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A little less than 2 months ago a good friend (Ray) decided to start trading Forex with one of my 
personal volatility breakout systems that needs to have orders placed daily.  You only get 2 or 3 trades a 
week per pair, but the frequency of your trades, multiplied by the edge can multiply capital faster than 
longer-term methods.

As of today, Ray has taken 88 trades with this system.  And he is in a sizeable drawdown.  

Ray has read a lot of forex info for years on the internet and bought numerous books about this system 
and that..., figuring correctly that profitable forex trading can't be as easy as most say it is.  He opened a 
number of small starter accounts in the last 3 years, and had very little success until recently.  He has 
Tradestation trading software and knows about curve-fitting, etc.  

Of course, he knows that I've been trading successfully for many years. He has followed my blog with 
great interest since I started it, has taken most of the trades and is pretty happy with his current results 
from trading OneNightStand     and FirstStrike.  And they were free!!!

Except, he wanted to know if it could be reasonable to trade a little more often than FirstStrike and 
OneNightStand, even if the average trades were for for smaller returns.  I told him that the volatility 
breakout methodology is perhaps the most robust out there, but the variance in returns from trading it – 
even if you know what you are doing – can make it seem like the system isn't working right.

In fact, when the system works like it is supposed to and you get your big winners, it appears like you 
were just lucky.  Psychologically, that can spell death to your following a system.  When your psyche 
starts to feel that your results are just due to chance, defection from a system is inevitable.  

When you have any doubts about the way you're trading, the next time you see a Google ad on the side 
of a search page about “-The NEVERLOSE system-  Our EA makes money everyday-- The Last EA 
you'll ever need!!!!”------  you will click it and be on your way to losing a different way.

Back to Ray's situation.  I showed him a daily forex volatility breakout system (London Squeeze) that I 
trade every day as part of my trading stable.  I showed him the theoretical equity curves (included 
below) for each of the pairs I trade, and all the pertinent data to mechanical systems.  I showed him 
actual trades I had taken for the last year.  He was sold, even though I still had my doubts about 
whether he could really trade it.

It is very stable over a wide range of parameters (in no way curve-fitted!).  It can hold a trade up to 4 or 
5 days sometimes, but that is extremely rare.  When that happens your profits can be huge.  

Based on many thousands of actual trades trading London Squeeze, your loss trades last 
an average of 12 – 18  hours, while your average time in a profit trade is 36 – 48 hours.  It wins about 
44% of the time and it has a profit factor (Gross profits/Gross losses) between 1.30 and 1.60 on the 4 
markets I trade it on, Gbp/Usd, Eur/Usd, Usd/Chf, and Usd/Jpy.

Not to make this too long..., he said, “Let me at it!”

http://www.4shared.com/file/32148320/83f215ee/FIRSTSTRIKE.html
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http://www.4shared.com/file/32148360/e79ed0ea/OneNightStand_Ruleset.html
http://www.4shared.com/file/32148360/e79ed0ea/OneNightStand_Ruleset.html


I warned him that even with the edge the system has (which is very respectable in my view) the amount 
of consecutive losses per pair can be substantial.  In the last 8 years, (7.5 in the case of Eur/Usd) the 
pairs traded have the following consecutive losses/profits trading London Squeeze:

● Gbp/Usd: 10 maximum consecutive losses, 10 maximum consecutive winners
● Eur/Usd:    8 maximum consecutive losses, 11 maximum consecutive winners
● Usd/Chf:    9 maximum consecutive losses, 10 maximum consecutive winners
● Usd/Jpy:    8 maximum consecutive losses, 14 maximum consecutive winners

Fortunately, not all of the losses happen at the same time on all of the pairs.  But when you get strings 
of losses, the opportunity to see big drawdowns increases tremendously.  The currency markets are 
correlated enough that you still tend to get losses in the same periods, and within days of each other. 
Your money management becomes critical when these consecutive trade extremes start.

He still said, “Let me at it!”

He has taken every trade that was indicated and traded the right amount of size on each trade with very 
few mistakes.  I know this because he sends me copies of his trades every night before he enters the 
orders.  His performance is within 1% of my own trading the system, his trading being a little more 
profitable than my own.

Like I mentioned above, he has taken 88 trades with -London Squeeze-.  And has won on only 28 of 
the trades.  That is 32% of the time.   Since the lifetime average of winners is 44%, it is obvious that the 
system should be losing right now.  

He proved the system's long term edge to himself.  The current drawdown he's experiencing is well 
within parameters of past action.

London Squeeze trades since 3/26/08:

Pair               Total Trades     Winners / Losers      Aver. Trade (pips)      Aver. Trade (Lifetime)
Gbp/Usd:           22                      11            11                   -  1.5                            15.0             
Eur/Usd:            29                        7            22                   -19.0                            10.5
Usd/Chf:            22                       4             18                   -10.2                            11.0
Usd/Jpy:            15                        6              9                   -15.0                            10.5

Just looking at the above figures, I have no doubt very few people would be jumping up and down to 
trade this method.  I will, and very likely – so will Ray.

Perspective helps.

Below I am attaching the last 7 – 8 years of theoretical equity curves for the 4 pairs mentioned above. 
While the system does work adequately on some other pairs too, the majority of forex capital is traded 
in the main four.

As you will notice, none of the equity curves is a mirror image of another.  But there are definitely 
times when they dramatically move the same direction for months at a time.  This is when you may 
appear “lucky” to be trading this methodology.  (No money management is applied.  One contract of 
100,000 units is assumed to be traded per signal. $20 costs included per trade to handle slippage.)



The following Equity curve is from 3/2000 to present in the EUR/USD:

The following Equity curve is from 3/2000 to present in the GBP/USD:



The following Equity curve is from 3/2000 to present in the USD/CHF:

The following Equity curve is from 5/1998 to present in the USD/JPY:



Is Ray going to quit?  

I doubt it.  

Before I let him trade the system, I insisted that he verify that the trades could be taken by him and that 
he understood the “why” of the system, why it has to work over time.

A trader's profits are a tangible representation of his real edge.  So to live with a system you have to 
TRUST that edge.

He called me this morning telling me how impressed he was that his account wasn't down a lot more 
than it is.  He has lost more in much better markets than we're in now, so he is very happy.   His 
verifying the methodology before his actual trading it made all the difference.

After checking out the equity curves above you can probably see why Ray is still willing to trade 
London Squeeze.  He is in for the long haul and believes that there are good reasons to believe that 
each of the pairs he's trading are going to be experiencing equity highs soon.

I keep you posted about Ray from time to time.  Maybe he'll write down his experiences for us 
sometime.

Profits come, losses come, but the ultimate profits come to those who execute on time, every time!

London Squeeze is durable and is only in the market, long or short – about half of the time.  And if a 
position is held for very long, it likely has substantial profits. 

Variance in returns, especially in the short run, must be thoroughly understood to make trading any 
good and viable system possible.

The reason I brought this business about variance is because it affects whatever method you trade.

You need to “know” what is likely in the returns for the method you trade.  FirstStrike and 
OneNightStand are great methods, but only in the hands of those who respect the type of returns that 
can be delivered.  And those who can handle waiting for the big trades, and make sure they have 
enough position size in the winners.

All traders are usually happy with profits.  But when the losses come in first, then it takes a strong will 
to keep going.  Do you have that strong will?

It is one thing to say you can handle a “good” system's average 45% drawdown, but entirely another to 
start trading that “good” system with a $50,000 account and within 7 weeks be at $27,000 (46% 
drawdown).  Do you take the next trade?

It doesn't matter at that moment whether the system will eventually pull out of the drawdown and go to 
new equity highs in 3 weeks or 3 months, because you don't know that.  It comes down to you and the 
method.  

http://www.4shared.com/file/32148360/e79ed0ea/OneNightStand_Ruleset.html
http://www.4shared.com/file/32148320/83f215ee/FIRSTSTRIKE.html


You need to trade solid methods that you absolutely will take a bullet for.  Or you will regret it.

Until next time – 

Joel Rensink
www.infiniteyield.com
leonardo@infiniteyield.com
http://infiniteyieldforex.blogspot.com

Watch for updates at: 
http://infiniteyieldforex.blogspot.com

Risk Disclaimers:
All trading involves risk. Leveraged trading has large potential rewards, but also large
potential risk. Be aware and accept this risk before trading. Never trade with money you
cannot afford to lose. All forecasting is based on past performance and past performance of
any trading methodology is no guarantee of future results. No "safe" trading system has ever
been devised and no one can guarantee profits or freedom from loss. No representation is
being made that any account will achieve profits or losses similar to those discussed. There
is no guarantee that, even with the best advice available, you will become a successful
trader because not everyone has what it takes to be a successful trader. The trading
strategies discussed may be unsuitable for you depending upon your specific investment
objectives and financial position. You must make your own investment decisions in light of
your own investment objectives, risk profile, and circumstances. Use independent advisors
as you believe necessary. Therefore, the information provided herein is not intended to be
specific advice as to whether you should engage in a particular trading strategy or buy, sell,
or hold any financial product. Margin requirements, tax considerations, commissions, and
other transaction costs may significantly affect the economic consequences of the trading
strategies or transactions discussed and you should review such requirements with your own
legal, tax and financial advisors. Before engaging in such trading activities, you should
understand the nature and extent of your rights and obligations and be aware of the risks
involved. 

Infiniteyield.com is not a broker or licensed investment advisor and therefore is 
not licensed to tailor general investment advice for individual traders. Your 
actions and the results of your actions in regard to anything you receive from 
Infiniteyield.com are entirely your own responsibility. Infiniteyield.com cannot 
and will not assume liability for any losses that may be incurred by the use of any 
information received from Infiniteyield.com. Any such liability is hereby expressly 
disclaimed.

Hypothetical Disclaimer: All results are considered to be Hypothetical: Hypothetical
performance results have many inherent limitations. Unlike an actual performance record,
simulated results do not represent actual trading. Also, since the trades have not actually
been executed, the results may have under or over compensated for the impact, if any, of
certain market factors, such as lack of liquidity. No representation is being made that any
account will or is likely to achieve profits or losses similar to those shown. In fact, there are
frequently sharp differences between hypothetical performance results and the actual
results subsequently achieved by any particular trading program. Furthermore, only risk
capital should be used for leveraged trading due to the high risk of loss involved. One of the
limitations of hypothetical performance results is that they are generally prepared with the

http://infiniteyieldforex.blogspot.com/
http://infiniteyieldforex.blogspot.com/


benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no
hypothetical trading record can completely account for the impact of financial risk in
actual trading. For example, the ability to withstand losses (and incur account drawdowns)
or to adhere to a particular trading program in spite of trading loses are important issues
which can also adversely affect actual trading results. There are numerous other factors
related to the markets in general or to the implementation of any specific trading program,
method or system, which cannot be completely taken into consideration with hypothetical
performance results and will affect trading results and your P/L.

Disclaimer:
Futures and forex trading have large potential rewards, but also large potential risk. You
must be aware of the risks and be willing to accept them in order to invest in the futures
and options markets. Don't trade with money you can't afford to lose. This letter is neither
a solicitation nor an offer to Buy/Sell futures or options. No representation is being made
that any account will or is likely to achieve profits or losses similar to those discussed on
this letter. The past performance of any trading system or methodology is not necessarily
indicative of future results.

Trading foreign currencies is a challenging and potentially profitable opportunity for
educated and experienced investors. However, before deciding to participate in the Forex
market, you should carefully consider your investment objectives, level of experience and
risk appetite. Most importantly, do not invest money you cannot afford to lose.
There is considerable exposure to risk in any foreign exchange transaction. Any transaction
involving currencies involves risks including, but not limited to, the potential for changing
political and/or economic conditions that may substantially affect the price or liquidity of a
currency.

More over, the leveraged nature of FX trading means that any market movement will have
an equally proportional effect on your deposited funds. This may work against you as well
as for you. The possibility exists that you could sustain a total loss of initial margin funds
and be required to deposit additional funds to maintain your position. If you fail to meet
any margin call within the time prescribed, your position will be liquidated and you will be
responsible for any resulting losses. Investors may lower their exposure to risk by employing
risk-reducing strategies such as 'stop-loss' or 'limit' orders.

CFTC RULE 4.41 - HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN
LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE RECORD, SIMULATED RESULTS DO NOT
REPRESENT ACTUAL TRADING. ALSO, SINCE THE TRADES HAVE NOT BEEN EXECUTED, THE
RESULTS MAY HAVE UNDER-OR-OVER COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN
MARKET FACTORS, SUCH AS LACK OF LIQUIDITY. SIMULATED TRADING PROGRAMS IN
GENERAL ARE ALSO SUBJECT TO THE FACT THAT THEY ARE DESIGNED WITH THE BENEFIT OF
HINDSIGHT. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO
ACHIEVE PROFIT OR LOSSES SIMILAR TO THOSE SHOWN.
No representation is being made that any account will or is likely to achieve profits or
losses similar to those shown. In fact, there are frequently sharp differences between
hypothetical performance results and the actual results subsequently achieved by any
particular trading program. Hypothetical trading does not involve financial risk, and no
hypothetical trading record can completely account for the impact of financial risk in
actual trading.
-------All information obtained from Infiniteyield.com is for educational purposes only and is not intended to 
provide financial advise. Any statements about profits or income, expressed or implied, does not represent a 
guarantee.

Your actual trading may result in losses as no trading system is guaranteed. You
accept full responsibilities for your actions, trades, profit or loss, and agree to hold
Infiniteyield.com and any of its authorized representatives harmless in any and all
ways.




