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Definition of ‘Price Action’

“The movement of a security’s price. Price action is encompassed in technical and chart pattern analysis, which attempt to find order in the sometimes seemingly random movement of price. Swings (high and low), tests of resistance and consolidation are some examples of price action.” - Investopedia





ABOUT THIS BOOK

I am writing this book for those who want to trade Forex for a living or would like to earn extra income part-time. My goal is to show readers how to make money trading Forex by using the right strategy. There are lots of books in the market on technical analysis and chart reading, but there are not enough books showing which indicator to use or how to use it. There are over 100 indicators to choose from, but not all are usable for Forex trading. You only need a few good indicators to use on different timeframes for your chart setup to trade Forex profitably. I am going to reveal my trading strategy to all my readers.

Why I am giving away my strategy?

The answer is simple: I believe in giving back to the community, and this is my way of giving back to the trader’s community.

When I first started trading Forex seven years ago, I struggled to make money and made lots of mistakes, like all other novice traders. It wasn’t easy to make money trading Forex, but I never gave up. I was trying to improve my trading by reading books on technical analysis, watching online webinars and attending workshops, but I couldn’t find the trading system I was looking for.

So I have decided to create my own trading system. I started to watch the Forex prices to understand how it moves and what makes it move and then started to test the different indicators on different timeframe. I have tested over 20 indicators but selected only a few that I found very helpful for the Forex market. After reading this book, you will know how a good chart setup can give you consistent profits. It can be Forex, stocks or any other market.

To this day, I am still using these indicators in my trading and they are great system for Forex day traders or swing traders. If you use my strategy, I am confident that it will give you better results in your trading. This system will also take the mental pressure off of you and will help you to trade the market with ease.

In this book, I am going to show you six strategies I have been using to trade Forex profitably. All six strategies have their own benefits. Now, it’s up to you to explore.

Last but not least, if you are new in the Forex market, please practice this setup in the Forex demo account until you get comfortable to trade live.

If your trading improves after reading this book (and I believe it will), please spread the word. Help others to learn the strategies shown in this book to become better traders.

I promise, the knowledge you will gain from this book will outweigh the cost.

Best of luck!
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CHAPTER ONE:

WHAT IS FOREX?

Before I jump into my trading strategy, I think it would be a good idea to give some background information about Forex to those who are new to this market and would like to learn this new skill to earn a living or use it for the extra income.

If you have been trading Forex for a while and don’t need this introduction, then you can jump into the next chapter where I start to discuss my strategy.

You can trade Forex with as little as $1,000 investment. You don’t need a license to trade Forex. All you need to trade is a broker account and a trading platform. This means that there are no restrictions to trade Forex. Anyone who has money to invest and wants to learn can open an account and start trading.

Why trade Forex? Yes, making money is a very common answer. Some people trade in the Forex market to earn extra income and enjoy life, and others make a living out of it. Whatever the reason, traders are getting money, enjoyment, achievement and maybe all three. It opens doors to everyone. But don’t be fooled: there are tremendous risks involved in the Forex market.

However, if you educate yourself first and learn all about the markets, you have a better chance of doing well. There is lots of information available online, and that should help you understand how this works and which broker to choose. On this book’s resource page, I have listed a few brokers’ names and web addresses, which may help you to open an account and download their trading platform. MT4 (MetaTrader 4) is the most popular Forex trading platform. Most of the brokers offer the MT4 platform for their clients, and it’s free.

Forex Trading Advantages


	Forex is the largest financial market in the world, trading over $4 trillion per day.

	The market is open 24 hours a day, five days a week.

	The broker cost is low – usually the “spread” (the difference between the bid and the ask price).

	No fees – no exchange fees or regulator fees.

	It’s easy to start – simply fund a margin account with at least the minimum amount and then start trading.

	Short selling makes it possible to return a profit no matter how the market is trending (up or down).

	You can hedge (buy and sell) the same currency pair at the same time.

	Forex is so large that no single entity can dominate and influence the market to the detriment of other traders.

	Trading Forex is quick and convenient and can earn you additional income.

	You can trade Forex from anywhere in the world as long as you have a computer and Internet connection.

	You can also trade Forex as a business.



Foreign exchange market is the biggest markets in the world. Until recently, only central banks, governments and some large financial institutions were players in Forex trading. Their purpose was different. But the evolution of the Internet has changed all of this, and now it is possible for average investors to buy and sell currencies with the click of a mouse through online brokerage accounts. For this reason, we now see lots of retail traders trading Forex to earn a second income. Best of all, you don’t need a large amount of money to trade Forex, as you do with stocks or mutual funds. As I said earlier, you can start Forex with as little as $1,000 and increase as you gain experience. No other investment will give you this type of opportunity. Students can learn this skill while in college or university and earn extra income toward their tuition, or a housewife can earn extra income from the comfort of their home. Opportunities are endless.

Forex is recession-proof. You will never be out of work if you can master this skill, and I believe anyone can be successful if he or she puts enough time and effort into learning this new skill. If other people can do it, then you can do it. You just have to develop passion for the market. You have to have a positive attitude. I am giving away my years of experience, and all you need to do is learn and master it.

You can trade Forex in three ways: spot market, forwards market and future market.

What is the spot market?

In short, it is the market where currencies are bought and sold based on the current price.

What are the forwards and futures markets?

The forwards and futures markets do not trade actual currencies. Instead, they deal in contracts that represent claims to a certain currency type, a specific price per unit and a future date for settlement.

The spot market has always been largest because it is the “underlying” real asset that the forwards and futures markets are based on. Before, the futures market was the most popular because of its availability, but now, because of electronic trading, the spot market has gained momentum among retail traders. When anyone refers to the Forex market, they are usually referring to the spot market.

I think for now, that’s all you need to know. You can always find tons of resources in the Internet on this subject.

Now, I will explain some Forex basics, which you need to know as a Forex trader. They are:

Types of Currency Pairs

Fundamental Analysis

Technical Analysis

Economic Calendar

Trading Platform

Forex Time Zone

Types of Currency Pairs: There are three categories of currency pairs; they are called majors, crosses and exotics. Majors are most popular to traders because of the spread differences. Their spreads are smaller than other crosses. Here is the list all three categories:

Majors:

EUR/USD – Euro vs. U.S. dollar (Fiber)

GBP/USD – British pound vs. U.S. dollar (Sterling, Cable)

AUD/USD – Australian dollar vs. U.S. dollar (Aussie)

NZD/USD – New Zealand dollar vs. U.S. dollar (Kiwi)

USD/JPY – U.S. dollar vs. Japanese yen (the Yen)

USD/CHF – U.S. dollar vs. Swiss franc (Swissie)

USD/CAD – U.S. dollar vs. Canadian dollar (Loonie)

Crosses:

The “crosses” are those pairs that are not paired vs. the U.S. dollar. Such as:

AUD/CAD – Australian dollar vs. Canadian dollar

AUD/CHF – Australian dollar vs. Swiss franc

AUD/JPY – Australian dollar vs. Japanese yen

AUD/NZD – Australian dollar vs. New Zealand dollar

CAD/JPY – Canadian dollar vs. Japanese yen

CHF/JPY – Swiss franc vs. Japanese yen

EUR/AUD – Euro vs. Australian dollar

EUR/CAD – Euro vs. Canadian dollar

EUR/CHF – Euro vs. Swiss franc

EUR/GBP – Euro vs. British pound

EUR/JPY – Euro vs. Japanese yen

EUR/NZD – Euro vs. New Zealand dollar

GBP/AUD – British pound vs. Australian dollar

GBP/CHF – British pound vs. Swiss franc

GBP/JPY – British pound vs. Japanese yen

NZD/JPY – New Zealand dollar vs. Japanese yen

Exotics:

The “exotics” are those pairs that consist of developing and emerging economies, rather than developed and already industrialized economies like the majors. Here is a list of some of the more commonly traded exotics:

USD/TRY – U.S. dollar vs. Turkish lira

EUR/TRY – Euro vs. Turkish lira

USD/ZAR – U.S. dollar vs. South African rand

USD/MXN – U.S. dollar vs. Mexican peso

USD/SGD – U.S. dollar vs. Singapore dollar

When it comes to trading, most traders try to limit their trades to major currencies. There are two main reasons for that. One, those currencies are more liquid compared to others, and Secondly, as previously mentioned, spreads are lower. As an example, the EUR/USD buy/sell spread is not more then 3 pips (pip is a point in currency trading), whereas the GBP/AUD spread can go as high as 9 pips. In Forex terms, these differences are the broker’s commission. In a standard account, 1 pip = $10; in a mini account, 1 pip = $1.

As an example, when you buy GBP/AUD using a standard account, you pay 9 (9 pips commission) x 10 = $90 dollars to buy, and when you sell, you pay another $90 commission. But if you trade EUR/USD or other major currency, you will pay 3 pips or less as commission, and your commission to brokers will be $60 (3 x 10, twice) buy and sell, compared to $180 if you traded GBP/AUD or other cross currency. All brokers list their commission on their website. Look for a broker who offers better commission before you sign up with them.

In the stock market, you trade shares of companies. You buy and sell them. You pay money to buy stocks. But what if you wanted to trade or buy and sell a currency?

In the stock market, companies’ shares are commodities and the currency you pay to buy them is the money. It is the same in any other kind of trading. You pay money to buy a commodity. In Forex or foreign currency exchange, you trade currencies. So again, you have to pay something to buy something else. You pay a currency to buy another currency. You sell a currency against another currency. To be able to do that, regulators have created currency pairs. For example, EUR/USD is a currency pair. In each currency pair, the first currency is the commodity, and the second currency is the money. In EUR/USD, the first currency (Euro) is the commodity and the second currency (USD) is the money. When you buy EUR/USD, in fact you pay USD to buy Euro, no matter in what currency your Forex trading account is. You can have a trading account in USD, GBP, CAD or any other currency. If you want to buy EUR/USD, your broker changes your trading account capital into USD and uses that USD to buy Euro. The U.S. dollar is the main currency and the axis of all transactions in the Forex market; any trade has to be done through USD. However, all of these processes will be done automatically; you just need to click on the buy or sell button.

Let’s get back to our example, EUR/USD. When you buy EUR/USD, you pay USD to buy Euro or you buy Euro against USD. In the Forex market, it is possible to sell EUR/USD even before you buy it. How? Let me give you an example. You borrow my car for two weeks. Suddenly, you see someone wants to buy the car from you with a good price, like $2,000 above the real value. You sell my car. But you have to return my car after two weeks, right? When it is time to return my car, you go and buy the same car exactly, but at the real price, which is $2,000 lower than the price that you sold my car. You return my car, while you have made a $2,000 profit.

This is what we do when we sell a currency pair before we buy it. You sell EUR/USD high and buy it low. You sell it low and buy it lower.

When you buy a currency pair, you take a “long” position, and when you sell a currency pair, you take a “short” position. Long and short are just the terms we use in the Forex and stock markets, and they have nothing to do with the length of anything. They are just terms. Of course, it usually takes longer for the price to go up and shorter for it to go down. That’s why, when you buy, traders say you have a long position and when you sell, they say you have a short position.

So, when we say we “go long” with EUR/USD it means we buy, and when we say “go short” that means we want to sell.

Fundamental Analysis

In Forex trading, information is vital for your success. Currently, there are two main forms of analysis used in Forex trading: fundamental and technical analysis. Fundamental analysis deals with the countries’ economic health, and technical analysis studies past market activity to predict futures.

Basically, fundamental analysis provides an outline of currency movements, together with a broad picture of economic conditions that could change the value of any particular currency. Keeping that in mind, Forex traders then frequently use technical analysis to plot entry and exit points into the market and make better decisions on their trading.

Like any other market, the Forex market reacts on supply and demand, which are also affected by economic conditions. Two major economic factors affecting supply and demand for the Forex market are interest rates and the strength of the economy, measured by the gross domestic product (GDP). There are other government reports published weekly or monthly (like employment reports, retail sales, and the Consumer Price Index) that are important to gauge a country’s economic conditions. Forex traders follow this news closely to make better trades. However, some traders rely solely on technical analysis, as they think that the fundamental news reflects on charts price action.

Technical Analysis

The technical analysis involves mathematics and statistics. It is about the past performance of currencies and the use of technology for the analysis of future expectations. With fundamental analysis, you analyze the underlying currency itself, but with technical analysis, you use the price data of the currency pair to make your decisions.

Traders that use technical analysis are always looking at charts. Forex charts show you a graphic illustration of how a price has behaved over a certain period of time. There are a number of charting software programs out there to use, including the popular MetaTrader platform. With these tools, you can pull up a chart of any currency pair that you like on multiple timeframes. You can look at the one-minute chart and see a detailed representation of what the price has done on a minute-by-minute basis. You can also look at one-hour charts or even up to a month of price data.

I will teach you technical analysis in this book. After learning my trading strategies using technical analysis, you will be ready to explore the biggest market in the world.

Forex Economic Calendar:
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Figure 1. Forex Economic Calendar

Before opening a trading position in the Forex market, it is always good to check the economic calendar for any important news, to avoid any unpredictable market movements and protect your trades.

One of the keys to success when trading Forex is to know why the market is moving in a certain way and to anticipate these moves. On the whole, the biggest market-moving events tend to be the release of key economic data, such as the U.S. nonfarm payroll number. While the reaction of the market to these announcements can be unpredictable at the best of times, they do present excellent trading opportunities.

I recommend any Forex trader to always use the economic calendar in his/her Forex trading. It will help you stay updated on important developments in the market and protect your trades from unpredictable and risky movements.

Forex Trading Platform
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Figure 2. MetaTrader 4 platform “source internet”

MetaTrader 4 is a trading platform developed by MetaQuotes Software for online Forex trading, contract for differences (CFDs) and futures markets. MT4, as it is commonly known, can be downloaded at no charge directly from the MetaQuotes Web site or through dozens of online Forex brokers. MT4 provides tools and resources that allow traders to analyze price, place and manage trades and employ automated trading techniques. It’s very popular among Forex traders because it allows the trader to automate their strategy using MT4 Expert Advisor.

Forex Time Zone:
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Figure 3. Forex Time Zone graph “source internet”

Forex is a 24-hour market. It opens in the U.S. on Sunday at 5 p.m. Eastern Standard Time and closes on Friday at 5 p.m. Eastern Standard Time. Forex trading opens in New Zealand, followed by Australia, Asia, the Middle East, Europe and America.

Forex Trading Hours in Eastern Standard Time (London +5 GMT):

Australia: 5 p.m. – 1 a.m.

Tokyo: 7 p.m. – 3 a.m.

Singapore/Hong Kong: 9 p.m. – 5 a.m.

Frankfurt: 2 a.m. – 10 a.m.

London: 3 a.m. – 11 a.m.

We can see that at around 5 a.m., trading stops in Asia, while in Europe, the market is at its busiest time.

On the other side of the Atlantic, trading in the U.S. starts in New York at 8 a.m., while the European market is winding to a close for the day. Soon afterwards, Australia is waking up again, and Sydney is completing one full trading day.

The heaviest volume can be seen when two markets overlap. By looking at Figure 3, you can see that 8 a.m. to 12 p.m. EST is when the U.S. and London overlap.

Here are the times (all in EST) when two trading sessions overlap:

New York and London: 8 a.m. to 12 a.m.

Sydney and Tokyo: 7 p.m. to 2 a.m.

London and Tokyo: 3 a.m. to 4 a.m.

What does this mean to traders?

Some traders believe that trading can be more profitable in some periods than others. For example, the London session is the busiest trading session, followed by the New York session. Traders also believe that most market movements occur in the middle of the week, such as Tuesdays and Wednesdays. Some Forex traders trade during the London and/or New York sessions only. Some educators encourage their students just to trade during those busy hours and stay away when the market is thinner and less volatile.

In my opinion, there’s no better time to trade. It doesn’t matter how or when you trade. The most important thing is how you manage the trading risk and your money. Traders can’t only focus on strategies and market analysis. They also need to apply sound risk management. Trading without proper risk management is the same as gambling. Smart trading risk and money management can help you to move ahead in any market conditions.





CHAPTER TWO:

FOREX STRATEGY # 1: 
PROFIT FROM FOREX USING PIVOT POINTS

“A technical analysis indicator used to determine the overall trend of the market over different time frames. The pivot point itself is simply the average of the high, low and closing prices from the previous trading day. On the subsequent day, trading above the pivot point is thought to indicate ongoing bullish sentiment, while trading below the pivot point indicates bearish sentiment.” - Investopedia

Pivot Point is one of my favorite indicators for trading Forex. Pivot Point doesn’t guarantee profit, but it will help you to see the price movement better then other indicators. I believe anyone can make a profit from trading, if they know exactly how to use Pivot Point. Pivot Point is like a GPS for your trade, it shows the clear picture of when to get in or get out from any particular trade. Pivot Point is better for day trading, but it can also be used for swing trading. I use Pivot Points for both day trading and swing trading. Pivot Point is a powerful tool, but it is not that popular among retail traders. After reading this chapter, you will be able to understand why this is a very powerful tool to use in any market. Since, I’ve learned how to use it, I don’t do any trade without it.

Pivot Points are good for showing the support and resistance for any currency pair, which is helpful for day traders. Support and resistance levels represent the areas in the market where the price action is expected to stall, pause, change direction or build a base for a bigger move. There are many technicals that day traders use to determine these levels, but one of the most popular and powerful is the Pivot Point technical indicator.

Pivot Points are used to identify entry and exit points by the traders. If the price action is above the Pivot Point, the market is said to be “bullish,” and “bearish” if the price action is below the Pivot Point. You will see these later in this chapter, where I will show you how to use Pivot line to take position.

Many traders keep an eye on Pivot Points level for support and resistance, and you should too. Pivot Points are especially useful to short-term traders who are looking to take advantage of small price movements. Just like normal support and resistance levels, traders can choose to trade the bounce or the break of these levels. Range-bound traders use Pivot Points to identify reversal points. Pivot Points are where they can place buy or sell orders.

Now, I would like to show you some calculation behind Pivot Points. You don’t need to calculate or memorize anything to trade Pivot Points, as this is offered by all trading software. It’s only to give you an idea to see how this calculates. My favorite charting program for Pivot Point is TC2000. I haven’t found any good software where they overlay Pivot Points on the chart like TC2000. (For disclosure, I don’t have any connection with TC2000 software provider. I am just one of their subscribers. You are free to choose any software you want, if that serves your purpose.)

Pivot acronyms:

PP – Pivot Point

S – Support

R - Resistance

Types of Pivot Point:

Classic Formula

Woodie Pivot Points

Camarilla Pivot Points

There are three different types of Pivot Point formulas: Classic Formula, Woodie Pivot Points, and Camarilla Pivot Points. To find the mid-point, you need to divide Pivot by 2.

Classic Formula

R4 = R3 + RANGE (same as: PP + RANGE * 3)

R3 = R2 + RANGE (same as: PP + RANGE * 2)

R2 = PP + RANGE

R1 = (2 * PP) - LOW

PP = (HIGH + LOW + CLOSE) / 3

S1 = (2 * PP) - HIGH

S2 = PP - RANGE

S3 = S2 - RANGE (same as: PP - RANGE * 2)

S4 = S3 - RANGE (same as: PP - RANGE * 3)

Woodie Pivot Points

R4 = R3 + RANGE

R3 = H + 2 * (PP - L) (same as: R1 + RANGE)

R2 = PP + RANGE

R1 = (2 * PP) - LOW

PP = PP = (HIGH + LOW + OPEN + OPEN) / 4

S1 = (2 * PP) - HIGH

S2 = PP - RANGE

S3 = L - 2 * (H - PP) (same as: S1 - RANGE)

S4 = S3 - RANGE

using OPEN = TODAY’S OPEN, and yesterday’s HIGH and LOW

Camarilla Pivot Points

R4 = C + RANGE * 1.1/2

R3 = C + RANGE * 1.1/4

R2 = C + RANGE * 1.1/6

R1 = C + RANGE * 1.1/12

PP = (HIGH + LOW + CLOSE) / 3

S1 = C - RANGE * 1.1/12

S2 = C - RANGE * 1.1/6

S3 = C - RANGE * 1.1/4

S4 = C - RANGE * 1.1/2

I use the classic formula for my Pivot calculation. TC2000 also uses the classic formula to calculate Pivot Point, which is used by most traders.

Pivot Trade

Okay, now I am going to show you how to trade Forex using Pivot Points. If you have never used this indicator in your trading before, you will be surprised to see how much you have been missing out. I have told you earlier that this will not guarantee you a profit, but it will give you more profits than any other indicator if used properly. What I meant by “properly” is that, if you analyze the market before you take your position, you should have a profitable trade. I will show you what to look for and how you should use this tool before hitting the button to buy or sell. I use TC2000 to analyze the chart and then use my trading platform to place my order. It’s a matter of a few seconds if you have both screens open on your computer. Enough said – now let’s get into the Pivot chart.
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Figure 4.

In Figure 4, you are looking at a EUR/CHF 15-minute candlestick chart, dated Friday, November 29, 2013. The green horizontal line on the chart is the opening line for the new day. Because the day was Friday, the market closed at 5 p.m. EST; otherwise, it would go until midnight the next day. On TC2000, a day starts from midnight and finishes after 24 hours. In MetaTrader, a day is 5 p.m. to 5 p.m. EST. I prefer TC2000’s timeline, as it coincides (not exactly, but closely) with the European open.

On the chart above, I have marked some notes for you, which I am going to explain soon. But first, you need to know that we are looking at a naked chart. What I meant by “naked” is that the above chart doesn’t have any technical indicators, and I did that for a reason. By looking at the chart, you can see the price movement, and that’s about it. If you use a candlestick chart, you will probably be able to trade based on candle pattern. (Those who are new to candlestick, please look at my resources page, where I have added a link for a free candlestick learning website.) But is that good enough to trade? I will say no. Some may argue on this, but my view is that if you know why the market crowd rejects a price on a certain level and finds support at a certain level, you will be an informed decision maker. Understanding the reasoning before taking any trade is the right approach to becoming a successful trader. In Figure 4, we can see where the price found resistance and where it found the support, but that’s not enough. As a trader, we need to know why that happened. The market is made up of a big group of traders who are constantly buying and selling, and that buying and selling reflects on any securities price action, which can be Forex, stocks or options.

On the chart above, we can see that the price went a bit lower and sideways until about 3 a.m., and then at 4 a.m., it tried to go higher on a 15-minute chart but couldn’t go any higher. The first bearish signal came after a 15-minute candle closed by creating a pin bar shape. Please note, a pin bar candle is a very powerful single candle, which gives an early warning of bearish sentiment. We can see that on the chart. Right after the pin bar closed, the price created a big bearish candle at around 4:30 a.m. and closed below the opening green line. That’s a sign of a bearish sentiment on that Euro currency pair. At about 5 a.m., it continued to fall, until it found support at 1.2300 level and bounced back from there at 10 a.m. in the U.S. session. In brief, what we see is that, in this EUR/CHF price action, price found resistance above 1.2330 and support at 1.2300. Why? To answer this question, we need to go to our next chart, Figure 5.

[image: image]

Figure 5.

Now we are looking at the same 15-candle chart, but with Pivot Points plotted on the chart. Can you see the difference between Figure 4 and Figure 5? Don’t you see much more clearly what’s going on? Why was the price rejected at the 1.2330 level and why did it find support at the 1.2300 level? Now we can see very clearly that the Pivot R1 is at 1.2330 and S3 at 1.2300. This is any day trader’s dream chart.

Earlier, I said that the price started going down after the open, and then it went sideways before it tried to go higher and got rejected. Now, from this chart, we can see that even though the price went down after open, it never fell below the Pivot line of 1.2320. As we know, the Pivot line is the middle line between bull and bear. The price above the Pivot line is considered bullish, and the price below the Pivot line is considered bearish. On the above Pivot chart, we can say that if the price stays above 1.2320, then it’s bullish, and if it falls below 1.2320, then it’s bearish. When you have a Pivot line on your chart, it’s easy to see what’s going on with price action. On the above chart, we see the Pivot line in yellow, R1 in green and S1, S2 and S3 in red. They are red because they are below the opening line. R2 and R3 are out of the chart but TC2000 has the option to pull down the chart if you would like to see R2 and R3.

Day Trading Strategy

Before you day trade any currency pair, my first suggestion would be to go to the Forex economic calendar and find out whether there is any upcoming news for that currency pair. It’s important for Forex traders, because currencies move based on the news. Based on the news reports, currency can be very volatile, so make sure there is no surprise waiting for you after you hit the buy or sell button.

On the above chart, the first opportunity came when price failed to break R1 and formed a pin bar candle. When you see that candle, you get an alert for the next one or two candle reactions. You know that the pin bar close is bearish, so you will be looking for a further fall. If you trade based on a 5-minute- or 15-minute chart, you should be putting a sell order just below Pivot Point at 1.2320, and stop loss should be 15 pips above opening line or above daily high (pin bar high). It depends on how much loss you want to take, in case price goes against you. NEVER TRADE WITHOUT USING STOP LOSS. It will help you from the bigger loss if price goes against you, and secondly, it will give you a peace of mind knowing your maximum loss ahead of time if the trade goes against you. After taking the trade, you have to set up your profit target. If you trade based on the Pivot chart, you need to put extra care when the price comes close to S1 or S2. Based on the strength or weakness of that currency pair, it could bounce back from those levels or go further down.

If you look at the above 15-minute candle chart, you can see that there is only one green candle on S1 and S2, which means it tried to bounce back from those levels, but the seller pushed it down. When it came to S3, it found the strong support. You can see on the chart that from 8 a.m. to 9:30 a.m., it went sideways and then started to move higher. Here is a tip for you: If the price drops to S3, then most of the time, it will bounce from there, because at that level, price is considered oversold. So, for day traders, this is the best time to get out from the short position with whatever profit they have made. Those who have missed the short position because of awkward timing (North American traders), here is your opportunity to “go long” on this bounce, which happened after 9 a.m. Remember, the U.S. stock market opens at 9:30 a.m. EST. EUR/CHF went as high as 1.2310 but couldn’t go above Pivot Point and closed below Pivot Point for the day. If you went long at above S3 at 1.2295, you could make around 15 pips closing at 1.2310. I have to point out that on November 28, 2013, the U.S. market was closed for Thanksgiving, and, for that reason, volume was very thin. Usually, the EUR/CHF price distance between S3 and the Pivot line is more than 50 pips. But that day, it was less than 20 pips. That shows how thin the market was, due to the U.S. holiday. But this chart was a perfect example to show you how to day trade Forex using Pivot Points.

A Pivot chart is very powerful for day traders and pit traders have used it for a very long time. I myself use a Pivot chart with all my trades. Please try to use this indicator as part of your daily trading. You will be surprised by the result you will get. You will need some practice to get used to the price action, because price will not move exactly the same on all currency pairs. I will give you one example of that on Figure 7. But before that, let’s see another chart of EUR/CHF, but with a higher timeframe. In this case, it’s a 30-minute Pivot chart.
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Figure 6.

Here, you can see even better, more clear price action. It’s always a good idea to see the same chart in different timeframes to get a better idea of price movement.

Now, let’s look at Figure 7 for a different 15-minute Pivot chart for the same trading day. You will be able to see how price moves on different currency pairs, and it all depends on the strength of the base currency.
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Figure 7.

In the GBP/JPY chart above, GBP is the base currency against JPY. Here, after a few days of strong-moving GBP, on Friday went pretty much sideways between 166.75 and 167.25 near Pivot. It created double bottom near 166.75 between 2:30 a.m. and 6:30 a.m. and then, at around 10:00 a.m., it went up as high as 167.75 from 167.00, a good 75 pips of movement. When you see double bottom like that and you know the base currency GBP is stronger then JPY, you can easily scalp by taking a long position at 167.00, with a stop loss below double bottom – in this case, 166.70 and target minimum 50 pips profit. So, you are risking 30 pips to profit 50 pips: not a bad trade. Fifty pips in a mini account is $50; on a standard account, that is $500. When the price stayed above S1 most of the day, that gives some assurance on bullishness of the GBP/JPY pair.

So, you can see how Pivot lines on the chart can give some guidelines to trade the currency. I hope you will learn this skill and put it to good use.

Swing Trading Strategy

I use Pivot Points for day trading as well as swing trading. If you want to trade Forex part-time, then swing trade will be your best bet. With swing trading, you don’t have to watch the price movement all the time. You can place a market order or a pending order for your trade and then go away. You can check the price whenever you have time, maybe at the end of the day. It all depends on you. When you take your trades at the same time, set your stop loss so that your loss will be limited. Don’t take any position without a stop loss, whether it’s market order or pending order. Make it a habit. One thing though, depending on the currency pair, don’t place stop loss close to your entry point. Forex is a volatile market, and some currency moves 50 to 70 pips daily before finding any direction. So, if you put your stop loss too close to your trade, there are chances that you will be stopped out sooner and will miss out on the profit if it goes in your direction. Good news with a Pivot chart trade: you can place your stop order based on Pivot lines. I will give you an idea on where to place a stop loss later in this chapter.

Swing traders keep their position open from two days to a week or sometimes more. It all depends on their risk appetite. As it’s different from day trading, you shouldn’t treat this the same way. You need to look at a long-term price movement to make a better decision, and for that reason you need to analyze daily and weekly charts, which are more appropriate for swing traders. In some cases, you can look at monthly charts to get a better idea of the price movement.

Now, let’s look at EUR/CHF daily chart on Figure 8.
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Figure 8

The yellow line on the chart is a Pivot line and it’s showing 1.2320. That classic formula calculation was based on Thursday, November 28, 2013.

Here is how it was calculated:

Pivot calculation based on Thursday, November 28, 2013 close:

Previous Day High: 1.23273

Previous Day Low: 1.23094

Previous Day Close: 1.2324

So, Friday Pivot is (1.23273+1.23094+1.2324) / 3 = 3.69604 / 3 = 1.2320

Now, let’s analyze the chart to see if we can find any trading opportunities. First, let’s give it a closer look. By looking at the chart, we can see it has created a strong support at around 1.2300 level in the last 45 days. This chart started from October 20. At least for the short term, 1.2300 is strong support. In the last 45 days, it has bounced back from that level multiple times. It did the same on November 29, which I have shown on Figure 6. This currency pair moves at a very tight range compared to any other currency, but the tools to analyze a currency pair are the same. You need to look at the short-term support and resistance and then at the weekly and, in some cases, monthly charts to get a better feel for the range. I will come to the weekly chart later in this chapter. Now, look at the resistance of the daily chart in Figure 8. As per our daily chart, we can see that the high was 1.2370 over the last 45 days. So, now we know it’s been moving in a range between a high at 1.2370 and a low at or near 1.2300/1.2285.

Once we know the range, we can decide when to go long or short and what the risk will be if price goes against us. In the daily chart, the Pivot resistance of R1 was at 1.2330, and support S1 was at 1.23000. For swing traders, the only opportunity to trade for this currency pair is to take a long position from 1.2300 for 30 to 40 pips profit. Because it’s moving in a very tight range, stop loss can be below 1.2280, which is below the last 45 days’ low. I don’t see any reason to look for a higher profit, unless you want to keep it for the long term. We will look into this on our weekly chart analysis. To short this pair from R1 is okay for day traders or scalpers but not recommended for swing traders, because it may go higher if the fundamental improves for the Eurozone area. Every week, there is news coming out for any currency, and that can change the direction. Day traders can quickly get out of it, but swing traders need to use proper stop loss to avoid this unpredictable volatility.

Now, lets analyze a weekly chart to see the bias for EUR/CHF. Is it bullish or bearish? I use a weekly chart to get the feel for the direction of the currency. It’s a bigger picture you are looking at. Always, always look at weekly and monthly chart to see Pivot support and resistance and plan your trade accordingly. With the Pivot tool in your chart, you can clearly see where to go long, where to go short and where to put a stop loss. In the EUR/CHF pair, EUR is a base currency, which means if you go long then you are expecting EUR to go up and short if you want it to go down. The weekly chart is also in the same timeframe that closes Friday, November 29, 2013. Let’s look at Figure 9.
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Figure 9

We are looking at the last six months of EUR/CHF price movement. We can clearly see from this price action that it’s moving in a range bound at least for the last five months. What does that mean for swing traders? This currency pair is only good for quick profit when it hits range bottom or top. The best way to do this is to set an alert in your software, so you will not miss out on a trade if it hits the bottom or top of the range. Also, you don’t need to monitor this pair on a daily basis. You want to spend time on other currency pairs, where opportunities are endless. I have seen many traders who are not used to using alerts in their trading, but it’s a very important tool for traders. It will save you time, and you will never miss out on any opportunities. I use alerts on TC2000 software. I also put a note on my alert that tells me the reason for the alert and what to do next if price hits in that level. In this way, it will refresh my memory. Weekly charts will also show you the trend, which I am going to discuss later chapters.

I hope this strategy will give you a new look to your trading and will help you to make a better decision. Since I have been using Pivot Points, my trading has improved dramatically and I trade without stress, which is very important for any trader. I am writing this book to help retail traders to improve their trade and profit from this trillion-dollars market. You can add RSI or Stochastic to see overbought or oversold positions of any currency. I use them on my daily charts, which I will show you in later chapters.





CHAPTER THREE:

FOREX STRATEGY # 2 
PROFIT FROM FOREX USING OPENING RANGE

“The highest and lowest prices of a security during the first few minutes of daily trading activity. Opening ranges are important to technical analysts and day traders, because they base their trading decisions not on the fundamental aspects of a stock, such as its price to earnings ratio and the strength of the company’s market position, but on the movements of a stock’s price and the volume in which a stock is traded.” - Investopedia

I started using opening range a few years ago and found the strategy very powerful. I think this is another strategy you should use in your Forex trading, whether it’s short or long term. If you use it with your Pivot chart, you will see a big difference. This strategy is very powerful and provides consistent good results, but I am surprised to see how few traders talk about this strategy. I haven’t heard any trading webinars about this. I learned about opening range five years ago when I first read a book called “The Logical Trader,” written by Mark B. Fisher. He wrote that book for stocks and future traders, but this can also be used for currency trading. I have tested it many times and now use it as part of my trading strategy. Because Forex is a 24-hour market, opening range trading is a little different from the stock market. I use the opening range for day and swing trading. You can also test this strategy in different sessions to see how that works in your time zone.

Opening range strategy is very simple to use. It works well in a trending market. If the market goes sideways, then it will not give you the best results. Forex opening range strategy works well with volatile currency. I use 15-minute and 30-minute timeframes for day trading and 4-hour opening range for swing trading, where I hold position from one full day to a couple of days. If I use 4-hour opening range, then I use double the size of stop loss compared the stop loss I use for day trading, because of price volatility. My profit expectation is also larger from those trades. I wouldn’t suggest anyone to use 5-minute opening range to trade currency pairs, as the volatility is too high to get a feel for a direction from such a small timeframe. I have tried 5-minute opening range by myself and found they are okay if the volatility is low enough. Practice 5-minute opening range in the Asian session, where volatility is low, to get a feel for it.

If this strategy is new to you, then I will say this is another powerful strategy you should get a good control on. Do lots of practice using opening range in different timeframes with different currency pairs and see how they work. All trades may not give you the best result, but I assure you that you will have more winning trades than losing trades. The Forex market is very unpredictable, and lots of traders are losing money. But if you master all these strategies, you will get a better result. Trading is hard only when you are not prepared. Constant learning and improving your skill is the key to success. It’s a zero-sum game. Some are losing, and some are winning. Prepare yourself so that you can be on the winning side.

Day Trading Strategy

As I mentioned earlier, I use only 15-minute and 30-minute timeframes to day trade Forex opening range. My opening time is 15-minute candlestick from 12:00 - 12:15 a.m. or 30-minute candlestick from 12:00 - 12:30 a.m. EST. I use both timeframes to get a better understanding of a price movement. Sometimes, smaller timeframes shows too much noise, so I use bigger timeframes to cut down the noise. In my opinion, it’s a good practice to see it in both angles.
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Figure 10

On Figure 10, you are looking at a 15-minute EUR/AUD chart. All the way to the right, you can see the chart’s opening bar, which is marked by the green arrow. The opening candle bar is created at 12:15 a.m. EST. As I said earlier, in TC2000, a new day opens at midnight, 5 a.m. London time. So, the first 15-minute candle completed at 12:15 a.m. EST. Once the candle forms for opening range, you then draw a horizontal line by taking open and close range. Some uses high and low to create a range. It’s all up to you to decide. There is no hard and fast rule on this. Open and close opening range works just fine for me. On the above chart, I have used high and low to create the range, because open and close body is too small to create a range. It’s a doji candle bar. The open and close are too close to each other. Once you draw your opening range, then you need to look at few other things on the chart before you take any trade. First, is your opening range above or below the Pivot Point? Secondly, is your opening bar above or below 18 SMA (10 SMA will do just fine)? Point to note: I use 18 SMA for a 15-minute timeframe for day trading. That’s my personal preference. You should also look for overall bias for the particular currency pair. In this case, it’s EUR/AUD. Bias is important to get an feel for the currency direction.

Finally, you need to check whether any economic news is due for that currency pair. You don’t want to be caught in the news, because it can change the outcome for that currency pair. Sometimes, we rush into the trade without looking for a reason, and that can put any trader into bigger loss. Prepare a checklist of things you need to know before taking any trade. If you follow your checklist, you will see how easy it becomes when you make your trade.

On Figure 10, we can see that the new day started below Pivot, which means our opening range is below Pivot. Pivot Point at that time was 1.4880. Opening range was between 1.4870 and 1.4864. The second 15-minute candle started to go down. We can see the first 7-minute candle showing bearish sentiment. Also, the price is below 18 SMA. Now, you can also check the next support and resistance for that currency pair. As per the Pivot chart, we can see R1 is at 1.4910 and S1 at 1.4840. Overall, bias for the pair was bullish but overbought level. As a day trader, you care about short-term movement. Even though EUR/AUD is bullish at the time of this writing, you are now looking for a pull back from the overbought level. To see the real pull back, you need some confirmation, which I discussed earlier. Opening below Pivot is one sign of a weakness. Now you need to see whether it stays below that level. If you wait too long, you could miss the move. So, once the price is below the two important technical indicators (Pivot Point and 18 SMA), you can take a short position at that level on the second 15-minute bar, which is somewhere near 1.4864, just below opening range low line. Stop loss should be either above Pivot Point or above 18 SMA. If it’s above Pivot, then your stop loss should be at 1.4900/10. If it’s above 18 SMA, then it should also be above Pivot. If it is just above 18 SMA, in this case, it will be too close. Placing stop loss that close can stop you out too early, which you don’t want. As currencies are volatile, you always want to leave some extra room for it to move. Lots of times, I have seen traders complaining about how the currency pair moved to their direction after they got stopped out. Only two reasons can cause this problem. Either they placed a very tight stop loss or they placed it at the wrong place. So, it’s very important to know where you should put your stop loss. If you still get stopped out after placing your stop on the right area, then let it be. You will get the benefit in the long run.

The next chart is a 30-minute EUR/AUD. I use both timeframes in my trading. I found it very helpful to see it in a bigger timeframe. In this 30-minute chart, I have used 24 SMA as my moving average.

Look at both charts and you will notice that opening range is a little bigger in the 30-minute chart. As the timeframe is doubled, so is the candle bar. It’s just another way to look at it. You decide which timeframe suits you better and use that accordingly. As long as you know the range for your trade, you should be fine.
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Figure 11
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Figure 12

[image: image]

Figure 13

Figures 12 and 13 shows the price movement of EUR/AUD in the European session and just at the opening of the U.S. session. Both charts are the same but uses a different timeframe in the candlestick bar. Please analyze Figures 12 and 13 very carefully and compare them to Figures 10 and 11. What conclusion do you come to in your analysis? What happened to the price action from 12 a.m. to 8:30 a.m. EST (5 a.m. to 1:30 p.m. London time)? What would happen to your trade if you would take the short (sell order) position at 1.4864 as discussed earlier?

Let’s continue our discussion of the EUR/AUD chart. I will break down Figure 12 for your understanding. You don’t need another explanation for Figure 13. If you can understand Figure 12, then it should be easy to analyze Figure 13. They are the same chart but with different timeframes. One is a 30-minute candle chart, and the other one is a 15-minute chart. Because of the different timeframe, the Simple Moving Average line is also slightly different.

Figure 12 shows the price movement of EUR/AUD from 12:00 a.m. to 8:30 a.m. on a 30-minute timeframe. The U.S. stock market opens at 9:30 a.m. EST, but pre-market trading starts before that. Most of the major U.S. economic news releases come at 8:30 a.m. So, after 8:30 a.m., currency moves very strongly, depending on the news. Canada also releases its news around the same time, which affects the Canadian dollar. USD/CAD is another major currency pair that is very popular to Forex traders.

Let’s analyze the price movement of the EUR/AUD pair on a 30-minute timeframe, shown on Figure 12. First, let’s discuss the technical indicator I am using on that chart. There are only two indicators on that chart: 24 Simple Moving Average and Pivot Points. You don’t need to use too many indicators to cluster your chart. I have seen people using over 10 technical indicators on one chart. I don’t have any clue what they are getting out of that chart or how they analyze that chart. Well, from my experience, I have found you only need to use a few reliable indicators to profit from the market. It can be Forex, stocks or commodities. I have been doing this with a few indicators successfully. As a reminder, this book is not about technical indicators; it’s about how to use them properly on your chart setup. There is lots of information out there on the Internet explaining technical indicators, so you can easily get the information from there if you are new to this.

I am using Simple Moving Average to see the short-term trend of the price movement and Pivot Points to see bullish or bearish price action, as well as next support or resistance.

If you look at the chart, you can see that the price was below 24 Simple Moving Average at the time the new session opened in TC2000. The chart’s timeframe goes from 3 p.m. on December 1 to 8:25 a.m. on December 2. To refresh your memory, the U.S. stock market opens at 9:30 a.m. (pre-market starts from 7:30 a.m.) and closes at 4:30 p.m. Add 5 hours to calculate London time. The times you are seeing at the bottom of the chart are New York times. Going back to the indicator, I can draw the conclusion at 12 a.m. that the EUR/AUD sentiment is bearish. Why? Because two of my technical analyses are showing a bearish sign. One price is below 24 SMA, and opening range is below Pivot Point of 1.4880. Opening range is between 1.4870 (top line) and 1.4864 (bottom line). If you analyze it carefully, you can see that EUR/AUD is gradually moving down since the U.S. market closes and during the Asian session, which starts at 7 p.m. EST. The price was always below 24 SMA after the beginning of the Asian session.

How To Trade This Chart

You can take a short position (sell order) on a second 30-minute bar when it’s halfway or below opening range. Your sell order should be below 1.4860/55 level and stop loss above Pivot Point (somewhere, at 1.4890/99 level). The concept between using opening range along with Pivot Point is to determine whether opening range is above or below the Pivot Point. If it is below Pivot Point, then how far below? I prefer to trade when it’s not too far below or above the Pivot Point. If the price is too far from the Pivot Point, then the Pivot Point becomes support or resistance. On the EUR/AUD chart, we can see that price tried to break above the Pivot Point at 4 a.m. after rebound from the S1 but failed to stay above that level and fell below. That’s another good opportunity for day traders to short the pair if they missed it earlier or closed the position too soon when price hit S1 line at 2:30 a.m. At around 7 a.m., the price went below the S2 line. Between 7 a.m. and 8:15 a.m., it tested that level and then started to rebound. When the price is at S2 support level, then it’s usually a good time to close any short position and lock the profit. Sometimes, price can go as low as S3 line if bearish sentiment is too strong for that currency pair. In this case, EUR/AUD is bullish in the daily and weekly charts. So, S2 is another good reason to close the position.

With opening range trading, you always look to see if the price stays above or below the opening range to take a long or short position. There could be a time when price goes sideways. In that case, you try to close the position with either a small loss or a small profit. Always look for a currency pair showing a solid trend in daily charts, either bullish or bearish.

For disclosure, I have taken the EUR/AUD short position in my managed account at 1.4850 (net of spread) and closed my short at 1.4812 just above S2 support line for a profit of 38 pips (net of commission), with a holding period of approximately 8 hours.

Lots of opportunities come every day in the Forex market for day traders. I have just given you one example. Here is another chart for EUR/USD on the same timeframe as Figure 13. It is a great day trading opportunity to short EUR/USD below Pivot at 3:30 a.m. Please see Figure 14 below.
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Figure 14

Let me conclude this by showing another chart of EUR/AUD dated December 2, 2013. On Figure 12 and 13, I just showed you price movement until the U.S. open, but on Figure 15, you will see the chart showing price action until 10 p.m., two hours shy of a full 24 hours of price movement. You will see on the chart that the price moved as high as 1.4910 from 1.4800 in 3 hours. Those day traders who only trade in the U.S. session got the opportunity to go long at that rebound by placing stop loss just below 1.4800 (day low). It’s a 100-pips move up from the low.
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Figure 15

Still not convinced? See another chart of USD/JPY from December 2, 2013 in Figure 16, another day trading opportunity using opening range.
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Figure 16

Swing Trading Strategy

Now, let me show you how you can swing trade any currency pair using opening range. I use 4-hour weekly opening range for my swing trade strategy. On the weekend, I go through all the currency pairs that I am planning to trade in the coming week. I will make a list of bullish and bearish currency pairs based on the last few weeks of movement and the trend. I will also write down the weekly Pivot level for those currencies once the market opens on Sunday at 5 p.m. TC2000 provides that on a weekly chart as soon as the new trading session opens. Weekly Pivot is important for the current week trading. Like all others, price above the weekly Pivot is bullish and price below the weekly Pivot is bearish. I will explain that with the chart setup later. Another important thing to look for is news. You need to know whether there is any news event coming up for the currency you are trading. Unless you know the outcome, it’s always a good idea to stay on the sideline or use a pending order for the direction you think is highly possible.

When you decide to swing trade any currency, you need to decide how long you would like to hold your position or at what technical level you want to close it. Sometime, I hold my position over a week or months. You also need to be careful with the position size if you decide to hold longer. Sometimes, price can go against you, before it goes to your direction. You need to be ready for the bigger drawdown if you don’t set any stop loss. Currency is very volatile, and, for that reason, it’s recommended to use stop loss on all your trades. It’s possible sometimes that your swing trade could turn into a day trade. You don’t want to let your winning trade go negative, and, for that reason, you may close your position early if you see any danger brewing on your current trade.

It’s very important to keep in mind that when you decide to swing trade any currency, it’s better to go with the trend, not against the trend. As an example, if you see a daily, weekly and monthly chart for a currency showing uptrend, and it’s above 10 and 20 SMA on a daily chart, then it’s better to trade long on that currency rather then go short, because it’s clear that the trend is up. There could be a short-term pull back, and that’s a buying opportunity not to go short. All securities, whether it’s Forex, stocks or commodities, always pull back from their high before going back to another new high. If you look at any daily chart of any currency pair, then you will know what I mean.

In this chapter, I will show you how you can take advantage of swing trading using opening range by adding Pivot Point into the mix. I use 4-hour charts for a weekly trade and daily charts for a trade that I hold longer than one week. It can be one and half weeks to two weeks and may go over two weeks; it all depends on my technical and fundamental development. You need to adjust with the fundamental news. In currency, it’s not suggested (at least, not by me) to trade only based on technical analysis. After trading for over 9 years, it’s clear to me how fundamental analysis can change any technical bias, and in recent months Japanese currency showed a good example of that when it kept falling, based on the change in Japan’s monetary policy. Some traders went against it thinking it was oversold and would bounce back in near future. But it didn’t.

Let’s look at the chart to show you my strategy on swing trade using opening range.
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Figure 17

Figure 17 shows an AUD/NZD 4-hour opening range chart, which started on Sunday, December 1, 2013, opening at 5 p.m. December 1 is also the beginning of the month. When you trade during the first week of any month, you need to be very careful on any trade you take, because lots of very important economic news releases arrive. The biggest one is the Non-Farm Payroll (Unemployment) report by the U.S. government. Traders all over the world wait for this news, as this can set the next trend for any market, but especially U.S. dollars. It’s called the “mother of all news” for a reason. Currency traders who trade U.S. dollars follow this news. From the news, you can get an idea of what will be the next move by the Federal Reserve. The Federal Reserve’s mandate is to keep the unemployment rate in check as well as watch inflation.

Going back to our AUD/NZD trade, it’s safe to say that AUD/NZD has shown a bearish trend in daily, weekly and monthly charts since the beginning of the year. The January 2013 open was 1.2536 and now it’s 1.10 as of this writing. It fell over 1,500 pips since the beginning of the year. The main reason for this drop is fundamental. Australia relies too much on China’s economy, as China is the biggest buyer of Australian resources. Australia’s gold and mining sector depends on the Chinese economy, and that started to slow down in 2012. As a result, the Australian dollar was hurt. On the other hand, New Zealand doesn’t depend on China’s economy, as they mainly produce and export dairy products. Their economy is stable and doing better compared to Australia’s. As a result, the Australian dollar performed very poorly against New Zealand dollars. Those traders follow fundamental news and analyze the countries’ economies based on what tends to do well in the trading. Then they can pick the right direction of the currency pair at the right time. Those traders who shorted AUD/NZD from January through December did very well. Most of the retail traders don’t hold the position that long due to lack of patience and uncertainty in the currency market.

The chart above shows AUD/NZD formed a bearish candle on its first 4-hour timeframe (3 hours to be exact). Even though 5 p.m. to 8 p.m. doesn’t make the 4-hour timeframe, I still use it as my opening range because the next 4 hours will be from 8 p.m. to 12 a.m. and so on. I choose this chart because it’s a perfect example of the power of the moving average. As we know, AUD/NZD is in everyone’s short (sell) list. So, any opportunity to short this pair can be very profitable. Figure 17 not only shows its opening range is downward, but it also opened below 10 SMA. During the next 4 hours, It tried to go above 10 SMA but failed. This is a good time to short the pair just below opening range at around 1.1170/60 and stop loss above the opening line and 10 SMA at 1.1215/10. One important thing to note is that always watch the round number (in this case, 1.1200). Currency Pairs, always try to find support or resistance in the round number area. AUD/NZD opened at 1.1200 (round number) but couldn’t stay above that. That’s a very strong signal to go short with stop loss above the round number. When I look at my 4-hour opening range for any currency pair, then I first look at where the current price level is in the 4-hour chart. Is it above opening range? Is it inside the opening range? Is it below the opening range? How about the moving average? What about the weekly Pivot? You also need to ask these questions before taking any trade using this strategy.
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Figure 18

Weekly Pivot for AUD/NZD is 1.1180 (Figure 18). When you swing trade using a 4-hour chart, always use Pivot Point as a guideline. If the price is below Pivot, it tends to go down and vice-versa. You can see from the weekly chart that last week the pair closed in doji candlestick, which means at 1.1200 level traders were undecided. But this week, they started to sell as soon as the market open and continued. So, there were so many technical signals for this currency pair showing bearish signs. It’s below 1.1200 round number, below opening range, below 10 or 20 SMA and, above all, below weekly Pivot of 1.1180 on the 4-hour chart. There is no reason not to short this pair as soon as it falls below the opening range with stop loss above opening range. In the next chart, you will see how it did in the next few days.
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Figure 19

It fell 166 pips by Wednesday at 8 a.m. and another 30 pips to 1.0981 by Friday close. With my strategy, you could profit at least 100 pips from this trade in that week. As a warning, not all trades are as smooth as this one. There are trades which goes either sideways or move within a very narrow range. This depends on the currency pair and how strong the bias (either up or down) is for that currency. So, always look for a trend in the daily or weekly chart before trading 4 hours opening range. Why I am using 4-hour opening range, not 1-hour or 2-hour? That’s my preference. For swing trade, I like to give a little longer timeframe to get the price to mature and smooth out any volatility caused in a small timeframe. You can test other timeframes to use as your opening range and see which one works for you. Not all traders are the same. So, you look for the opening range that suits your personality. You are not restricted to 4-hour opening range.

Now, I am going to show you another trade, which I took from my managed account using 4-hour opening range for day trading. This trade was taken in the middle of the week. The reason I did this as a day trade instead of a swing trade is because I was trading against the trend. You don’t want to keep your position for too long if you trade against the trend. The currency is EUR/JPY. Any pair against Japan is doing well. In daily, weekly and monthly charts, they are showing upward trend. So, I shorted EUR/JPY for a quick short trade using 4-hour opening range.
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Figure 20

I took the short position on EUR/JPY at 139.05 on Thursday, December 5, at around 11.50 p.m., 10 minutes before the new day opens in the TC2000 chart. You can see on Figure 20 that the 4-hour price (8 p.m. to 12 a.m.) closed as a doji candle pattern and below opening range. It tried to go higher during the last two days but couldn’t break above 140.00 level. It was a little risky trade for me, but I took that, as I wanted to see if it would go as my prediction of one short down move before going higher. One thing to note: Japanese currency has an inverse relation with Nikkei 225. When I saw that the Nikkei 225 was 67 points down close to midnight EST, then I was bit confident that the Japanese yen would go up, and it did.
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Figure 21

EUR/JPY went as low as 138.4280, and that was the lowest for the week. (See Figure 22.) I closed my short position near 138.70 for a 30 (net of commission) pips profit. The reason I closed the position was because weekly Pivot was 138.594. Usually, a strong uptrend currency pair can find support on a weekly Pivot, and this pair exactly did the same on Thursday. As soon as I closed my position above weekly Pivot, price started to go back up in the U.S. session, and on Friday it closed above weekly R1 and just below R2. See how powerful weekly Pivot lines are. You need to use weekly Pivot for either day trade or swing trade to see where the currency pair finds support or resistance. I closed my position as soon as I saw price come close to weekly Pivot and may bounce from this level. See Figure 22 where it shows how it closed for the week.
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Figure 22

This concludes Strategy #2. I hope you will use this to trade and become a master of this strategy. I am still using this in my trading and I wanted to share that with my readers. I found profitable trades many times using this strategy and don’t see any reason why you can’t. You may need some practice before understanding the price action to properly use in this strategy. Always include Pivot in the mix and you will see the difference it makes.





CHAPTER FOUR

FOREX STRATEGY # 3 
PROFIT FROM FOREX USING ICHIMOKU CLOUD

“A chart used in technical analysis that shows support and resistance, and momentum and trend directions for a security or investment. It is designed to provide relevant information at a glance using moving averages (tenkan-sen and kijun-sen) to show bullish and bearish crossover points. The “clouds” (kumo, in Japanese) are formed between spans of the average of the tenkan-sen and kijun-sen plotted six months ahead (senkou span B), and of the midpoint of the 52-week high and low (senkou span B) plotted six months ahead.” - Investopedia

Ichimoku Cloud is another favorite chart that I use to trade Forex. I haven’t seen much popularity of this chart among traders, but this chart also gives you some early indication of price movement. This chart can be used for day trading as well as swing trading. If you are new to this chart, my suggestion would be to learn this and use it in your trading. I have found positive results using this chart and I believe you will find the same. TC2000 charting software can display this chart very nicely, and you can also change the chart’s parameters to adjust your needs. I have always used the default settings, and that works for me just fine.

The Ichimoku Cloud, which is also known as Ichimoku Kinko Hyo, is a very useful indicator that shows support and resistance. It identifies trend direction, gauges momentum and provides trading signals for any time frame. The meaning of Ichimoku Kinko Hyo is “one look equilibrium chart.” That means, by one look, traders can identify the trend and look for potential signals within that trend. The indicator was created by Goichi Hosoda, a journalist, and published in his 1969 book. For some, the Ichimoku Cloud may seem very complicated when looking at the price chart, but it is really a straightforward indicator that is very usable. The concepts are well-defined and easy to understand. While this indicator can be implemented alongside other indicators, such as trend lines and Fibonacci Retracements, it is a powerful trading system on its own, as it combines elements of time, sentiment, volatility, support and resistance.

Now, let’s look at the chart and let me explain the plots. The plots in the chart are basically a calculation of moving average. Four out of the five plots in the Ichimoku Cloud are based on the average of the high and low over a given period of time. As you will see in Figure 23, the Ichimoku Cloud consists of five plots:


	Tenkan-sen (Conversion Line)

	Kijun-sen (Base Line)

	Senkou Span A (Lead Span A)

	Senkou Span B (Lead Span B)

	Chikou Span (Lagging Span)



Let’s look at Figure 23 and identify each plot. I have removed GBP/JPY price action from the chart to have a clear view of the Ichimuko Cloud. You will see price action on the next chart so that you can compare both. It’s very important to understand the function of each of these five plots. Once you understand, only then, you can make it a better use for your trading. Now go to Figure 23.
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Figure 23

Calculation of Ichimuko Cloud


According to Stockcharts.com,

“Tenkan-sen (Conversion Line): (9-period high + 9-period low)/2. The default setting is 9 periods and can be adjusted. On a daily chart, this line is the midpoint of the 9-day high-low range, which is almost two weeks.

“Kijun-sen (Base Line): (26-period high + 26-period low)/2. The default setting is 26 periods and can be adjusted. On a daily chart, this line is the midpoint of the 26-day high-low range, which is almost one month).

“Senkou Span A (Leading Span A): (Conversion Line + Base Line)/2. This is the midpoint between the Conversion Line and the Base Line. The Leading Span A forms one of the two Cloud boundaries. It is referred to as “Leading” because it is plotted 26 periods in the future and forms the faster Cloud boundary.

“Senkou Span B (Leading Span B): (52-period high + 52-period low)/2)). On the daily chart, this line is the mid point of the 52 day high-low range, which is a little less than 3 months. The default calculation setting is 52 periods, but can be adjusted. This value is plotted 26 periods in the future and forms the slower Cloud boundary.

“Chikou Span (Lagging Span): Close plotted 26 days in the past. The default setting is 26 periods but can be adjusted.”1
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Figure 24

Let’s discuss the cloud first. What is it? The most important feature of the Ichimuko Cloud is the yellow cloud you see stretching across and ahead of the price. You may think, why it is ahead of the price? Most traders believe that technical analysis is backwards-looking, but this is one of the rare indicators that forecasts price action. The cloud is also known as Kumo. The cloud is created by the two lines “Senkou Span A” and “Senkou Span B.” It’s primarily a support and resistance zone. The cloud serves as a resistance when it’s above the price and a support when it’s below the price. When price is inside the cloud, then it’s believed to be consolidating. At one glance, you can see whether the price is currently bullish (above the cloud), bearish (below the cloud) or consolidating (inside the cloud).

Traders usually try to enter long position when the price breaks above the resistance level and short position when price breaks support. The same methodology can be applied by going long when prices break above the cloud and take short position when the price falls below the cloud. Other indicators such as Fibonacci or Pivot show the trendlines for support and resistance levels. The problem traders face with that is they get stopped out of their positions because the lines were drawn a little too high or low. With the cloud, support and resistance is a range, which is multi-dimensional and more meaningful for traders.

The cloud changes its height as price action changes. This height represents volatility in the market, as wider price movements create a thicker cloud. A thicker cloud also means the support and resistance is much stronger, and for that reason price may trend in one direction. On the other hand, a thinner cloud warns traders that the price breaking through it will go the opposite direction.

Tenkan Sen and Kijun Sen are basically a moving average calculated at 9 periods and 26 periods, respectively. (See the calculations above.) As we know, the moving average is the most commonly used indicator by traders in any market. Price is expected to go bullish when the faster moving average crosses above the slower moving average and vice versa. The same thing happens when Tenkan Sen (9 period) crosses over Kijun Sen (26 period). Traders take a long position, as they expect the price to go up. On the other hand, traders tend to take the short position when Tenkan Sen (9 period) goes below Kijun Sen. (26 period).

(Please see Figure 25, where I have shown a GBP/JPY daily chart where the opportunity came to traders to go long in mid-October 2013.)
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Figure 25

Last but not least, let me introduce briefly Chikou Span, also called lagging indicator, which is also a very important plot on the Ichimuko Cloud. Chikou Span is simply the current period’s price shifted back 26 periods. When it’s above the price (26 periods ago), then it’s thought that the price action is bullish. Likewise, if it’s below the price (26 periods ago), then it’s bearish. On the GBP/JPY chart, it’s above the price (26 periods ago), meaning the price action is bullish. I personally don’t pay too much attention to Chikou Span, as that information has no value at the current price level, but it helps to see at a glance where the price was 26 periods ago compared to now. When price consolidates, then this gives a good indication of a sideways move.

I have tried to give you a basic lesson on Ichimuko Cloud. If this is not enough, then you can find lots of free resources on the Internet to learn more about Ichimuko Cloud. But for the purpose of this book, I think you have enough information to get started. Now, let me show you how I trade Forex using Ichimuko Cloud.

Day Trading Strategy

Day trading with Ichimuko Cloud is fairly simple and very profitable if you use the indicator properly. I also use it for my swing trading setup, but along with other indicators at the same time to get confirmation. Yes, you can rely solely on this indicator for your trading, but if you use it with other indicators, it will give you double confirmation of your trade. More information in your hands about any particular trade will help you to make the right decision. As an example, if you would like to take a long position based on Ichimuko Cloud on a 15-minute or 30-minute timeframe, my suggestion would be to combine that with Pivot Point as well as opening range and see what signal you get from these indicators. If a 15- or 30-minute timeframe on Ichimuko Cloud gives you a buy signal and, at the same time, you see on a Pivot chart that price is above the opening range and above the Pivot Point, then this is also giving you a buy signal. Now, you can be more confident on your trade, as all strategies are giving you the same signal. At this point, you can take your long position using proper stop loss. No matter how confident you are with your trade, stop loss is a must. All the best traders in the world use and recommend stop loss. I am sure you have heard about this so many times and that’s for a reason. You don’t want to burn your money if a trade goes against you. Specially, in Forex, any news or comment from any central bank or government can change the direction of a currency in a split-second. You will not have the time to act if that happens to you while you are on the trade. So, it’s very important to use the stop loss. I have mentioned it so many times already and I will keep doing that, so it will stay in your head. If you want to be a good trader, then you need to trade like a good trader and use stop loss in all your trades, whether you are a scalper, day trader or a swing trader.

In this section, I will show you how to day trade Forex using Ichimuko Cloud. The example I will give in this section is a real trade taken by me for my managed account. There are very few books out there that show how to trade this indicator with a real chart. Most use a chart from a point after the price already moved, when it’s very easy to see the outcome. Anyone can teach you with the completed chart, but the challenge is showing how to trade from an incomplete chart. As a trader, I know what other traders want and how to break down the chart so that they can learn the system properly. This is what I was missing when I read so many books on technical analysis. There are 300-page books on technical analysis in the market, but believe me, you don’t need all that information to learn how to trade Forex profitably.

On my example, I have used a 15-minute timeframe, but you can also use 30-minute or, in some cases, a 5-minute candlestick chart on your Ichimuko Cloud strategy. It all depends on which timeframe you are comfortable with in your trading. You can test any timeframe you want and stick to the one that gives you the best results. I know some traders who also use 1-hour and 4-hour timeframes on their day trade. There’s nothing wrong with that, if that gives them profitable trades. For my personality, I prefer to limit my day trading strategy to 15-minute and 30-minute charts to trigger the trade and use longer timeframes, such as daily and weekly charts, to get the overall bias for that pair in the market. Always use daily and weekly charts to see the trend. It’s very important. Never keep your eyes off that timeframe. I do trade against the trend if my 15-minute or 30-minute chart suggests a short-term pull back from an overbought or oversold position. As a day trader, you should be flexible and trust your system.

Figure 26 is a GBP/JPY 15-minute chart where I took the short position on my managed account right after the opening using the Ichimuko Strategy, even though the overall bias was bullish at that point. I will explain why. Let’s look at Figure 26 first.
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Figure 26

What do you see on the chart? Look at the position of all five plots discussed earlier. Carefully study their positions and consider what you would do to trade this chart and why. All traders don’t think the same way, so I will not be surprised if you don’t agree with my bias. Trading is a zero-sum game. One wins and the other loses. If all traders thought the same way, you would never find anybody going against your trade. Thank God, it doesn’t work that way. So, good traders can always take the profit from losing traders, and plenty of them are in the market. The market will decide who is right and who is wrong. But as long as you do your due diligence, even if you are wrong, you will not be hurt in the long run. Always prepare yourself before taking any trade. You must have a good reason for taking the trade.

The chart above is an incomplete chart; it shows only the first 15 minutes of the new day. If you look at the date/time stamp on the chart, it’s saying December 11, 2013, 12:16:51 – just after midnight EST and 5 a.m. London Time. From this chart, we have to decide what position we should take: long or short. If you already know what you would do, just wait until I have explained my thought process, which will also be elaborated on in the last chapter of this book. If you haven’t come up with any answer, then please re-read my introduction to the Ichimuko Cloud. You need to understand all the plots on the Ichimuko Cloud to use it to your advantage and make it part of your trading strategy. It’s a very simple indicator, even though it looks very complicated. Don’t be discouraged by the Japanese name for those five plots. I have also shown the English names, which you can use to make it simpler for you. TC2000 uses the English name for each plot. It doesn’t matter whether you use the English or Japanese name, the most important thing is to understand how they work. My goal here is to make you understand how to use this indicator to trade Forex profitably.

I am going to start with the chart on Figure 25. It’s a daily chart of GBP/JPY. Let’s see the bigger picture first to see how it’s doing on the bigger timeframe. We need to see the trend for GBP/JPY and see whether our day trading is against the trend or not. It also helps you to see whether any congestion is happening in the daily chart. If there is any congestion, then you may want to stay out of it.

A few things to note from Figure 25: First, price is above the cloud (bullish). Secondly, the red conversion line crossed over the white base line in the middle of November, and the daily price never closed below the conversion line on its way up. This is a strong bullish signal. If you look at GBP/JPY RSI indicator (also called momentum indicator) for the December 9 daily chart, you will see it was at 71.43, which is an overbought level. In RSI, anything above 70 is overbought and below 30 is oversold. RSI oscillates between zero and 100. Anytime the RSI indicator goes above 70, traders look for a pull back from that overbought level and vice versa. Going back to Figure 25, we can see that the price fell on December 10, the last red daily candle on the chart. At that point, RSI came down to 63.87.

Now, it is the first 15 minutes of December 11. An important thing to notice on that daily chart: The December 10 daily closing is still above the red conversion line, which becomes the first support above the white base line, which will act as a second support. Usually, price comes down to the first support from the overbought level before moving up again. Will it do the same this time? Keeping that in mind, my bias for December 11 trade was bearish, and seeing the Nikkei 225 down in the Asian session gave me more confidence towards my bias. Most of the time (but not always), the Nikkei 225 goes in the opposite direction of Yen.

Now, we will look at Figure 26 for a day trading signal using Ichimuko Cloud. Remember, we only have the first 15 minutes of information on December 11, and we are going to predict the future price movement by analyzing the chart.

Current price on the chart is 168.89. We are looking at a 15-minute candle chart on Ichimuko Cloud. First, I like to see whether the price is above or below the cloud and opening line. In this chart, we can see that the first 15-minute candle is above the opening line but below the cloud. Next, consider the positions of the conversion and base lines. From the chart, we can see that 168.89 is just above the conversion but below the base line near 169.00, and the conversion line is crossing below the base. This is a sign of weakness. The base line is also close to Lead Span B (bottom line of the cloud). Now let’s look at the position of Lagging Span. We know that if Lagging Span was below the price 26 days ago, then it’s bearish. On the chart, it’s showing that Leg Span was below the price 26 days ago and also below the cloud. So, we can draw a conclusion based on the chart that the price action is bearish, which coincides with my bearish sentiment for the trade. If you take the short position based on this price action, you also need to think about stop loss. So, let’s look at the chart again to see where the price will find resistance if we take the short position at this level. First resistance will come at the 169.00 level. If it can pass through this price point, then the next strong resistance will be at around the 169.25 level, which is the top of the cloud line called Lead Span A. So, your stop should be above 169.25. Placing stop loss above the base line of 169.00 will be too close to the current price and have more risk of being stopped out. You shouldn’t use tight or narrow stop loss for a volatile currency like GBP/JPY.

Next, you should compare the current price level with the weekly Pivot. You need to see where R1, S1 and Pivot Point are on the weekly Pivot chart and see where these price points falls into your Ichimuko chart. For the week of December 9-13, weekly Pivot was at 167.72. R1 was 169.57, and S1 was at 166.30. So, the current price of 168.89 is below the weekly R1 of 169.57 but above the Pivot line of 167.72. When the price is rejected by R1 and falls down from there, then the next support will be the Pivot Point. As you can see from the chart, the price was rejected by R1 and fell down to 168.89 (current price). Now, you should expect that this falling will continue until it finds a support at the weekly Pivot line of 167.72. There is also a conversion line support on the daily Ichimuko chart (see figure 25). So, you have another reason to short at this level on a 15-minute Ichimuko chart.

GBP/JPY closed at 167.94, a few pips above the weekly Pivot on Friday. The high was 170.05, a few pips above R1.

Now, let’s look at Figure 27 to see what happened to the short position I took at 168.89 at 12:15 a.m. on December 11, 2013.
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Figure 27

The above chart shows the current price of 167.94 at 6:38 a.m. New York time. That’s when I closed my short position with a profit of 95 pips. Which means with a 1-lot position, you could make $950 on your standard account or $95 on your mini account in a matter of six hours. I didn’t hold the position longer, as weekly Pivot was close to this price. Price usually finds support at Pivot level. We already know that Friday close was at 167.94, and I closed this position on Wednesday before the U.S. session opened. Thursday it went up, and Friday it came back to the same level and closed at that level.

Let’s analyze the price point since I took my short position.

If you look at Figure 27, you will see that the opening price never crossed above the base line of 169.00 since opening, which I have marked as a first resistance on Figure 26. Price made one last attempt at 12:45 a.m. to go above that level but failed and formed a doji candle on a 15-minute timeframe. At around 1:30 a.m., price fell below the conversion line and stayed below the line most of the time after a few failed attempts to go above the line.

Follow the steps above until you get comfortable with the Ichimuko chart. Use it as part of your day trading strategy.

Swing Trading Strategy

Using Ichimuko Cloud as a swing trading strategy has a greater benefit for traders. I have seen the results, and they are great in a trending market. In Forex, you can’t just fully rely on technical analysis. Fundamental news events from any country can make a big impact on currency movement. Today, one currency benefits from all the good economic news, but things can change anytime. So, using Ichimuko Cloud with fundamental analysis will give you a better idea of currency move. I like to use Ichimuko Cloud for swing trading because of its simplicity. You can visualize the trend just by glancing at the chart, and it’s very important for any traders. When you use an Ichimuko chart for your trade, use both daily and weekly charts. Two charts will give you two different views. I will show you what I mean by that later in this chapter.

For long trades, you need to see the price above the cloud and above Lead Span A. If price is inside the cloud, then chances are it’s consolidating, but it all depends on the trend. It also could be the price coming out of the bottom and going up as bullish sentiment gets stronger. You need to see whether price goes sideways inside the cloud or goes straight up. For that you also need to use the weekly chart to see the bigger picture. Another thing to look for before taking a long position is whether the conversion line is crossing above the base line. It’s like the small period moving average crossing above the high period moving average to give a bullish signal. We know that conversion line is calculated based on 9 periods and base line is calculated based on 26 periods. Price has to be above the conversion line. I don’t pay too much attention to Lagging Span. To see my points in action, please go back to Figure 25. On that chart, you can see how GBP/JPY price consolidates just above the cloud and near Lead Span A from mid-October to mid-November before really taking off. Bullish signal was confirmed on November 15, which I circled with explanation. From November 15 to December 10, GBP/JPY moved from 159.00 to 169.00. That’s a move of 1,000 pips in one month. That’s a huge move by GBP/JPY, which could be caught early using Ichimuko Cloud. Notice how price never fell below the conversion line during that time. For swing traders, one bit of advice is to always use bigger stop loss with small lot size for catching this type of move. In GBP/JPY, stop loss should be below the base line of 157.00 for position taken at around 159.00. You can use a trailing stop, as price started to move to your direction. GBP/JPY moved so much higher because of Japan’s central bank’s monetary policy. So, it’s important for currency traders to follow that country’s economic news and see the reaction of that news on the chart. I can’t stress enough the importance of the news for any currency traders.

Swing traders can look for long (short) trades when the conversion line crosses above (below) the base line. Unlike traditional SMA strategies, the strength of the conversion line/base line cross can be ascertained based on its position relative to the cloud as follows:


	A strong conversion line/base line cross buy (sell) signal takes place when a bullish (bearish) cross happens above (below) the cloud.

	A neutral conversion line/base line cross buy (sell) signal takes place when a bullish (bearish) cross happens within the cloud.

	A weak conversion line/base line cross buy (sell) signal takes place when a bullish (bearish) cross happens below (above) the cloud.



Traders should use their position size based on the strength of the crossover. Conservative traders should ignore weak crosses altogether.

Next, I will discuss the bearish trend and will show you daily and weekly Ichimuko charts to give you an idea how these two timeframes can give you different pictures of the same currency pair.
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Figure 28

We are looking at AUD/NZD daily chart on Figure 28. This daily chart is giving us three months’ worth of price action. The price is above the cloud for a very short period of time, from October 21 to November 4. Price fell through the cloud and the conversion line the next day. When we see price below the cloud and also below the conversion line when the conversion line is crossing down the base line, that’s a signal to go short. If you do take a short at this level of 1.1300, then my suggestion is that stop loss should be above the cloud – in this case, 1.1410/20. Also note that 1.1300 is a round number. Prices like to find support or resistance near the round number. So, 1.1400 as a resistance makes sense when you are expecting price to fall below 1.1300 in the short term.

Study the chart very carefully and try to understand how the price behaved below the cloud. There must be some strong fundamental force out there to bring this price down. It can’t be just all technical. Yes, the reason for this catastrophe is that the Australian economy is doing very poorly compared to New Zealand. When New Zealand’s central government is thinking of a rate hike in 2014, the Australian central government is thinking to rate cut in near term. The rate differential is the big factor for the currency move.

As a swing trader, if you were aware of these economic developments between these two countries, then you should take short position below the cloud with a stop loss either above the cloud or above the conversion line. As I have shown on the chart, between November 11 and December 13, AUD/NZD fell almost 500 pips, with a few failed attempts to go above the conversion line. It’s a solid 500 pips gain in one month just using a daily Ichimuko Cloud chart as your trading strategy. If you use trailing stop or take position when price is further down from the cloud, then always use stop loss above the base line. If you took position on November 29 at 1.1200 after the failed attempt to go above the conversion line, then your stop loss should be placed above the baseline at 1.1300/10, because the base line becomes the next resistance. Come back to this AUD/NZD pair after reading this book and compare the Ichimuko daily chart then and now. See where the price moved since my writing on this pair.

Now, look at Figure 29 for a weekly chart of Ichimuko Cloud with the same pair as above.
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Figure 29

Can you see the difference between the daily and weekly charts? The weekly chart shows you almost one and a half years’ worth of data. Now, you are looking at a bigger timeframe. Why do I like to look at the weekly chart? For a few reasons. First, it will give you an idea of price action for the last few weeks to see the short-term trend, and then you can also see a long-term trend. If you missed an opportunity to take position earlier of this bearish trend, then by looking at the weekly chart you can see whether it’s still safe to take short position on this pair and where to use stop loss after taking the position. I also like to add a monthly chart into the mix to see the last time price came to this level and consider if there is more room to fall or if it’s bottoming out. Basically, you are looking for a support level for this. You need to have all this information to make the right decision.

At the time of this writing, stochastic Oscillator (12 %K 3 %D 5) for AUD/NZD was at 3.40. Anything below 20 is considered oversold and above 80 is considered overbought. 3.40 is considered an extremely oversold level. Going short at this level will be highly speculative. Currently, 1.08 is below the 2008 low.

Try this chart setup for your own trading. As I showed earlier, you can use this as your day trading or swing trading strategy. It is also a powerful indicator and very popular in Asian countries. I use it in all my trading along with my other charts. I like to see how all other strategies respond to the same currency pair in the same timeframe. If all of them give you the same signal, then it has more power to it. It’s not a complicated chart, and you can learn it very quickly.

_____________________________________

1 “Ichimoku Clouds.” Stock Charts - ChartSchool. http://stockcharts.com/school/doku.php?id=chart_school:technical_indicators:ichimoku_cloud





CHAPTER FIVE

FOREX STRATEGY # 4 
PROFIT FROM FOREX USING BOLLINGER BANDS

“A band plotted two standard deviations away from a simple moving average. Because standard deviation is a measure of volatility, Bollinger Bands adjust themselves to the market conditions. When the markets become more volatile, the bands widen (move further away from the average), and during less volatile periods, the bands contract (move closer to the average).” -Investopedia

Using Bollinger Bands for Forex trading is one of my profitable trading strategies. I use Bollinger Bands with other strategies to get better signals for my trades. Especially for day trading, it’s not a wise idea to rely solely on Bollinger Bands. As I mentioned so many times before, it’s always good to see price action from a few different angles by using multiple strategies or indicators to get better results. You will be surprised to see how that improves your trading, and over time it will become second nature. I have been using Bollinger Bands as part of my trading strategy for a while now, and I can tell you that it’s very easy to use and can give you far better results. Lots of people find Forex trading very difficult, but I think if you have good strategies with proven results, then Forex shouldn’t be a tough market to trade. I read lots of articles and books on Bollinger Bands but couldn’t get the results I was looking for. The reason was that all the articles on the Internet about Bollinger Bands only talked about how to take position from bands at the overbought or oversold level. But that’s not all. Sometimes, the overbought or oversold level can stretch for a longer period of time. AUD/NZD is a very good example at this point. Not too many traders talked about the importance of using Bollinger Bands with other indicators. In my opinion, that’s a big part of using Bollinger Bands profitably. I will show you the easy way to use Bollinger Bands for trading Forex. I am sure you will get the same benefit I have been getting over the years from these strategies. If you have never used Bollinger Bands or are new in this market, I will highly recommend using Bollinger Bands as part of your trading strategies.

In this book, I tried to explain all my strategies as simply as possible, so that you can learn it fast and use it in your trading. I use TC2000, as I found their chart software very easy to use and you can access your chart from any computer with an Internet connection. The only drawback for Forex traders is that TC2000 only provide 24 live currency pairs at this point. TC2000 is more focused on the stock market than the Forex market. But those 24 currency pairs are good enough for your Forex trading, as all the major pairs are included in the program.

For those who are not familiar with the Bollinger Bands, here is a brief introduction.

Bollinger Bands are a popular technical indicator for traders to determine overbought or oversold conditions. The Bollinger Band was created to illustrate the volatility of an instrument. It’s very simple to understand. Bollinger Bands consist of a 20-period Simple Moving Average and its upper and lower bands, which are calculated as two standard deviations away. The 20-period SMA line appears in the middle of two bands. Standard deviations are a statistical tool used to control the majority of movement or “deviation” around an average value. The Bollinger Band only works as a gauge or guide and should be used with other indicators. Usually, I use 20-period or day Simple Moving Average and its standard deviations to create Bollinger Bands. You can use shorter- or longer-term Bollinger Bands using 20-period or less SMA, depending on your needs. I keep it to 20-period, as I only use daily or weekly Bollinger Bands. For shorter timeframes, I use other indicators to pinpoint entry or exit. All conservative traders prefer to use 20 or more SMA so it will be less sensitive to price fluctuations.

As I mentioned earlier, a Bollinger Band will not show you exactly at which point to buy or sell. It is meant to be used as a guide (the band) to determine the price volatility. In a highly volatile price action, two bands will be far apart, and in a low volatility price movement, they come very close to each other. You can tell the price volatility by looking at the distance between the two bands.

The Bollinger Bands strategy works very well for Forex trading, and I am going to show you how to use that strategy in your favor. All strategies I have shown in this book are well-tested over the years, and now I am ready to share that with all my readers. Nothing can be more satisfying than knowing someone is benefiting from the knowledge you shared. To me, it’s very fulfilling.

Bollinger Bands – Summary Adapted from Leland Brode’s Bollinger Bands Presentation2


	Developed by John Bollinger from the Financial News Network in the 1980s and referred to as “Bands” for short.

	Pioneered use of standard deviation for construction of the price envelope in 1983.

	Bollinger Bands consist of a 20-day moving average and two outer bands, set up two standard deviations from the moving average.

	Bollinger Bands are used to identify volatility in the markets, a move that originates at one band and goes to the other band.

	Bollinger Bands are a good technical analysis indicator that show the trader trending and ranging markets and work well with other indicators.

	Combine Bollinger Bands with other indicators for signal confirmation, such as Pivot Points.



On my Bollinger Bands chart, I also use Bollinger Bands %B at the bottom of the main chart, but some traders also uses Bollinger Bandwidth.

Bollinger Bands %B shows how far the price is from the bands, lower band being 0% and higher band being 100%.

Bandwidth measures the distance between upper and lower bands. If the distance between two bands is higher, then they are more volatile. Likewise, if the distance between the two bands is lower, then they are less volatile or going sideways. Traders also use Bandwidth to find “the squeeze.” When bands begin to move closer together, then traders take that movement as an early indication of the volatility about to begin after this narrowing. This is known as “the squeeze.”

This is all you need to know about Bollinger Bands. You can always look on the Internet for further explanation of this indicator. For the purpose of this book, I have given enough information so that you can understand my Forex trading strategy using Bollinger Bands.

Let’s look at Figure 30 showing a EUR/AUD daily Bollinger Bands chart with no price data. The chart is broken into three parts. The top part is the main section of the chart where bands are showing with a 20-SMA line in the middle. The second part of the chart showing Bollinger Bandwidth (20-period) with two standard deviations. The third part of the chart shows Bollinger Bands %B (20-period) with two standard deviations.
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Figure 30

You will be surprised to see the good signals you will get when you use a Bollinger Band indicator with Pivot Points. I will show you the strategy I use to trade Forex using Bollinger Bands. They give me early alerts for possible price reversal. It’s very important to know at what level price may change direction. If you know that ahead of time, then you can prepare to take the position using other indicators like Pivot Points as confirmation for a buy or sell signal. Our goal is to make profitable trades. To reach that goal, we have to have some good, well-tested strategies. This strategy is one of them. It gave me profitable trades many times. Now, you will see how easy it is to use. Forex trading won’t be a mystery anymore. Learn this and make it second nature on your trading. You will find many profitable trades every week using this strategy. You don’t need to only trade majors like EUR/USD or GBP/USD. You can trade any currency pair using my strategies, and that’s the power you will gain from this book. How many traders do you know who trades currency like EUR/CAD, AUD/NZD or GBP/AUD? Very few. I haven’t seen many. When I asked other traders who just limit their trades to a few major currencies, their answer was that they don’t know how to trade those currencies and think they are highly volatile. In reality, they don’t have any proven strategies to trade other currencies. In this book, most of my examples are with cross currencies. I hope by now, you will know that there is no reason to restrict yourself only to a few currencies. You can trade any currency with good trading strategies.

Let me start with Figure 30 to explain the Bollinger Bands chart I use for my trading. It’s a very simple chart and doesn’t require any technical knowledge to set up. With TC2000, you can easily set up this chart with the click of a mouse. TC2000 has a pre-built Bollinger Band chart in their charts library. Once you choose that chart, it will open as a new tab with the default settings. You can change the settings to your needs, but I don’t see any reason for doing that.

I have already marked the key points on the chart for you so that it can be easy to understand. Please look at the chart and try to understand all key points on the chart. It’s not confusing or complicated. Once you understand and start using them, then you will know what I meant by easy to use. Lots of traders use Bollinger Bands in one way or another. It gained popularity because of its predictability to find support or resistance for a price in a systematic manner. The chart you are looking at is a EUR/AUD daily Bollinger Bands chart. I have taken out the price action from the chart so that you can focus only on Bollinger Bands. We will go through the price in a short while. For now, our focus is only on Bollinger Bands and its components. To use it to your advantage, you need to see how bands work and where to focus for finding trade opportunities.

Your main focus should be at the far right on the chart, where I have marked A, B and C. This is where you should pay attention the most.

Point A is the upper band and resistance area. Price tends to go near that area and reverse after finding some resistance. Breakouts happen when the price break above the upper band and closes above it. To understand how far the price is from the upper band, you need to look at Bollinger Bands %B, which is at the bottom of the chart. Currently, it’s showing 78%, which means the current price, 1.53956, is 78% above the lower band and 22% below the upper band. What does that mean to you as a trader? It means the current price of EUR/AUD is very close to the upper band, and there could be possible price reversion. I will show you that strategy later in this chapter. For now, just try to understand why Point A is important for traders. With the Bollinger Bands, at least you know where the next support/resistance is, and you can act accordingly. It’s very important information, which you can use to your advantage. I want to remind you again that Bollinger Bands do not provide a trading signal, it just gives you a guide. For that reason, you need to use other indicators for signal confirmation.

Point B is a 20-period Simple Moving Average line and also the midpoint of the Bollinger Bands chart. This is also a very important area. Why it is important? Price tends to find support or resistance at this level before continuing its move. If price comes down after finding the resistance from the upper band, the first support it will find is at Point B. Two things can happen at this point. Price can continue to go down if support fails to hold or can reverse back and start to go up if support holds. As a day trader, you will use a 15-minute Pivot Point chart to get the confirmation. Price below opening line and Pivot Point is considered bearish, and above is considered bullish. I also added an 18-period SMA for further confirmation, which I showed you on my Pivot Points strategy. If the currency pair is bullish, then most of the time it will find support at Point B (20-period SMA) and will continue to move up. On the other hand, if the price is bearish, then price will find resistance (When coming up from the lower band) at Point B and will continue to go down from that level. No matter what the price does, as a trader you should take advantage of that move. So, it’s very important to have a 20-period SMA in your Bollinger Bands chart and use it as a guide to find possible trades.

Point C is the lower band and acts as a support. When the price come down near Point C or lower band, traders look for a support in a bullish or range-bound price movement within the bands. Similar to Point A, when price comes close to Point C or lower in the Bollinger Band, as a day trader you need to use a 15-minute Pivot chart to get the confirmation of price reversal. The Bollinger Band you are looking at is a daily chart, and on a 15-minute Pivot chart you are looking at intraday for your entry point. If you see the price is above the Pivot Point and the opening line, then you take a long position using stop loss below the opening and Pivot line. Remember, price can reverse after touching the lower band or when the price is 10% to 30% above the lower band. You can see that percentage on your Bollinger Bands %B indicator at the bottom (it depends where it is placed on your own chart) of the chart. From that point, price may find support at a previous support level on the daily chart. Look for a last support on a daily Bollinger Bands chart to get some idea. A previous support level can also act as a current support. Breaking below the previous support will indicate the continuation of bearishness.

When price moves in a narrow range, then the price is less volatile and, on the other hand, price is moving volatile when two bands are far apart. You need to focus on the volatility to understand how strong the trend is. On Figure 30, you can see EUR/AUD was less volatile until November 20. It was moving within range most of the time, but volatility picked up after November 20, and price started to go higher with strong movement. Fundamental news is the culprit for these changes. Obviously, there must be some negative news coming out of Australia for its currency to go down against another currency. That’s the reason, you also need to stay focused on the fundamental development of the country whose currency you are trading.

Day Trading Strategy
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Figure 31

Let’s look at a real market example. Figure 31 is a GBP/USD daily Bollinger Bands chart dated December 17, 2013. The chart is showing GBP/USD’s December 17 (Tuesday) price movement. You can see that the price opened below 20 SMA for the week. On Monday, it closed a little above 1.6300 but still below the yellow 20 SMA line. On Tuesday, GBP/USD tried to go above the 20 SMA line but again it failed and fell below and went close to the Bollinger lower band before finding support near that level and going up. The lower band is at 1.6200. That means price should find a support at that level. Resistance is at 20 SMA, which is just near 1.6340. If you know your support (1.6200) and resistance (1.6340), then it’s easy for you to day trade this currency pair. You will short when price reaches the resistance area and go long when price comes close to the support area. This support and resistance is a guide provided by Bollinger Bands. Now, you need to use another indicator to get the confirmation before placing the order. This is where a Pivot Point chart comes to rescue. Now, we will look at a Pivot chart to see how we can use that indicator as a confirmation to pull the trigger.

The next chart is a 15-minute GBP/USD intraday Pivot chart.
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Figure 32

You are looking at a 15-minute intraday Pivot chart for GBP/USD currency pair. You are already familiar with this chart from Chapter Two. All indicators are the same as that earlier chart. If you are still not sure, then I suggest you review Chapter Two to understand how I use Pivot Point strategy in my daily trading. You can’t skip this. This is one of the powerful strategies shown in this book.

The timeframe on the chart is December 17 from the open at 12 a.m. to 6:15 p.m. EST. This chart is covering only the European and U.S. markets for that date. I haven’t included the Asian session as, for this currency pair, the Asian Session is pretty quiet unless there is an unexpected news event. Look at the chart and see if you can analyze the move based on your knowledge from the Pivot Point strategy discussed earlier. You should know by now how to trade Pivot lines using a Pivot chart.

As you can see, price was going sideways until 4 a.m. when the London market opened. For your information, 40% of the daily currency trade originates from the London market. Four trillion dollars trade daily in the currency market. So, you can imagine how important it is for traders to be in the London session. Unfortunately, it’s 4 a.m. on the North American east coast. Obviously, we are at a disadvantageous position, but you can still do the trade by adjusting with the time. If you can make money, then adjusting time is not an issue. Going back to the chart, with London open, we can see on the 15-minute timeframe that price made one last attempt to go above the resistance but failed. Once you see that, then you should be pretty confident about your short bias to day trade the pair. But wait, you need more confirmation before you pull the trigger. You don’t want to move too early and get caught in a wrong trade. To short using a Pivot chart, your price has to be below the Pivot Points to give you a bearish signal. Short confirmation came at around 4:30 a.m. How is it confirmed?

Three reasons:


	Price closed below the green opening line.

	Price closed below Pivot Point (1.6320).

	Price closed below 18-period SMA.



These are the signs of bearish sentiment, and it works 90% of the time when used with other indicators like Bollinger Bands as a guide. Even though in our Pivot chart, R1 is 1.6350, we know that the resistance is at 1.6340. See what happened after that. Price fell to S1 and then to S2 by 7 a.m. Some traders may close their position at S2 level, thinking price will find support here and will bounce back. But if you are a strong believer of Moving Average indicator, you will never close your position until price close above the Moving Average. You may close half at S2 level and wait to close the other half at S3 or above 18 SMA, whichever comes first. We can see that price made another failed attempt to go above 18 SMA at around 9:15 a.m., just before the U.S. market opened. Price went as low as 1.6220 and then started to move higher. We know 1.6200 is the Bollinger Band’s lower band support. So, it came close to that level before it started to bounce. At 5 p.m. EST, close price was at 1.6260 level. Those who went long from 1.6230 (S3) could make 30 pips, but those who shorted at 1.6310 from the European session could make 80 pips if they closed at S3 support line. This is just from one currency pair.

We saw GBP/USD fell more then 80 pips from the open. Is that all technical, or is there some fundamental reason to fuel this fire? The answer is yes. The reason for this big drop is mainly for a fundamental reason. Price fell harder because at 4:30, the U.K. CPI (Consumer Price Index) report for November came out and came lower than market expectation. As I mentioned earlier, the economic news calendar is very important for Forex traders.

See Figure 33 showing the U.K. economic calendar for December 17, 2013. Please note, high and medium indicates the importance of the news to traders.
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Figure 33

You can see from Figure 33 that the news came lower then expected. Market expectation for U.K. CPI was 2.2%, but it came in at 2.1%. The CPI gauges the inflation for a country. Central banks look at a CPI number to see whether the inflation is under control or not. Higher inflation suggests a rate hike by central banks, and that is good for the currency. By showing you the above calendar, I wanted to show you the importance of news for currency traders. Technical and fundamental analyses go hand in hand when it comes to currency trading.

Let’s look at another chart using Bollinger Bands strategy. Now, we will look at EUR/CAD for day trading. Please go to Figure 34.
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Figure 34

Trading Forex using Bollinger Bands with Pivot charts has a great advantage for traders, as I have shown earlier. Using the above chart, I will elaborate this further, so that it will help you to understand my point more clearly.

First let’s look at the date on the chart. It’s December 19, 2013, and the time stamp is 7:14 p.m., Thursday night in New York. In Asia, it’s Friday morning, and in London it’s a little after midnight. This chart is telling us that the price fell on Thursday almost 80 pips. The white line showing 1.4630 is a good short area, because it’s below previous day close. Could we catch that fall by using my strategy? The answer is yes. Let me explain how.

As you learned already, we use Bollinger Bands to find support and resistance and then use a 15-minute intraday Pivot chart to pinpoint the entry.

In this chart above, we can see that the EUR/CAD has been going straight up since Sunday (5 p.m. EST) opening. On Wednesday, December 18, EUR/CAD went as high as 1.4700. There are two key points to note at that level.

First, price is close to 1.4700. Remember the round number theory? When price hits a round number (which some traders call the power of 00s), then it can find support or resistance at that level based on price action. In this case, we should expect resistance as it has been going higher since Sunday open.

Secondly, Wednesday price also went close to upper Bollinger Bands, which also is 1.4700. We know that when price goes near upper Bollinger Bands, it finds resistance. Traders try to short from that level, expecting price will reverse after finding the resistance.

By looking at Figure 34, we already know that price went down from that level, as expected. Now, let’s see whether the 15-minute Pivot chart gave the short signal. As a reminder, we use Bollinger Bands as a guide and a 15-minute Pivot chart to get the signal. I am going to show you a 15-minute EUR/CAD Pivot chart next to explain its price action. Please look at Figure 35.
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Figure 35

What do you see on the chart above? It’s a clear sign to short this currency pair, isn’t it? Let’s analyze the chart little further. Try to visualize part by part. Our bias is short from the beginning of the day, as we know EUR/CAD failed to break above 1.4700 on the previous day, which we know is a resistance area in the Bollinger Bands chart. So, all we need to do is wait for a short signal. Not long at this point.

A new day started at 12 a.m. EST in TC2000. (That’s when TC2000 starts a new day on daily/intraday chart). Since the open, EUR/CAD was moving in a range between 1.4650 and 1.4680 with two double top until 7:00 a.m. As our bias is short, we will not do anything until price falls below opening line, Pivot Point and 18 SMA. After 7 a.m., price fell below all three areas and met our conditions to short. I have marked 1.4630 as my short area, but a short could be taken as soon as price met our three conditions. Before you take your position, you should also know where to place your stop loss. Where should the stop loss area be? In my opinion, it should be either above 18 SMA or above the double top in the 15-minute intraday chart, which is above 1.4680.

We can see that the price fell as low as 1.4560. If you look at Figure 34, you will clearly notice that 1.4560 is a 20 SMA line in the Bollinger Bands chart. You should know by now that, when the price fell from the resistance area and the price is bullish, then 20 SMA could be the next support line for any bullish price action. So, you should be prepared to close your short position above or near that area. We can see from Figure 35, you could make 60 pips easily from that trade by closing it at 1.4560.

Did I make it clear how you can easily profit from Forex price action using Bollinger Bands and a 15-minute intraday Pivot chart combined?

Now, let’s continue with the same chart to see what happened on Friday, when the price found support on 20 SMA after losing over 70 pips on Thursday. Will it continue to fall or find the support at the 20 SMA line and move higher again to continue its bullishness? When price is above 20 SMA in the Bollinger Bands and 20 SMA is pointing upward, that means it’s a bullish form.

Figure 36 is a daily Bollinger Band chart showing price action after the Canadian economic news release on Friday at 8:30 a.m. I personally avoid news trade, but that’s me. You can still trade the news using a 5-minute intraday Pivot chart. I think a 15-minute chart is too late for entry for news trade. Scalping is good to trade the news. Let’s look at Figure 36 now.
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Figure 36

Figure 36 shows that the price found support at 20 SMA as expected, but we don’t know how it closed for the day. This chart is only showing price up to 8:37 a.m., an hour before the U.S. stock market opens and just a few minutes after the 8:30 a.m. Canadian news release. I am going to show you a 15-minute intraday Pivot chart for the same timeframe to give you an idea of how price action works. So, you will know that in Forex market you always have to prepare for the good as well as bad price move and use good logic on the trade. Please look at Figure 37 now.
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Figure 37

Figure 37 clearly shows the price spiked after 8:30 a.m. but found resistance at R1, which is 1.4640. For news traders, R1 is the point at which to exit from the long position taken after the news. When we see a price spike like that after the news, we know that some bad economic news must have come out. Price was moving in a very tight range since the open and through most of the European session. Price was above the opening line 1.4550 but below the Pivot Point (yellow dotted line) at 1.4590. 1.4560 is the 20-SMA line and the midpoint in the Bollinger Bands daily chart. After the news, price went above 1.4560 but found resistance at Pivot R1 at 1.4640.
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Figure 38

From the calendar above, we can see most of the news release came below expectation and shows as red. The CAD Consumer Price Index for November was 0.9%, when expectation had been 1.0%. We can see how price reacts, even for a small percentage of a drop in the news.
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Figure 39
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Figure 40

Figures 39 and 40 will give you a pretty good idea about the EUR/CAD price action for the day. You can see how price reacted after the news and before the U.S. market opened and how it closed for the day. On a Bollinger Bands daily chart, price closed just at the 20-SMA line at 1.4540. EUR/CAD daily close on Friday was a candlestick Gravestone doji (see Figure 41) that suggests traders are undecided at this level and sentiment is neutral. As a trader, this is a very interesting close for the week. Next, I would like to see the pair going below 20 SMA, and only then I can think about shorting. Closing at 20 SMA doesn’t give any clear indication of what price will do next. There is also a risk for the price to find support in this level before it starts to move up again. We need to use an intraday (5-minute or 15-minute) Pivot chart to find a buy or sell signal.
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Figure 41 “source internet”

Swing Trading Strategy:

My swing trading strategy using Bollinger Bands is not very different from the day trading strategy I showed you earlier. I use a daily and also a weekly Bollinger Bands chart to look for a support or resistance area to find my trade. My swing trade holding period can be from two days to a week, and sometimes a little longer. It all depends on the particular currency I am trading and the market sentiment for that currency pair at that time. We know that currency is very volatile, but from time to time it gives the opportunity for a very strong trend. We need to look for that profitable move. Fundamental news is very important for swing traders, as the economic news gives the clue for the economic situation of the country. Continued good economic news can boost the currency of a country, while continued bad news can take the currency down. If you look at the daily chart of the currency pairs, you will find that some currencies are trending down and some are going up. This happens all the time. At the time of this writing, AUD/NZD was continuously going down. This downtrend started in 2012. As a swing trader, you need to spot the trend early and ride the move down or up. To catch a bigger move, you need to use a weekly or monthly Bollinger Bands chart to look for the price action showing lower low or higher high. But if your goal is very short-term, then a daily and weekly Bollinger Bands chart is good enough. I consider a two- to five-day holding period for any short-term target.

As discussed previously, you shouldn’t use Bollinger Bands just by itself to find trading opportunities. You also need to use other indicators for confirmation. I will show you the indicator I use to look for trades.

If you are a swing trader and would like to use the Bollinger Bands strategy, then my suggestion would be first you need to decide how long you want to hold the position. Do you want to hold it for a few days, a few weeks or until the trend completes? Once you have that information, only then you can use the strategy properly. Based on the timeline of your holding, you may need to see it in a few different angles, which you may not need if it’s for as short as a few days of trading. As I said, the AUD/NZD downtrend started in January 2012. To trade that pair all the way down to today’s date, you need a long-term strategy, so you not only follow the news but also watch for the trend reversal. Some traders may also use trailing stop all the way down by changing the parameters of the trailing stop. Not too many retail traders have the patience to hold the profit for that long. That doesn’t mean that you can’t do it. It all depends on you.

I always prefer to use few different indicators at the same time for confirmation. In the last chapter of this book, I will explain my thinking process before taking any trades. Not all traders think the same way, but it’s always good to know how other traders think before taking their position. I like to share my thinking process and I think new traders can benefit from that.

Back to Bollinger Bands, it is a good tool to spot a support and resistance for day or swing trading. I use the same default settings for my trade, but you can change it to suit your needs. The most important thing is getting the profitable trade. It doesn’t matter what setting you use. If your setting gives you better results, then go for it.

Let’s look at Figure 42. You are going to see an AUD/USD daily Bollinger Bands chart. I am going to show you what to look for from this chart and what other indicator you need to use to get the confirmation. Before I give you my explanation, I want you to analyze the chart based on the knowledge you have gained from the Bollinger Bands day trading strategy. Ask yourself, what would you do to trade this chart? Where do you see support and resistance? How long do you think you can hold your position if you trade it now? What’s your short-term bias on this pair? What other indicators do you need to look at for confirmation? Once you are done, then continue reading and compare with my strategy.
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Figure 42

We use Bollinger Bands to find band support and resistance for our trade opportunity. Yes, sometime it breaks out from its range, but most of the time it stays within the bands, whether it moves up or down. On Figure 42, we can see that AUD/USD made double bottom near 0.8850 between August and September. I have drawn a white line for you to see the support clearly. If you look further right on the chart, you should see that AUD/USD came to this level again and bounced back. Now, as a swing trader you should ask the question, is it time to buy at this level, expecting that the price will bounce back like it did twice before since July? The answer to this question is maybe. It all depends on other unknown fundamental issues, which we don’t have any control over. But as a trader, we should act on this support level until it proves wrong. By looking at the chart, you can see AUD/USD is moving in a very narrow downward range. There are few near term resistance exists before it go any further up. The first near-term resistance it will find is at 20 SMA, which is also a big round number 0.9000. I have already explained the importance of the round number earlier. If it breaks that level, then it will find the next resistance at the upper Bollinger Band, which is 0.9184 and close to the next round number of 0.09200.

So, we can see that there are two resistance areas ahead of this current price, one almost 100 pips above and the next one 280 pips from the current level. Fundamental risk for this currency at the time of this writing is that Australian Central Bank Governor Glenn Stevens commented on December 4 while announcing the rate decision that he believes that the current AUD/USD price is still too high for Australia’s fragile economy, and he thinks 0.8500 is the comfort zone for AUD/USD pair. This comment is not good for AUD/USD, and traders may be reluctant to take it higher. However, 0.8500 is not too far from the current level, but there is fundamental risk involved in this trade. I just wanted to point out to readers why fundamental analysis is so important to trading Forex. To take a long position of AUD/USD at the current price has both a risk and benefit. The risk is that you are trading against the trend, and the benefit is it came to the strong support again and might give us the opportunity to trade for some quick profit. This is the decision you have to make. If you do take a long position based on Bollinger Bands support and previous double bottom at this level, your stop loss should be below 0.8800. With long position at 0.8850 and stop loss below 0.8800, you are risking 50 pips to gain 150 pips (if it closes at 0.9000) or 300 pips (if it closes at 0.9150). What you will do is totally up to you. Some very conservative traders may avoid going long against the trend, but there are some aggressive traders who won’t mind taking a 50 pips risk to gain more then 100 pips profit. This AUD/USD chart is a very good example of how good technical setup collided with current fundamental issues of a country.

Let’s look at Figure 43.
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Figure 43

In Figure 43, we are looking at a daily Ichimuko Cloud chart. I like to use this chart with Bollinger Bands daily chart for my swing trade strategy. This chart is dated December 25, but the market closed on December 24, and the price reflects the December 24 close. We can see that the price closed just above the round number of 0.8900. The next resistance is at 0.9000 at the base line. Note that 0.8907 is just above the conversion line. By comparing two charts, we can see both charts are showing 0.9000 is the next resistance. In the Ichimuko chart, Lead Span B is much higher, showing the resistance at 0.9300 level. This will change based on future price movement.

I like to use Bollinger Bands to find support and resistance and use other indicators to find the signal. Bollinger Bands alone is not 100% reliable, as we know that it only works as a guide not the signal for a trade.

For day trading, I use 15-minute Pivot charts along with the Bollinger Bands daily chart, and for swing trading, I use a daily Ichimuko Cloud along with Bollinger Bands. If two indicators give me the same buy or sell signal, then I act. I have had good results using this strategy in my trading and I think it will also help you in your trading.

_____________________________________

2 Brode, Leland. “Bollinger Bands.” Presentation at the Metastock User Group, November 5, 2002. www.elbsoftware.com/metastock/files/BollingerBands.ppt?





CHAPTER SIX

FOREX STRATEGY # 5 
PROFIT FROM FOREX USING FIBONACCI RETRACEMENT

“A term used in technical analysis that refers to areas of support (price stops going lower) or resistance (price stops going higher). The Fibonacci Retracement is the potential retracement of a financial asset’s original move in price. Fibonacci Retracements use horizontal lines to indicate areas of support or resistance at the key Fibonacci levels before it continues in the original direction. These levels are created by drawing a trendline between two extreme points and then dividing the vertical distance by the key Fibonacci ratios of 23.6%, 38.2%, 50%, 61.8% and 100%.” - Investopedia

Fibonacci Retracement is another chart pattern that is very useful for swing traders to identify currency pair reversal. It’s more useful for swing traders because of its data timeline. The larger the timeframe, the better the retracement levels. In day trading, we use 5- and 15-minute intraday charts. You can draw Fibonacci levels in this shorter timeframe, but the retracement levels you will get might not work properly. So, it’s advisable to use longer timeframe retracement levels for your day trading entry point. I will show you how you can get profitable trades using Fibonacci in your day or swing trades.

If you have never used Fibonacci Retracement in your trading, this is the time you should learn and start using. Most of the institutional traders use Fibonacci Retracement. It can give you better probability of future price movement. Trading is all about probability. We use all these indicators to get as accurate results as possible. There are hundreds of indicators out there, but only a few can give you the higher probability ratio, and Fibonacci Retracement is one of them. All charting software provides this tool. It’s very easy to use. I will show you how I draw Fibonacci Retracement in TC2000 charting software. The MT4 platform also has this indicator. If you don’t use TC2000, then you can draw retracement level using MT4 charting tools. Fibonacci Retracement works well in a major trend.

What’s Fibonacci Retracement?

Fibonacci Retracement identifies potential support and resistance levels in the future based on past price trends and reversal. This is based on the mathematical discoveries of Leonardo Pisano – also known as Fibonacci. He discovered a sequence of numbers that now bears his name. It’s a simply a series of numbers that, when you add the previous two numbers, you come up with the next number in the sequence. Let’s see the example:

1, 2, 3, 5, 8, 13, 21, 34, 55

See how when you add 1 and 2, you get 3? Now add 2 and 3, and you get 5, add 3 and 5 to get 8, and so on. For example, to find the number that follows 55 in the sequence, you add 55 + 34 (the two preceding numbers in the sequence). The sum of 55 + 34 is 89. This is the next number in the sequence.

Fibonacci was more interested about the ratio created by the sequence of numbers rather then the sequence itself. Among all ratios, 1.618 was the most important ratio, which is also known as the Golden Ratio. This number can be found throughout nature (in sea shells, growth rings, etc.) and also throughout the Fibonacci sequence. Surprisingly, each number in the Fibonacci sequence is 1.618 times larger than the previous number. For example, 89 is 1.618 times larger then 55 (89 ÷ 55 = 1.618), 55 is 1.618 times larger then 34 (55 ÷ 34 = 1.618), and so on.

Currency traders all over the world use Fibonacci Retracement to see how far the currency pair is most likely to move in its new direction, which is the opposite of the current trend. There are certain Fibonacci ratios that are useful to traders to determine how far the currency will retrace from the previous trend.

The key Fibonacci ratios are 23.6%, 38.2% and 61.8%. Anything beyond 100% is called extension. Also, 50%, 76.4% and 100% are other important ratios. 127% considered extended ratio. These percentages are used in trading as major support and resistance levels.


	61.8% —This level can be found by dividing a number in the Fibonacci sequence by the number immediately following it in the sequence (55 ÷ 89 = 61.8%).

	38.2% —This level can be found by dividing a number in the Fibonacci sequence by the second number following it in the sequence (34 ÷ 89 = 38.2%).

	23.6% —This level can be found by dividing a number in the Fibonacci sequence by the third number following it in the sequence (21 ÷ 89 = 23.6%).



Traders also use other levels, shown below in Fibonacci Retracement analysis. These levels are not calculated using numbers within the Fibonacci sequence; rather, they are based on the Fibonacci levels shown above.


	50% —This level is calculated by finding the middle between 61.8% and 38.2% ((61.8% + 38.2%) ÷ 2 = 50%).

	76.4% —This level is calculated by finding the distance from 38.2% and 23.6% (38.2% - 23.6% = 14.6%) and adding it to 61.8% (61.8% + 14.6% = 76.4%).

	100% —This level is calculated by finding where the previous trend started.



Knowing all six Fibonacci Retracement levels helps traders with potential support and resistance levels that can be used in Forex trading.

I will show you next how to draw Fibonacci lines on the chart and how to spot a support and resistance using these levels. Fibonacci levels work well in the Forex chart. In this chapter, I am not going to break down between day trading and swing trading strategy, as I don’t see any value in this. If you learn this strategy, then you can decide whether to use it for day trading or swing trading. As I mentioned earlier, Fibonacci Retracement works well for swing traders, as it uses a larger timeframe (daily, weekly or monthly) on the chart to come up with the value. You can day trade by using those support or resistance areas as your intraday entry point. You may not find it on a daily basis but once you find those areas, you can trade on your intra day timeframe. Whatever your strategy, the most important thing is to learn to use this indicator to your advantage.

Trading Strategy

Fibonacci Retracement is popular to Forex traders because of its mathematical calculation for retracement and its accuracy (most of the time). The purpose of using Fibonacci Retracement is to find an area on the price chart where you expect the price to retrace against its current trend and find support. On a daily chart where price continues to go higher, at one point investors will start taking profit, and price will start to fall from the high. In that situation, you will draw a Fibonacci Retracement line by choosing extreme low to extreme high. This line will give you a support area for retracement. Your support area will start with 23.60%, 38.20%, 50.00%, 61.8% and 100.00%. The rule of thumb for traders is to take a long position when the price drop to 50.00% or 61.8% retracement area, using stop loss below 61.8%. If the upper trend is stronger, most likely price will start to go up again from that level. If it falls below 61.8%, then most likely the uptrend is over. That’s the reason why traders use stop loss just below 61.8% to get out from their long trade if they were wrong. The same goes with the downtrend. There is no set rule for where to choose high or low level, but you try to pick the extreme high or low to get the better results. For that reason, a daily chart is more ideal for accuracy. I do use an intraday Fibonacci chart from time to time if I think this may give me some idea on intraday retracement. My advice: try to use every timeframe until you get comfortable with the results. Fibonacci Retracement works well on a volatile market.

Let’s look at Figure 44. This is GBP/CHF daily chart. I have drawn Fibonacci Retracement using July 31 as low and December 2 as high. It’s an uptrend chart.
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Figure 44

Let’s analyze this chart. First of all, it’s too late to take the position at this point. Price started to fall after the December 2 high. At that point, the trader should draw Fibonacci Retracement to see how far it can drop and prepare him or herself to take a position as soon as it touches 50.00% -- or, even better, when it touches 61.8%. A trader could place a pending order near Fibonacci level with a proper stop loss. In that way, they don’t have to watch it on a daily basis. You can also use an alert at or near 50.00% so that you will not miss the opportunity when the price hits that level. Your stop loss should be below 61.8% no matter where you take your long position. We can see from the chart above that the price dropped as low as 1.4400 (power of 00s), which is also a 61.8% retracement level. The next day, a big price move happened that took the price as high as 1.4671 but closed at 1.4658. That’s a move of 276 pips in one day from the 61.8% level. Those who trade using Fibonacci could take a long position at 61.8%, or even at 50.00% level could make some good profit out of this move.

Now, the GBP/CHF price is harboring near 23.60%. Price needs to go above that level to go higher. The next resistance will be around 1.4900 levels. As I said previously, when you trade currency, always look for those round numbers. You will see how many times price finds support or resistance in those areas. We have a very good example on our above GBP/CHF chart. After touching 1.4900 (1.4922 to be exact) on December 2, the price fell as low as 1.4400, another round number, before its move back up again. Between 1.4900 and 1.4400, price found short support at 1.4600 but failed to hold. You can’t just trade based on round numbers, you have to use other indicators to validate your opinion on the price move. My point is – just pay attention when price comes down to round numbers.

How you will day trade this chart? Day traders can take advantage by using a Fibonacci setup. If you draw the Fibonacci Retracement line after December 2 on a daily chart, you could follow the price action on a daily basis and take your position based on the price action by also using other indicator as confirmation, like I showed you how I use intraday Pivot charts for confirmation with Bollinger Bands daily chart. You can do the same with Fibonacci Retracement. When price comes near to each level (specifically 50.00% or 61.8%), you can use a Pivot chart to find any confirmation to go long or short. From the above GBP/CHF chart, day traders could take a long position on December 17, when price bounced back from the 61.8% level. Once you get your confirmation from the Pivot chart, you are ready to move. Also, please note that 1.44 was the previous support in October, and price bounced from that level. That should give you some idea of price behavior near this level. Previous support or resistance is as important as your Fibonacci Retracement level. Sometimes, your retracement level could be off by 20 to 30 pips, depending on how you choose your high/low area. In that situation, you always look for previous support or resistance as a guide.

It’s not complicated to use this tool. To draw the retracement levels, you don’t need any math calculation, thanks to the advanced technology we have available for us. It’s very easy to use and can be found in any charting software. In TC2000, there is an icon on the toolbox for Fibonacci Retracement. Once you click on the icon, then the next thing you need to do is find a Point A and Point B. Once you selected your Point A and B, then the software will draw a Fibonacci level for you on the chart. Fibonacci Retracement numbers are shown on the far left of the chart above. As there wasn’t any option to increase the size of the number, I have written the numbers just beside it for readers to see it clearly.
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Figure 45

Now, I am going to show you a different scenario on the same chart. The purpose for these is to show you that price doesn’t move back up from 50.00% or 61.8% all the time. It also depends on the fundamental issues of the country during that time period. On Figure 44, we draw a high/low line between July 31 and December 2 and noticed that price found support after 61.8% retracement. On Figure 45, the GBP/CHF chart shows previous price action before July 31, which started in January as compared to Figure 44. So, we are getting the full-year picture on the chart. The grey square area shows high/low between April 17 and May 15. On April 17, the low was near 1.4050 and high was at 1.4850. If you drew Fibonacci Retracement from April 17 low and May 15 high, you would find that the price never bounced after 50.00% or 61.8% retracement. On July 27 or 28, it came 100% to its starting level of 1.4050. So, the long trade after 50.00% or 61.8% retracement would turn into a loss. How can you avoid that? Always watch the news and follow the economic calendar to see how the country’s overall economy is doing. Most of the time, economic news releases will give you a clue about a country’s economy. From the chart above, we can see that the whole year, GBP/CHF moved between 1.4050 to 1.4950. Always use a daily chart with a larger timeframe. In that way, you will find the good tradable support and resistance. This will also help you to find the correct high/low area for a Fibonacci line.

Next, we will look at how to draw the line for a downtrend pair. It’s just the opposite of uptrend. In the uptrend, you choose Point A as the extreme low and Point B as the extreme high. In a downtrend market, you choose high as Point A and low as Point B. Figure 46 is an AUD/NZD daily chart. Please look at the chart now and find all the Fibonacci levels showing on the chart.
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Figure 46

We are now looking at AUD/NZD daily chart. It’s clearly showing a downtrend since a March 13 high. We can see a recent bottom on December 18 near 107.30. The current price is 1.0896.

I have drawn a Fibonacci Retracement level by taking the March 13 high as a Point A and the December 18 low as a Point B. Once I have selected those two points, TC2000 shows retracement levels on the chart. Retracement levels are shown on the far left of the chart, and I have marked those to make it visible for the reader. Let me walk you through the retracement level, and then we will look for support and resistance other then the retracement levels. First retracement is 23.6%, which is near or at a 1.1200 level. Next is 38.2%, which is near or at 1.1500. After that comes the important retracement level, which is 50.00%, and that is near or at 1.1700. Next, the final and most important retracement level is 61.8%, which is near 1.1950. As we know, if price action goes beyond 61.8%, then the traders believe that the trend is over and price may move back to the beginning of the trend, which is 100% retracement. The trader places stop loss above 61.8% line to close position if they are wrong. Now, let’s see where the next support or resistance is on the chart. The first resistance we can see at 1.1200, which is also 23.6% retracement. Since August, price has bounced back from that level three times, and now it will act as a resistance. The next two resistance levels can be near 1.1600 and 1.1700. 1.1700 is also 50% retracement from the December 18 low. Look at the chart and you will see that price found resistance at 1.1700 sometimes in September. 1.1980 is also a resistance and a 61.8% Fibonacci retracement area. So, we can see lots of resistance waiting for AUD/NZD to break in order to go higher. Here is the summarized resistance area from the current price point for AUD/NZD: 1.1200, 1.1500, 1.1700, 1.1980 and 1.2100.

As a Fibonacci Retracement trader, if you believe that price will continue to go down after some retracement, then you should take a short position at 1.1700 (50%) or 1.1980 (61.8%) using stop loss just above 61.8%, preferably 1.2030 or above. You need to give some room for volatility. If you use very tight stop loss, then you have a risk of being stopped out before the price starts to move in your direction. Position size and risk tolerance is very important at this point. As a trader, you should always manage risk before taking any position.

A word of warning: If you see fundamental conditions change for Australia at the time of your trade, and the economic news shows positive results, then it’s a good idea to change your bias from bearish to bullish and avoid any short trade from those levels.

I am going to show you another chart of the same currency pair (AUD/NZD) and will show the difference of retracement calculation when you use a shorter time period. On Figure 46, our Point A was at March 13. In the next chart, I am going to use June 3 high as my Point A, keeping Point B same as before. The reason for doing this is to show you that it doesn’t matter where you use Point A or Point B. At the end, you have to use 50% or 61.8% as your trading signal. See Figure 47 now.
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Figure 47

Do you see the difference between the two charts? Here we can see the retracement level came down due to the shorter timeframe in the daily chart. In this chart, 23.6% is at 1.1050, 38.2% is near 1.1260, 50% is 1.1426 and 61.8% is 1.1600. Your tradable short area using Fibonacci Retracement should be either 50% (1.1426) or 61.8% (1.1600), and your stop loss should be 1.1630 or above, no matter where you took your short position. As I wrote earlier, if price goes beyond 61.8%, then chances are that the new trend started and the previous trend is not valid anymore. If you don’t stop out from your pre-set stop loss, then watch the daily close of the price. Is it above or below the 61.8%? If it closes above the level and the next day it continues to go against your short position, then it’s a good idea to close the position. For Fibonacci Retracement traders, 61.8% should be the ceiling for making any decision.

This strategy works for me most of the time, and that’s the reason I wanted to show it to my readers. Nothing is 100% guaranteed, but the more tools you have in your arsenal, the better prepared you will be. Learn this until you get comfortable, and then test it to see the results.





CHAPTER SEVEN

FOREX STRATEGY # 6 
HOW TO FIND A TRADE FOR A BIGGER PROFIT

“A market that is trending in one direction or another. A bull market is trending upward, while a bear market is trending downward. A trending market can be classified as such for either the short, mid or long term.” - Investopedia

In this chapter, I am going to show you the strategy that I use to find a trend for a bigger profit. This strategy is for swing traders who like to hold the position for weeks or months. There is no magic formula in finding trends, but as a currency trader, we can catch a trend early if we have a solid strategy to spot them. You can make 300 to 500 pips profit from one trade if you can catch it early. I am not claiming my strategies are the best, but it works for me and I would like to share that with my readers. If you like this strategy, then test it before you put your own money into risk.

Whether you are a day trader or a swing trader, you should take advantage of this. If you can catch a strong trend and hold it for few weeks or months without being shaken out by its volatility, then sometimes you can make a huge profit from the trend. Look at Japanese currency paired with any currency and you will see how it started falling in November 2012 and continued falling. Look at EUR/JPY or GBP/JPY since November 2012 and then you will know what I am talking about. Don’t you wish to be in the trend and ride it all the way? Unlike stock, traders need to follow a country’s fundamental issues and economic news very closely to spot a trend on a right time. In currency, it’s not all about technical analysis. Technical analysis may help you, but fundamental analysis will give you the edge you need to stay on the trend. All big banks and institutional traders follow fundamental issues very closely, as they are the long-term traders and they like to hold position longer then any retail traders. Most of the retail traders don’t have patience to hold position for too long and are always afraid of turning profit into a loss. I will talk about that in the next chapter to help you to overcome fear. These days, with the help of the Internet and social media, all news are out in the world and no institution has any advantage over retail traders who are top of the news. Following the news of a country and their current economic situation can give you a pretty good idea about the direction of their currency.

If you are a short-term trader, then you need a good mental practice to hold position for a longer term. You need to learn how to hold the position in a volatile market where currency will move up and down in the process of staying on the trend. We know nothing goes straight up. It’s not that easy. When currency moves in a trend, it breaks its trend from time to time before getting back into the trend again, and for that reason, we use moving averages to understand the extreme nature of that volatility. Trading with the trend is not easy, as your exit point is further away and can cause a larger loss if you are wrong. For that reason, we see very few retail traders are successful at that. Mental stress is tremendous on holding the position long-term and being wrong.

To find a trend and stay on it, you need to predict its future movement, and your prediction should be based on some fundamental and technical reasons. Yes, it’s hard to predict the market, but if you have a good strategy and solid risk management system, then you can predict the future movement in the time of your entry.

The longer your timeframe to find the trend, the better your success. One of my strategies uses a four-week timeframe to spot any trend. You should only enter trades in the direction of the price trend for at least the last four weeks. An Ichimuko Cloud can be a good example to follow trend. If you remember, on Ichimuko daily chart the “Lagging Span” shows where the price was 26 days ago. Twenty-six days can count as almost four weeks. So, using that, the trend following the entry rule would be buy whenever today’s closing price is higher than the closing price 26 days ago and sell whenever today’s closing price is lower then the closing price 26 days ago. I have discussed that with my Ichimuko strategy to spot a trend. For now, just remember that a longer timeframe is better for finding trend.

When you take a position in the direction of the trend, then always try to stay on the trend based on market direction. Don’t predict the direction once you are in the trade. Only follow what the market tells you. Lots of successful traders try to predict the market once they are in the trade. There’s nothing wrong with that if you have enough inside information to predict its direction. In currency trading, things can change in the blink of an eye, so in my opinion it’s better to follow the market than to predict its future move. If you are a disciplined trader and can measure the short- or long-term trend using your strategies and can always trade in the direction of the trend, then you can score big and make a profitable trade.

In this strategy, I am going to focus on a long-term trend, which can be a few weeks to months. If that’s not your cup of tea, then you can skip this chapter, but there’s nothing wrong with learning and trying with a very small position until you get better at it. With long-term trend trading, you also need a bigger stop loss. So, position size and stop loss are very important. Risk management is the key in this strategy. Your position size should be based on the size of your account and your risk tolerance. Not all currency pairs move in a trend, so it’s important to find the right trending pair and not get caught into a sideways market. With your technical analysis or strategies, you need good research on the economic conditions of the country you are going to trade. As we know, currency trading is buying or selling one currency against the other. As an example, if you want to buy USD/CAD, you need to know why you think USD will do better than CAD for the next few weeks to months. On the other hand, if you want to sell USD against CAD, then you need to know the reason for your short. You are betting one country against another. You need to understand the current economic conditions of both countries to determine who is doing better in the current economic situation. For that, you need to follow the economic calendar, read daily news of that country, follow what the central bank head is thinking about the economy, etc. All these are available on the Internet and in the news media.

There are so many different ways to confirm the trend. For upward trend, you will see price moving higher high and higher low in daily charts. That also included the pull back, which also stays above the upper trend line. On the other hand, you spot downtrend by looking at the price movement showing lower highs and lower lows on a daily chart, which also stays below the downtrend line. There is no specific rule to find highs and lows to spot the trend. It’s the judgment you make based on looking at a chart with a longer timeframe.

With my strategy, you should be able to find the trend early. There is nothing riskier than getting into the trend when it’s about to complete and turn. In other words, you don’t want to be late for the party. It’s very crucial for traders to find the trend at its early stage and ride with it. Every year, there are currencies that find a trend either from the beginning of the year or from the middle. You should keep looking for that, and I will show you my strategy for finding a trend.

Here are my two trend-finding strategies:


	Weekly Support and Resistance Strategy

	Weekly Beginning Of The Year Opening Range Strategy



Weekly Support & Resistance Strategy

This strategy requires lots of patience, as you have to wait for the right time to get into the trade. Chart setup for this strategy is a weekly chart with 20 SMA and 12-period stochastic Oscillator to find overbought or oversold levels. You need to make sure that you can see the value and date grid lines on the chart. On my chart, you can see that the months are shown on the bottom and values are on the right. Seeing the grid lines on the chart clearly will give you a good idea about the support and resistance level. You need to see whether the support or resistance is on the round number and when price was there last time. Basically, a round number is your focus for support or resistance. Also, you need to watch to see if the price breaks out from that level. Remember, round number is very important in currency trading. Why a weekly chart? The reason I use a weekly chart is because it gives me the bigger picture: one or two years of data in one chart. Also, longer-term trading requires longer timeframes for finding a signal. Smaller timeframes give too much noise, which smooth out in the longer timeframe. After looking at my strategy, you will know what I mean by that. Let’s look at Figure 48, a GBP/USD weekly chart.
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Figure 48

By using a weekly chart, I look for support and resistance areas for my trade. On my chart, I use 20 SMA and 12-period stochastic Oscillator with %K3, %D5 (its default setting in TC2000) to spot overbought and oversold levels. Eighty or above is overbought (green line), and 20 or below is oversold (red line). The grey square box on the chart shows the 2012 price range. By looking at the box, I can spot last year’s support and resistance at a glance. It’s important to know the previous year’s price range to predict current year price move.

If you look at the chart, you see we had a few good trading opportunities in 2013. First was the short opportunity in January. Price failed to break and stay above last year’s high of 1.6313. Price dropped in January and fell below 20 SMA in a weekly chart. This was the good time to short at below 20 SMA, with stop loss above the 20 SMA or above 1.6315. Setting stop loss depended on your risk tolerance. You can also use the stochastic overbought level for your sell confirmation. Price fell below 1.5000 level by March, with only one green weekly bar on the chart during that time. That’s over 800 pips in three months. Another long opportunity came in July, when price clearly showed double bottom below 1.5000 and oversold stochastic. Price moved up over 1,000 pips from that level since then. As of December 27, 2013, price closed at 1.6480. Just two trades could give you over 1,500 pips, following this strategy. This strategy requires higher risk tolerance because you are trading over a larger timeframe where price moves 200 to 300 pips in any direction. You also need a larger stop loss. If your account is not large enough, you can still try this strategy with a very small position. As I said, you need patience for this trade. You may have to sit on your hand for months until you find the right opportunity to trade. Some currency moves sideways in a range. By using the previous year’s price range, you will be able to see whether the price in the current year is still in the range or came out of the range. Range top or bottom could also be your trading opportunity.
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Figure 49

Figure 49 shows EUR/USD chart. This currency pair moves in a very tight range between 1.2750 and 1.3500. In December it just came out of that range. The only good trade came in July, when price hit the double bottom on 1.2750. Stochastic was near 20 at that point. I have marked long position above 20 SMA, and the round number of 1.3000 which could give you a minimum of 500 pips in a few short months. On December 27, 2013, price closed at 1.3747 after going as high as 1.3893. Well, I myself don’t trade over the Christmas holidays, as the market is too thin at that time of the year.

Let’s look at one last chart to see how another currency pair did compared to previous years. Figure 50 showing EUR/JPY chart. You can see from the chart how EUR/JPY broke out from its 2012 range and stayed above 20 SMA all year. This also showed that it stayed on overbought level for the longest time.
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Figure 50

This strategy works well for disciplined traders who are not looking to trade every day or week but like to make a huge profit from one or two good trades. From my experience, fewer trades will give you more money than too many wrong trades. A few good trades is all you need.

Beginning Of The Year Weekly Opening Range Strategy

This is another strategy I use to find a trade for bigger profit. This strategy doesn’t work with a sideways market but works very well for trending currency pair. To use this strategy, first you need to find the currency pair that you think will go up or down from the weekly opening range. Weekly opening range is selected from the first closing week of the year. I draw a high and low line as the opening range. As like other opening range trade, I go long if the price is above the opening range and above 20 SMA, with stop loss below the lower line. On the other hand, I take short position, if price goes below the opening range and below 20 SMA, stop loss is above the higher line. I will also keep an eye on the stochastic to confirm an overbought or oversold level. I don’t want to sell when price is oversold and buy when price is overbought.

To trade this successfully, you have to make sure that your bias supports the fundamental analysis and the currency is not going sideways or in the range. Highlighting the previous year’s trading range will give you an idea of how that particular currency behaved. I will not trade until I find a trade that meets my criteria and I am comfortable placing a bigger stop loss for the bigger profit. This trade requires discipline and good risk management. Let’s look at Figure 51.
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Figure 51

On Figure 51, we are looking at EUR/CAD weekly closing as of January 4, 2013. EUR/CAD price for that week shows opening of 1.3169, high of 1.3173, low of 1.2846 and close of 1.2893. I have drawn an opening range between 1.3173 (upper line) and 1.2846 (lower line). Over the first few weeks, price was moving above the top line, but stochastic was near 80 and above. I don’t take long position if stochastic shows overbought. You want to wait for this to come down to the 25 or 20 level to take a long position. Between April 12 and May 17, price came close to oversold level. See %K3 in stochastic Oscillator. Between that time period, price came down to the lower range but used it as a support. This confirms bullish sentiment.

Once you see the lower range acting as a support, then you can take a long position just above 20 SMA and set your stop loss below lower range. You don’t want to set your stop loss inside the opening range because price may come inside that range before moving higher again. Always put your stop loss outside the range. If that is too much risk, then you shouldn’t trade this strategy. This strategy requires bigger risk for bigger profit.

As an example, if you take a long position at 1.3238 (April 26 close), you would see price came back inside the opening range between May 10 and 17. As your stop loss is outside of the lower range, you wouldn’t be stopped out. But holding position for the next few months and moving your trailing stop below 20 SMA as price is moving up would give you over 800 pips. Your risk was 400 pips if your original stop was at 1.2800. Price went as high as 1.4700 in six months, which is over 1500 pips since April 26. Price never went below 20 SMA since June.

Every year, you will find currency that can give you this type of profit by holding it for a few months. You need to find them using the above strategy and be disciplined. Note that even stochastic was overbought since June, but the price never fell below 20 SMA. Use 20 SMA as a trend line once you are in the trade and move your stop loss below that. Most of the time, the trend completes after falling below the moving average.
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Figure 52

Figure 52 is a EUR/USD chart. I have chosen this chart to show why opening range does not always work with the range trading. If you look at the chart above, you will notice that the price tried to move higher after the beginning of the year and then fell. It went as high as 1.3708 before falling back below the opening range. Stochastic was above 80 but started to come down. If you’re trading based on opening range strategy, then at this point you don’t have any signal to trade, as price was above stochastic overbought level and the direction was not that clear. We don’t know whether the price will find support above the lower band or not. Also, when 20 SMA inside the opening range then you need to be a little careful, as price action is not giving any trading signal. We need to see price above 20 SMA for buying opportunity and below 20 SMA for selling opportunity. But if you trade based on stochastic, then you have a signal to trade. When stochastic shows overbought and %K3 crosses below %K5 after a big candle drop, you have a short signal. That is what is shown on the chart above. The first big down was during the week of February 8. The next week, price closed weekly doji, and at that point %K3 started to show bearish sign by crossing below %K5. For day traders and short-term swing traders, this is definitely a trading signal. Shorting just above 1.3300 level would give over 400 pips by the end of March.

My advice based on the above chart: if your opening strategy doesn’t give you any signal but you see a clear short signal based on the stochastic overbought level along with big weekly drop which fell below last year high of 1.3500, then you should take the short position, placing stop loss above previous week’s high. Notice how the price went as high as 1.3500 (previous year’s high) and found resistance at that level after the previous week’s drop.

As a trader, always look for previous support and resistance and watch how current price behaves when it come close to those key levels. That behavior will give you the clue for future direction. Analyze the chart from all angles. The reason I boxed last year’s price range was to see support and resistance at a glance. By marking the previous year’s support and resistance, I know right away that 1.3500 would be the next resistance if price goes below that level.

This is the last strategy in this book. Try them all if you can or use the one you find most helpful. I tried to explain each one of them as detailed as possible. Please share my strategy with others.





CHAPTER EIGHT

HOW TO OVERCOME FEAR AND TRADE SUCCESSFULLY

“If you have trouble imagining a 20% loss in the stock market, you shouldn’t be in stocks.” - John (Jack) Bogle (Net Worth $4 billion)

You have probably heard about or read books on trader’s psychology. There are lots of books on this subject in the market, so, I am not going to write another book on this. The reason I have chosen this chapter for this book is to give some basic idea on how to deal with fear. We all know, where there is real money involved, there will be fear of losing it. No one wants to lose money, but unless you put your money at risk, you can’t make profit. Trading or investing is not a guaranteed income. If you decide to trade or invest in the market, you have to prepare yourself for the risk involved with this. Trading is a zero-sum game. One person has to lose for others to profit. Unpreparedness or lack of skill makes the difference between good and bad traders. If you decide to become a trader or invest in the Forex market, then you need to prepare yourself for any good or bad outcome. Remember, only invest the money you can afford to lose. Don’t invest with borrowed money. I have met lots of traders who have borrowed money from their credit cards to trade Forex. Because they are trading with the borrowed money, they are always afraid to lose that money, and because of that fear, they are making mistakes in their trades either by closing too early or closing position with a loss. Mentally, they can’t prepare themselves to make the right decision. There is a saying: “Fear is a fear itself.”

There are lots of reasons for this. Different experts have different opinions. Here is one explanation of trading fear given by trading psychologist Rande Howell on his interview with the Money Show: “Your brain is organized around fear and what your brain does once it figure out a way to avoid fear it locks it into a pattern and that pattern literarily becomes the way you see. You don’t even have to think. It actually creates the kind of thinking that you do and what it does it has no interest at all in your thriving but it has every interest in your surviving. In a particular circumstance that you were born into and were adapted into and what happens then that the fear goes on automatic and it automatically limits the possibility you have by creating a comfort zone. The moment that you tried to get outside the comfort zone it will pull you back in. In psychology, we call that a perceptual map.”3

As we can see from the above quote, our brain creates a comfort zone and makes it harder to get out of that comfort zone. To avoid fear and to get out of that comfort zone, we need to train our brain. There are so many different ways to do that, and it all depends on the individual. It may not be an easy task, but you can do that with your determination to succeed. Every successful trader has been through that, and now they trade the market fearlessly. In time, you can do the same.

There are a few ways to train your brain to overcome the fear, and I will explain those in point format. Whether you are a new or veteran trader, I believe this will help you all. The market, whether it’s Forex or stocks, is hard to predict, but with a proper well-tested strategy, you can constantly take out a profit from the market. There are lots of traders doing that, and I have found proof from my own trading results. I can tell the difference in my trading from beginning to now. Trade logically, not with emotions. Most novice traders want to make money right away without any proper practice, and that’s a huge mistake. The market is not a quick money-making machine. Those who came for quick money ended up taking a loss. Become a disciplined trader to be successful. With your discipline, you will win over time.

Here are some points I have made for your mental preparation to become successful:

Practice! Practice! Practice!

This is one of the most important parts of trading successfully. Most of us fail to follow this simple rule in trading. It could be because of lack of patience, or we could be eager to make quick money. Nothing in life comes without putting enough time and effort into it. All successful athletes put hours and hours of practice to reach their goal and become the best. Medical students spend years of education to become a doctor. Astronauts spend years of practice to learn how to adapt in space where there is no gravity before their mission. These are a few examples of how practice makes things perfect. You can do the same in trading. Those who are already successful at trading have been through this, and that’s the reason they are where they are now. All my strategies can be practiced in a Forex demo account. All brokers offer demo accounts to new clients. A demo account is a perfect platform to practice trading Forex. All currency quotes in a demo account are real, except your money is not real. You can open a demo account with 1,000 to 50,000 dollars trading money. This is one of the great ways to practice the market.

The good thing about this book is all my strategies are well-tested. Now all you need to do is practice those strategies to see where your weaknesses are and fix those problem areas. Just practice will not do everything. You also need to have a trader mindset. You need to know when to get into the market and when to stay away. Learn to read newspapers and watch business news, to keep up with the recent economic events of the currency you are trading. As a trader, you have to be on top of all these, and that requires a tremendous amount of time and effort. Above all, you have to have a passion for the market. You can only be successful at things you are passionate about.

Position Size Matters

Position size is another very important part of trading. Taking a big position from a small account will put your account into a risk of busting. Fear comes from a bigger position size that the account can’t handle. In Forex, you can get a high leverage to trade. Which means you can hold a larger position by putting a small amount of money at risk. If you take a larger position because of a higher leverage, you are putting yourself at a bigger risk if price goes against you.

Risk management is very important in Forex trading. You have to make your decision on lot or position size before you pull the trigger. All traders must ask this question before taking any position. There are so many different ways to calculate position based on the size of the investment. Some traders follow the 2% rule. That’s the maximum (2% of total portfolio) amount a trader is willing to lose from any single trade. So, the stop loss for that single trade will be calculated based on that.

To decide on the size of a position, you should ask yourself these questions:


	How much money do you want to trade?

	What percentage of your investment are you willing to risk?

	Where would you like to place a stop loss from the entry? How many pips?

	What’s the pip value of your trade?



Position size = ((account value x risk per trade) / pips risked)/ pip value per standard/Mini lot

When you have a decent position size on any single trade, you will be able to trade without fear and be willing to trade on a good judgment. Uncontrolled risk gives a bigger loss and brings fear back into the trade. To be successful, any trader should know the position size of any single trade based on their risk management.

Keep It Simple

Simplifying your trading is the most important criteria to be successful. Lots of traders use so many technical indicators thinking that will make their trading easier, but they are doing the opposite. Having too many indicators on your chart will confuse your thinking process at the time when you need a clear vision of a future direction. It’s not how many indicators you use, it’s how you use your indicators which determines success. I am always against complicating the chart by using too many indicators.

Use a few indicators that have been tested for better results. In this book, I have shown my strategies using a few different indicators on my chart, not all on the same chart. You have seen on my Pivot Points 15 minute daily chart, I only use 18-period SMA and Pivot Points. Nothing else. I tried to keep it as simple as possible. You don’t need to crowd the chart with too many indicators. I have shown on my 15-minute Pivot chart that I make my buy/sell decisions based on a few simple conditions. If all those conditions are met, then I take the trade. You don’t need to complicate things with lots of indicators on the chart. The market is already too complicated for us, and we don’t need to add more into that.

By using a simple trading strategy or system, you eliminate confusion, doubt, frustration and above all the fear. Trading is psychological warfare. You need to believe in your system or strategies to be successful. If you have a doubt on your strategies, then you can’t do well. The strategies I have shown in this book are all well-tested, and I would like you to test it on your own before going live. It will work for you, only if you have a trust on those. I kept it simple for myself, and I believe it will be the same for you.

Avoid Over-Trading

The biggest mistake most traders make is over-trading. Those who over-trade are also risking more by being in the market all the time. There’s nothing wrong with over-trading if you are a day trader and you know what you are doing. But I have seen traders who trade every single day, no matter what the market is doing.

Being disciplined is the most important part of trading. To be successful, you need to adopt this into your trading career. I don’t trade unless my strategies provide me with a signal to trade. Sometimes, my strategies give me signals every single day and sometimes, I have to wait for days to get the right signal. You need to learn to sit on your hands when required. By using a strategy or system, you are putting yourself in a disciplined environment. Fear comes from losing too many trades, and losing trades comes from not having the right strategies or system, and in some cases from over-trading. Nobody wants to lose money constantly, but to be a winning trader, you need to do some work to improve. Like, develop a system that can be back tested for proven results, or try to focus on your own weaknesses that you think are obstacles for your trading. You need to find your own problem area to improve.

Trade With A Clear Mindset

Don’t trade when you are not feeling well, when you are on vacation or when you have personal problems. You need a clear mindset to trade successfully. If your mindset is not clear for trading, chances are you will make mistakes, and that may cause a loss in your trading account. If you are frustrated by your trading results and very upset with yourself, then stay away from trading for a few days. Let it cool down and never take revenge on the market. If you try to take revenge by adding more into your losing trade, it will get you into deeper loss. Don’t do that.

You need to trade when you have your motivation to be successful. All traders go through these losing periods, and those who are professionals know how to handle that. But novice traders don’t realize how important it is to trade with a clear mindset. Sometimes, it’s better to forget about the market and do something you really enjoy. In that way, it will refresh your mind.

If you are a day trader and get frustrated by any trades, take a 10- to 20-minute break from the trading. Go for a walk or do some exercise to refresh your mind. Trading is a mind game, and you need to have a clear mindset for trading. It will help you in your decision-making. It’s very easy to get caught overanalyzing the market and become tempted to trade without any good reason. If you are in that type of situation, then it’s a good idea to shut down your computer and take a few hours’ break to give your mind some rest. So, next time you come back to trading, you can think properly to make the right decisions.

Set A Trading Goal That You Can Achieve

Goal-setting is a very powerful tool to change the quality of your life. It can be used in any of your activities. You can use it for trading, sports, personal life or business life. Goal-setting identifies to both your conscious mind and your subconscious mind what it is you wish to achieve. Setting a goal and working towards it will bring you success.

In trading, you can also set a goal. Setting a goal and sticking to it will help you to develop a discipline in your trading. Some traders have a daily, weekly or monthly profit target, and once they reach that target, they stop trading. Some traders set a goal on learning some new skills or improving their trading skills. Whatever it is, you make sure your goal is achievable. It’s not a wise idea to set a goal that can’t be reached. Start with a baby step and increase as you reach that level. As an example, pick any strategy from this book and set a goal to master it by a certain time. Once you master that, then try another one and so on.

If you have a goal, write it down on a Post-It note and keep it in front of your desk where you can see it all the time. Writing down your goal has its advantage. In 1953, a Yale University study found that those 3% of people who had written their goals down had combined wealth exceeding the other 97% over 20 years. Even though the study was done in 1953, this still has merit. Lots of people still write down their goal and some constantly read it in their mind.

Trading can be a breeze if you are prepared. Only unprepared traders face loss, and they blame brokers or other market participants for their misery. If you are well-prepared and disciplined, then there is no reason to be scared of the market. You need the market to profit. So, prepare yourself and get the most out of it.

_____________________________________

3 “Trading psychology Get Past Trading Fear to Achieve Big Success.” YouTube video, 3:30. Posted by “fxcollection,” upload November 5, 2010. http://www.youtube.com/watch?v=9arLCYX3WZw.





CHAPTER NINE

FINAL THOUGHTS

“Much success can be attributed to inactivity. Most investors cannot resist the temptation to constantly buy and sell.” – Warren Buffett (Net Worth $39 Billion)

This book is written to improve your trading skills by learning some new strategies, which I have been using for a long time with profitable results. These strategies are not complicated at all. Anyone can learn this by putting some time and effort into it. Any learning requires time and motivation. There are no shortcuts in learning. Keeping that in mind, use your time wisely to learn these new skills. Whether you are a new or experienced trader, anyone can benefit from this. My strategies are very simple but very powerful when you use them properly.

I have seen lots of traders lose money trading Forex. It’s not because Forex trading is tough; rather, I believe they were not well-prepared. Those who came for quick money ended up losing it all. Not too many traders put enough time and effort to master the skill of trading. But those who did found the results. Whether it’s stock, Forex or futures, the market is always uncertain, and traders knows that. But that doesn’t mean that there is no opportunity. There are tons of opportunities in the market, but you have to be a skilled and disciplined trader to take advantage of it.

There are a few steps I take before pulling the trigger for entry and they are listed below:

Looking At The Bigger Picture (Daily, Weekly And Monthly)

No matter which strategy you follow or what type of trader you are, always look at the big picture before making your trading decision. It’s very important. From my own experience, I have noticed bigger timeframes always gives you clues for the shorter timeframes. If I decide to day trade or short-term swing trade any currency pair, first I look at the daily chart to see how it closed in the last few days. Is it going sideways, up or down? How far are 10, 20 and 50 days Simple Moving Average from the current daily close? Is the daily close above or below any of those indicators? Is the daily close showing bullish or bearish sentiment? Then I will look at the weekly chart for the same currency pair. What is that chart telling me? Is it bullish or bearish? If the daily and weekly chart gives you the same indication about bullish or bearish, then I consider that a strong signal. I use weekly Pivot charts. Just like intraday charts, weekly open is bullish when it is above the Pivot line and bearish when it’s below the Pivot line. Most of the time you will notice that if the daily chart shows bullish, then the weekly open is above the weekly Pivot line. That’s a strong bullish confirmation (the opposite holds when it’s bearish). Use a weekly Pivot chart sentiment for your daily trading. You take a short position when price goes below weekly Pivot (See Figure 53). There are a few different ways to spot that. You can use a 15-, 30- or 60-minute intraday chart to catch the move. On Figure 54, I have used a four-hour timeframe to show you how you could take the advantage to short EUR/JPY as soon as it fell below the weekly Pivot of 144.10. Sometimes it’s not possible to follow all currency pairs at the same time. So, in this case you need to set a price alert to get your attention. I will discuss that a little later. Use a monthly chart the same way you have used the weekly chart to get the bias of any currency pair. You can also use a monthly Pivot chart the same way, and, believe me, it works great. Use a monthly Pivot chart’s support or resistance along with your intraday chart to find a signal. Most of the time, you will find that the price reverse back from the S1, S2 or R1, R2 line from the Pivot chart. See Figure 53 and 54 below.
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Figure 53
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Figure 54

Using Price Alerts

TC2000 has a great function for price alerts, and I am sure all other charting software does the same. It’s a great tool for traders. Lots of traders I know don’t take advantage of this. But it’s an important tool for us, as we can’t follow all 25-30 currency pairs at the same time. If your trading strategy is only to trade one or two currency pairs, then this may not help you much, but if you are like me, who is always looking for opportunities on every currency pair, then price alerts for you are a must.

It doesn’t take too long to set up the price on any charting software. When I want to follow any price, I set up my price alert right away. That way, I know that I am not going to miss the opportunity if the price goes to that level.

See Figure 55 where I have set up a price alert for GBP/USD at 1.5711 and 1.5511. Those levels are 50% and 61.8% of the weekly Fibonacci Retracement level. I don’t know when the price will go to that price point, but I know that if it does, I am not going to miss it. I will take a long position either between 1.5711 and 1.5511 with a stop loss at 1.5490. GBP/USD was at 1.64819 at the time of this writing.
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Figure 55

I hope I made it clear regarding the using of price alerts in your day-to-day trading. After using it a few times, you will get used to it, especially when you see the benefit.

Chart Analysis After Market Closed:

I do most of my chart analysis over the weekend (when the market is closed) to prepare for the next trading week. That doesn’t mean I don’t do anything on the weekdays. There are two parts in my chart analysis: one, I prepare myself over the weekend for the next week’s trading opportunities, and secondly, after the market is open, I continue to analyze the price moves for an entry and keep my eyes on the economic calendar.

When the market is closed, it’s easy to analyze the chart to find which currency pair has more probability for profitable trades and which currencies do not. Based on my analysis, I make a list of currency pairs for long and short. I look at daily, weekly and monthly charts and use all three timeframes to find my long or short bias. That way, I am kind of ready for the next week’s trades, as I have already studied the previous week’s price action. It’s important to be at the top of the game when you trade currency, as it is one of the most volatile markets to trade. Other than the chart analysis, I also read news articles from different news sources to learn more about the economic condition of the currency I am interested in trading. As an example, if my focus is EUR/JPY and my bias is long, then I will try to find news of those two countries to compare their economic conditions. Forex market is traded in pairs. If one goes up, then the other goes down. So, you need to have a good fundamental reason to decide why one should go higher than the other. Of course, technical analysis also plays a role in that. My point is, it’s always helpful if you know the economic conditions of both countries, rather then one.

When the Forex market opens on Sunday at 5 p.m. EST, I use TC2000 weekly Pivot charts to see the weekly Pivot lines for the currency pairs I am interested in. TC2000 updates weekly Pivot Points once the market opens. It’s important to know where the opening price on a weekly Pivot chart is. Is the price above or below the Pivot line? As you saw on Figure 53, the EUR/JPY closed below opening last week. So, this week, I am interested to see if that will continue or not, and for that I will use a weekly Pivot line as my guide.

My point is, prepare yourself for the next week’s battle after the market is closed.

Multi Charts View

I am not sure how many traders use multiscreen charts to trade Forex. I find it very useful. Looking at a few charts on different timeframes at one glance has its own advantage. It helps to make a quick decision by looking at the same chart in a few different timeframes without using the mouse or keyboard.

All charting software offers multi-view on a single screen, and some sophisticated software has multiscreen capabilities. The MT4 platform offers multi-timeframe on a single screen, as does TC 2000.

Figure 56 shows a EUR/AUD chart on a single screen with two different indicators on two different timeframes. The chart on the left is a 15-minute Pivot chart, and on the right is daily Bollinger Bands. This is a great chart setup for my Bollinger Band day trading strategy on a single screen. As we know, when price comes down to the lower Bollinger Band, it tends to find support and move higher. The opposite happen when it hits the upper band and finds resistance. In this chart, the lower Bollinger Band is 1.5163. See what happened on a 15-minute Pivot chart? Price found support at S1 (1.5140) and started to move higher after a big drop. The first green candle on S1 closed at 2.45 a.m. A Bollinger Band trader will go long from this point by anticipating price will go higher after touching the lower Bollinger Band, which is at 1.5163, and it did. From 1.5140 it went as high as 1.5265, which is about 125 pips. See Figure 56 below.
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Figure 56

These are the things I use or look at before making my trading decisions. I wanted to share these with my readers, so that they can decide whether to try them or not. I have laid down everything for you to learn and improve your trading skills. So, only use whatever you find helpful for your trading.

Last Words

That’s it for this book. I hope you will find that it improves your trading skills. Whether you are a new or experienced trader, this book is for everyone. Those who are disciplined and motivated can get the most out of it. As I mentioned so many times in this book, practice my strategies until you are satisfied with the results. I have written this book with an open mindset, to help other traders. I have heard so many stories of losing money while trading Forex. I am not sure about the skill level of those traders, but I believe you can make money in Forex just using my strategies, and I am saying that with confidence.

So, go ahead and try. If this book helps you in anyway, please spread the word and let others take advantage of the market. The Forex market is huge, and we all can get a piece of that pie.





TRADER’S RESOURCES

Forex Brokers:

InstaForex (Non U.S. Citizens) – www.instaforex.com

Fx Primus (Non U.S. Citizens)  – www.fxprimus.com

FinFx  – www.finfx.fi

Forex News:

Bloomberg  – www.bloomberg.com

Wall Street Journal  – www.wsj.com

Financial Times  – www.ft.com

Forex Calendar:

Forex.com  – www.forex.com

Daily Fx – www.dailyfx.com

TC2000 Chart:

TC2000 – www.worden.com

TC2000 (Free Version AD supported) – www.freestockcharts.com

Candlestick Charts:

StockCharts.com – Candlestick Explained

Contact Writer:

Send e-mail: info@profitfromforexpriceaction.com

PLEASE DON’T FORGET TO RATE AND REVIEW THIS BOOK!

END
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