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Preface

Forex on Five Hours a Week is about having a life! But more than that, it’s about challenging assumptions. Somewhere along the line, we were taught that for something to be effective means it must be time consuming. We’ve mistaken time spent for effectiveness. If we decided to buck the trend, it’s dismissed as laziness, akin to looking for a shortcut. This attitude comes from an employee mindset. I’ve been an employee for a total of 22 months of my adult life. I don’t say this to brag. I’m quite unemployable, as my luck would have it. Consequently, I was basically shoehorned into figuring out how to make a living without I clocking in and collecting a paycheck each week.

I am not going to bore you with all the details as to how I discovered I could make a living trading the markets. The bottom line is that along the way, making every rookie mistake that could be made (twice), I learned that the markets are just an extension of human behavior and nothing nearly as sophisticated or complicated as Wall Street would have Main Street believe.

I’ve been lucky enough to be able to share with you what I do each day, and I don’t take this privilege for granted. As I have traveled the globe teaching and talking about the markets, it dawned on me that far too many traders and would-be traders were addicted. They’re market junkies. I’ve heard stories about traders who arise in the early hours of the morning to trade; traders who have laptops in their bathrooms; traders who spend upwards of 16 hours a day analyzing charts and creating systems. I’m not going to belabor all the stories I’ve been told, but trust me, the list goes on and on, and, frankly, they get stranger and stranger. Is this what trading is, an addiction?

If more time spent trading and analyzing yielded better results, heck, I would do it. But it doesn’t. Bottom line is that just as many traders stink today as they did 20, 30, 50 years ago, and there are more traders in the markets now than ever before. Present-day traders have sophisticated equipment, unprecedented access to data, order flow, and transparent order  entry. I’m smiling right now as I think back when I began as a high school student with paper chart, ruler, and pen.

While a teenager, in my initial trading stage, I realized I was a part-time trader. And in reality, so are most traders. If we wanted a job, I’m sure there are easier ways to make a living and not put ourselves through the meat grinder of being a trader. If you’re reading this because you think it will be easy, kindly close this book and put it back from where you found it. But let me say, it ain’t hard!

So what exactly is Forex on Five Hours a Week? It’s about understanding that more is not better. Better is better. Forex on Five Hours a Week  will show you how to analyze the market, how to use visual and objective tools, and then formulize a plan to trade successfully. This is not daytrading, which I don’t do. This is not investing, although many of the strategies in this book could help you with that facet of your portfolio. This is about grasping a few concepts that if properly understood and applied, can yield healthy and consistent returns.

The forex market offers the best order entry, leverage, and access of any market. This market is available 24 hours a day and can most likely fit your schedule. This is not about being a full-time trader. My goal is to allow you to fit trading into your current schedule. That means quick, accurate analysis that you can repeat over and over again.

This book is as much a written text as it is a complete course. I’ve included links and charting examples, which allow me to walk you through the concepts in this book. I’m especially happy about that because this makes it easier for me to show you additional examples of the strategies I use, such as working across multiple time frames and pairs. I also invite you to join me at my blog at ragheehorner.com where I discuss the markets on a daily basis and share videos and color charts of set-ups and price action that I am watching. It’s just another way of keeping in touch after you complete this book.

The Forex on Five Hours a Week approach is as much about streamlining your market analysis as it is about challenging assumptions. There are going to be ideas that I will share with you that challenge the norm and perhaps are 180 degrees from what you have heard or even have been doing! This does not stem from some desire of mine to zig when everyone else is zagging.

I share and examine in this book the two types of thinking that you must consider before making a trade: internal psychology and external psychology. I will cover my C + C = C approach to psychology as well as other trading psychology. But I want you to keep this thought in mind: Most traders fail, yet most traders do more or less of the same thing.

They continue to seek out the most popular, most used, most known tactics and tools. Why? Is there safety in numbers? Not in this case. If you  are with the majority in this game, you’re losing. So, if you find that most traders are doing things a certain way, whether that be trade management, entries, risk management, whatever . . . then you probably don’t want to do it the same way. I often adhere to my 90 percent rule, which put simply says, “If everyone is doing it, it’s probably wrong.”

Forex on Five Hours a Week readers will use the psychology of the market to their advantage; after all, that is what you are tracking, analyzing, and watching on a price chart. This is external psychology. Never forget that you are trading reactions, fear, greed, and uncertainty. This alone will take you past the charts and make trading a much more natural activity. And that’s when you will find that trading is just a natural extension of human nature.

 

Yours in Trading,

Raghee Horner
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CHAPTER 1

Making Money in Up and Down Markets

Learn the rules or the game is over before it started.

2006 “Fxstreet.com. The Forex Market.” All Rights Reserved.
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People like to buy. That seems to simply be a fact of human behavior . One of the things that most traders and investors look for are markets that are heading up and will continue going higher. I can no more tell the future than anyone on Wall Street, and my guess is that your crystal ball is at the repair shop as well. So what can we do? Given the widespread preference for buying, the best thing to do is find a market where you can find a bull market no matter what. That’s the forex market.

This is where the U.S. dollar comes in. The six most popular pairs in the forex market are either U.S. dollar-correlated majors or U.S. dollar-based  commodity currencies also known as “comm dolls.” You didn’t think I was going to let you sound like a newbie now, did you?

Let’s briefly discuss the difference. U.S. dollar-correlated majors are the euro/U.S. dollar, the U.S. dollar/Japanese yen, the British pound/U.S. dollar, and the U.S. dollar/Swiss franc. The four pairs trade against the U.S. dollar. The reason these are “correlated” is that the movements of these pairs have a strong relationship to the U.S. dollar, which we can track with the U.S. dollar Index. We’ll talk in the next section about the relationships in detail, but for now keep in mind that the forex is a game of comparison. Is the U.S. dollar gaining or losing ground to another nation’s currency?

If it seems as though I am spending an inordinate amount of time driv ing this point home it is because I think far too many traders forget that trading forex is a very tangible thing. It personally affects our everyday lives and the everyday finances of corporations and banks. Our world and collective economies are not isolated, and the global economy is now more intertwined than ever. Anyone who for a moment bought into the theory that somehow the U.S. economy was dislocated from Europe, Asia, and the BRIC countries (Brazil, Russia, India, China) should now know different af ter witnessing a cataclysmic global slowdown. My point here is that forex, the relationship between different currencies, is at the heart of the world wide financial system and the more you understand this relationship the better overall trader you will become. Now who said forex trading couldn’t make you a better person?




FILL IN THE BLANKS 

In case you’re new to forex, here’s the one line synopsis of what the foreign exchange market is: How many will I get for ?

How many yen will I get per U.S. dollar? 
How many U.S. dollars will I get per euro?


So basically depending upon the strength or weakness of the U.S. dollar you may be able to get more or less of another currency in exchange. I think of it as the airport analogy. Let’s say we all jump on a flight to Paris and upon landing we look to exchange our pocketful of U.S. dollars for euros. The forex rate will dictate what we get.

Traders and investors track, analyze, and use this price movement to determine whether they feel this rate will go higher or lower.

That brings us to commodity currencies or “comm dolls.” Maybe you have heard a little about what these pairs are and how they behave. My  take is a little different, so let’s start with the basics. Generally speaking, commodity currencies are just what their name would suggest: a currency pair that has a strong correlation back to a particular commodity. Simple, right? Well, not so fast.

The Australian dollar/U.S. dollar, New Zealand dollar/U.S. dollar, and U.S. dollar/Canadian dollar are the three pairs you will most commonly call “comm dolls.” Let’s use the U.S. dollar/Canadian dollar or “canada” as an example. The “canada” has a relationship to the energies complex, meaning crude oil, heating oil, natural gas. It moves, however, with a strong correlation to crude oil. Why? Well, consider that the country of Canada is one of the world’s leading exporters of crude oil (from www.eia.doe.gov/pub/oil_gas/petroleum/data_publications/company_level_imports/current/import.html).

You better bet the supply and demand of crude affects the Canadian economy. But is that the end of the story for commodity currencies? No, not even close. You see this pair has a correlation to the U.S. dollar as well. Remember it’s the U.S. dollar/Canadian dollar pair. We not only have to consider the impact of crude oil on the Canadian dollar itself but also how the U.S. dollar is moving against the Canadian dollar.

I am going to go into great depth later on about these relationships and my Forex Market Pulse. For now, though, think about this: Does crude oil affect the Canadian economy alone? I think we have seen what high crude oil prices have done to the U.S. economy as well. So bottom line? All pairs that have a relationship back to the U.S. dollar will have a certain amount of impact from crude oil. And that means that all U.S. dollar pairs can be considered comm dolls to a certain extent. Now that’s not something you will hear from most traders, but I’m here to tell you that’s the way it is.

So, there’s always a bull market somewhere in the forex. When you consider all the different countries, commodities, and the relationship they have with one another, it’s easy to begin to understand that while some currencies are being beaten down, others are rallying in comparison or are considered safe haven currencies. This is why you will always find that some pairs are heading lower while others are ripe for buying.




A BULL IS ON THE LOOSE! 

One of the more appealing aspects of the forex market, beyond the 24-hour always open trading, is the fact that there’s always a bull market somewhere amongst the pairs. The idea of buying a stock or futures contract or a forex pair is much more familiar to most people, especially since most of us are already familiar with investing. Investing and trading do have two  completely different mindsets. For investors, the whole idea is ownership: to own more shares of a company or mutual fund or even ETF (electronically traded funds). Most people incorrectly believe that trading is buying low and selling high . . .  wrong! That is actually investing. Now, of course, investors do hope that their holding will increase in value, but that is sec ondary to ownership.

Traders don’t own anything; in fact, they don’t want to because the goal in trading is to profit from price movement. Instead of owning, traders control shares, contracts, lots, or pairs with leverage. Now what does all this have to do with playing U.S. dollar strength or weakness? Traders un derstand that in order to profit from price movement they must buy and short. That’s right, “short.” After all, trading means making money in up and down markets. If you were only to play one side of the market you would consistently miss opportunities to benefit from when the U.S. dollar moves a pair lower.

Consider this move. The U.S. dollar gains strength on the euro. The resulting move on the chart would be weakness, a sell-off and even a downtrend in the EUR/USD (euro/U.S. dollar). In order to profit from this relationship a trader would have to short or sell the EUR/USD. Here’s an other example, one that has hit closer to home for most people. Crude oil has been on a rollercoaster as of late, reaching new highs and selling off to significant lows. In fact, over the course of less than six months, crude oil has moved over $100. Crude oil has a strong correlation to the commodity currency of the U.S. dollar/Canadian dollar (USD/CAD). The USD/CAD is affected by U.S. dollar movement but as with all forex analy sis, you must consider the other side of the pair, in this case the Canadian dollar. The Canadian dollar or “loonie” is affected by crude oil prices be cause Canada is a huge exporter of oil. When oil strengthens, this helps the loonie strengthen. If oil weakens, it can take the loonie down with it. So as the crude oil market sells off, the loonie has been weakening against the U.S. dollar, which results in a downtrend on the chart of the USD/CAD. The only way to benefit from that movement in the forex would be to short the USD/CAD and profit from the weakness.




SHORTING 

The real value in trading has always been the fact that traders can profit in both up and down markets. This has always been one of those ideas that people have a hard time wrapping their brains around. Even though I spent a good deal of time telling you that you can always find a bull market in forex, that’s not where I want you to stop looking for opportunities. I’ll let  you in on a little secret. Gravity applies to the markets too. Prices always fall quicker than they rise. It’s a function of fear and panic. And, yes, you can profit from it. But before you think of me as some heartless trader preying upon fear, remember that trading and investing must have participants willing to sell. I’m not sure where this concept blipped off the radar, but it’s one that the general public doesn’t seem to get: For every buy there is a sell. The reason prices move higher or lower is based upon where the transaction takes place. However, there still must be a buyer and seller willing to do a deal in order for a trade to take place.

Let’s discuss it in terms that most people can visualize, the housing market. When a house goes up for sale you have a seller, that’s the current homeowner. This homeowner is hoping that there is demand—and lots of it! More demand for the house, and the price at which they can sell (think of it as where the trade will be done at) will be higher. Less demand, and the price at which they will likely sell will be lower. The stock, futures, and forex markets work the same way. When there are plenty of homes for sale and not as many buyers, that’s a buyer’s market. If you were to plot that on a chart, the trend for home prices would be down. Now take that same scenario and apply it to a stock. Let’s use IBM. If IBM came out with a bad earnings report, or if a new product line flopped, or a problem was found in server design—any one of the myriad of issues that can hurt a company and a stock—the value of IBM would likely go lower over concern for what these issues mean to IBM sales and profits. What if you could profit from prices heading lower? We all know we can profit from prices moving higher as good news is discounting into a stock and both traders and investors buy in expectation of more success, profits, and sales from IBM. But what if events go the other way?

I’m going to warn you that you may need to reread this until you get the mechanics of what I am going to explain implanted in your mind. It may take some time to click, but once it does, it’s going to open a whole new world to you and your trading opportunities. I remember the first time I was introduced to the concept of shorting. It was foreign and took me a week to understand. Conceptually it made sense, but it wasn’t until I understood order flow that it made total sense. I began to see why it was such an important concept and a viable position to take in a downtrending market. Funny enough, I actually thought for a short while that it was illegal until my broker walked me through what I am about to explain to you. Remember that while you read this, until people are willing to sell and short the market as we know it, it would not exist. I’m not trying to be dramatic, it’s just plain fact.

I could just say that when you are shorting a market (stocks, futures, or forex) you’re selling it at a higher price and buying it back at what you hope to be a lower price for a profit. But selling something you don’t own doesn’t  necessarily make sense, does it? And for those of you who are already familiar with shorting, I am probably preaching to the choir, but come along for the ride here regardless. You may find out a few things about order flow you didn’t know before.

I am going to use a stock example again, because time and teaching literally thousands of traders has taught me that using this as a frame of reference seems to be one that most people feel comfortable with, and the mechanics apply to any market. Let’s take our old friend IBM again. Big Blue is heading lower, and as a trader you understand that one of your options would be to take a short position in IBM with hopes that it will head lower still from your selling price. How, who, and why?

The how of shorting is basically a process by which your brokerage will allow you to borrow shares of IBM. So that’s where you get the stock to sell: You are getting it, borrowing it, from your broker! Next is taking these borrowed shares of IBM and selling them into the market. Who will buy it from you? The markets are divided into two groups, buyers and sellers, also known as the bid and ask, respectively. Buyers bid on a stock they want to buy and like all buyers they would like to pay as little as possible. The ask, or sellers, are on the other side. They own what the buyers want, and of course they would like to sell it for as high a price as they can get. How much they will get for it depends upon whether it’s a buyer’s or seller’s market, just like real estate.

Imagine two lines of traders, one of buyers and one of sellers. These two groups are lined up by placing the bidder or buyer who is willing to pay the most for IBM at the front of the “buyer’s line” and the seller who is willing to sell for the least amount at the front of the “seller’s line.” The difference between the highest bid and the lowest ask is the spread. Starting to make sense?

At the front of each line are the two participants that are closest to being able to get a deal done. So who gets their price? Well, that’s determined by the overall direction of the market. The seller will have the advantage if prices are heading higher (more demand) while the buyer will have the advantage if prices are heading lower (more supply). In the trading world this balance can go back and forth from moment to moment. Since we are talking about shorting, we’ll assume that the overall market psychology is bearish. This means that the overall direction of the market is heading lower and that the buyers are able to have their way, which means that the trades are generally being done at lower prices.

So since you are shorting and you have your borrowed shares of IBM, you are on the ask or “seller’s line.” You have a price that you would like to sell these shares for, and your hope is that you can find a buyer and that prices will head lower after you sell your shares.

So how do you profit from such a position, and why would anyone buy it from you? The first part is easy. Since you borrowed the shares from your broker, all the broker expects is that you return the shares to them. It’s much like borrowing a book from the library. The library made you get a card so you are “approved” to borrow a book, and they expect you to return it. The broker in this case is typically going to let you have those shares borrowed out for pretty much as long as you need them. When you sold IBM, you collected a certain price per share from the buyer knowing that at some point you are going to need to buy some IBM sooner or later to return what you borrowed. Let me say that again, because here is often where the wheels fall off the wagon for a lot of folks.

You sold your borrowed shares of IBM into the market, and the buyer of those shares gave you, for sake of keeping this simple, $100 per share. Now you have this $100 per share, and that’s half the equation here of this short position. Now based on your analysis you think that prices should headlower,andbygolly,theydo!$98...$93...$88...$87...$84...until they level off at your target of $80. So you sold at $100 and prices sold off to $80—a $20 difference. Remember, your broker wants their shares back at some point, and you’ve decided today’s the day and $80 is the price. So you execute another order. Your first order was a SELL. Your second order is a BUY. This will allow you to realize the $20 profit and return the shares of IBM back to your broker, thus closing out your short position. You sold these shares at 100 and are buying them back at 80, so the difference is yours.

I had also mentioned the “Why?” Why would someone buy these shares from you? Well, that’s what is so wonderful about the markets. There are always going to be contrary opinions. Without them there would be no mar ket. When I think I see a buying opportunity, there is someone out there who thinks that I am out of my mind and that there is a selling opportu nity. Without both sides of the equation, buyers and sellers, there would be no market; there would be no investing, no trading, nothing! So next time you hear about someone shorting the market, remember, there had to be a buyer for that trade to be done and without both types of market partic ipants there would be no liquidity. We’ll talk later about liquidity and how the forex is the most liquid market on the planet and why that’s so impor tant to us as traders. For now though, I hope your mind is starting to see the opportunity in playing both sides of the market.

And by the way, my shorting example of IBM has nothing to do with anything happening in the market. I have been an investor in IBM for many years. It is the first stock I ever owned. My father, a proud IBMer, worked for them until the day he passed away.




CHAPTER 2

Full-Time Trading  =  Full-Time Job

Perspective my friends, keep your trading in perspective!

2007 “Fxstreet.com. The Forex Market.” All Rights Reserved.
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I don’t know about you, but I have never wanted to work on Wall Street, or in an exchange, or for a bank, or be a fund manager, or manage other people’s money for that matter (by the way, I tried it and hated it). That’s not to say those are not important or fulfilling jobs. It’s just that I have never been much of an employee. I’ve always wanted to work for myself, and that really is just my way of saying I want to dictate when and how hard I work. You’re probably not that different from me. Who doesn’t want that freedom? That’s what trading is to me, freedom. There are plenty of ways to make a good living in this world. But I can’t throw a  90 mile-an-hour fast ball, I can’t sing or dance, and I always kick myself for not thinking of putting bird seed in a balloon and selling it as a stress relieving grip ball. Oh well.

So it ain’t just the money! Trust me when I tell you that trading is the hardest way to make an easy living I can think of.

I am a part-time trader. I think that people who are employed as traders are professional traders or full-time traders, but there goes your freedom out the window. I have never been great at answering to anyone as my mother will attest. And I do like to sleep in from time to time, as a few of my friends will attest when they have called me in the morning only to wake me up!

So really by that definition I am a part-time trader and darn proud of it. Does that mean that I treat my trading as a hobby? Definitely not! But consider that forex, which is the main topic of this book, is a 24-hour market. I don’t know about you, but I like to sleep, cook, train, golf, play a little Wii, read a book, maybe write a book, talk with friends, do a little blogging, dive, ride my motorcycle, go out to lunch with friends, go fishing, travel, you know, have a life! So obviously there are going to be times that I can’t be in front of my computer and more often, don’t want to be!

Let me tell you now that I was not always so enlightened. When I first started getting into trading, I was totally addicted. Addicted to the action, the charting, getting my hands on everything and anything trading related, and going at it 16 hours a day. No joke. And I’ll tell you the whole tale later, but suffice to say, I’m a chart junkie. My trading wasn’t better with my eyes glued to dual monitors. My friendships weren’t better, and I’m pretty sure my husband thought I had lost my mind. Although he still might be holding that opinion.

So I eventually unplugged and embraced the life of a part-time trader. You can and should do the same.

There are a few things that will make it clear once you understand them. Just a few simple things are all you are going to need. I will show you how to use time frames to your advantage as well as the prime trading times for each pair. I’m going to lay it all out for you.

The forex is a 24-hour market, so do full-time traders ever sleep?

Okay, so now you may be thinking, “Raghee, won’t I miss trades if I only watch the market part-time?”

And I will answer, “Yeah. You, me, and everyone else.”

Even full-time traders have to sleep, eat, and well  . . .  you know. And believe me when I tell you that I have known quite a few traders with com puters in the restroom. So trading forex is all about picking your spots and knowing when the market is most likely to move. This luckily is not com pletely unpredictable. Markets, like people, have a natural daily rhythm. As a trader, I count on it. In many ways, trading forex is trading the  opinions of seven different financial centers: Sydney, Tokyo, Hong Kong, Singapore, Frankfurt, London, and New York. These seven represent the major financial centers around the world, and each has its own psychol ogy, volatility, liquidity, and rhythm. You can find a time to trade. It’s re ally going to be more a function of your personal schedule. I will tell you though that all financial centers are not equal. Some are more important (New York) and larger (London) than others. Since the six most traded pairs are U.S. dollar-correlated (they reflect strength or weakness ver sus the greenback)—EUR/USD, USD/JPY, GBP/USD, USD/CHF, USD/CAD, AUD/USD—the “best” trading time is the overlap between Frankfurt, London, and New York which makes the forex “prime time” 7 A.M. EST to noon EST. What if you can’t be in front of your computer then? I’ll show you how to trade it anyway, and that goes for any financial center. With proper and well-thought out order entry and a firm grasp of time frames you can handle just about any market.

Just accept it now; you are going to miss the occasional trade. The sooner you can come to terms with that fact the less likely you will chase trades, and the less likely you are to revenge a trade. And if you didn’t know it already, doing that will empty your trading account at a nauseating pace.




EMPLOYEE MINDSET 

When you become a trader, you become your own boss. Now for entrepreneurs or those of you with a natural entrepreneurial spirit, this will not be a major adjustment. For those of you who have been employed by someone else for most of your adult life—I won’t kid you—that first step is a lulu.

Traders live in the results economy, which is to say that we get paid not for time spent doing something but for results and results only. Believe me when I tell you that the market does not care one bit that you or I spent six months or a year learning how to trade, or that we spent the better part of an evening analyzing charts or news and fundamentals or that you got up at 2 A.M. to trade Europe. Notice I didn’t say “we” in that last sentence, because I just don’t get up at those silly hours of the morning. Not being rewarded for effort and time is difficult for many new traders, and the lack of return for the hours can be very frustrating for the unprepared. So here I am—preparing you. This is a particularly tough habit for people with the employee mindset to overcome because time spent doing something is the measuring stick they are familiar with. If that isn’t enough, there are other considerations, too.

It’s not my objective to make trading sound simple and easy, because it’s not. It’s not because the skill is particularly difficult, but rather that  we humans love to complicate everything. There are challenges to trading just as in any other skill you are trying to acquire. I mean really, who here plays golf? Could anything be harder or more painful with the exception of childbirth? If you don’t practice what I am going to teach you or think you are going to buy a piece of software that tells you what to do, then seriously, please give this book to someone who is going to use it.

All I am telling you is what I have learned the hard way. A smart person learns from her own mistakes. A wise person learns from the mistakes of others.




CONFESSIONS OF A CHART JUNKIE 

I still love charts, and they are still my bread and butter to finding, setting up, and managing trades. For every knucklehead who asks me: “You know what you find next to a sunken ship?”

“I give up.”

“A chart.”

“Ha ha.”

I know that there is no way that trading news or fundamentals can work, without an understanding of how much or how little the news has been discounted into the market. So the battle lines are drawn: fundamental traders versus chartists. I don’t think it has to be that way. I think a hybrid of each, knowing which to use when, is the ultimate solution. But I didn’t always think that way.

My chart junkie ways started like most. An interest in learning how to trade and a charting subscription sent to my home each Monday. This was back when I hated weekends because the markets were closed. Yeah, I needed help or at the very least a hobby. There was little else I could get my hands on at this time in the history of mankind because there was really no Internet to speak of, and those giant mochaccino-lands with books didn’t exist. So it was me, glued to a fledgling channel hardly anyone watched called the Consumer News and Business Channel and Schabacker’s “Technical Analysis and Stock Market Profits.”

I would sit for hours poring over about 30 end-of-day charts of the futures market. A pen and ruler and calculator was as sophisticated as it got. Forget streaming data and intraday charts; this was old school. You know there’s nothing like going over printed charts manually with pen and ruler. If I sound like I am pining for the days of yore, I guess in some ways I am.

But it wasn’t perfect. And I’m here to tell you that the bell curve of your trading will follow a path similar to mine, similar to a lot of traders  and would-be traders. As with anything new and exciting, you can’t get enough. Not unlike your first car, first home, first puppy, or new love. It’s all-consuming, and that’s what makes it great. You’re going to dive headfirst into that new charting software, demo trade the heck out of that new order entry platform (and start convincing yourself that the practice trades are real), read every book written on the subject of trading, attend seminars, watch CNBC, and nod as though you understand most of it, discover dead Italian mathematicians (Fibonacci), and probably start making a series of the worst trades ever made. Then and only then will you really start to learn. Sadly and typically, the pain must come first. Now, with your bruised ego, you do all of the above again. Only this time there’s doubt and fear, and that’s when you think that someone else has the answers. Here’s a quick tip: They don’t.

Most traders want to know everything. Pursuing that is, of course, insane. But we all get crazy for a bit, overcompensating for the fact that we know that we don’t know nearly enough. As we begin to try and apply too much, naturally we begin that process of whittling away what doesn’t work and what we don’t understand. If we continue to do this, eventually we find that we’re not looking to add but rather subtract until we find the handful of studies, tools, and whatnot that will finally conclude our search of “what works.” That’s closing the gate. Keep the stuff that you want out, and keep what you need in.

The quicker you can recognize where you are along this bell curve, the better and the sooner you can get to closing the gate, the closer you will be to becoming a trader. That’s a fact! There is a common thought that you should never stop learning, and it’s true, but knowledge is depth, not breadth. Knowing more is not always useful, knowing better, knowing deeper, with more understanding is.

It’s more tempting out there in the world of trading, investing, and the markets than ever. Today’s streaming data is more affordable than ever, and the charting platforms that you can find for free online are better than the platforms I used 10, 12 years ago and paid $800 a month for. The indicators are seemingly unlimited, fast, and instant. But you know what, most traders still stink, I mean really stink: losers to the tune of about 90 percent plus. So it’s not technology that’s going to make us better traders.

You can use my approach to trade any market and any time frame, forex, futures, and stocks!

One of the biggest mistakes I see with traders is that they fail to understand that no market is an island. There’s no such thing as a market that trades inside a bubble. Markets move one another and are connected across so many fronts: forex to futures to stocks and back again. I don’t consider myself just a forex trader. I trade futures, stocks, options, and I do this not because with price I can level the playing field, get an unfiltered  read on market psychology, and trade liquid markets. I do this because it makes all my trading better. You’ll learn more about the futures-forex connection when we discuss my Forex Market Pulse and the specific relationship forex has to the U.S. dollar, Dow Jones, crude oil, and gold.




ANALYZING THE MARKET 

I’ve set up some pretty lofty expectations, haven’t I? So how serious am I about doing this in approximately one hour a day? No joke. No hype. I mean it. Time spent does not equate to success. In fact, I’ll go so far as to say that if you were to reduce the amount of time you spend analyzing and trading—starting today—your returns would improve. Why? Well, Las Vegas knows why. They don’t build billion-dollar casinos because they look majestic in the desert. While almost everyone you and I know tells us that they always leave Vegas a big winner, money in their pockets, someone has got to be telling a whopper because I’m pretty sure that the water bill alone at the Bellagio is enough to make my eyes cross. Now if you think I am comparing trading to gambling, I am, just a little.

While it may be blasphemy in certain circles, comparing trading and gambling there are similarities that it would do us good to notice. What I have observed is the time spent sitting at a casino will eventually empty your wallet if you don’t know when to walk away, and I don’t even gamble. The fact that most traders don’t know when to stop does draw some similarities to their gambling cousins. Is trading gambling? Sure, professional gambling. I’ve worked with a professional gambler; he was written up in Forbes and was one of the most disciplined guys I have ever met. He regulated his diet on days he worked, which is to say the days he would gamble. He had a strategy, stop loss, money management . . .  the works! I can’t dismiss that as merely gambling. There are trends in games like craps just as there are trends in the EUR/USD or crude oil. Yes, I know there are differences, but I think we can learn a lot from professional gamblers, and I believe the main lesson is this, given enough time, the house will always win. Not because they are better, but because they are patient and will play every hand, every card, every roll. They know they are better funded than you or I. And that alone lets them be wrong longer. They wait us out.

Gamblers make small decisions by noticing the small nuances. Who hasn’t watched 14 hours straight of the World Series of Poker marathon and noticed how the players size each other up? I’ve watched players at the craps table, and they will vary their bets according to hot streaks—is that much different than trading a trend? My point in all this is that much  of trading is psychological, and you are already in many ways equipped to trade. You just don’t know it yet. So what are those nuances traders need to notice to play the market? They are visual tools, but instead you will use a price chart. Price is how we measure market psychology. It’s a gauge of exactly what the buyers and sellers are thinking and doing.

So how do we know when to sit and play and when to watch? That’s the key, isn’t it? Well, playing more is not the answer. Observing helps. So does becoming a student of price action. Learn to watch price action without feeling a compulsion to play. That’s discipline. The next step is knowing when to rejoin the game. For us, traders, we can rely on financial centers opening, closing, market overlaps, and scheduled news releases to signal those times. That’s part of it. While we want to join the game at the right time, the other half of the equation is the market behaving in a way that we can capitalize on.

The three most common mistakes losing forex traders make are:1. Risking too much on a single trade
2. Trading during the doldrums between the London close and Sydney open and overtrading during Asia without regard to the European open
3. Trading at the moment of news releases


And those are just a few examples. But the topic here is how to analyze the market quickly, and sometimes it’s just as effective to discuss what not to do because you and I are going to spend the better part of the rest of this book discussing what to do.

The lesson here is not that I want you to be Vegas or Wall Street; we lack the capitalization. But I do want you to begin noticing what losers do. Vegas, Wall Street . . .  they know what losers do, in fact they count on them. Losers behave the same way. They congregate in little herds of losers because they think and behave the same way. You know the old saying: If you can’t find the sucker in the room, t’s you.

Knowing when you play or walk away is a function of knowing what will make us act. I call them “decision levels.” The market seduces traders. It’s a siren song that is hard to resist when you feel that the next price could be a reason to act. The reason why Forex in Five traders will be able to resist is that price becomes our ally; specific price will cue our interest and begin analysis, and then, maybe, trigger a trade. Most traders make knee-jerk reactions because they incorrectly believe that any and all price moves are an invitation to trade. Watching the market this way is both unproductive and exhausting. Knowing that you have a price at which you have planned to act is instrumental to your success in trading.




IDENTIFY THE TREND 

You are not your entry strategy. If only I had a dime for every time someone has told me, “I’m a swing trader” or “I am a breakout trader” or—and this one is my favorite—”I am a contrarian.” Let me translate for you what each of one of these trading statements really mean.

“I am a swing trader.” This actually has two different meanings. First is “I enter trades and stay in them for anywhere from three to five days.” Okay, interesting, but does that mean there is some kind of alarm you set—an egg timer maybe—that goes off at a three- to five-day setting? And when it does go off, is it a mad scramble to the exit button? How do you determine if the trade is fully cooked at three days or five?

Second, and at least this one has more merit is “I am a trend trader.” Frankly, I have fewer issues with this translation as it is a partial truth. But first, how do you recognize a trending market? Sadly for most “swing traders or trend traders” every market is treated and thought to be a trending market, which we know of course is just not the case.

“I am a breakout trader.” To a breakout trader the whole world is a buy through a ceiling and a short through a floor. And if the markets were kind enough to consolidate and break out with that much predictability, everyone would be a trader, have six-pack abs, a full head of hair, and children that clean their room after finishing their homework every night. Breakout traders see the markets always as a coiled spring waiting to be sprung, and while this is actually an effective strategy in a sideways market, like any good strategy, it must start with the correct market cycle to be applicable.

“I am a contrarian.” Here’s the translation. “I pick tops and bottoms in trending markets mainly because I am not sure how to trade a trend and follow it. Instead, I choose a subtle form of revenge trading, looking to buy new lows and short new highs in between my hours of playing in oncoming traffic because I missed the move in the cable from 1.7000 to 2.1000.”

The bottom line here is that you are not simply a swing, breakout, or contrarian trader. You are all three, and the market will tell you when you use which one  . . .  if you know what to look for.




TIME FRAMES 

Anytime someone asks me, “What’s such-and-such market doing, Raghee?” I answer it by asking “Which time frame?” That must be the first consideration. A five-minute chart could be behaving very differently from a one-hour chart and different still to the four-hour or even the daily. The daily chart  is the most psychologically significant, but we should never assume that’s where the trade or the action is! The easiest way to begin understanding what it means to analyze any market across multiple time frames is to view short time frames as the building blocks to larger time frames.

I trade forex off one of five time frames: the 30 minute, 60 minute, 180 minute, 240 minute and daily or end-of-day chart. Sometimes I’ll look at a time frame as short as the 15 minute. But frankly, anything smaller than that begins to make less sense when you factor in the cost-per-trade in forex. With five, maybe six viable time frames to consider, there are not only the individual market cycles to consider, but there are risk/reward issues. Consider that daily charts, due to the fact that a single day’s trading will represent a wider range from high to low than a 30 minute or 180 minute time span can, inherently has more risk because of it. So it’s not enough to find a trade on a specific time frame; you have consider the risk that comes with it and whether the risk is appropriate for your account size and risk tolerance.

No daily chart is going to trend higher or lower or consolidate without the smaller, intraday time frames moving it there. That’s the heart of the “brick by brick” philosophy. It takes two 15 minute candles to make a 30 minute candle, two 30s make a 60 minute candle, three 60s for a three hour or 180 minute candle  . . .  see where I’m heading? It’s the smaller time rames that dictate the direction of the larger time frames; it’s cumulative. For those of you who use multiple time frame (MTF) confirmation, this is my reasoning for not using it.

I started out trading fully embracing the multiple time frame confir mation philosophy. I did it really for no other reason than I was told in ook after book, that it’s what I should do. So what is multiple time frame confirmation you ask? Generally, it’s the process of confirming the overall direction of a market with a comparatively larger time frame. For exam ple, confirming the direction of a 30 minute chart with the direction of the 180 minute or 240 minute chart. When you consider the “brick by brick” philosophy, this is a backwards way of confirming market direction. Re member that moving from smaller time frames to larger time frames is cumulative. Smaller time frames are the building block, the bricks, which build the larger time frames.

At any given time there is a very good chance that each time frame will have slight differences not only in direction but also the quality of that direction. The 60 minute chart may be in an uptrend but the 30 minute’s uptrend might be stronger or steeper or correcting to support better. It’s these differences we compare to determine which time frame we will set up and trade. Here’s another point to consider. Once you choose the time frame you will set-up, confirm, and manage the trade from that time frame alone. Later on, we’ll be discussing market memory, and this will take care  of many of the issues traders have when treating a time frame in this man ner. Most of the issues stem from a concern over not knowing all relevant points, support and resistance, on the chart. It’s that feeling that you’re not seeing everything you need to be aware of. Working from the market memory, coupled with psychological numbers, will help take care of this entirely.

There is some value in MTF, but I believe it’s limited to comparing in traday time frames to the overall or “daily” time frame. For many traders, trading against the daily time frames is trading against the overall psychol ogy of the market. Now, if there is a clear direction on the daily, this cer tainly can be a filter. But it’s not a required one.
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