
2.4.2 RECOVERY SYSTEM
What I am about to show you will make a difference in your trading and trading skills no matter what system you trade with. There is tons of material on the web, training materials, etc. About setting up a winning trade. The problem is there is no such thing as a 100% win system. You are going to have to battle the losing trade, there is no avoiding it. No matter what you do the perfect storm is going to come. How you going to deal with it will determine your success as a trader.  I am going to teach you something that if you ever get it and grasp its truth and master this trading skill. You will not fear the FOREX again. You will always have a plan on how you are going to get out of a bad trade even before the trade starts. The theory goes something like this. In every 100 pip move there is a big enough retrace somewhere to get out of any trade with a minimum loss or small profit. (I am going to give the two exceptions I have seen this rule broke and they are easy to see and know, major interest rate changes and trillion dollar bailouts) If some currency ups it interest rate a full point you can see runs of over a hundred pips without a retrace.  I have seen runs without news stories but they didn’t go over a hundred pips once.  So let me see if I can explain this so you can understand the basic concept. I call it the 2.4.2 recovery plan.
VERSION A
a. This is the basic version used with a 4H trading method and is based on three level trades and then getting out. Ok we get our trade signal and we enter the trade. We will call this level one and our lot size is 0.1. In the 4H system we do increase lot sizes by 2 so we always enter at 0.1 L1 0.2 L2 and 0.3 L3. Price whiplashes on us and goes -20 in the hole. We put on the 2nd L EA. The EA will reenter at a second level at 0.2. We now have L1 = -20 and L2=0. Price moves against us some more and 20 pips later we have level 1 -40 and L 2 -20 and L3 = 0. When we get to this point we know we are going to be playing for a zero out trade. Even though there is a chance of making a profit we are not going to play for a profit. We are looking for a retrace of around 13 pips or 1/3 the way back.

b. So if the levels are spaced 20 pips apart so that we want to get back to 0 it takes about 2/3 retracement to do it. The numbers look like this L1 -40 at 0.1 L2 -20 at 0.2 Level 3 +0 at 0.3.  After 13 pips retracement L1 will be at -26 x 0.1 or -2.6, L2 will be at -7 x 0.2 or -1.4 and  L3 will be +13 x 0.3 or 3.9. 

c. +3.9 – (2.6 + 1.4) = -0.1 a minimal loss trade. So pip wise you are down -20 pips total but money wise you are at break even.

d. GET CLOSE, NEAR A S/R LINE, TAKE THE MINIMAL LOSS. YOU SAVED THE TRADE.
VERSION B
· You entered 3L but price still has not retraced and is going against you again. WE DO NOT MARTINGALE AND HEAD FOR DISASTER LAND. WE LIMIT OUR LOSS AND OUR EXPOSURE.
· If we need a 4th level, we turn off the EAs on this pair.
· Anyway depending on which EA system you use, if you enter a 4L you close the 1L trade only. You only use 3L max.

· Second, when you enter the 4th level you lower the lot size back to the 2L lot size. So if L2 lots size is 0.2, L3 is 0.3, L4 is 0.2 again. We are not going to risk our account to save a trade. WE TAKE THE LOSS.
· So level 1 is a losing trade but it had the smallest lot size. Levels 2,3,4 we look to retrace for break even. L1 is our loss, levels 2,3,4 become a minimal loss or break even. 
· I have had this happen one time on a gbp/nzd trade but I had to go to a level 5. I closed the 2nd L for a loss and used levels 3,4,5 to break even. Level 3 was 0.3, Level 4 was 0.2 (same as  L2) and level 5 is 0.3 (same as L3)
· If you will do this you will recover quickly from your losing trades and you also will relax once you learn this. When you go to your screen you always know what you are going to do when you trade. I primary trade A happens then I will profit here. If it backs up. I will reenter here. If it backs up some more. I will reenter here. If it backs up some more. I will take L1 loss here and try to zero out my trade. If it backs up some more I will exit L2 here and try to zero out my trade.
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