THE SYSTEM II (Yes with irony)
Just to talk a little more about the initial swing AKA impulse wave

This is not a rule set on stone. Maybe you can get away with a initial swing of 20 pips. Just that you need to be aware of what you do. I prefer anything over 30 to be on the safe side.

Ok....Trade management/risk

for years I've been listening to trader about this so called "rule of 20"


The rule of 20 has been used in forex(mayors), some commodities and very much in YM (MIni dow)

I believe the only exception is in dollar/yen as it's swings are smaller.

Rule of 20

20 stop/20 target

or 20 stop/40 target 

Does it work?..mmmm surprisingly yes!!

Do you have to use it as a hardcore rule?? no

See, placing the stop-loss is definitely a challenge for many of us. 

This is how I manage a trade

My initial bracket is 20/21...20 stop-loss 20 profit and 1 for the landlord

But I need to know how far is the pullback from the follow thru.

I measure this distance and I might place the stop strategically below the pullback

Then I manage my trade / trailing mys top 1 tick at a time. Meaning, once the market moves 1 tick on my favor, my system will reduce (automatically) my risk 1 tick.

Here we go

1) wait for the market to have a 30-40 ticks swing at any direction

2) Wait for a retracement

3) set 2 horizontal lines - 1 at the beginning of the swing and 1 at the last swing high/low 

4) if the market resumes the swing, place a limit order 2-3 ticks above/ below the last swing

5) your order gets filled. Now it's pretty much up to the market

wash - rinse and repeat

if the pullback goes deeper pass the middle of the swing high/low, there's a possibility of a weak comeback or either a change of direction.

My suggestion is to try to take the first swing of your session, either London, New York, Sidney or Asian...doesn't matter..In my opinion when sessions overlap is where you have the best chance.



I believe I mentioned before that if we have a deep pullback, chances are that the follow-thru will be a weak one.

I personally do that just bye looking at the charts, by experience. But I completely understand that, on the beginning we need to train the eyes for that.

Use the 50% level, until you get your eyes trained for the move. If it passes that line, be aware.



But here's a word of caution and please take a note of this


DON'T USE IT AS A HARD AND FAST RULE....DON'T PATRONIZE ANYTHING ON THE CHARTS OTHER THAN PRICE.


sorry for the caps


Just be aware, if there's a follow thru after a deep pullback...take the trade....tight your risk more and use discretion...but take the trade, please.

Don't jump the gun if you see just 1 bar/candle on the pullback. Wait at least 2 bars to start placing your orders.

This is a high -probability trade

The beauty of this strategy is that in many times you will be saved form the chop. If the market is retracing and goes the other way, then go ahead an look the other way. Dance with the market.

Place your stop a couple of ticks top/bottom of the pullback and trail your stop

If the markets don't meet the conditions for your trade - simply don't trade.
Don't close any trades...never..... let your setup work...if you get stopped out, there will be another chance...deal with it. Remember this is a game of probabilities.

I've been 1 tick shy of be stopped out and then the market resumes the original swing...it happened to me hundred of times.


play the odds.....

Remember this

You're trading on a Friday around 1:00PM EST. normally the market is getting asleep. That's a good trade but you must remember that once you're in a trade, that's pretty much it. You don't touch the limit/stop by no means whatsoever. 

I am glad the concept is starting to click in you. Once you get it going, is very much like riddin' a bike.......once you learn how to do it becomes a habit!!!! a good one LOL

__________________

This is for you guys to have something to think about during the weekend

Nothing is for certain in the markets...or I should say on this life.

The smart choice will always be to minimize the risk and look for a high probability. 

I've use to teach before...like private mentoring..and many of the traders that comes along were so blurred and blinded on indicators, lines fibo's etc. 

I always tried so hard to teach them how to read the market. I succeeded sometimes..sometimes not.

Reading the market is not price action...I mean..common' that's another foolishness I've been listening lately.....like "oh I am better than you because I read price action and you,re not" that's a bunch of crap in my opinion. 


Price is just a tool for entry and exit...that's it

Again, don't worship anything you put on the charts...learn how to read the swings...the market is telling you something...

Some traders I knew when I was a teacher...were trading like a hen running away from a rooster...have you ever see that???

The hen runs like crazy and you see the rooster running behind...oh boy it's hilarious !!!!!!


sooner or later, the rooster goes on top...and the poor hen has no choice but to get down and let the rooster do it's thing.

They don't want to lose! ..they "optimize" their "systems" so it can be "adapted to current market conditions"

yea right...stop been a fool!!! you will have to pay the landlord like any of us!!! 

trade relax. Take your time. If there's nothing outhere, don't force the trade. 

If you lose, get up, shake yourself and keep walking

If you win....don't get excited...the war is not over you don't have it made yet buddy!!!

I want you to feel bored of trading...very much like working inside a government's office but without the chit-chat.

A side note

I am using fibo's 'cause I think you could have a better view on pullbacks

You can draw just plain horizontal lines and will be fine 

Don't make any hard and fast rules other than your money management.

Don't patronize the 50% or 61% ...move along with the market

You don't have to trade every single swing

The only way you will qualify a swing is when the pullback is developing. You could get away with a 20 ticks move but in my experience is just noise. Remember, you're trading off 5 minutes charts and there will be noise.

I believe I mentioned this before somewhere in this thread

Don't jump the gun if you see just 1 bar/candle on the pullback. Wait at least 2 bars to start placing your orders.

This is a high -probability trade

The beauty of this strategy is that in many times you will be saved form the chop. If the market is retracing and goes the other way, then go ahead an look the other way. Dance with the market.

Place your stop a couple of ticks top/bottom of the pullback and trail your stop

If the markets don't meet the conditions for your trade - simply don't trade.

I believe it takes time to understand the simplicity of trading like this. Once you get it going, it's automatic....boring LOL

yes always use limit orders...no matter what

The time of the day is important. If you trade this setup close to 5:00 EST when the market is ready to sleep, chances are you will have a counter move as banks are trying to make last-minute profits. Something similar across the markets. If you play this strategy during Asia/Sydney session, you will find that many times momentum is not there. therefore will take hours for a good setup to develop. 

In my opinion, the best way to play this is on London/New York session.

Reality check here

Be aware there will be days that you will lose (please check post #1)

Remember.....in this business you WILL lose

This is the core of a trader...she/he (notice that I used "she" first
You'll find thousands of strategies "systems" etc on the net....many of them free. If you look closely, most of them are giving you a framework but leaving you vulnerable of losing. When someone has a loser, they start "cruvin fittin" which is nothing more than adding and subtracting indicators, timeframes, I mean..you name it...to avoid losing

Losing in this business can't be avoided.....

I want to be different. I want for you guys to stick to your guns even if you lose. Stop looking for alternatives and add-on's. Be disciplined, stick to your money management and when you have a loser like this, close your charts and have a life...there's always tomorrow and the markets aren't going anywhe

43 years old cowboy here LOL

If you see me you wouldn't even notice that I trade. 

The majority of the people I have around thinks that I work for the energy dept or something....some of them thinks I am a farmer LOL

I drive a Chevy truck 1972 in mint condition. I do all the mechanics for that baby!!!

and I believe in peace and love and do anything in your power to help,,,,that's why my signature is "peace"

cool thing about units

FYI 10,000 units is equal to = 1 pip 

let's assume you have 1k for trading capital and you establish the all-praised risk limit (HA!) of 2%

so that would be 1000x2% = 20 bucks

but there's a problem

there's a trade but your stop is way over 20 pips...the pullback is 48 pips...(even a shallow one could be that high)

so what would you do??

the risk of 20 bucks in units is equal to 200,000 units

so you divide 200,000 into 48 pips = 4166.66 - This is the figure you need to trade to keep the risk on 20 bucks

so you can still take the trade, take your 48 pips risk and still be risking your 2%

but ( why is there's always "but" in almost everything huh!?)

you're risking 48 pips to get 20????..something is not right

There's three choices
1) don't take the trade...it's a valid position

2) Adjust your units, move the stop aggressively up to break-even and let the market hit your profit target

3) Adjust your units, move the stop aggressively up to break-even liquidate half of your position at 20 ticks and let the rest ride....

This is the crux of every trader in my opinion

Ok now we get to the trailing part which has been my beacon for many years

Trailing the stop has a disadvantage - will make your hit rate (# of winers) in a low %..sometimes in the vicinity of 50% if your lucky...mine is lower than that

See, it doesn't matter

You will have more often than not a runner. You will even lose many times, but that very runner - 20 ticks or more...will even out the equation in terms of winners.

I lose a lot...Yes baby

But if you look at my monthly statement, I am always in profit.

I take many trades with an unbalanced risk/reward, but because I move my stop aggressively, I even-out the position fast

I use 1 pip trail stop and I am assuming that won't work in the spot.

Apparently momentum differs from the spot and futures...I sincerely speculating here...remember I have nil experience in spot forex.

One solution to this problem is to go to a lower time frame - and trail your stop manually above/below every bar

or

use an ATR stop like some of my guru's friends do. In this particular, I have no clue whatsoever as I don't use ATR well. the other day I did for fun and seems like it works



you need to read this post and digest it. Do it several times until it makes sense to you

Hope it helps

If you start any session , the market has been flat or in the opposite direction form the freshly future swing . All of the sudden the market goes high/low over 30 pips, that's a fresh swing to me.

If the market has been trending the past session - like cable today, and that trend goes over the next session, I will be careful, cause someone (banks ) could be on the lookout to take profits off the table.

I am a hyper-scalper by nature. Although I am not a scalper in terms of looking for short profits, I follow the same guidelines. In my lil book on futures, which is my bread and butter, I give no quarters. I use very tight stops. I really don't care if a miss a move. But that's me. It takes probably a lot of practice. You don't have to do that. 

But...just try it to see if it works.


The main thing about exits is that you must reduce your risk immediately as soon as the market moves in your favor. 

Remember that my hit ratio is low....less than 50%... I traded my risk ratio for consistency many moons ago

Yes whenever I lose I always look for the other side to see if there's something cooking

Of course...some discretionary money management is advisable


After 2 strikes...I am out[image: image1.png]



