trading diary.

Have a good look at yourself and your personality drivers. Understand how your personality influences the way you trade. Realise your strengths and weaknesses in the market and explore ways of overcoming your weaknesses. I recommend that you start a trading diary and write down your trading emotions each day as they occur and you recognise them. Writing down your thoughts and bad habits as they develop is like sitting back and watching yourself in a mirror. Once you have developed a list, look at the traits you have identified and determine how they might benefit or limit your trading. Think about how you might overcome your limitations.

Source books on self-development.

There are a lot of helpful books available on self-development, self-healing and the psychology of trading. One book that I highly recommend is Trading in the Zone by Mark Douglas. The subtitle of this book sums up its premise: ‘Master the market with confidence, discipline and a winning attitude’.

2. Believe in yourself

Create positive visualisations and a positive internal dialogue.

As part of getting to know yourself, you will start to become aware of the things you say silently inside your head. I know that I used to beat myself up after exiting a losing trade. I consistently put myself down and agonised over what could have been. Even though I understood that losing was part of the game of trading and that I must learn from my experiences, it still did not stop me from talking to myself in this way.

To overcome this, I took some courses in self-development and improving my mindset, touching on the basics of NLP (neuro linguistic programming). This helped me to put my life into perspective, gain control over my emotions and develop a positive attitude and vision for myself in life. In order to achieve success, you need to learn to be your own best motivator and believe in yourself.

Develop a set of personal rules.

I decided to add a section to the back of my trading plan called ‘Personal rules’. This is a list of bullet-point affirmations, quotes from successful traders and reminders to myself of my visions and goals in trading and in life. I cover this section of the trading plan in chapter 23.

Surround yourself with positive people who believe in you.

It goes without saying that we are who we attract. In order to remain motivated and positive, we need to be with these kinds of people.

Be passionate about what it is you are doing and why you are doing it.

You must have clear goals and understand your reasons for trading. Not only are persistence and determination keys to success, but you must be passionate about what you are doing. When you love doing something, you will persist with it.

Undertake regular exercise.

There is a lot of truth in the saying that a ‘healthy body keeps a healthy mind’.

3. Regularly evaluate yourself

Measure your performance in the markets.

Trading is a probabilities game and you need to ensure the odds are in your favour. I regularly study and evaluate my performance—I examine my trading returns, reliability, average win size to average loss size, average hold time and equity curve (all of which are covered in chapter 21). It was the results of these measurements that made me realise I was sabotaging myself in the market with my options trading. I decided to change my trading style from short-term trading and focus instead on medium-term trading.

Understand what is working and stick with it.

By measuring my performance in the markets I realised that I had been trading shares successfully, but I had given back these profits (plus extra) in trading options. I knew that I needed to take action and change my trading strategy. My goal was to get back on track with my trading and turn my equity curve around to a rising one with small drawdowns. So I spent time reworking my trading plan and developed a system that mostly involved trading shares and CFDs.

4. Manage your risk

Management of your trades is key.

With every trade you undertake in the stock market, you are opening yourself up to risk. You are the only person who can control this. I never had a problem exiting my trades and was always disciplined at acting on my stop losses. However, sometimes I exited pre-emptively in expectation of my stop being hit, which prevented me from letting my profits run. In spite of this weakness, I know that money management has been my key to survival in the markets. Even though I overtraded and had a lot of open risk, it was the fact that I still limited my losses by acting on my initial stop loss that allowed me to survive the markets in my first year of full-time trading.

The key to controlling risk in the market is to use some simple money management techniques, which are covered in chapter 14.

Consistency is important.

Once you have found a trading technique that works for you, stick to it and become consistent in the way you trade. For me, trading is a routine activity. I love the markets and love watching patterns unfold, but overall it is just a set of rules that I follow. I use MetaStock charting software to undertake searches for entry triggers and eyeball the charts looking for a desirable set-up (based on my set of rules). Then, if it all lines up, I enter the trade. After that, it is a matter of monitoring the market and managing my positions through my money management rules. To become successful and take the emotions out of trading, you must make your trading systematic.

5. Continue to educate yourself

Never stop learning.

I view every trade I undertake in the markets as a new learning experience and I will never stop learning. In my early days of trading I made it a habit to regularly study myself and my trading systems. My aim was to continually build my instinctive mindset and gain confidence in my trading systems. As part of my trading routine each quarter, I would spend time studying the top winning and losing trades that my system generated, even those that I had not entered. I liked to study how the patterns in the charts unfolded and work out how I would have managed the trades if I had entered them. I also made it a rule to read one book about trading or personal development every month.

Consider finding a mentor.

During the period in which I was self-sabotaging in the markets, I was highly influenced by other people and seminars that boasted that they could help me make large amounts of money per week or month trading. I realised that these seminars were not helping me and that they lacked a lot of quality and key information, especially those that promoted options trading.

I spent time seeking mentors who were honest in their approach and had trading styles that appealed to me. I discovered some mentors through reading their books, while others offered coaching and courses. My goal was to learn as much as I could from them in order to improve my trading skills, develop a mechanical trading system and improve my trading results.

Be disciplined and consistent

Trading is a psychological endeavour and it is what goes on inside your head that drives your market actions. Your goal is to take the emotion and guesswork out of your trading and aim to trade the market in a disciplined and consistent way.

The reality of trading

The reality of trading is nothing like you expect it to be and how a lot of seminars make it out to be. It is not until you invest your own money into the market that you become emotionally involved and you will be surprised by how this affects and clouds your vision—if you have not already experienced it.

Not every trade you undertake in the market will be profitable. There is no system that will produce 100 per cent winners and there is no Holy Grail or magical indicator. Most professional traders only win on 50 per cent of their trades. However, they know that the secret of success is about keeping the size of their winning trades much larger than their losing trades.

In order to build a profitable portfolio of shares, you need to be able to take losses. Unfortunately, you don’t know which trades will be winners and you may have to enter a total of 10 trades just to create five winning trades. Your goal is to ensure your profits far outweigh your losses. This means you need to keep your losses low by exiting the trades that don’t progress and holding on to the profitable trades.

What usually happens with beginner traders is they get frustrated with this process and become disheartened. They think their strategy isn’t working and sell out of their five profitable trades to make up for the losses that they’ve taken. This makes them feel better and maybe they break even on all the trades. However, what they don’t realise is that if they had let those five profitable trades run, they might have been surprised by the results. Because not every trade will be a winner and in order to build a profitable portfolio, you may need to take a series of losses first. Your losing trades should have a much shorter hold time than your winning trades—stick with the trades that are performing and get rid of the ones that are not.

Be aware that this is the reality of trading and this is how it all begins—don’t get disheartened when you take your first loss. Just realise that the market is giving you your money back so that you can take on a better opportunity and get closer to that next big winning trade.

Trading is psychological

Trading the stock market is a great experience for personal growth. You will confront your own demons and you will hear that little voice inside your head that will put you down. It will tell you that you are not worthy, that you can’t trade the markets, that you don’t have what it takes and other silly thoughts. When you can overcome these hurdles in your mind and trade the stock market in a disciplined way by following a sound trading plan, you will grow tremendously.


[image: image] Smart action step

Start a trading diary and record the thoughts and emotions that you experience each day. At the end of each week, review what you have written and determine if there are any patterns or bad habits that are limiting your trading potential and look at ways of overcoming these. Consider seeking help from a mentor or source books that will assist you to become a better trader—see the resources section in appendix B for recommendations.







Chapter 3

Technical analysis overview

Technical analysis has become more popular than ever with the availability of computers, highly sophisticated charting software and the internet.

I am a technical trader and a big fan of charting. I make all my trading decisions using charts and I want to provide you with an overview as to what technical analysis is all about and why I love it so much.

First of all, let’s review the two types of analysis that you can use to select shares. Then we will look at some basic charting analysis techniques that technical traders use to assist them with their trading decisions.

Fundamental versus technical analysis

There are two types of analysis that can be used for share trading: fundamental and technical analysis.

Fundamental analysis

This type of analysis is based on the use of economic data and company statistics to forecast prices. It involves reviewing company balance sheets, profit and loss statements and really studying the company, its management and its competitors to determine the actual value of the share. If you enjoy reviewing figures and interpreting data, then this type of analysis may suit you.

Technical analysis

Technical analysis involves reviewing actual price and volume activity of a share using charts, which helps to determine the best time to buy and sell a share. Markets move in trends and by understanding how shares trend you can determine the overall health and possible future price direction of a share by viewing its chart. A technical analyst studies the way the buyers and sellers are reacting to a share through its price movements, rather than studying the company itself.

Technical analysis can be used alone or in conjunction with fundamental analysis.

Which method of analysis is best?

Neither, because it comes down to personal preference.

Personally, I found fundamental analysis to be too time-consuming —I don’t have the time to get to know such a large number of stocks. There are about 2000 stocks in the Australian market and even if you decided to just focus on the top 200 or 300 stocks, it would still be very time-consuming. I really like the idea of technical trading, where you determine the health of a share through its chart. The idea is to stay with a share while it is healthy and sell it when you see signs of the share becoming unhealthy. I believe charting is an extremely valuable tool —if you know how to use it.

Below is some information that will give you a basic understanding of technical analysis and reading charts. If you like the idea of technical analysis and want to learn more, visit <www.smarttrading.com.au> for more information —I would recommend the Smart Technical Analysis Home Study Course.

Charts

Technical analysis involves viewing charts of shares to make all your trading decisions. A share’s chart is based on the price activity of that share. This activity includes the date, the opening price, closing price, highest price and lowest price of the share for that trade day and the volume traded.

You will need a computer and access to the internet to view charts. You can view them through many websites or through the use of specialised charting analysis software. This software is outlined in chapter 6.

Time periods

Charts can be viewed in a variety of different time periods, such as daily, weekly, monthly or quarterly. The daily chart shows each plot based on one day’s price activity —its opening price, closing price, high and low price for the day and number of shares traded. A weekly chart compresses the daily price data into one week. The open price on a weekly chart will be the open price at the start of the trading week and the closing price will be the last traded price for the share on the last trade day of the week. The ‘high’ price is the highest price the share traded for during the week and the ‘low’ is the lowest price the share traded for during the week.

The charting period you select depends on the type of trader you are. For example, short-term traders usually focus their attention on daily charts, medium-term traders look at daily and weekly charts and long-term traders tend to focus more on weekly and monthly charts.

Types of charts

Charts can be displayed in many different ways. The three most common types are line charts, bar charts and candlestick charts. I personally prefer and use candlestick charts —all the charts that are displayed in this book will be in a candlestick format.

Line charts

Line charts, as shown in figure 3.1 (overleaf), are the simplest form of charting and often appear in the media when a chart of a share or index (for example, All Ordinaries or Dow Jones) is displayed. They show a single line that is plotted and joined based on the closing price of the share or index.

The disadvantage of these charts is that they only display the activity of one part of the market action, the closing price. Line charts do not take into account the opening price or the high and low price of the share.


Figure 3.1: example of a line chart

[image: image]


Bar charts

Bar charts, as shown in figure 3.2, are the charts most commonly used by technical traders. The chart is made up of a series of price bars that show all the price activity for the share. Each bar displays more than just the closing price —it also shows the highest price for the period, the lowest price and the opening price.


Figure 3.2: example of a bar chart

[image: image]


The only problem with viewing bar charts is that it’s not easy to tell at a glance if the share increased in price for the day. If you use a charting software program you can set the bars to different colours —you can set all ‘up’ days to green and all ‘down’ days to red. Alternatively, you can use candlestick charts, which are my preferred chart type.

Candlestick charts

Candlestick charts, as shown in figure 3.3 (overleaf), were developed by the Japanese in the 17th century to analyse the price of rice. They display the same information as a bar chart, but in a more visual way. The difference is that the open and the close are connected with a white or black rectangle (candle body), and the highest and lowest price for the share appear as wicks protruding from the body of the candle.


Figure 3.3: example of a candlestick chart

[image: image]


The candle body between the open and closing price is coloured depending on how the share closed for the day. If the share rises, closing higher in price than it opened, it will be displayed as a white candle. If the share falls, closing lower in price than it opened, it will be displayed as a black candle.

If you turn back now and have a look at the previous two example charts in the line style and bar style, you will see that they all look very different. If you choose to use technical analysis, you will need to decide what type of chart you would prefer to use.

How to use technical analysis

Technical analysis is used to identify a range of factors to assist you with your decision making. They include:


	identifying significant reference points such as support and resistance areas

	identifying trends and determining if a share is in an uptrend, downtrend or sideways trend.



Significant reference points

Significant reference points are the support and resistance lines (or zones) that can be identified on charts. The reason they are significant is that they are trigger points that people remember, as they are the points where they started making or losing money.

Support lines

A support line is a significant price point that the share price consistently falls to before bouncing off and moving higher. It has the following characteristics:


	The share price can keep falling back to this point time and time again before it eventually takes off. It is like a floor in the chart, where there is buying support (possibly only temporarily). There are enough buyers at this price to stop prices falling further.

	Support lines are drawn on charts by connecting two or more ‘price lows’ with a horizontal line, as shown in figure 3.4. Connecting the price lows is just like joining the dots.

	The more often a share falls and bounces away from a support line, the more important that level of support becomes in the mind of the market.




Figure 3.4: example of a support line

[image: image]


If the share breaks through a significant support line, this is a negative sign for the price of the share, as it has now broken through its floor and could continue to fall. Figure 3.4 shows this occurring. The share breaks through its support line in mid December and falls significantly.

Resistance lines

A resistance line is a significant reference point that the price consistently rises to and then falls away from. It has the following characteristics:


	It is a level where there are sufficient sellers to stop the price rising any further. It is called a resistance level because the line acts as a barrier (or roof) to price advances.

	The level of selling taking place at this price level means that every time the share price approaches this particular line it is overwhelmed by sellers, temporarily halting the price advance.

	Resistance lines are drawn on charts by connecting two or more ‘price highs’ with a horizontal line, as shown in figure 3.5.

Figure 3.5: example of a resistance line

[image: image]





If the share breaks above a significant resistance line, it is a very positive sign for the price of the share because it could continue to rise.

Change of polarity

Support and resistance levels can change roles. Resistance levels often become new support levels once the share price breaks above this level, as shown in figure 3.6. Likewise, support levels can often become new resistance levels, once the share price breaks through the support line.


Figure 3.6: example of a change of polarity

[image: image]


For example, a share may try several times to move past a resistance level, but sellers come in and cause it to fall away from this price time and time again. Eventually, the share will gain enough momentum and break through the resistance level and surge to a new high. When this occurs, the line of resistance has been broken. Prices may fall back to this level and bounce, changing the resistance level to a support level.

Once the share passes a significant support or resistance level, it often continues in the new direction until it reaches another line of support or resistance. If the share moves to new all-time highs (or virgin territory), then there is no resistance level preventing it from rising higher. It is in fresh territory until profit taking occurs in the market and it creates a new resistance level.

Trend identification

A common and wise proverb is ‘The trend is your friend —never trade against the trend’. If you follow the trend of a share, and trade in that direction, you have a greater chance of success than if you trade against it.

A trend can be an uptrend, a downtrend or a sideways trend. As with support and resistance levels, trends are significant reference points that are drawn from either the price highs or lows on a chart. The only difference is they are drawn diagonally, showing where the price received support in an uptrend and where it found resistance in a downtrend.

A trend can be short or long in duration, lasting from only a few days to a number of years. The longer the timeframe of the trend, the more significant it is for the share price.

Uptrends

Uptrends can be identified by the following characteristics:


	Prices are continually rising, creating a series of higher highs and higher lows (as per figure 3.7).

	The buyers are evidently in control. Uptrends exist when the buyers outweigh the sellers, pushing the share price to higher and higher prices. They will continue to exist while buyers are plentiful and new buyers continually enter the market, purchasing the share and driving prices higher.

	There are usually a lot more white candles (rising candles) present in the chart during uptrends.

	Uptrends are drawn on the chart by joining the price lows with an upward-sloping diagonal line —connecting the lows from left to right, as shown in figure 3.7.




Figure 3.7: example of an uptrend line

[image: image]


Uptrends can also be referred to as bullish trends, or bull markets. You may also hear traders talk about ‘trading long’. This means they are buying the share or trading an instrument that will allow them to profit in a rising market.

Downtrends

Downtrends can be identified by the following characteristics:


	Prices are continually moving downwards, creating a series of lower highs and lower lows.

	The sellers are evidently in control. Downtrends exist when the sellers outweigh the buyers, pushing the share price to increasingly lower levels.

	There are usually a lot more black candles (falling candles) present in the chart during downtrends.

	Downtrends are drawn on the chart by joining the price highs with a downward-sloping diagonal line — connecting the highs from left to right, as shown in figure 3.8 (overleaf).

Figure 3.8: example of a downtrend line
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Downtrends can also be referred to as bearish trends or bear markets. You may also hear traders talk about ‘trading short’; this means they are short selling the share or trading an instrument that will allow them to profit in a falling market.

Sideways trends

Sideways trends can be identified by the following points:


	They occur when the share is consolidating and is not reaching higher highs or lower lows. It trends between a strong support level and a strong resistance level for some time.

	This situation exists when the buyers and sellers are in equilibrium and neither group is dominant. Every time the share price rises to a certain level, sellers take profits, causing it to fall back again to around the same level. Buyers then re-enter the market and buy more shares (because this is where they made money last time they bought), and then sell when the price nears the same level again.

	These trends are hard to trade and there are not usually any clear trading signals given. It is best to wait until a breakout occurs and prices rise above the resistance level before taking any action.

	A sideways trend is like a pressure cooker waiting for something to happen. Either the buyers or the sellers will eventually become dominant and push prices in a new direction by breaking either the support or resistance level.



Figures 3.5 and 3.6 (on pages 20 and 21) contain good examples of sideways trends, where the share trended between support and resistance lines before eventually breaking through and starting either an uptrend or downtrend.

Why technical analysis?

I am a technical trader and I make all my trading decisions from charts. I am not concerned with the financial position of the company or other economic issues and I don’t read the finance news or consider the company fundamentals. I use charts to show me the health of a share through identifying its trend. Just like a doctor can determine your health through blood test results, I use charts to do the same for a share. They tell me when it is the right time to buy and when it is time to sell.

In summary, the reasons why I prefer technical analysis are:


	The chart tells me the overall health of the share by how it is trending. I don’t worry about news, fundamentals and announcements because financial markets have already responded to this information well before you read about it in the press. The market moves based on the future (rather than on current) earnings of a company.

	The data used in fundamental analysis can be six months out of date. Charts show the change in the trend of a share, well before any relevant fundamental information is available to the public.

	Shares such as One. Tel and HIH Insurance were being recommended by fundamentalists and brokers for a long time before they disappeared off the stock market. They were thought to be cheap and undervalued, yet these shares continued to fall and were eventually removed from the stock market as they became insolvent. For technical traders, the signs were clear in the charts that these shares were unhealthy and a clear exit signal was given a year or more before they became insolvent. Figures 3.9 and 3.10 (overleaf) show the charts of these shares — as you can see, they were clearly in long-term downtrends for more than a year before they were delisted from the stock market.

	Fundamental analysis does not take into account the underlying psychology of the market — it is people who make and move markets. The chart gives you an insight into how traders are thinking — whether they are excited or nervous and most of all if they are committed to the trend of the share. You can use these insights to make your own trading more profitable.

	I believe technical analysis gives me an edge in the market — it not only provides me with signals of the best time to buy, but most importantly it identifies the right time to exit, which is one of the most important and difficult parts of trading.




Figure 3.9: weekly chart of One.Tel
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Figure 3.10: weekly chart of HIH Insurance

[image: image]


People tend to overcomplicate trading. In essence, it is simply about trading in the direction of the trend.


[image: image] Smart action step

Understanding the basics of technical analysis can greatly assist you in your share trading. You will discover how to read the health of the markets through charts and know when it is the right time to buy and sell, plus much more. You can learn more about technical analysis by visiting the resources section in appendix B. Additionally, visit <www.smarttrading.com.au> for further information about technical analysis.
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More opportunities to learn from Justine Pollard

Justine has produced a range of trading courses and products —visit
<www.smarttrading.com.au> for more information on these and many more products:

Smart Technical Analysis Home Study Course

This course will teach you the skill of technical analysis and
understanding how to read the health of a share through
viewing charts. The course includes lots of exercises to

put your knowledge into practice and develop your own
personal set of trading rules for entries and exits

Smart Trading Plan & System Development Online Course

This is the ultimate online audio course that will take your
technical analysis knowledge to the next level and assist
you in completing your own personal trading plan. You
will discover exactly how Justine trades the markets—her
actual entry, exit and money management strategies

Smart Traders Mastermind

Exclusive client membership program which includes
continued support and mentoring through quarterly
teleconference calls with Justine and a private discussion
forum. It’s an opportunity to connect with a group of like-
minded traders and continue to develop your trading skills.

Smart Trader Spreadsheet

This spreadsheet, specifically designed and used by Justine,
will assist you in tracking and recording all your trades,
manage your business of trading and risk exposure, and
provide you with performance measurement tools to
monitor and evaluate your performance in the market at
any point in time.

Don’t waste time —visit <www.smarttrading.com.au> and register for your free
trading tips and start discovering the SMARTER way to trade.
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Discover the SMARTER way to trade

Learning to master trading can be very challenging and Smart Trading is dedicated
to assisting you to become a Smarter Trader. From home study courses to personal
mentoring, you will learn directly from Justine Pollard, a professional trader who
specialises in:

o technical analysis trading (charting)

mechanical trading system design

+ money and risk-management strategies

CFD and share trading

«  personal trading plan development

o trade management (including spreadsheet software)

s using MetaStock software.
It is never too late to learn and the cost of education is a small price to pay

compared to the cost of trading losses and mistakes. For more information visit:

<www.smarttrading.com.au>
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Average win per § risked $5.33 Average loss per § risked $0.84
[Average winning trade hold time 2385 |Average losing trade hold time 98.0

huerage Wins
|Average profit/ loss per trade $4,761.96 How | felt during the trading period:

Average win to average loss ratio 6.58 (scale 110 10, 1worst & 10 best)
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Trading returns and objectives

1 will trade the Australian stock market through shares and aim to achieve
' the following:

Year Goal
One To survive
Two To generate a higher rate of

return than a term deposit

To outperform the All Ordinaries
each and every year
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Trading routine
Daily routine

« If my weekly routine confirms | can open a new trade, | will review my
watchlist folder and open a trade if a trigger presents itsel.

Weekly routine

« Review the charts of my current open trades and determine whether any
action should be taken, such as moving stop losses or adding more shares
to a profitable trade.

+ Update my Smart Trader Spreadsheet with any changes to my portfolio and
check my current available capital and portfolio heat to see if | can open any
new positions.

« Scan the market for long-term trading opportunities and add any shares that
match my trading rules to my watchlist.

Monthly routine

*  Review the charts of the world market indices and All Ords to determine the
overall health and trend of the world markets.

*  Review the charts of the major Australian sector indices to determine the
overall health and trend of these sectors.

+ Back up my computer.

Quarterly routine

« Read one book on the markets or enrollin a trading course to expand my
trading knowledge and improve my skills.

Annual routine

«  Review my yearly trading performance and total return on investment
compared to the All Ords financial year performance. Did | meet my trading
goals for the year? Do | need to make any changes to my trading strategy?

* Review my trading plan to remind myself of my goals and update it with any
changes | have made to my trading strategy.

« With the assistance of an accountant, complete and submit my annual tax
return.
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Trading edge

I believe my edge in the market is my trading strategy and personality. My trading
strategy focuses on long-term trends and using money management strategies
to protect my capital and let my profits run. It will be my determination, focus,
motivation and organisation that will ensure | stay focused on my goals and aim
for success in the markets.
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Total Portfolio

SYSTEM FUNDS ALLOCATION

catogory Descripton Captal M T nsuto4 ety Capnal  caprausea  captal avanavie
T VieskyTradng Sysem W % Uh WA GBS SEEAT
2 ayTrasg Sysem % Gn 0% sSmEm sa20a  bems
s ForTaang W e 0w snoom o osuo s
o e ayem o som sam s
5 snainersysem e s 5010 500
[Total (incl mar gin) 100% 0% 0% $110,079.19 $58,436.96 $51,642.23

Equity 100,000.00
Margin N 5000
insured Funds (65L0s) 5000
[Total Capital (incl margin $100,000.00
Total Trades. 3

No. Closes Trades 1

No. Open Trades 2
[Total Trade Value of Open Trades $58,436.95
Capital Oulay for open Trages §58,430.95
[Total Brokerage & Fees §11325

Profit/Loss

Closed Trades 8114675
Open Trades (as per stops) 58,932.44
[Profit/Loss $10,079.19

[Trading PIL Carried Forward

[Total Trading PIL. $10,079.19
Expenses
[Total Profit/Loss $10,079.19

Start Dato
End Date

Portfolio Heat

Cunrent Open § Risk §0.00
[Current open % Risk o5%
|Allowable Open Risk 50%
[Total Available Risk 45%

[Average Holg Time (Das) 1857
IWin Loss Ratio 928
Expectancy per § Invested 041
Expectancy per § Risked 327

Starting Portfolio $100,000.00
[Total Trading Profit/ Loss $10,079.19
[Rot 10.1%

iable Equity (excluding margin)
Equity Available at Bank
[Total Reduced Equity

Copyright @ Smart Trading Pty Ltd 2002
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Goals

My goals as a trader are to:
« become the best trader | can possibly be

+ push myself forward and acquire the essential skills and psychological
stability to conquer the trading game; this will involve taking occasional
losses and having to confront my fears

« use technical analysis to assist me in my trading decisions and develop a
long-term trend-following trading system

« manage my risk and protect my capital with the long-term goal of being
consistently profitable

« give back and support the community; as my trading profits increase, | plan
to donate a percentage of my profits to a chosen charity each year.
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TRADING PLANS

A step-by-step guide to developing
a business plan for trading the markets

» Creating a trading system
» Selecting the right trading tools
» Managing trade entries and exits

* Understanding risk and
money management

» Developing a profitable mindset

JUSTINE POLLARD  rowewomoev Eva DIAZ
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Why am | trading?

| am trading as a means to increase my net worth. It puts me in control of my
wealth creation and offers me the opportunity to live a comfortable lfestyle. It is
something that | am passionate about and | am prepared to put in as much time
and dedication as s required to succeed.
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“_3. Smart Daily Long System” Explored 20/02/2008
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Exploration Status

Name: _3 Smart Daily Long System
Folder. (B4
Secuity:  AMCOR LIMITED ORDINARY

Completed Explorations: 0
Total Explorations To Process: 1
Total Elapsed Time: 00:00:01

Current Exploration

Completed Securties: 2

Total Secuites To Process: 326
Percent Complete: 89
Secuties Rejected: 2
Percent Rejected %56
Elapsed Time: 00:00:01

Estimated Remaining Time:  00:00:10
Estimated Completion Time: ~ 11:34:12 Fri Mar 21 2008

Disk Space Remaining 2635.4M
Execution Pricrity: v

Minimize Concel | Hep |
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Trading instruments

I have chosen to trade the Australian market only and focus on the S&P/ASX 300
shares to ensure sufficient liquidity and price discovery.
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Trading style

1 will focus on long-term investing in the Australian stock market. | am a trend
follower and my plan is to seek out rising shares, build a profitable portiolio and
gain additional income through dividends. | will use technical analysis and let the
| charts tell me when the trend is over and it is time to exit. '
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Trading tools

1 vill use MetaStock software to view charts and scan the market for trading
opportunities. The stock market data will be provided by DataHQ
<www.smarttradingdata.com.aus.

Microsoft software, such as Excel and Word, will be used for gathering
trading notes. | will use the Smart Trader Spreadsheet <www.smarttrading.
com.au> for tracking and managing my trades.

A range of websites will be used to view share price and market action:

» My broker's website will be used to view market depth, trade shares.
and review upcoming dividends.

> The Trading Room website <wwtradingroom.com.aus will be used as
abackup to view share price information and market news.

»  The ASX website <www.asx.com.au> will be a source of information
on the Australian stock market.

»  The Australian Financial Review <www.afr.com.au> will be a source
of market news and financial information.

»  Yahoo finance <www.yahoo.com.auffinance> will be another source
for market news and financial information.

Other websites of interest:

»  Nasdaq <www.nasdac.coms will be used to view the US stock market
performance.

»  Stock Charts <www.stockcharts.coms will enable me to view technical
charts of US stocks and indices.

»  Kitco <wwwhkitco.com> will be a source of information and charts of gold
and other precious metals.

I have selected as my broker for trading shares.

1wl use a mobile phone to manage my portfolio through SMS and wireless
internet, especially when | am travelling.

1 will build up a library of educational books on trading that are recommended
by authors and other traders | know. | will regularly attend courses to educate
myself on the business of trading.






OEBPS/images/f054-01.jpg
Trading structure

At first, | will trade in my individual name. Once my account size and profits
increase, | will seek the advice of an accountant to set up an alternative structure
that suits my new requirements.
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Trade management strategy

Stop losses:

« The initial stop loss will be set either below the trendline or below a
significant support level.

+ Once the trade is i profit by the initial risk the stop loss will be moved to
breakeven stop—which is the buy price.

+ The trendiine will then be used as the trailing profit stop and I will exit if this
breaks anytime.

+ Atime stop will be set for a three-month period. This means if my stop loss
has not moved to a breakeven stop within three months | will consider exting.

+ Ifatany stage the share becomes volatile and starts rising a large amount in
a short space of time, | will sell half and take windfall profits.

« lwill set automatic stop losses in the market and change these as required,
50 1 will be automatically exited out of the trade when the share hits my stop.

Pyramiding:

Once my stop loss has moved to a trailing profit stop, | will keep my eye on the
share and consider purchasing more if another entry trigger s provided. | will size
the trade based on half the risk of the initial position. The new trade will then be
managed the same as the initial position.
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Set up present:

+ Share has broken its uptrend line [oe
+ Share price is now below its long-term moving average hm wﬁ ) -
mﬁl )

+ Share has started to make lovzer lovss and can no longer
make higher highs
+  Black candles are now starting to dominate the chart

30-vieek moving average

Uptrend line
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The entry

Ideal set-up criteria:

Share is healthy and the chart shows:

« itis in an uptrend with no immediate overhead resistance

« itis trending above its long-term moving average

« ithas a rising momentum indicator

« there is increasing volume supporting the trend.

Trigger for entry:

Share is breaking through to new highs or retracing and bouncing off its trendline.
Placing the order:

I will place my orders ‘at market' after the market has settled.
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A NATIONAL AUST. BANK FPO A

Code  Bid Offer Last Change' % Change* Open High Low Volume

NAB 34940 34950 34950 +0.350 101 35150 35.260 34.650 495 801
Buy | Sell | Add to Watchlist

Market Deilh

Number Quantity Price # Price Quantity Number
1 138 34940 1 34.950 1.780 2
4 19374 34900 2 34.970 6,000 1
1 34 34880 3 34.980 7,054 1
1 34 34870 4 35.000 8972 3
1 4060 34850 § 35.030 1,500 1
1 2,000 34810 6 35.080 1775 1
1 399 34790 7 35130 3,181 1
1 247 34750 8 35150 4,000 3
1 2,000 34710 9 35.170 1,000 1
1 3956 34700 10 35.200 17,653 4

837 buyers for 459 321 units 611 sellers for 595 894 units
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30-day moving average

Breakout entry triggers:

Uptrend and resistance lines M share breaks up\ards to
nev highs

- Retracement entry tiggers:
1 share pulls back to its
trendline and bounces E






OEBPS/images/f024-01.jpg
Hwtol
rwwnv*o 0ty |I

Dovintrend line dravn diagonally
from the price highs

h%ﬂﬂ l*wm*ﬂ i

B 2 N 07 2 €A N 0 0 X 1 200
omres T T o T T T






OEBPS/images/f149-01.jpg
Set up present:
« Long-term moving average is rising and share price is above it [
« Share is making higher highs and higher lovs and an uptrend line s clear ﬂ't mi W
+ White candles dominate the trend i i! Jﬁl il
« Share continues to rise and there is no overhead resistance ‘ k
+ Good volume strength as the share price moves upviards -
30-week moving average ”
Uptrend line r
E
= 3
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The trading system
Objective:

Build a long-term portfolio of shares by searching the market for shares in an
existing uptrend and stay with this long-term trend until signs appear that the
trend is changing.

Market selection:

S&P/ASX 300 stocks only.

Market direction:

Long only.
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Market exposure

During a cluster of losses | will take some time out and reassess things. | will
re-enter the market when | feel ready by halving my position size and increase it
when | am confident enough to do so.

will also lessen my exposure in the market when | go away on holidays orif | can't
focus on trading during difficult times in my life.

1am along-term trader and will only trade long in the market. During bear markets
willfollow my stop-loss strategy and exit trades as my stops are hit. | willsit out of
the market until| see it becoming healthy again and then | will re-enter and slowly
build positions back into the market.
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For a technical trader, there were
plenty of signals to exit this share

Break of
medium-term
trendline

Break of support from
congestion after classic
technical double top
pattern occurs

Break of
long-term
trendline

Share falls from $5.50 to
close the next day at $1.12,
making a low of $0.42 within
the same day —scary stuff
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3rd position,
smaller again

2nd position,
slightly smaller than the first

Initial position—always the largest
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The numbers identify areas where you can set your stop loss
under the trendline as the trade progresses

Exit when share
breaks trendline
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Trendline

Share makes higher highs, while the
MACD histogram makes lower highs. E oo
However, no reversal occurs in the chart =
and the share continues trending—this b
is a failed signal and a strong sign in Eeo
itself that the trend will continue =
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Share makes new high, but histogram
does not make a new high. It is no longer
confirming the uptrend and shows signs of
weakening— this is divergence

MACD histogram confirms uptrend: each time the share
makes a new high, the histogram makes a higher high
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Money management

Initially, | will allocate myself a trading account of $50 000 to trade up to a total of
six positions. | will:

« allocate this capital to S&P/ASX 300 stocks only
« position size my trades based on 2 per cent risk ($1000)
«  ensure no single position exceeds 25 per cent ($12500)
+ manage a portfolio heat level of 6 per cent.

Once | have gained enough confidence with my trading | will add another
$50000 to my trading account and then reassess my risk levels.
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