Forex Trading 

The angler’s approach
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Introduction 

The FX Market:

This is just like any other market that you know.  The commodity that is bought or sold defines a market.  In the Foreign Exchange market, this commodity is MONEY or currencies of countries.  You take one currency to buy another. This is effectively an exchange of one currency for another. 

Did you know that forex traders make more money than any other class of traders? Find out why - NOW.)

How to make 30-100 pips (that's #300 to #1000) per day, with incredible success rate
“Earn £2,000 - £5,000 per week from 30mins work a day! Sign up Today. Earn from £300 - £1,000 per day Find a Free Seminar near you now. If you want to work less than 20 hours at home, if you want to make millions by trading freely at home …” 

Statements like these from certain websites might be one of the reasons why you are reading this e-book. There are lots of such claims on the web. You might have come across such a statement or have heard about the money-making potential in forex trading. For whatever the reason that you happen to be reading this you will be left in no doubt as to whether the statement is true or false. The statements are not false but what you have to be aware of is that trading is like group gambling. Forex trading is a zero-sum game, when brokers costs are taken into account however, it becomes a negative-sum game. All the bets go into a pot and the winners share  the pot proportionately. The losers get zilch and that is a zero-sum game. Most independent or individuals trade  through brokers and they take their cut out of the pot. This therefore leaving a little less money than the initial sum committed by the players. At the end, the gain is less than the stake, making it a negative-sum game. Essentially, every gain is another trader’s loss. Money won by one trader is money lost to another. To successfully trade on the FX market, the value of one’s gains must be greater than the losses.

All you need is love …The Beatles

I can guess that a few readers would have silently thought  “yeah , right”. The most important ingredient a forex trader would require is their temperament and this obviously ties into attitude. The right temperament will lead to success whilst a “ to hell with it” attitude will soon see you in “hell”. In the order of importance I put temperament top. Forget level of investment, the various tools , the goodwill and courses attended. These will not help your investment grow. You may get away with it short term and it will be very, very short term.  

Of all the the ingredients  for successful trading, attitude is the only one that depends on your inner man; the real you inside – either the gambler, risk taker or otherwise. So therefore some readers will have already lost before they even start.

Most people are drawn to FX trading because of claims of making money and lots of it under little pressure or at leisure but unfortunately results show otherwise. In most trading courses, emphasis is placed on all the tools available to help make successful trades but not much emphasis is put on the skill that should come from within you. This is your attitude. In this tutorial, I will show how to balance your hard and soft skills to become a successful trader. 

 The Internet is replete with statements that there are more losers than winners in the FX market. This is especially true among new traders. Stated figures for losers range from 80-95 % . My aim is to help you join the winners, should you decide to trade after reading this e-Book or discourage you from trading as it could cost you dearly. We cannot all be forex traders as for some of us our temperament will just not allow it.       

This material is intended for those contemplating trading in the FX market as well as those already trading who could do with a little help.  It is not the aim of this tutorial to create an FX trading academic so I will skip areas like the creation of this market where one ‘buys or sells’ money. 

There is a need to know the relevant lingo and this will be introduced as we go along. May I point out who I am . This tutorial has not been born out of phenomenal success trading on the FX market. On the contrary this has come out of the losses I made, which for most part could have been avoided. These losses were the fuel that led to years of screen watching, lots of reading and analyses of historical FX rates to find out what I could not see. This brings to mind a story of a powerful ruler who charged his wise men to summarise the meaning of life. After years of work they came up with this: “There ain’t no free lunch” “One lives by one’s choices”. Likewise after years of screen watching and analysis I have come to the conclusion that: “your temperament will make or break you”. This is my FX trading philosophy and what this book is based on: Adopting the right attitude towards Forex Trading.  

There are many ways of transacting FX trade. These are called derivatives but the emphasis here is on  Forex Spot and in the next chapter I explain different flavours of Forex.

Chapter 1

Forex Market Dynamics

The FX market and the inherent activities can be compared closely to the marriage of two sports: TUG-OF-WAR and ANGLING. FX trading has the setting and the workings of a TUG-OF-WAR contest but requires contestants to have the temperament and attitude of anglers.  Before I break this down for you let me first explain FX  and in particular FX spot and its dynamics.

So what is FX (Foreign Exchange)?

FOReign EXchange (Forex or FX) is a contract to exchange one currency for another at an agreed rate and to be settled by an agreed time. Four operative words immediately stand out. Contract meaning it is binding, exchange implies changing one for another, rate implying agreement as to how much or many of one for the other and lastly time meaning the exchange has to be concluded by an agreed time. 

Every country operates just one currency and therefore it goes 

without saying that and exchange will without doubt involve a currency from a foreign country. So there we have it. Exchange a foreign currency at an agreed rate by a certain time. 

The first two contract implies that any trade or transaction involves 2 currencies at an agreed rate.

FX trading has many flavours or variations referred to as derivatives defined by the time for settlement of the contract. These are as follows:

Forex Spot, generally, is a two-day settlement transaction (except with the Canadian dollar and the Mexican Nuevo Peso, which are settled the next day). However, for an FX trader working through forex brokers, settlement is instant. 

Forex Forward

The two parties (buyer and seller) agree on an exchange rate for any date in the future. The money changing hands on that future date, regardless of what the market rates are. The duration of the trade can be one or a few days, months or years. 

Forex Future 

This involves exchange of standard contract sizes, maturity dates and agreed rates. As the name implies this is exchange traded forward transactions e.g. $100000 for June 30, 2010 at 1.6 to the £. Futures are usually traded on an exchange created for this purpose. With an average contract length of roughly 3 months, settlements are usually inclusive of any interest amounts.

Forex Swap 

The most common type of forward transaction where two parties exchange currencies for a certain length of time and agree to reverse the transaction at a later date. These are not standardized contracts and are not traded through an exchange.

And last but by no means the least Forex Option. In this case, the owner has the right but not the obligation to exchange money denominated in one currency into another currency at a pre-agreed exchange rate on a specified date. There are other Options markets but the FX Option market is the deepest, largest and most liquid market in the world.

Forex Spot is the subject of this book and henceforth any reference to FX or Forex would imply FX Spot.

Forex Spot generally is a two-day settlement transaction (except with the Canadian dollar and the Mexican Nuevo Peso, which are settled the next day). However, for an FX trader working through forex brokers, settlement is instant. 

The Undercurrents of the FX Market

To fully understand the dynamics of Forex trading, imagine a global tug-of-war contest ( obviously it involves  infinite number of players not necessarily of equal strengths) . Let us take the liberty to assign these 2 groups of contestants (or teams) names. We will for what may seem arbitrarily now call the first team the BULLS and the second BEARS.  The reason will be clearer later because these are terms used (not solely) in the FX market .

Henry Ford - "Whether You Believe You Can, Or You Can't, You Are Right"
I have likened the FX market and it dynamics to that of TUG-OF-WAR. Note I said likened  so what are the rules of this contest ? 

1. A participant has to declare their intension whether they are joining a winning side or not 

2. Players can join or quit any side at will

3. Players are not restricted to any side so can change sides 

Let me expand on these rules:

1. Henry Ford - "Whether You Believe You Can, Or You Can't, You Are Right". 
Mr Ford could not be more right. If a participant declared that they are joining a losing side, for example, and indeed that side had lost ground at the time they quit  the game (invoking rule 2)  they are winners.

Mr Ford could not be more right. If a participant declared that they are joining a losing side, for example, and indeed that side had lost ground at the time they quit  the game (invoking rule 2)  they are winners.

2. There is no time frame here. You could join a side and stay there for as long  as . The game is never ending.

3. Participants could start by joing a winning side and then change their minds and join the corresponding losing side if they perceive that they joined or made a wrong call for the period they intend to participate.

Due to its global nature, the participants are generally invisible to each. Players can only guess who could be in or out of the game and there is no definite way of ascertaining who is in the arena and on which side they are. The participants make informed decisions based on their perceptions of the outcome of the ongoing contest.  and their perceptions cause them to join, desert or switch sides so as to be on the winning side.

To have the best chance of winning, the participants would join:   

1. The side that is already winning or on the verge of winning 

2.  The side which is rumoured to win 

3.  The side whose position has been boosted by a perceived or known “giant”

4.  The side whose position has been boosted by the desertion of members of the opposition. 

That in a nutshell and a small nutshell as that is the dynamics of the forex market. The outcome of the tug-of-war determines the change in the rate of exchange. This leads to making or losing money. So where does angling come in? In the area of execution. During the decision making to join or not to join. Borrowing a phrase from Shakespeare  “To be or not to be on a particular side.

 Anglers in their sport, exercise a lot of patience and timing. An angler would feed the line to a fish that has taken the bait, wait patiently and the pull at the right time to hook the fish. Pulling too early or too late would cost him or her the catch. Also pulling just as a fish swims by would certainly not lead to a catch. Anglers could sit literally for hours to land a catch. In FX trading one has to exercise restraint in deciding when to join the tug of war and which side to join - in essence you must time your trade!

You will be fascinated by tricks and tips for anglers from this link. Check and see how many of those are time-based .

Joining the winning side or the side on the verge of winning

Time your trade. You may have to go for hours or even days without a trade. There is always a profitable opportunity but remember you do not make that opportunity; it presents itself so wait for the opportunity and strike. “Missed money is better that lost money” so should you miss an opportunity do not fret another one will present itself; just be alert.

Join the side which is rumoured to win

Visit the rumour mill. There are various sources of market news and commentaries e.g. Bloomberg. Find a suitable live commentary feed. Most trading platforms come with news feeds that bring you all the whispers. Also use the News Calendar on Bloomberg, Dailyfx.com etc. These sites always carry the timetable for the release of macro-economic information e.g. Inflation, unemployment rate (fundamental data) and the consensus of what the data would be. The market then reacts to this anticipated economic information and moves accordingly. For example, let’s take the UK trade balance due to be released at 08:30 GMT on any particular day. The consensus opinion gathered being around £2bn deficit, this signifying a big improvement from the previous reading. The market would move or react as if this is the case. This scenario is referred to as the data “is priced in”. Sometimes others would say it is “baked in”. However, if on the actual release of the data, it comes in significantly different, frantic market activity ensues with those traders who envisage their positions to have been undermined liquidating their position or even joining the “other” side (rules 1 and 2 of the contest). The operative word here is significant and again it is when the majority in the market perceive it so. You only know if it from the reaction. Time your trade here as well. The maxim “ buy the rumour sell the fact ”, applies here. In the example, if the Trade deficit improved more than the expected that would favour the UK currency, Pound Sterling, and its value in relation to other currencies would appreciate.

The side whose position has been boosted by a perceived or known “giant”

This could be based on rumour or confirmed merger and/or acquisition deal or trade. For example should an EU company buy or acquire an Australian company this will be a boost to the Aussie since the EU-based company will need to pay for the Australian company in Australian dollars and would have to buy a lot of Aussie Dollars to transact such purchase. Demand goes up so the Aussie Dollar will appreciate in relation to the Euro. Note we are talking large sums here; a few billions (in trading slang yard(s) always catches attention. 

Joining the side whose position has been boosted by the desertion of opponents. 

This situation plays out when on the release of a fundamental data comes in contrary to the consensus. For example the expectation was for an improvement in the Trade balance and it came in as having worsened. Since market activity had the improved data “baked or priced in”, those who are caught out could liquidate their positions, which are deserting their side. In this case joining the side that reflects a worse-than-expected trade balance would be joining the winning side.    

Chapter 2

Trading and the winning mentality

This is where the attributes of an angler come in.  

“Believe in what you do; let your belief direct you not your wish”

Imagine getting on a bus or train and noticing people avoiding a particular seat. Most of us would look for another seat or perhaps choose to stand. The reason most of us would seek alternative seat would be because of uncertainty. Our thoughts would be that those before us perhaps know something we do not know and for that reason we would not take the chance (risk the unknown). This is especially true if we are not in a position to ask people why they are avoiding that seat.  

Trading should not be any different. You are in it to win or make money so you have to be sure you are onto a winner for every single trade you place.  If you do not believe that you will win do not place your trade. If in doubt don’t do it!  Your action (trade) should be directed by your belief.  

You are human after all

“ We want to think we can get out of trouble faster than we got into it” 

For every entrance there is the need for an exit and this exit should not necessarily be the entrance. You might have noticed how in films every burglary involves detailed escape route or exit planning and how the outcome has depended on such plans. It should be the same in every trade placed. Every trade placed should have an even faster exit should things go not according to plan. Remember there is always a curved ball on its way. It just might not have arrived yet. Those who say a week is a long time in politics have not experienced Forex trading. A minute has made or broken many a trader.    

Believe in what you see

“Seeing is believing; believe what you see”

Life has the tendency of throwing curved balls sometimes. For example you analysed the information available to you, made an informed decision and confidently placed a trade. You expected the currency pair to behave in a particular way but you start seeing what you did not expect. Logically it should go up but lo and behold the currency pair has developed amnesia. It has forgotten to go in the right direction. Are you going to wait and see when it gets its memory back? What if it doesn’t?  Wake up! You may be witnessing a curved ball in the making. My advice is to put into effect your salvage plan. This could be getting out of that trade twice as fast as you got in.  Yes it could turn round but it could also get worse! I guess you have to ask yourself if you are prepared to take the chance and play the “wait and see” game. In my experience “wait and see” almost always cost me dearly so based on that I will not recommend that approach.  

Do not be too hard on yourself. Avoid the drunken mosquito syndrome

“ To err is human; to really mess things up you need a computer”

“Manage your weakness and work to improve on your strengths”

 “Did I do that ?

 A drunken mosquito woke up from its stupor  saw a double hump camel and asked  “Did I do that ?”
Go easy on yourself. We all make mistakes in fact you are expected to make a few; to answer the ‘quito one would say don’t flatter yourself. If you never made a mistake, you would not be here by now and you will, most likely, have no friends. So do not be too hard on yourself thinking you will always get it right. Getting it wrong is allowed or even expected but it is what you do when you are wrong that determines your progression. It is a weakness in humans and you have to do your best to manage it. Have a well thought out exit plan for every trade entry you make. I will look at some exit or damage-limitation strategies you could employ in the chapter on “managing your investment”  

You do not need an OBE to trade; get an “OBM”. 
Love other traders for yourself.

The gambler hiding in you will not be kind to you if you should lose his or her investment. However you will perhaps get only a slap on the wrist should you lose some Other Blokes’ Money (OBM). It is easier and maybe less stressful to “lose” money that is not yours especially where nobody will come looking for you or send the boys around.  Acquire others’ money, trade for a profit and keep it. Work slowly to get your capital back and trade with the profit.  It is down to who will be left standing in the end. The race is not for the swift or the early bird. 

Do not test the waters for anyone
The early bird perhaps has Insomnia

I am reminded of a story about a millipede that went for a stroll. Just before it got to a coconut tree a branch broke in the wind and landed a short distance ahead of it. The millipede thought to itself  “You see, they always say I am too sluggish. Any faster and it would have hit me and crushed me”. On it went past the tree and it heard a loud thump from a dropping coconut behind it. This time, the millipede thought, “Just perfect timing; just as well I was fast. Any slower and I would have been crushed to a pulp”. What is the moral of this story? Being slow or fast off the mark could be right or wrong. It is all a matter of timing.  

Dance to the music or leave the floor.
Bend with the wind or break.

Do not be the one to show the market its folly. The market could be moving in a direction counter to all logic. Yes it defies logic but join in or stand aside. When a herd of wildebeest are stampeding, you do not stand in their path to ask why. Your safe options are:

1.  Join them and find out why later or 

2.  Stand out of their way 

Learn to change your mind

“All things change and we change with them”

It is a free world. You always have a choice. When you find yourself on one side against the flow change your mind and go with the flow. The currency market is dynamic. It seems to change with time. The main participants may not change but their tactics and behaviour sure do change. Also new guys on the block will add a different flavour to the dynamics. When you notice a change in the mood you have to change also. For example the daily range changes or volatility is much higher than you have ever known; change to maintain your edge. With most grocery shops offering Internet shopping, if you are used to customers coming to your shop for their groceries are you going to keep at it or change?

In a nutshell find out what music is playing and dance to it. Remember you are in to win the best trader award !

SET A TARGET FOR GAINS AS WELL AS LOSSES

“Do not put all your losses in one basket; you may with your gains though”

Have a target for gains as well as losses over a certain timeframe; be it a day or an hour it does not really matter but set such targets. Call it a day whichever comes first. It is therefore important to have the targets set to give you a good trading opportunity.  Should you set a loss target of say 20 pips (and this can be hit very easily), you would hit this in one trade and be forced by your emotion to try and “win your money back” which is a gambler’s mentality. You are a trader not a gambler. You should therefore set a target that will not cause you to quit before you even start. 

I have not spelt out what is a good target to set because this is dependent on your investment level and this will be addressed in the chapter on managing your investment.

The Power of agreement

There is safety in numbers

Find others you can bounce ideas off and maybe even cooperate with in trading if need be.

We will see how these can be used to develop trading strategy and manage your investment later. 

Earlier we had the definition of FX Spot. Let us delve deeper to understand the  terms  and how theyare derived. If you know your pips from your chips you may skip the next chapter.

 Chapter 3  

Currency Exchange, Currency pair, rates and contract sizes

Every market creates its own (not necessarily unique) measurable unit, symbols and terminology and FX trading is no different. Exchange rates are quoted to the fourth decimal point. Generally where a bar of chocolate is priced in the US as 25 cents ($0.25) or UK as 15p (£0.15), in the FX market the same chocolate bar would be quoted at $0.2500 or in the UK  £0.1500. Minimum change in rates is 0.0001 and this is called a PIP and is typically equal to 1/100th of 1% or one basis point. This applies to all currencies with the exception of the Japanese yen. The Japanese yen has never been revalued since the Second World War and the Yen is now worth approximately US$0.08(9) and therefore the exchange rate between the USD and the Japanese Yen is quoted to 2 decimal places (i.e. to 1/100th of yen, as opposed to 1/1000th with other currencies).  A change from 102.23 to 102.24 for example is still a PIP.

Every currency has a representative symbol or name on the FX market In some cases the currencies also have “nicknames”.

 The major ones are:

US Dollar (aka greenback)USD 

Euro    EUR

Japanese Yen    JPY

UK Pound (aka Cable) GBP  

Canadian Dollar (aka Loonie) CAD

New Zealand Dollar (aka Kiwi) NZD

Australian Dollar (aka Aussie) AUD

As mentioned previously an exchange rate involves 2 currencies (currency pair) and is quoted as such. An exchange rate of Great Britain Pound to the US Dollar is quoted as GBP/USD.  In this example, GBP is the base currency and USD the secondary or quote currency. A quote of GBP/USD=1.5405 means for every GBP one would get 1.5405 USD. Another way to understand this is: you need the exchange rate of the quote or secondary currency to buy one base currency. In this case 1.5405 USD to buy 1 (one) GBP. FX is standardised on the various currency pair designations in terms of the base and the quote/secondary currencies. The Euro-US dollar pair is usually designated EUR/USD and not USD/EUR it is the same with USD/JPY and not JPY/USD.

In trading EUR/USD currency pair, for example, should you “buy”, you would be buying EUR and simultaneously selling USD. On the other hand selling EUR/USD means selling EUR and simultaneously buying USD. This is also termed going “short” EUR in the EUR/USD pair and again simultaneously going “long” USD. Buying and selling is done in lots; a “standard” lot being 100000 units and”mini” 10000 units. This means per standard contract you are controlling 100,000 units of the base currency. For this contract size, each pip (the smallest price increment) is worth $10. and for a mini (10000 units) each pip value is $1. Let me now bring in the terms BULLS and BEARS. For any currency pair if the base currency is appreciating against the quote currency, those who called correctly are in the team termed BULLS correspondingly, those who called that the quote currency will appreciate are on the side of  the BEARS.

So what are you really selling or buying in the currency market? The short answer is "nothing". The retail FX market is purely a speculative market. No physical exchange of currencies ever takes place. All trades exist simply as computer entries and are netted out depending on market price. For dollar-denominated accounts, all profits or losses are calculated in dollars and recorded as such on the trader's account. Just as physical exchange does not take place, no trader actually buys or sells 100000 or 10000 unit all trades are done on leverage. Leverage of 100:1 or 200:1 is common. With a 100:1 leverage transaction, one only needs to find 1/100 of 100000 or 10000 as the case may be to buy the 100000 or 10000 lots.  

Chapter 4  - Understanding what is happening in the market

“Which one came first the market or the trader?” First, there was the market space and then the traders came and set up their stalls. No!  One trader came and set up a stall and the others soon joined creating the market”. But the market space was there before the first trader came. Well, got to end the argument and get on with it.  

“Stylistics - People Make the World Go Round” and if I may add “Forex Traders make the market go crazy”

What is happening in the market is the cumulative effect of the activities of the participants whether buying, selling or sitting and waiting to see who blinks first. Generally market participants’ buttons get pressed by any of the following three factors:

1. Fundamental Data.  

2. Geo-political Events

3. Comments from the world’s top policy makers

Within each of these three categories of factors, all data, events or personalities are not created equal. Some are more equal than others and the extend to which traders get excited into action differs from data to data and factor to factor.  Also depending on the currency, different data have different excitation potential on traders. Take for example crude oil prices; countries like Canada who are exporters would benefit more on global price increases than importer countries. The effect on the two groups will be opposite. However those countries that may be small players in terms of exports or imports would not blink and their currency rate may not be impacted to the same extent as Canada (a producer) or China (a consumer).

Fundamental Data

INFLATION  

The King of the castle 

Every currency of any economic zone dances to its tune.  It is a two-edged sword that comes with its faithful lieutenant- Interest Rate.  Inflation love it or hate.  Every economy would like a little bit of it in the right direction. It is when inflation starts galloping ahead (getting high) that economic “bouncers” get anxious and try to rein it in. This they do with interest rate hikes. Not many folks like this because one has to more on mortgages and other forms of loans. Most folks from this perspective have genuine reasons to dislike it; there are those who rub their hands with glee and see opportunity. As the saying goes: “there is someone for everyone”. The admirers of high interest rate currency are those engaged in  “CARRY TRADE”  

 Trading a currency pair purely on the interest rate differential is called carry trade and it is practised right across the trader’s spectrum (from the largest hedge fund to the individual speculative trader) being the most popular. Every currency has an associated interest rate. A trader would buy a high interest rate currency with a low interest rate one.  Take two currencies A and B of interest rates 7% and 2% respectively. If a trader buys the A/B pair the yield will be 5%. If the leverage is factored in, the return could be substantial indeed. This assumes no change in the interest rates and exchange rates. Should any of these change especially where the rates differential narrows or rates worsen the traders vamoose and the loss thereof could be massive. 

Geo-political Events

Currencies are representative of countries in terms of economics and politics. Currencies are therefore affected by the political climate of the country they represent. Forex investors have the habit of running first and then asking what is happening later. Investors act make decisions on rumours and then correct their positions with facts. They therefore look for politically favourable landscape for investment and then consider the fundamental economic factors.  

The key to understanding speculative behaviour with respect to any geopolitical unrest is that speculators run first and ask questions later. In other words, whenever investors fear any threat to their capital, they will quickly retreat to the sidelines until they are certain that the political risk has disappeared. Therefore, the general rule of thumb in the currency market is that politics almost always trumps economics. The history of FX is littered with examples of political trades. Let’s take a look at some examples over the past few years.

This situation played out in may 2005 when the ruling Liberal Party of Canada faced a no-confidence vote over accusation of corrupt practices in the past. Being the one of the largest trading partners of the US, the CAD plummeted against the USD. The government’s survival of the no-confidence vote at the end of that month caused the CAD to rally strongly against the USD. 

Other examples are the losing of ground by USD to almost all the major currencies after hurricane Katrina (August 29, 2005) caused devastation Louisiana, USA. 
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The value of GBP also dropped after the terrorists bombing of London on July 7,2005. Below is the 15-minute chart spanning July 7, 2005 and July 8, 2005. Below is the time table for the bomb blasts from the BBC website; see how relates to the drop in GBP/USD

	[image: image2.png]



	Blast timeline 

0851 Seven people die in a blast on a train 100 yards from Liverpool Street station

0856 21 people die in a blast on a train between Russell Square and King's Cross stations

0917 Seven people die in blast on a train at Edgware Road station

0947 Two people die in a blast on a number 30 bus at Tavistock Place
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GBP/USD July7, 2005 after terrorist bombing of London 

And below is the EUR/GBP rate over the same period.
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EUR/GBP July7, 2005 after terrorist bombing of London

No-Confidence Vote Depresses Loonie

The end of May 2005 was not a happy time for the Liberal Party government of Canada’s Prime Minister, Paul Martin. After having guided the country to its best economic performance in 30 years, Martin was facing the fight of his life as his party prepared for a no-confidence vote stemming from accusations of past Liberal Party corruption.  

Meanwhile, Canada’s economy was becoming a star performer, spurred by the massive rises in the price of oil. As the number one exporter of crude to the US, Canada was benefiting mightily from this newfound wealth. Yet despite the great economic news, the Canadian dollar remained weak against the greenback as traders worried about the implications of the fall of the Liberals.  

On May 26, 2005, Martin’s government survived the no-confidence vote and the Canadian dollar rallied, causing the USD/CAD* to plunge 200 points in less than a week as the market once again focused on Canada’s stellar economic fundamentals. 

*The USD/CAD pair trades inversely. 




	


How OPEC Made Us 70 Points
Geopolitical issues cover a multitude of events. This can mean wars or even rumours of wars, terrorist attacks, or missile launch, but it can also relate to milder yet still politically powerful events such as G7 meetings and OPEC announcements. In October 2006, Saudi Arabia announced that they would back OPEC’s plans to cut oil production by one million barrels a day after oil prices dropped more than 10% in just seven trading days. The cuts were to take effect on November 1, 2006, with more to come in December.  

As Canada is a major exporter and producer of oil, this policy change would be very positive for the Canadian dollar. On October 19, 2006 and for the next 24 hours, based upon the geopolitical theme, USD/CAD dropped.

	



United States dollar vs. Canadian dollar, October 19, 2006.  Knowing that OPEC's announcement would affect Canadian currency allowed us to gain 70 points on October 19.


UPDATE 1-S&P cuts UK's rating outlook to negative

Thu May 21, 2009 5:02am EDT

 Reuters
LONDON, May 21 (Reuters) - Ratings agency Standard & Poor's lowered its outlook on Britain to negative on Thursday, citing government debt that would be hard to rein in and political uncertainty about the policy response with an election looming.

The agency affirmed Britain's 'AAA' long-term and 'A-1+' short-term sovereign credit ratings.

"We have revised the outlook on the UK to negative due to our view that, even assuming additional fiscal tightening, the net general government debt burden could approach 100 percent of GDP and remain near that level in the medium term," Standard & Poor's credit analyst David Beers said in a statement.

Beers said S&P had a more cautious view than the government of "how quickly the erosion in the government's revenue base may be repaired, the extent to which the growth in government spending can be curtailed, and consequently the pace at which historically high fiscal deficits are likely to narrow".

Official data released minutes after the S&P announcement showed British public borrowing hit a record high for the month of April -- the first month of the new tax year -- as the recession-hit economy battered public finances. And below is the economic data released on Thur 21/05/2009 in respect of the UK to confirm the foregoing:
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Source DailyFX.com

Below is news as received on a streaming service:

 08:29 GBP/USD: Slumps on S&P UK Outlook Revision to Negative London, May 21. Cable has slumped by two cents to intra-day lows circa 1.5600 on the back of S&P"s UK outlook revision to negative from stable (Reuters). GBP/USD scaled a six-month peak of 1.5817 in Asia today. 1.5753-1.5813 was the European morning range (until the S&P bombshell). 

UK April ONS retail sales figures compiled using new methodology will be unveiled at 08:30GMT, alongside UK April public finance and money supply data. Retail sales are forecast +0.5% m/m, +2.4% y/y. Robert.Howard@thomsonreuters.com        
[image: image8.jpg]



Notice the sell off of GBP/USD when the news broke after 7:30 UK GMT even before the release of the Econ data at 8:30 GMT. Also note the rebound just around 08:30GMT on the release of the actual news. This is the market reacting to dead news and then and the rebound. Again note the reaction on another currency pair EUR/GBP below:

 08:28 EUR/GBP: Soars on S&P UK Outlook Revision to Negative London, May 21. EUR/GBP has leapt by over three-quarters-of-a-penny to an intra-day high of 0.8830 on the back of S&P"s UK outlook revision to negative from stable (Reuters). 0.8723 was the early Europe three-month low. 

This goes to emphasize the importance of the news streaming service. Most brokers offer this service but what I have found is these freebies always lag on the premium services offered. There are service providers e.g. Bloomberg, IFR, TradeTheNews and others; a search on the Internet should list a plethora of them. Investing in a good news streaming service with all the gossip or a Squawkbox (as it advertised by others) is a good idea. Well I believe the foregoing has exposed to you how sometimes a war in places you never knew existed could cost you or on a positive note make you money. Now what about people?

Some dumb Influences

The tragic news 

that MPC member David Walton has died (BoE website) has negatively impacted 

Sterling. Walton voted for 25bp UK rate hikes at the last two MPC meetings.

GBP/USD bids at 1.8400 have been worked through, with two-day lows just shy of 

1.8390 plumbed. Further buy interest is tipped at 1.8370, the early-week 

double-day low. 1.8350 is a support point below. Robert.Howard@thomson.com
Comments from the world’s top policy makers

“All men are created equal but make different impacts”

We looked at the influence of geo-political events on exchange rates and now let us turn our attention to personalities. In the context of personalities, I remember a proverb in Pidgin English that goes like this “Poor man whistle no go far”. This translates to:  “ A poor man’s whistle does not travel far”. All men are created equal but not their comments. The personalities who influence currency markets are from political and financial arena but are not necessarily heads of states. Having said that however, the market can sometimes latch onto a head of state’s comments especially if it has bearing in geo-political arena.

Should you see any of the folks in the following list is set to make a speech on the Economic calendar or indeed are reported to have made any comment on the economy watch the market carefully because “The whistling of these folks do go far” 

For example on May 26, 2009, BoE member Andrew Sentence made the following remarks: "We have to get to a point where the economy stops contracting before it begins to recover." That comment helped the GBP bearish sentiment.  GBP/USD dropped as low as 1.5777 before finding some support and then rising to 1.60+. 

There is a good article from 2005 titled “20 Most Influential People in FX“. This list may not be very up-to-date eg Alan Greenspan is no longer the Chairman of the Federal Reserve having retired in 2006.

The easiest is to look for names scheduled on the economic data release calendar on Bloomberg or FXCM. Any name is important and their comments could potentially impact the exchange rate of their country’s currency. 

Here is the list:

USD

Ben Bernake
John Snow
Janet Yellen
William Poole
Jack Guynn


Euro

President: Jean Claude Trichet

Current Voting Members: Lucas D. Papademos, Lorenzo Bini Smaghi, José Manuel González-Páramo, Jürgen Stark, Gertrude Tumpel-Gugerell, Guy Quaden, Axel A. Weber, John Hurley, Georgios Provopoulos, Miguel Fernández Ordóñez, Christian Noyer, Mario Draghi, Athanasios Orphanides, Yves Mersch, Michael C. Bonello, Nout Wellink, Ewald Nowotny, Vítor Manuel Ribeiro Constâncio, Marko Kranjec, Ivan Šramko, Erkki Liikanen
Jean-Claude Trichet
Otto Ossing
Hans Eichel
Herve Geymard

Yen

Central Bank Governor:  Masaaki Shirakawa 

Current Voting Members:  H. Yamaguchi, Kohiko G. Nishimura, Miyako Suda, Atsushi Mizuno, Tadao Noda, Seiji Nakamura, Hidetoshi Kamezaki,   

Toshihiko Fukui
Sadakazu Tanigaki
Hiroshi Watanabe

UK

Central Bank Governor: Mervyn King

Current Voting Members: 
Charles Bean, Deputy Governor, Sir John Gieve, Deputy Governor, Kate Barker, Tim Besley, Prof. David Blanchflower, Spencer Dale, Andrew Sentance, Paul Tucker

CAD

Central Bank Governor: Mark J. Carney

Current Voting Members: Mark J. Carney, W. Paul Jenkins, David Longworth, Pierre Duguay, John Murray
CHF

Central Bank Governor: Jean-Pierre Roth

Current Voting Members: Jean-Pierre Roth, Philipp Hildebrand, Thomas Jordan
AUD

Central Bank Governor: Glenn Stevens

Current Voting Members: Glenn Stevens, Ric Battellino, Ken Henry, John Akehurst, Jillian Broadbent, Roger Corbett, Graham Kraehe, Donald McGauchie, Warwick McKibbin

NZD

Central Bank Governor:  Dr. Alan Bollard

Current Voting Members:  Dr. Alan Bollard
USD

Ben Bernake
John Snow
Janet Yellen
William Poole
Jack Guynn


The Europeans

Jean-Claude Trichet
Otto Ossing
Hans Eichel
Herve Geymard


The Japanese

Toshihiko Fukui
Sadakazu Tanigaki
Hiroshi Watanabe


The British

Mervyn King
Gordon Brown


The Swiss

Jean-Pierre Roth
Philipp Hildebrand


Commodity Currencies

David Dodge - Canada
Ian Macfarlane - Australia
Alan Bollard - New Zealand

Chapter 5  - Understanding Currencies

“As the people, so the country and the currency”

Most Liveable Countries, 2007

	The Human Development Index (HDI), published annually by the UN, ranks nations according to their citizens' quality of life rather than strictly by a nation's traditional economic figures. The criteria for calculating rankings include life expectancy, adult literacy, school enrolment, educational attainment, and adjusted real income. 


	Rank

	Country


	1.

	Iceland


	2.

	Norway


	3.

	Australia


	4.

	Canada


	5.

	Ireland


	6.

	Sweden


	7.

	Switzerland


	8.

	Japan


	9.

	Netherlands


	10.

	France



	

	


	Source: Human Development Report, 2007, United Nations.


In this chapter we will look at the attributes of the currencies of the top 7 economies. You may, rightly, be wondering the relevance. I was in a leadership-training summit and heard that the success or failure of any operation is due to the processing of information (all other things being equal). As you trade FX, news will be one tool that you cannot dispense with. The news in itself is not worth anything but after processing, it could make a monumental difference to your trading.  Knowing a little about your opponent helps work out the best ways to overcome him or her. To put it another way knowing someone helps to plan how to develop a relationship. With the knowledge about the various currencies, news pertaining to them will be processed to give you advantage whether you trade or take to the sidelines from where you watch and pray for those in the arena. For example anyone who knows anything about bulls will avoid anything red when they are invited to a free-range cattle farm. 

Knowing about the CAD will let you process any news relating to say global oil and or gold production  prices properly.    Below is one such example going back a few years. Nov 1, 2006 Saudi Arabia announces they would back OPEC’s plans to cut oil production by one million barrels a day effective November 1, 2006 with further cuts pencilled in for December. Prior, to this announcement, oil prices had dropped over 10% in just seven trading days. How does one process this news?  To anyone who knows about the Canadian economy’s dependence on oil this is boom time. To others the thought is “these Saudis are muddying the waters again. What do they want? As Canada is a major exporter and producer of oil, this policy change would be very positive for the Canadian dollar. On October 19, 2006 and for the next 24 hours, USD/CAD dropped. i.e. the value of CAD rose against its major trading partner the USD. Notice I have deliberately used the currencies to represent the countries.
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MarketScope 2.0 FXCM Trading Platform

More recent News Headlines:

‘North Korea tests nuclear weapon 'as powerful as Hiroshima bomb'

Country risks further international isolation as underground nuclear explosion triggers earthquake

Justin McCurry in Tokyo and Tania Branigan in Beijing Source guardian.co.uk, Monday 25 May 2009 16.17 BST 

And the market reaction this time to the Japanese YEN is as follows:

Yen Suffers as Geopolitical Tensions Escalate (Morning Slices)

Thursday, 28 May 2009 11:05:29 GMT

Previous Articles

May 28 - Yen Suffers as Geopolitical Tensions Escalate (Morning Slices)
May 28 - Euro-Zone Economic Confidence Rises to Six-Month High in May
May 28 - German Unemployment Ticks Higher in May, Euro Advances
May 28 - Swiss Trade Surplus Widens as Import Demands Falter
May 28 - ECB's Nowotny Expects Low Growth, Deficit to Reach 4.7% of GDP
May 28 - Forex Market Update: Japanese Yen Declines Across the Board, GBP/JPY Advances to Fresh Trend High
May 28 - NZD/USD Pushes Higher as S&P Lifts New Zealand's Outlook
May 28 - Overnight Interest Rate Update 05.28.09
May 27 - New Zealand's Fiscal Budget to See NZ$11.87 Billion Deficit
May 27 - RBA's Battellino Says Central Banks Aware of Acting Too Slowly
May 27 - Japan's Retail Sales Advance For First Time Since August 
May 27 - European Economic Data Estimates: 05-28-09
May 27 - Markets Show Little Reaction to Home Sales Data
May 27 - Overnight Interest Rate Update 05.27.09
May 27 - Cable, Aussie and Cad to Fresh 2009 Highs (Morning Slices)
May 27 - U.K. Mortgage Approvals Tick Higher in April, According to BBA
May 27 - Forex Market Update: Australian Dollar Pulls Back From Fresh Trend Highs (Update)
May 27 - China's Senior Official Expects U.S. Dollar to Maintain Its Reserve-Currency Status
May 27 - Forex Market Update: GBP, AUD, CAD Extend Trend Highs, USD/JPY Advances to 95.00
May 27 - Overnight Interest Rate Update 05.27.09
Written by Joel Kruger, Technical Currency Strategist
The most significant price action overnight was in the Yen with the single currency getting hit hard on an escalation of geopolitical tensions with North Korea in light of the ongoing concerns over the nuclear testing. This catapulted Usd/Jpy back above 97.00 with the pair trading some 1.70% higher on the day. 

Source Dailyfx.com
With Japan being close to the area of tension, the market reacted to the uncertainty by offloading the JPY.
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USDJPY North Korea Nuclear test May 2009 created with MarketScope2.0

As mentioned earlier currencies represent their respective country’s politics and economy.  Every currency therefore has an attribute that is conferred on it by the major economic activity and political landscape of that country. There are, for example, the commodity currencies that belong to countries whose major economic activity is in production and export of raw materials eg minerals and oil. Canada, Australia, New Zealand and emerging economy like Brazil fall into this group. The economy of these countries is export-driven. The currency of an export-oriented country has a different attribute or behaviour from one, which is not. Let us look at the some of the top 7 currencies:

USD King of the Jungle

With the largest economy in the world, the USD dominates the world stage. It is imperative to take into account the significance of the USD in the FX market. Whilst in Europe it has been replaced by the Euro as currency of first reserve, throughout the rest of the world the dollar is still the most common currency for international transactions, and constitutes more than half of other countries foreign exchange reserves. 

Capital flows are of far greater importance for the US which has large liquid investment markets. Although the US  has a record multi-billion dollar trade deficit and near $1 trillion current account deficit, the USD does not depreciate significantly as expected . Capital flows into the US has been more than enough to offset the negative effects of its massive trade deficits. 

The importance or the position of USD in FX is also exemplified in the global oil trade. Oil prices are denominated in USD and hence all trades involving the precious black liquid involves the mighty USD. Check on the market sentiment regarding the USD before you open a trade in another pair, whether it involves the USD or not.  

The US is the world's largest importer of goods, the world’s third largest exporter. The top 5 most market moving indicators for the US dollar on a day-to-day basis are:

· Non-Farm Payrolls 

· ISM Non-Manufacturing

· Personal Spending

· Inflation (Consumer Price Index)

· Existing Home Sales

Source DailyFX.com


UK Pound:
Pound Sterling

The UK currently ranks seventh in the worlds largest economies, and is the fifth largest importer, with the US ranking as the most important exporter to the UK, closely followed by Germany and France. Whilst part of the EU, the UK is unlikely to adopt the Euro in the foreseeable future, with the vast majority of the general public against both the EU and the Euro. In order for the Euro to be adopted, interest rates would have to drop significantly, and with reducing interest rates, traders would be encouraged to sell the UK pound, thus weakening the currency. The UK economy is one of the strongest in Europe, with low inflation and unemployment and this strength would suggest that adoption of the Euro is unlikely in the short to medium term.

UK Economy

In the last 25 years, with a decline in manufacturing and traditional heavy industry, the economy has moved to a service orientated market, which constitutes almost 80% of the labour force in sectors such as banking, finance and business services. The agriculture industry supplies around 60% of the country’s needs. 

The ongoing debate regarding the Euro is closely watched and any comments from Government or the Treasury can affect the currency, with favourable comments putting pressure on the UK Pound, and negative comments having the reverse effect. The currency pair trade in the market as the EUR/GBP. 

The Euro: 

Prior to the introduction of the Euro in 2002, the currency of first reserve was generally the US dollar. With the introduction of the Euro, most EU member states, and many others have since adopted the Euro as their currency of first reserve. The expected expansion of the EU membership is expected help the decline of the US dollar's importance at least among the EU member states. EUR/USD pair is the most widely traded pair in Forex. It is the most liquid of all currency pairs, and provides an indicator for strength and weakness in both Europe and the US

The European economy is second in size only to the US, and represents 22% of the world’s total gross product with a working population third largest in the world. It is particularly sensitive to economic or political uncertainty within Europe especially in the larger member states such as France, Germany, Italy, and to a lesser extent Spain. 

CHF

Stability and safety would sum up the economy of Switzerland. Extremely prosperous, its residents enjoy an extremely high standard of living, often envied by other less fortunate states. Overseas investors view the country as a safe haven due to its discreet and confidential banking system, with the result that money flow into the country tends to increase when world events bring volatility and uncertainty to the markets. Switzerland's main trade partners are Germany, the USA, France and Italy. The country has one of the highest trade surpluses in the world, with major exports including plant and machinery, consumer products and chemicals.

Switzerland now ranks number four in Europe on a per capita basis. The service industry makes up more than 70% of GDP. Over half the workforce is in the banking and financial services sector. Switzerland has the lowest unemployment rate per capita in Europe. The SNB generally favours a weak Franc in order to encourage money flow into the country.

Gold is viewed as the ultimate safe haven with most investor moving capital into gold on the hint of uncertainty. Switzerland is the fourth largest holder of gold in the world and like the Aussie, the Swissie correlates strongly with the price movements in gold. Secondly, having a generally low interest rate the currency is another favourite for currency speculators in the carry trade. The USD/CHF pair being derived from the EUR/USD and the EUR/CHF makes these two pairs worthy of attention if you are trading USD/CHF. 

The Canadian Dollar Commodity Currency

The Canadian dollar is often referred to as the 'Loonie'. The US and Canada are close trading partners and intertwined due to their geographic proximity. Its major exports include cars, plant and machinery, and oil. Canada's reserves of oil are second only to Saudi Arabia! A vast country with a wealth of natural resources, the economy is very strong but extremely dependant on the US economy since approximately 83% of its exports go to its next-door neighbour. Any changes in the US economy will have an immediate and knock on effect in Canada. As a general rule, since the country is highly dependent on natural resources, as commodities increase in value the Canadian dollar will also tend to increase, giving a positive correlation to the currency. The reverse occurs when commodity prices fall.

Fundamental data releases are about the same time as the US. The direction of movement usually is determined by how the US data prints.   

No man is an island and so also are currencies and currency pairs; the best example is the currencies of Canada and USA. Sharing a common border, their currencies (economies) are also closely linked. Another pair is the Euro (EUR) and the Swissie (CHF). Below is a table of how currency pairs correlate to each other.  These relations are useful in countering the movement of the market or bolstering a position but with a reduced risk level.  If two currency pairs correlate strongly, say at positive 90%, it means with 90% certainty (statistically anyway) the two pairs move in the same direction. They shadow each other but not necessarily to the same extent. For example, the two pairs will fall but where one pair would fall 100 pips the other would fall 75 pips. The scenario also holds true should they also rise. Remember the operative word here is statistically.  On the other hand should they correlate negatively 90% they move in the opposite directions; one pair falls whilst the other rises. 

 Chapter 5 – Trading Platforms and Brokers

Forex brokers are usually tied to large banks or lending institutions because of the large amounts of capital required (leverage they need to provide). In the USA, forex brokers should be registered with the Futures Commission Merchant (FCM) and are regulated by the Commodity Futures Trading Commission (CFTC). Other countries would have their own regulatory bodies eg Financial Services Authority (FSA) in the UK. This information should be available on the broker’s website or on that of its parent company.  Apart from this requirement, the following should also be taken into consideration in choosing a broker:

· Broker Location

The safety of your funds mandates that you use brokers than are regulated in their country of operation. Avoid forex brokers that are based offshore, in third world countries or brokers that don’t even state where they are based. Check for address, telephone numbers, email addresses anything that can help you get to their office if need be. This means the authorities can also pay them a visit if necessary.

· Broker and trading platform

· Choosing a trading platform (software) and broker go hand in hand. This is because most brokers offer trading platforms (software) that could be downloaded from their web sites. Invariably the trading software (platform) is dependent on your broker. In choosing a broker this should be taken into account. The trading platform in itself should be reliable and easy to use. This is of utmost importance.  Signing up for a demo trading account with any broker gives you the opportunity to assess these platforms for reliability and ease of you. 

· Some brokers offer the ability to open Non-USD denominated accounts e.g. GBP, JPY and EUR.  This is handy if you live outside the US. Your deposit does not have to be converted to USD should you pay in a currency other than USD. For example if you live in the UK, you could open a GBP- denominated account. In this case, any deposit paid into your account will not have to be converted to another currency saving you the cost of the currency conversion. Also, in those countries, where the broker has an account for receiving non-USD deposits, this may decrease the lag between sending funds, and having them deposited into your account.

· Spread

· The spread offered by your broker is important to take into consideration. For all the trouble your broker undertook to get the hardware infrastructure, provide you software, arrange to get charts and other trading tools (some free) etc to help you trade this is supposedly their only income. You can see (I believe) how this is important to your broker. This could be fixed or variable. This is how much a trade costs you and therefore, generally, the smaller the better. But note this in itself is not enough to make one broker better than another. If you are unable to close a trade because the software hangs or your emails or telephone calls to the support desk take unduly long to be answered, a very small spread will not make much of a difference. 

· Support Desk

· The location of the broker and how they are set-up will determine this. If your broker is in Europe and you are in the US, the support desk would most likely be in Europe. Due to time difference and your trading hours, the support desk may or may not be fully staffed. Hence your call for attention could take longer to be answered.

· Check on the means for contacting the support desk provided. Some brokers offer chat, email and telephone. That in itself is not enough. Check how promptly calls are answered. This can be done with your demo account.

Take time to visit forex-trading forums on the net to read reviews on brokers and their services and whatever gripes clients have. There are claims of some unsavoury behaviour from some brokers that could cost you money.

Summary:

Consider the following in choosing a broker and or/or trading platform:

· the spread, 

· Location of broker and support desk

· Ease of use and reliability of the software

· Account features e.g. hedging, non-USD denomination

· Available channels for contacting broker or support desk

· Reputation of broker

Chapter 6  - Managing your Investment

It is better to become rich slowly than to become poor very fast

· Managed Accounts

What are they?
Let us start by understanding how your broker manages your investment and then establish how you should therefore manage your investment. You will have been bombarded with no-commission adverts. Your broker is in to make money and providing you a chance to make some money too by acting as a go-between. Brokers make their money from the difference between the BUY and SELL prices of any currency pair called the SPREAD. You pay this difference when you open a trade and again when you close your position. They also manage your deposit so that they do not lose money on your behalf. 

For every trade they take the margin out of your deposit. For a 10K lot, the  arithmetic is like this:

                                    Leverage = 200:1 i.e. for every 1 you could buy 200.

                                    Therefore to buy 10000, you would need 10000/200. This works out as 50

The broker will therefore take $50 out of your deposit to buy $10000 on your behalf. Remember the actual cash does not change hands this is all computer entry on their system and that of the bank they are fronting. 

So at this point your equity is:

                                               INITIAL DEPOSIT less MARGIN ($50) less SPREAD.

This equity is what supports your trade and is of no consequence when your trade is profitable. However, it comes into play if your trade is making a loss.  Every loss while your trade is active is deducted from your equity. If your equity should hit zero your position is closed by the broker and this situation is termed “MARGIN CALL”. The equity that would remain in your account after a margin call will be the $50 that was used for leverage. Normally, the margin call will be when equity just slips into negative leaving you with a few points short of $50 and this is not enough to trade.

Trading as an investment needs tender loving care. You need to look after it for it to achieve its potential and give you back the anticipated returns.  Like a rare flower acquired at a great expense give it your time.  

Account types, currency denominations, and implications

Investment Level

The level of investment determines to a great extent the level of returns be it negative or positive.  Take the scenario of the angler. You will need a right size hook for a certain size fish. There is a saying from my part of the world that translates like this: BIG HOOK needs BIG BAIT to attract BIG FISH.  You cannot use small bait with a big hook to achieve any success and a small hook with big bait will not do you any good. 

Let us talk numbers for clarity. Take two trades with investments of $2000 and $200.  A trade of 10K lot at leverage 200:1 will require a margin of  $50 each. Assuming a spread of 3 pips this will leave the 2 accounts with equities of $1947 and 147 respectively to support the two positions. Should the two trades both make 20 pip profits the returns will be $20. Now what if the first trader instead traded 5 lots they would have made $100 with a margin of 265 (50*5 + 3*5) and $1735 to support the positions. Take losing trades of 20 pips at a time. The $200 investor will be wiped out after 5 trades. Each trade costs 3 pips (from the spread) and in addition to the 20-pip loss, the total loss will be $35. Here is how the capital reduction pans out:

	
	Equity Remaining

	Deposit
	200

	After Trade 1
	174

	After Trade 2
	148

	After Trade 3
	122

	After Trade 4
	96

	After Trade 5
	70

	
	


Bar a winning trade the trader will be wiped out after the fifth trade. The next trade will take $53 leaving $17 to support the trade should the market go against the trader.  Notice this does not give the trader the 20-pip loss cushion before risking a margin call. This scenario is not uncommon or there would not be more losers than winners on the market.

Let us see in the case of $2000 initial investment.

	
	Equity Remaining

	Deposit
	2000

	After Trade 1
	1974

	After Trade 2
	1948

	After Trade 3
	1922

	After Trade 4
	1896

	After Trade 5
	1870

	After Trade 6
	1844

	After Trade 7
	1818

	After Trade 8
	1792

	After Trade 9
	1766

	After Trade 10
	1740

	After Trade 11
	1714


  This gives the trader a lot more trading opportunities to make money or in the parlance of gamblers “to win their money back”.

A reasonable level to give you the chance to win is imperative. It is like going fishing with enough bait for say 5 attempts and very high hopes of landing fish on any one of those attempts.

The foregoing explanation assumes a loss of 20 pips which experience will soon show is very optimistic. Remember from the trading mentality section I mentioned the need to establish a level of loss per day that you can tolerate. 

How much will be worth your while for a day’s trade? A 10 K lot and 200-pip profit will earn $200. Less the spread. Will this be enough ?

@ 2:1 you make $100 a day is it enough?

Chapter 8  - Trading

In this chapter we will look at strategies I use in trading. Before then let me introduce the candlestick just for completeness.    A candlestick is graphical representation of the price action of a currency pair over given period of time e.g. a minute, 5-minute, hourly or daily. The colours of white (black outline) or  green are used when the pair closes higher  than the start and red or black for when the price closes lower than the start.
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A trace of how currency rate vary with time will show two patterns;

Trending – A trending market is a market where the price is moving in a single direction, either up or down, but not sideways. There may be several small price reversals, but nothing large enough to prevent the price movement from continuing in its original direction. A day trading trend may last for a few minutes or a few hours, and longer-term trends may last weeks or even months.
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                                                    Currency Pair in a downtrend

A ranging market is a market where the price is moving back and forth between a higher price acting as ceiling and a lower price acting as a floor. The higher price would be acting as resistance because it prevents the price from moving above it, and the lower price would be acting as support because it prevents the price from moving below it. The price range of a ranging market can be small or large, and if the range is very small the market would be considered to be moving sideways (with very little upward or downward movement).

There are trading strategies which work well with each type of currency movement.

We will analysed each of these currency movements and then see the strategy to employ.

Most tutorials teach two strategies: range trading and trend. 

Currencies do have a relationship amongst themselves and this relationship reflects in their relative movement. For example The Swiss franc is closely tied to the Euro and hence their relative rates with respect to the USD correlates very highly. EUR/USD movement is the inverse of that of USD/CHF.

Trading

In the mouth of two or more witnesses a fact is established.

Trading Times

Many first-time forex traders hit the market running. They watch various economic calendars and trade voraciously on every release of data, viewing the 24-hours-a-day, five-days-a-week foreign exchange market as a convenient way to trade all day long. Not only can this strategy deplete a trader's reserves quickly, but also it can burn out even the most persistent trader. Unlike Wall Street, which runs on normal business hours, the forex market runs on the normal business hours of four different parts of the world and their respective time zones, which means the trading day lasts all day and night. 
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So what's the alternative to staying up all night long? If traders can gain an understanding of the market hours and set appropriate goals, they will have a much stronger chance at realizing profits within a workable schedule.

Know the Markets
Currency trading is unique because of its hours of operation. The week begins at 6pm EST on Sunday and runs until 4pm on Friday. 
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But not all hours of the day are equally good for trading. The best time to trade is when the market is most active. When more than one of the four markets are open simultaneously, there will be a heightened trading atmosphere, which means there will be greater fluctuation in currency pairs. When only one market is open, currency pairs tend to get locked in a tight pip spread of roughly 30 pips of movement. Two markets open at once can easily see movement north of 70 pips, particularly when big news is released. (Need a refresher on forex concepts? Common Questions About Currency Trading covers the basics.)

First, here is a brief overview of the four markets (hours in EST): 

New York (open 8am to 5pm): According to "Day Trading the Currency Markets" (2005) by Kathy Lien, New York is the second largest forex platform in the world and is watched heavily by foreign investors because the U.S. dollar is involved in 90% of all trades. Movements in the New York Stock Exchange (NYSE) can have an immediate and powerful effect on the dollar. When companies merge and acquisitions are finalized, the dollar can gain or lose value instantly. (Learn one way to predict movements in the NYSE in Which Direction Is The Market Heading?) 

Tokyo (open 7pm to 4am): Tokyo takes in the largest bulk of Asian trading, just ahead of Hong Kong and Singapore. It was the first Asian trading center to open. The best currency pairs to aim for (for traders looking for a lot of action) are USD/JPY, GBP/CHF and GBP/JPY. The USD/JPY is an especially good pair to watch when the Tokyo market is the only market open because of the heavy influence the Bank of Japan has over the market. (Learn about this influence in Profiting From Interventions In Forex Markets, and about currency pairs in Using Currency Correlations To Your Advantage.) 

Sydney (open 5pm to 2am): Sydney is where the trading day officially begins, and while it is the smallest of the mega-markets, it sees a lot of initial action when the markets reopen on Sunday afternoon because individual traders and financial institutions try to stabilize after all the action that may have happened since Friday afternoon. 

London (open 3am to noon): The United Kingdom dominates the currency markets worldwide, and London is its main component. London, known as the trading capital of the world, accounts for roughly 34% of global trading, according to a report by IFS London. The city also has a big impact on currency fluctuations because the Bank of England, which sets interest rates and controls the monetary policy of the GBP, has set up shop in London. Forex trends often originate in London as well, which is a great thing for technical traders to keep in mind. (Learn more about how the central banks impact currency pairs in Interest Rates Matter For Forex Traders.) 

Overlaps in Trading
As stated earlier, the best time to trade is when there is an overlap in trading times between open markets. Overlaps equal higher price ranges, resulting in greater opportunities. Here is a closer look at the three overlaps that happen each day: 

U.S./London (8am to noon): The heaviest overlap within the markets occurs in the U.S./London markets. According to Kathy Lien, more than 70% of all trades happen when these markets overlap because the U.S. dollar and the euro are the two most popular currencies to trade. If a trader is looking for the most optimal time to trade (when volatility is high), than this would be the ideal time. 

Sydney/Tokyo (2am to 4am): This time period is not as volatile as the U.S./London overlap, but it still offers a chance to trade in a period of higher pip fluctuation. The ideal currency pair to aim for in this period is the EUR/JPY pair, as these are the two main currencies influenced. 

London/Tokyo (3am to 4am): This overlap sees the least amount of action of the three overlaps because of the time (most U.S.-based traders won't be awake at this time), and the one-hour overlap gives little opportunity to watch large pip changes occur. 

(For more in-depth information about what kinds of market activity can be expected in each period, read The Forex Three-Session System.)

News Releases
While understanding the markets and their overlaps can aid a trader in arranging his or her trading schedule, there is one influence that should not be forgotten: the news release. 
A big news release has the power to enhance a normally slow trading period. When a major announcement is made regarding economic data - especially when it goes against the predicted forecast - currency can lose or gain value within a matter of seconds. 

However, just because dozens of economic releases happen each weekday in all time zones and seemingly affect all currencies, it does not mean a trader needs to be aware of all of them. It is important to prioritize these releases so that the important ones are watched and the lesser ones are simply monitored for surprises. (For more insight, read Trading On News Releases.)

Some of the bigger news releases to watch for include: 

interest rate decisions 

CPI data 

trade deficit 

consumer consumption 

central bank meetings 

consumer confidence 

GDP data 

unemployment rates 

retail trade 

For more information on these indicators, read Economic Indicators To Know.

Conclusion
When setting up a trading schedule, it is important to run a strong balance between market overlaps and news releases. Traders looking to enhance profits should aim to trade during more volatile times, while keeping an eye on what economic data is released when. This balance allows part-time and full-time traders the opportunity to set a schedule that gives them peace of mind, knowing that opportunities are not slipping away when they are not watching the markets.
Trading the news an individual way –smash & grab

“hey boy you can’t go where others go; you don’t look like they do” Bruce Hornsby 

Wouldn't it be great to increase the probability that your trade will be successful while simultaneously spending less time analysing chart patterns? By putting the forex market in perspective and realizing your role as an individual trader, it is possible.

For most individual  traders, the money they contribute to the spot market, virtually has no impact on the movement of rates.  Playing by the same rules as the "big players" may not be your most profitable option. When you jump in and out of the market quickly on a calculated and highly economic regimen - a strategy called fundamental speed - you can make an impact on your own investments. (Learn to bank short-term profits by placing stops away from the crowd; check out Stop Hunting With The Big Players.)

Who are the "big players"?
Banks and governments are the big players that make the forex market move.

· Banks transfer money to and from global institutions and stock reserves of every major currency. (The policies of these banks affect the currency market in a big way. See what makes them tick in Get To Know The Major Central Banks.) 

· Governments set the interest rate that determines bank-lending power and have the ability to sway the market by releasing key economic information. 

The role of a forex trader is not to trade to move the market, but to realize the relatively undecipherable impact their trades make. Keeping this in perspective, a trader can profit through the timing of their trades - the fundamental speed process.

Fundamental Speed: The What and the How
Fundamental speed is the process of keeping an eye on key economic indicators that impact the currencies you trade, placing your trade and then exiting in a systematic way. Here is a rundown on how the process works:

1. Pick high-impact economic releases only. 
Each day dozens of economic releases are made globally but only a few - if any - are worth trading. Currencies tend to make big movements when an economic release is tied directly to their rate of transfer in relation to another country's currency (Central banks' rate changes are one of the biggest influences on the forex market, see Interest Rates Matter For Forex Traders) 
Here are a few releases you should keep an eye on: 

· CPI 

· Trade balance 

· Interest rate statement 

· Retail sales 

· Home sales 

· Consumer confidence 

· Unemployment claims 

Most economic calendars online show the high-impact releases in red, with a basic explanation of how they move the market. This can be a handy tool when deciding which releases to trade. (For more, check out Trading on News Releases.)


2. Set a time limit to move in and out of the market. 
Realizing that the money you put in the foreign-exchange market will not make a substantial impact, you should have an exit strategy that is based on a system, not emotion. 

After an economic release, a reliable price movement occurs for one to two minutes. Depending on whether the release is hawkish or dovish you will see that the price typically goes in the expected direction - but many times it spirals out in what seems to be a random direction after the first 60 to 120 seconds. 

This is not so much a random movement as it is a government trying to steady their currency or a bank pushing money through to get the best transfer rate - things that are out of your control. If the release points in the direction of the daily moving average you may feel comfortable staying on the trade for up to five minutes. Treat this on a trade-by-trade basis however.

3. Do nothing in a neutral situation. 
If the predicted or forecasted figure is accurate to the actual don't jump in to a trade just to put money down. Trading the fundamental speed process only gives you a few trade options on any given day (less if you trade specific currencies) and there is a temptation to risk money in a neutral situation. It is important to keep your emotions in check. (Learn to overcome one of the biggest trading hurdles Master Your Trading Mindtraps.) 

More Probable, More Profits
As a trader it is important to emphasize increasing the probability of a successful trade. The higher percentage of profitable trades you make typically gives you a higher rate of overall return - that is, more cash in your pocket. By sticking to a system you will be trading in a fashion that allows you to track the probability of your trades and to gauge which ones are profitable and which ones are not. A few more benefits of the fundamental speed process include: 

· Less time analysing charts: Technical trading can be a complex arena for beginning traders and, although it is systematic, it can be difficult to use successfully. As you grow as a trader you can merge technical trading with fundamental speed to maximize your exit strategy. But if you are just starting out, you can avoid charts altogether by focusing on the fundamentals, which are black and white. (For more on this trading style, read Technical Analysis: Introduction.) 

· The ability to set a forex schedule: The forex market is a 24-hour-a-day operation, but obviously you cannot expect to trade non-stop. For many traders the most difficult part of trading is figuring out the best time to trade. Some traders work day jobs and must trade after-hours; others are full-time traders but realize the importance of sticking to a regimen. By using the fundamental speed process you know the exact times you need to trade. (You might want to check out How To Set A Forex Trading Schedule.) 


The Bottom Line
Many traders learn forex through instruction manuals that treat individual traders like the "big players". Individuals trade with limited capital, meaning their impact reaches far less than the governments and banks that run the market. By harnessing this knowledge and trading in a way that uses it effectively, a trader can maximize his or her potential. (For an in-depth analysis, read our Forex Tutorial.) 



It is imperative to have a checklist of data that you depend on to make your decision on what to trade, when and even how. It is not different from checking all documents before setting off to catch a flight or train. You would not want to get there and realise you left your passport or a document needed at your destination or for the journey at home. I will give you a checklist with the workbook. You may add to or remove some items from the list to suit you. Each item will have an important place in the process of decision-making: either introduce another perspective of the market or confirm other data.

I do have a check list which I know helps to make sure you are placing the trade with the winning mentality.

Checklist

1. Read the News from your broker relating to the USD and market sentiment towards it

Ques: Is it falling with respect to all the other majors ? Same as 4

2. What currency pair 

Which pair will give me a favourable gain to risk ratio ?

3. Imminent News/Data regarding the currency pair of your choice 

4. Market Sentiment re EUR/GBP use this to trade EUR/USD or GBP/USD for better gain to risk ratio. The Bullish currency against USD. EUR bullish consider trading EUR/USD. This GBP/USD usually have a  range daily range

5. What is the Average Daily Range ? How recent is that figure ?

6. What is today’s range (or position within range) and has it been met ? 

7. What is the Average Daily Range of marker pair(s) ? How recent is that figure ?

8. What is the day’s range to date; has daily average been met ? 

If marker has not made daily range assume pair to extend.

If marker has met range and pair not met range 

9. Time of day. Is it getting to end of session and what is expected in the next session?  Would your daily activities (Your life style) leave you free of anxiety to trade?  UK fix expect EUR GBP to go short . Not rebound after 1700 hrs UK time.  Where GBP/USD is bearish possible downward movement. Bullish expect more movement in the same direction drop to 1700 hrs. 

10. Do you have time to watch should things go wrong ? If not then maybe avoid trade.

11. Expected gain; is it really worth your time?  Are you putting in a trade hoping to make a 30 or 5 pip gain in 1 hour?

Joining the side that is winning:

Go with the flow. Expect it to keep going in the same direction till it turns. Do not guess when it is going to turn. Wait for reversal and ride the wave.

If the pair closes up expect it to go up. However check on impending news and see. Buy on dips.

Should a currency keep going irrespective of poor economic data go with the flow but be aware when it turn it drops big. The higher they go the harder the fall
Getting out of a losing position 

1. Cut your losses; just close your position (s).

2. Let position run till the ultimate position and put trade in to claw back loss. If you were long and the market went short let your position run till it is out of steam. Then before it reverses This is risky Since the market most of the time settles lower after the peak, locate such peak and put in another position so that the reverse would claw back your losses quicker.  The danger is how far can you afford to let the position run and how much equity have  you for the salvage operation?

This is risky in fact very risky. 

a. Ques: Is pair ranging? How much further will it run?

3.  Place counter trade to make some gains; knowing there will be a reversal without blowing your margin. Good for ranging pair.

a. Ques:

i. How sure are you about the reversal? 

ii. What if you are wrong? 

What won’t go up will go down

Nature always gives a second chance; a third chance is a luxury you cannot afford. There might not be a fourth.

Do Not Do This 

What do mean when you say traders are averaging in?"

Some traders will average in their losses (sometimes called scaling in or doubling down). 
It is always easier to give examples using a stock rather than a currency-
Let's say you go long on a stock at $15 a share, and then price drops to $10. Some traders will buy more as the price drops to lower their average cost. The theory is that then the stock does not have to make as big of a move for the trader to get out at break even or better.
The problem with this technique is that if the price keeps falling, you are simply increasing your losses.
Trading the News

Trading news is harder than it may sound. Not only is the reported consensus figure important, but also so are the whisper number  (the unofficial and unpublished earnings per share (EPS) forecasts that circulate among professionals) and the revisions. Also, some releases are more important than others; this can be measured in terms of both the significance of the country releasing the data and the importance of the release in relation to the other pieces of data being released at the same time. 

Trading Intra-day range

Summary

Chapter 10

In summary, I will like to state what has been covered in this tutorial

1. I likened of the FX market to a global tug-of-war meant to be contested by people with the attitude of anglers

2. The winning mentality to adopt for success

3. The dynamics of the market

1. Currency pairs, rates 

4. My trading strategy for success

1. Checklist

2. Time of trade

Gauging Market Sentiment (COT & SSI)

At the start of each trading day, the question in every trader’s thoughts is “where will the market be heading today ? Will it be bullish or bearish ? “ Every trader would like to gauge the sentiment of the market so they can move with.

This in a nutshell is a measure of ascertaining the attitude of the market. Bearing in mind that the market is made up of buyers and sellers; the market sentiment will therefore be the sum total of their attitudes. How they individually adopted their attitudes has got nothing to do with it. The meaning of Sentiment from different dictionaries is said to be an attitude based on feelings or emotions. You may ask and rightly so “what’s love got to do, got to do with it ?”. Well, don’t look at me for an answer; let’s ask the lady who once asked the same question - Tina Turner. You will agree with me that when feelings, emotions or love gets in the way it makes logical thinking a shade elusive.  

It is, therefore, not a surprise if the market seems irrational. There is not much logic to it and it is more of an art than a science.  Fortunes are spent in trying to find a little program or something like a market wind vane to tell us the direction of the market. The search for this Holy Grail has brought about all the technical indicators with trading signals being one of the most lucrative businesses. Unfortunately this is one Holy Grail.  The search continues but meanwhile we must just try making the best of a murky situation using the ones available. 

Knowing where each trader stands with respect to his or her trade would have been a good measure but the nature of the FX market makes this impossible. The nearest one can come to getting any thing in terms of amount being traded are from :

1. COT and the proprietary one from FXCM called SSI 

From the dictionary meaning of the word sentiment we see it is an attitude based on a concoction of thoughts and feelings or emotions. From this, the market sentiment then must be the sum total of all the attitudes of those in the market at a given time based on their thought, and feelings. One may ask “ what’s love got to do, got to do with it? ” 

The market sentiment as reflected on your trading platform screen is not suitable for trading. If a pair is bullish i.e. the first currency of the pair, the BULLS  are getting stronger, the market sentiment is bullish otherwise we say it is bearish. This is easy enough but the being able to anticipate what the sentiment for a reasonable period to trade will be with accuracy and consistency has been what every trader before you and maybe after you will be seeking, 

sentiment 

Noun
1. a mental attitude based on a mixture of thoughts and feelings: anti-American sentiment 

2. (often pl) a thought, opinion, or attitude expressed in words: subsequent speakers echoed his sentiments 

3. feelings such as tenderness, romance, and sadness, esp. when exaggerated: a man without the softness of sentiment [Latin sentire to feel] 
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Collins Essential English Dictionary 2nd Edition 2006 © HarperCollins Publishers 2004, 2006

1 a: an attitude, thought, or judgment prompted by feeling : predilection b: a specific view or notion : opinion2 a: emotion b: refined feeling : delicate sensibility especially as expressed in a work of art c: emotional idealism d: a romantic or nostalgic feeling verging on sentimentality3 a: an idea coloured by emotion b: the emotional significance of a passage or expression as distinguished from its verbal context
synonyms see feeling, opinion
Merriam-Webster Online Dictionary. 2009.

From the dictionary meaning of the word sentiment we see it is an attitude based on a concoction of thoughts and feelings or emotions. From this, the market sentiment then must be the sum total of all the attitudes of those in the market at a given time based on their thought, and feelings. One may ask “ what’s love got to do, got to do with it? ”  It is, therefore, not a surprise if the market seems irrational. There is not much logic to it and it is more of an art than a science.  Fortunes are spent in trying to find a little program or something like a market wind vane to tell us the direction of the market. The search for this Holy Grail has brought about all the technical indicators with trading signals being one of the most lucrative businesses. Unfortunately this is one elusive Holy Grail.  The search continues but meanwhile we will just rely on the dodgy ones available and try to gauge the attitude of the market.  
Earlier, in discussing the individual characteristics of various top currencies, I did mention that USD is the King of the FX “jungle”.  Generally knowing how the market perceives the USD will give an indication of the general direction. If the sentiment were bearish (USD value is depreciating, losing ground) then you would expect other currencies to be relatively bullish (getting stronger, gaining ground).  Remember this is a tug-of-war game and sometimes a side needs a few giants to tip the balance. The outcome of this game is down to brute power in this case financial. If one should therefore know where the greater financial strength lies over a set time frame, one only needs to join that side to be on the winning side. Since we are talking financial strength, implicitly, we are talking amounts or volumes of currency being exchanged.

 Knowing the actual volumes (amounts) being traded and whether there are more sellers of USD than buyers will help figure out the direction of the market. Unfortunately, getting an accurate figure of volumes is not possible in the FX market due to its organisation. However, there is a report, The Commitments of Traders (COT) report, issued by the Commodity Futures Trading Commission or "CFTC"  that can provide an insight as to how much USD is being bought or sold. If you want have an idea as to “where the smart money is” this is the best source. Though imperfect, in a market where true volume information is not available and only institutional traders have access to the market book, the COT report is as good as one could get. The COT reports are published every Friday and provide both long and short positioning for the three different categories of traders.

The COT report is released on Fridays but are based on  the  open interest data and released the preceding Tuesday. Reports provide both long and short positioning for the three different categories of traders.

The COT Report categorises traders into 3 groups:

· Commercials - Producers and end users of the commodity or futures market they participate in are referred to as commercials.  This group is the reason the commodity and futures markets exist, to allow "commercials" an opportunity to defer or hedge the risk of doing business.  Free COT Charts plots commercials net positions (shown as comm.) in blue.  (This smart money group will often get aggressively net long or short prior to major trends)  A horizontal line is drawn to show the zero line of the commercials net positions.
 
· Large Speculators - those traders who hold a specified number of contracts or greater in a given market, but are not commercial traders.  The CFTC sets the minimum number of contracts that can be held before the speculator is required to report that position.  Any speculator participating in a market that is required to report to the CFTC is known as a non-commercial or large trader. Free COT Charts plots large traders net positions (shown as large) in green. (This group follows trends and usually mimics the markets price movement)  A horizontal line is drawn to show the zero line of the large traders net positions.
 
· Small Speculators - Any market participant who is neither a commercial nor non-commercial is a small speculator.  This group is not required to report to the CFTC.  Free COT charts plots small speculators net positions (shown as specs) in red. (This over-leveraged group is usually wrong at major turning points)  A horizontal line is drawn to show the zero line of the small speculators net positions.
Guideline for using COT report

1. COT is not a market timing tool and it may take a few weeks for a COT report to play out, so you need to manage your entries, stops and risk exposure accordingly

2. Never use the COT report in isolation. You need to combine it with some form of technical analysis to get some sense of the character of the trend and where to enter and exit the trend;

Make sure you look at COT reports in combination. For example, if you are trading the USD/JPY, you should be looking at the COT report for both the Yen and the Dollar index

The COT report does not work that well on all pairs. Before you use it you should do some back testing to get a sense of which pair it works well for;

The COT report lags by at least 3 days as it is based on Tuesdays open interest data and released on a Friday. If you are using it, you need to look at the character of the trend since the

Tuesday when it was calculated. If the price action confirms the direction of the COT report, then the trade is safer to undertake. If the price action does not confirm the same direction, then you

need to start hunting for evidence that the trend is changing its nature (perhaps in the news, economic data, etc); 

Be careful during periods where commercials are not dominating the open interest, as the COT report may not reflect true market positioning. At this time commercials are usually just squaring their positions or mainly focusing on hedging rather than accumulating currencies for future business transactions. This is particularly common at year-end when they are squaring their positions. For example, in the diagram above the COT Window II shows open interest. At year end 2007, open interest dropped off significantly and the market has gotten a bit wild ever since; 

In the currency markets, most of the trading is done in the spot market and not the futures market. While arbitrageurs ensure the markets are highly correlated, you do need to be constantly

looking wider than just the COT for disconfirming information. It is a good idea to build up your

 <a href='http://www.macrotactics.com/2008/01/21/trading-human-nature/'>variantperception</a>

Trading with the long term trend based on fundamentals and

market sentiment is a complex proposition. You need to be able to

pose the right questions and find the right answers. At times it

can be extremely difficult to pose the right questions, let alone

get the right answer. Even if you do manage to do that, second

guessing how the market will respond and position itself

accordingly is no easy feat.<span id='more-57' ></span>

                      </p>

<p>Rather than trying to understand the whys and wherefores of the

market, a number of traders prefer to cut to the chase and ask

“What is the smart money doing now?”. This is where the COT report

helps. The COT report is far from perfect, but for currency traders

, where true volume information is not available and a glimpse of

the market book is open only to institutional traders, the COT

report is as good as it gets.

What is the COT Report?</h3>

<p class='divDef'>The Commitments of Traders (COT) reports provide

a breakdown of each Tuesday’s open interest for futures market

reports in which 20 or more traders hold positions equal to or

above the reporting levels established by the CFTC. Reports are

published every Friday and provide both long and short positioning

for three different categories of traders:</p>

<ul>

Commercials: entities involved in the production, processing, or merchandising of a commodity,

using futures contracts primarily for hedging

Large Speculators: traders, such as individual traders, hedge funds and large

institutions, who use futures market for speculative purposes and

meet the reportable requirements set forth by the CFTC;

and

Small Speculators: small traders who do not fit within

the reporting requirements for the CFTC and make up the rest of

market activity. These traders make up the small difference in the

total market open interest between the commercials and the large

specs.

The COT report can be viewed at the <a href='http://www.cftc.gov/marketreports/commitmentsoftraders/index.htm'>

CFTC</a> website. There are several places on the web that have

graphical charts that let you view the history of COT data for

free. I use <a href='http://www.timingcharts.com/'>

www.timingcharts.com</a>.</p>

<p>Timing charts provides a nice feature called the “COT Index”.

The COT index shows the net position of the different groups of

participants as a proportion of their 26 week high&nbsp; net

position. It is a good way of showing extreme positioning in the

market.</p>

<h3>How Can I Use it?</h3>

<p>Markets are very simple on a long-term basis and markets are

very complex on a short-term basis. For a beginner, the easiest way

to use the COT report is as a way of finding where the smart money

thinks the long term trend is and then couple it with an entry and

trade management technique as well as a money management

method.</p>

<p>In the old days, big traders and commodity funds represented the

smart money. Today the pond is much deeper and the smarter and

bigger fish are the hedgers who need to carry out transactions for

and protect their global businesses (such as agribusiness, mining,

oil, manufacturing, etc). Increasingly, the hedgers also include

sovereign funds whose role is to protect capital put aside for

future development in countries.</p>

<p>The commercials are not actually trading to make money. They are

purchasing currencies to support future transactions and to hedge

against currently active transactions. The majority of the time

commercials will be short against the trend as a way of hedging

their commercial exposure, but sometimes they will actively step in

and purchase currencies while they are “cheap” to support future

commercial needs.</p>

<p>For example, if a US Company is operating in Japan and it needs

10 billion Japanese yen to conduct business with local Japanese

companies, it needs to convert some of its dollars to Japanese Yen.

The analysts within the US company review the underlying

fundamentals and it looks like the Japanese Yen is going to

appreciate. So what they do? They buy the yen now so they’re paying

a cheaper price. If they buy a month later, it would cost more than

the current price. So in this sense they’re profiting from a lower

cost of providing the Yen, which translates to better ROI.</p>

<p>A trader can exploit commercial activity by simply using the

direction set by the commercials as a basis for finding the long

term trend in the market. When the market is at a low for example,

and the commercials are extremely long on the COT index, it is a

good sign that the commercials are buying the dip to provide funds

for future commercial activities. For example the blue lines on the

following chart shows the commercials hedging against the trend and

buying the dip and stocking up on Euros when the price is

cheap:</p>

<p>

<p>The large speculators (or non-commercials as they are sometimes

known) make money in the markets because they play a counter party

to hedgers and speculate on directional movements in the markets.

You can use information from the large specs also to identify when

the trend is likely to break down and consolidate. When the large

speculators are extremely long or short (i.e. when the green line

on the COT index is at an extreme, there are no large speculators

left in the market to act as counter party for the hedgers and the

trend peters out.</p>

<h3>Caveats</h3>

<p>When using the COT report, there are a few things to look out

for:</p>

<ul>

<li>COT is not a market timing tool and it may take a few weeks for

a COT report to play out, so you need to manage your entries, stops

and risk exposure accordingly;</li>

<li>Never use the COT report in isolation. You need to combine it

with some form of technical analysis to get some sense of the

character of the trend and where to enter and exit the trend;</li>

<li>Make sure you look at COT reports in combination. For example,

if you are trading the USD/JPY, you should be looking at the COT

report for both the Yen and the Dollar index;</li>

<li>The COT report does not work that well on all pairs. Before you

use it you should do some back testing to get a sense of which pair

it works well for;</li>

<li>The COT report lags by at least 3 days as it is based on

Tuesdays open interest data and released on a Friday. If you are

using it, you need to look at the character of the trend since the

Tuesday when it was calculated. If the price action confirms the

direction of the COT report, then the trade is safer to undertake.

If the price action does not confirm the same direction, then you

need to start hunting for evidence that the trend is changing its

nature (perhaps in the news, economic data, etc);</li>

<li>Be careful during periods where commercials are not dominating

the open interest, as the COT report may not reflect true market

positioning. At this time commercials are usually just squaring

their positions or mainly focusing on hedging rather than

accumulating currencies for future business transactions. This is

particularly common at year end when they are squaring their

positions. For example, in the diagram above the COT Window II

shows open interest. At year-end 2007, open interest dropped off

significantly and the market has gotten a bit wild ever since;</li>

<li>In the currency markets, most of the trading is done in the

spot market and not the futures market. While arbitrageurs ensure

the markets are highly correlated, you do need to be constantly

looking wider than just the COT for disconfirming information. It

is a good idea to build up your <a href='http://www.macrotactics.com/2008/01/21/trading-human-nature/'>variant

perception</a>.</li>

How to Interpret the SSI? The FXCM SSI is based on proprietary customer flow information and is designed to recognize price trend breaks and reversals in the four most popularly traded currency pairs. The absolute number of the ratio itself represents the amount by which longs exceed shorts or vice versa. For example if the EURUSD ratio is 2.55, long customer orders exceed short orders by a ratio of 2.55 to 1. Conceptually similar to contrarian analyses using the CFTC IMM open position data or COT Report, the SSI provides an alternative approach that is both more timely and accurate in forecasting currency price movement. The SSI is a contrarian indicator that tells you how the market is weighted and where the trend may head. More long positions don't necessary suggest more confidence in the direction of the current trend. In general, when traders start having adverse movements against their position, many tend to increase the size of their position with the purpose to average down their entry price in one last attempt to recover from previous losses. However, the higher the number of short orders in a bull market the more dangerous is to take additional shorts because many of those traders who just entered the markets are also leaving their protective stop losses just above the current price action.




The large speculators (or non-commercials as they are sometimes known) make money in the markets because they play a counter party to hedgers and speculate on directional movements in the markets. You can use information from the large specs also to identify when the trend is likely to break down and consolidate. When the large speculators are extremely long or short (i.e. when the green line on the COT index is at an extreme, there are no large speculators left in the market to act as counter party for the hedgers and the trend peters out.

Caveats

When using the COT report, there are a few things to look out for:

· COT is not a market timing tool and it may take a few weeks for a COT report to play out, so you need to manage your entries, stops and risk exposure accordingly;

· Never use the COT report in isolation. You need to combine it with some form of technical analysis to get some sense of the character of the trend and where to enter and exit the trend;

· Make sure you look at COT reports in combination. For example, if you are trading the USD/JPY, you should be looking at the COT report for both the Yen and the Dollar index;

· The COT report does not work that well on all pairs. Before you use it you should do some back testing to get a sense of which pair it works well for;

· The COT report lags by at least 3 days as it is based on Tuesdays open interest data and released on a Friday. If you are using it, you need to look at the character of the trend since the Tuesday when it was calculated. If the price action confirms the direction of the COT report, then the trade is safer to undertake. If the price action does not confirm the same direction, then you need to start hunting for evidence that the trend is changing its nature (perhaps in the news, economic data, etc);

· Be careful during periods where commercials are not dominating the open interest, as the COT report may not reflect true market positioning. At this time commercials are usually just squaring their positions or mainly focusing on hedging rather than accumulating currencies for future business transactions. This is particularly common at year-end when they are squaring their positions. For example, in the diagram above the COT Window II shows open interest. At year end 2007, open interest dropped off significantly and the market has gotten a bit wild ever since;

· In the currency markets, most of the trading is done in the spot market and not the futures market. While arbitrageurs ensure the markets are highly correlated, you do need to be constantly looking wider than just the COT for disconfirming information. It is a good idea to build up your variant perception.

Positions/Times of significance

00 Crossing --  Note Stop Hunting
Time --  London Fix 0600-1700 Uk, Asia Fix (0700-0800  UK)

Trading strategies

“A  great deal of little ranges make a mighty trend”

We ourselves feel that what we are doing is just a drop in the ocean. But the ocean would be less because of that missing drop. 

Mother Teresa

We must all know “little drops of water make a mighty ocean”. The strategies I am going to describe here are based on the axiom above.   Let us start by looking at a typical price action over any given time frame. Except for a tick,  we will, generally, have the highest and lowest prices. If we are a bit critical, we will have the highest, lowest, the close and the open prices.  Using a candlestick we have :
[image: image20.jpg]



A study of candlesticks, which are nothing more than graphical representation of the price action, clearly shows that whether bullish or bearish they share the same parts; the only difference being the direction of movement after the opening price. So therefore, the candlestick can be used to represent a range over any chosen time frame. Daily price action where there are no wicks on a candlestick (marubozu) are few and far between. In fact I can boldly say it is rare to have such price action.  For this reason I will be basing the discussion of strategy on price action  as shown by the candles above . 

Analytical Tools.

1. Market sentiment for the pair and USD across the board at the start of your trading period (day). 

a. COT  and FXCM SSI
b. Market sentiment as gleaned from the trading platform. WYSIWII (what you see is what it is)
2. Support and Resistance levels for:

a. EUR/USD USD/CHF GBP/USD USD/CAD USD/JPY EUR/GBP

3. Ranges 65-85% band

Peak & Trough Scalping technique

From the description on candlestick we can see 2 opportunities to scalp irrespective of a bearish or bullish price action :

Step 1   Identify the peak of the time frame and go short. The target is the close price.

Step 2   Identify the low of the range and go long. 

This sounds simple enough. The problem, however, is in identifying the high or low of the period. We employ technical analysis for this. question is how does one know the entry point be it the peak or close to  I 

We are going to have a hands-on trading session over a number of days. Trading times are set to use  the strategies stated earlier: 

1. London Fix

2. Asia Close i.e. 7-8 am UK time

3. Newday start 10:00 pm UK time

4. Daily Range and span

      Positions to be Technicals - Support and Resistance for CHF 

	
	Support and Resistance Levels 
	
	
	Interest Rate Outlook 

	
	Key Levels 
	Strength
	Comments
	
	
	Timeframe
	Target

	
	R4
	1.1268
	High
	5/18 High
	
	
	Benchmark
	0.25

	
	R3
	1.1198
	High
	50-Day SMA
	
	
	
	

	
	R2
	1.0991
	Medium
	6/8 High
	
	
	1 Week
	0.142

	
	R1
	1.0873
	Medium
	20-Day SMA
	
	
	1 Month
	0.202

	
	S1
	1.0720
	Weak
	6/10 Hourly Low
	
	
	3 Month
	0.402

	
	S2
	1.0662
	Medium
	6/5 Low
	
	
	6 Month
	0.535

	
	S3
	1.0590
	High
	6/2 Low
	
	
	9 Month
	0.693

	
	S4
	1.0485
	High
	12/30 Low
	
	
	1 Year
	0.845


		Technicals - Support and Resistance for CAD

	Support and Resistance Levels 
Interest Rate Outlook 
Key Levels 
Strength
Comments
Timeframe
Target
R4

1.1424

High

61.8% Fibo of 1.1812-1.0801

Benchmark 

0.25

R3

1.1293

Medium

6/8 High

R2

1.1232

High

20-Day SMA

1 Week

0.307

R1

1.1180

Weak

38.2% Fibo of 1.1812-1.0801

1 Month

0.375

S1

1.0929

Weak

6/4 Low

3 Month

0.725

S2

1.0790

Medium

6/2 Low

6 Month

1.100

S3

1.0614

Medium

10/2 Low

9 Month

1.230

S4

1.0500

Medium

Psychological Support

1 Year

1.418
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	Technicals - Support and Resistance for GBP

	Support and Resistance Levels 
Interest Rate Outlook 
Key Levels 
Strength
Comments
Timeframe
Target
R4

1.7000

Medium

Psychological Resistance

Benchmark

0.50

R3

1.6828

High

50.0% Fibo 2.0160-1.3496

R2

1.6665

High

6/3 High

1 Week

0.600

R1

1.6474

Weak

6/10 High

1 Month

0.698

S1

1.5941

Medium

20-Day SMA

3 Month

1.304

S2

1.5798

High

38.2% Fibo of 1.4397-1.6664

6 Month

1.519

S3

1.5533

High

50.0% Fibo of 1.4397-1.6664

9 Month

1.660

S4

1.5384

High

200-Day SMA

1 Year

1.779




SENTIMENT AND POSITIONING SSI Positioning
GBPUSD – Forex trading crowds have continued to sell the British Pound against the US Dollar, but the rate of selling has dropped sharply and our SSI-based forex trading systems have actually sold the currency pair. The ratio of long to short positions in the GBPUSD stands at -1.18 as nearly 54% of traders are short. Yesterday, the ratio was at 1.03 as 51% of open positions were long. In detail, long positions are 19.3% lower than yesterday and 0.7% stronger since last week. Short positions are 1.8% lower than yesterday and a substantial 32.3% weaker since last week. Open interest is 10.7% weaker than yesterday and 64.9% above its monthly average. The sharp drop in short positions lends credence to the argument for a noteworthy GBPUSD top.


Full Article
COT Positioning
GBP: The 13 week index is at 100, which indicates a sentiment extreme.  A top typically accompanies index readings of 100.

SENTIMENT AND POSITIONING SSI Positioning



Full Article
COT Positioning
US Dollar Index: The 13 week index remains at 0, which indicates a bearish sentiment extreme.  Sentiment extremes occur near bottoms so expect a bottom and reversal in the USD.
EUR: The 13 week index has rolled over from 100, which indicates a turn from a sentiment extreme.  A top typically accompanies index readings of 100.


Full Article
	
	Technicals - Support and Resistance for EUR
Support and Resistance Levels 
Interest Rate Outlook 
Key Levels 
Strength
Comments
Timeframe
Target
R4

1.4500

Medium

Psychological Resistance

Benchmark

1.00

R3

1.4365

High

12/29 High

R2

1.4188

High

50.0% Fibo of 1.6036-1.2326

1 Week

0.885

R1

1.4101

Medium

6/9 High

1 Month

0.879

S1

1.3923

Medium

20-Day SMA

3 Month

1.253

S2

1.3784

High

38.2% Fibo of 1.2884-1.4340

6 Month

1.463

S3

1.3610

High

50.0% Fibo of 1.2884-1.4340

9 Month

1.554

S4

1.3512

High

50-Day SMA

1 Year

1.621
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EURUSD – Forex trading crowd biases on the EURUSD have shifted quickly, and recent volatility in crowd sentiment has left our SSI-based forex trading systems effectively flat the currency pair.  The headline SSI ratio still registers at -1.54 as nearly 61% of traders are short—giving a contrarian signal to buy the currency pair. Yet short positions are actually 11.2 percent lower on the week, and the crowd’s short bias is waning.  Yesterday, the ratio was at -1.27 as 56% of open positions were short. Unpredictable shifts in forex positioning make our SSI-based bias summarily unclear. Of two purely SSI-based momentum-trading systems, one is currently short while another has gone long.

	


14/06/2009

15/6/2009

Sentiment --  Not sure will wait till morning to see. 

Have put in GBP trade based on H/Lo so far

Ttime:  14/062009 2125BST        Spot    1.40

Euro :  Res 1       res2       Support1       Sup2

         1.4188      1.4101    1.3923         1.3784

Avg range 150    Open 

CAD 

Spot 1204  Lo 1176   Res 1230/ 1290          Sup 1100/1050

Trade Current High GBP   1.6447  Lo  1.6419 @ Sun 14/06/2009 22:18BST  

1. Sell @ hi –100 ( 1.6347 limit 1.6250)for 100 pip, buy @ Lo 1.6422 +100 (1.6522 limit 1.6550)  for 100 pip gain 

2. Morning Direction seems down. Trade down has kicked in

3. Put in trade ticket 18767476 to catch morning unwind. @1.6354 down to 1.6342  and @ 0758BST closed. Not sure but left till 0801 BST and limit hit.  Good    EUR/GBP going down as I thought. £ positions. Will leave in for the long term target of 100 pips

4. Not looking like dropping. No GBP data. US TICs expected @ 1500BST. EUR Support 1.3785/1.38 roughly. EUR@1.3890/1.3900 so room to drop.  Stop put in @ 30 pips   CAD  30 pips to res 1. 1290+ not looking great. Closed 50K @ 14 pips gain. Went down for 30 pips gain  put stop @ -10 pips loss. Left target intact. Stopped out with 10pip loss. Net 4 pip gain. Terrible. 

5. 12:53BST EUR/GBP still intact now @ 30 pip gain

6. Awaiting TIC data strategy : expected to be lower. If worse GBP UP EUR/GBP down which is OK. Plays into the hands ofEUR/GBP going down to 0.7. If better expect GBP down  for 200 pip daily drop.  next support @ 1.59 to far for today . But theme then shifts to drop over night towards that. Check GBP impending data.

a. Closed One EUR/GBP position @ 1343 BST.  Will wait for a rise and short again.

b. TIC is the only income US has ; has supported USD in the face of Trade and Budget s=deficit over the years. Should that fail now the USD will be dumped Waiting

7. 13:47 GBP UP 1.6390 ; is there whisper saying TIC is worse ?

Went long USD/CAD after drop of 80pips from peak. TIC data 8 min away.  TIC data disappoint but no dumping.  Went short GBP at top after news release take 24 pip gain  Closed 50K for 34 pip

1. Wait till London fix and see, Expect a drop and big bounce to aid EUR/GBP drop

2. CAD struggles to surmount 1.129; closes pos 15 pip

3. CHF still 20 b4 intra day peak; wait and go long GBP to close above intra day lo.

4. Limit Entry @1.6350 triggered  I think too early. Do not expect drop below 1.63. then mighty bounce like has been happening. Waiting. Angling. 

5. Went long GBP for upswing after drop at London End of day

6. CAD short Another GBP long EUR @ 100 pip drop.

18790460 closed for 6 pip loss  21:53 BST 1653EST Close of day 1700 EST

16604307 %)k closed. Anticipate USD sell in Asia. For 100 pips will see on the UK morning of 

16/06/2009
@ 0745BST

CAD short placed on whim GBP left on whim   GBP did not drop further actually improved. So closed with 9 pip loss. CAD left. 

Draw down on EUR/GBP lost abt 20 pips. But we are in for the long haul on this

New High established for GBP and EUR. Went short for the morning drop or end of Asia drop. @ 0750BST @ 1.6460 2 100k Lots

 Closed 50 K CAD for 22pip profit.

Closed  one GBP for 6+ pip profit

Closed last GBP for 1.3 pip profit

@ 0800 BST Sentiment.  GBP EUR seem upward.  Range so far  GBP 1.6208 –1.6367  EUR 1.3747 – 1.3863  i.e. 160/ 120 pip ranges .  Would have gone long like I guessed from last night but not sure what GBP data will bring. Both at a good points to drop big. So will wait for data

Leaving   CAD in so far down to 14 pip; closed CADc@ 0820 BST for 19 pip gain. Stalled on 1300.

@0913BST Gut feeling GBP data +ve; GBP EUR Up. USD down. Wait.

@0930 data out  GBP up but took adv in EUR/GBP drop to post 11pip EUR/GBP profit. Wait and short E/G again .  Data v +ve.

@ 0947 have gone short @ 200pip mark GBP been stung but believe there will be a drop. From SSI GBP bearish.   CHF hit 100 CAD hit 100 range and if there is going to be a flip it could be now or a further rise. GBP hanging tough though @ 16422   

EUR/GBP @ support  if this holds expect GBP tp drop sending E/G up from support. This will be second bounce off support.

 Closed GBP  0.8 profit  to reduce risk. Not sure going to drop. Cad struggling. E/G not bouncing up fast enough.

@ 0957 BST EUR ZEW data due in 3 minutes. EUR  and hence GBP  upward sentiment. The Eur people perhaps have leaked info.  

@1000 BST EUR Up to 1.4 have  short LE at this. Added more one short and 2 more GBP shorts. @ 1.647 for 50 pip drops.

Closed one GBP 11 profit

Closed one GBP 11 profit

Closed 2 EUR pos for total 10 profit

@1034 BST went long CAD. Target 50 pip  

Closed one GBP 50 profit with still 3 losing position when caught on the data realease.

@ 1200 BST Closed 2 pos with a loss of 2.5 to reduce risk   closed another GBP with  3.3 loss

@1215BST have to leave to attend to household chores. Got 4 pos  2 x  GBP making loss ,  E/G profit and CAD  7 loss.  We will see when I get back. Expect Cad to go up so should recoup existing loss.  US awake and price sentiment still seem slightly anti USD. 

Back @ 13:45 BST  Have made further losses GBP up to 1.6470  but LE @ 1.65 kicked in . ; now 30 profit another @ 1.6470 now @ 8 profit   Closed @ 45 &  11 profit

More USD data in 2 mins meanwhile USD  ( Eur GBP CAD up)  has dropped. Leak ?  I think good place to fall . IP released –1.1 vrs 0.8 consensus. Range over done. Expected drop happened.;  good height to fall from. 

 !.6444 seems to support; breached so will short for move lower down. Expect a 100 drop from peak. COT and SSI show bearish GBP EUR.  Went short 6440 GBp  target 6400  Struggling to drop below 6420. USD/CAD struggle to get to 1300.  Took 11 p[rofit from short @ 1.6440  CAD still in expect 1300 target. Closed one GBP for 18.5 loss  Closed another GBP with 27 loss. Final GBP closed target hit @ 1.6400 70 profit.  Added later Closed losses tpremature ye of little faith
CAD left for 1320 target.  Went short E/G @ 8457 target 0.84 target 50 pips

 Closed 50 k CAD for 60 profit. Waiting for 1320 target on 50K

1320 maybe a target too far closing 40K CAD  Let me see if 10K will hit target.

1500 BST closing 10K CAD  60 profit

   Open pos. 2  x E/G  open @0.8457  & open 0.85

Cad went on to 1.134 so target would have been hit
1612BST 

Going short GBP or EUR.  EUR is heavy hence better option but GBP has better volatitlty Went for GBP : 6457 and EUR.

Took adv of rise in GBP to close E/G for 10 will wait and short on the dip of GBP.

Closed E/G for 60 profit  Will short rise expected. from  GBP  which is still high. Has to come down for the London Fix.

London Fix EUR target hit

Close GBP for 8.8 profit

Take 50K 22 profit. Leaving 50K GBP for further gains. Target 40 1.6420 GBP too High on a bearish day unless there is a flip and I’m still unaware hence precautionary closure of 50K.

 50K GBP Target GBP hit. @ 1.6420 There is life outside forex. I shutting down for the day.

17/06/2009

1000pm BST ie start of day for 17/062009

Put in a trade for CHF based on a guess that the trend is up.

Set LE for GBP and EUR  @ open +130 GBP with 70 target  EUR Start + 100  for 50 target Long  Short start –150 +50 target for EUR start-100 + 50 target. Good night. We’ll see in the morning.

0812 BST

None of  LE triggered.  Did not have any for EUR going north. Good cos would have triggered and turned around. Going out  removed all others except E/G. One has triggered. Cannot seem to be sure of entry points for GBP EUR. So do nothing. Will come back and see if can have a conviction on direction.  Still think big agenda is to get E/G down.

Mood seem USD down. Leaving EUR GBP CAD alone . Keeping E/G and CHF whch was based on 1:2 factor. 

 1441 BST back and mood is certainly USD up. Eur and GBP have both done 120  and 260 down and bounced. 

Went long on GBP for stop hunting target 30; Now  -17. still confident. Will wait.  All US data disappointed yet USD up. Let us see. Expect a rxn up. Are we going to see the massive upswing b4 london fix in the past few weeks ?

No more data so London fix is all ther is to play for.

Both CHF and CAD have 50 to move to previous peak. Have all already made the 100-150 range so far. Movement up will push GBP fiyrher down.  Loss to stop hunting trade  increasing. Wrent log again @1. 6255 for 50 target.   CHF bottom 1/3 CAD top 1/3. not syncd down got to resove. CAD to go down  to match not likely since AD tends to have a mind of its own. CHF up means CAD up . my cad trade does not make sense. Fiind a good pt to exit.

1553 BST GBP has not surged as expected closing one  for  24 profit

1603 BST closed original stop hunting for 6 profit. Dunno what London Fix will be like.

Closed E/G for 11 profit. “ other loss-making are in place for long haul

1606 Looks like London fix inplace GBP drops from 6410 to 6270. Going long  later just watch to see ig=f further drop occurs

 Gone short E/G for 50 maybe overnight. Closed CAD for  12  

Closing one CAD for  7 to reduce exposure

NB Correlation thrown out of the window. CHF down GBP EUR should be UP but not. CAD seems to be the one playing ball. USD/JPY also down. Doing its own thing.

1652BST Closed another E/G for 10 profit . Will wait to fade again after 1700BST expecting GBP to rise.

Cannot see CHF making profit based on corre. So closing with loss of 17
Cad target of 80 below peak hit for 36 profit

1655BST Went long GBP thinking London fix drop over for 30 profit; won’t mind if more will monitor.

GBP 30 pip target hit

2 E/g left for long haul

1958BST Corr restored. As below

[image: image24.jpg]System View Tradng Charts Help

5 Stop/Li

X simple Dealing Rates (12) X |

it | Close

ox

14:59:10
Liasose (EEED 139869
Rollsi-6.69 | 100 | Rollei2.55

Li9s.520
Rollsi-4.35

14:59:10
196,795

104 | Rollei1,23

14159104
L162150 | 3.0 | Hile4856
Rolls:0,00 | 1.00 | Rollpi-1.41

usp/cHr - |

14:59:09

Accounts (1) X

account [ Balance

Livo7ezs
Rollsi-4.52

30
053

HiLo9265
Rolles0.81

m%
Li1.12745 Hit 14508
Rollsi-2.88 0.55 | Rollei018

| 14590 x|
Log4tel 085375
Rollsi-8.55 164 | Rollei3.o0

| .08 . 11°]

1017, 04"

Open Positions (3) X |Closed Positions (3) X | Summary (-1,115.94) X |

EU

s

Orders (4) X

LE Waiting
LE Waiting

LE Waiting

EUR/GE!
EUR/C

BR/L

o

[[reading s Open

|5 [pemospremupEmo|sasersssost

start| | @Dsvaze4 0..| Spresentation | EJFxcm Trad.. | Siscreentid... | B angers wo... |





As can be seen CHF USD/CHF dropped to 1.0762  so it was good to exit with the loss.  Meanwhile we could have made a killing on the GBP/USD trade that was exited with 30 pip profit. 

17/06/2009 2225 BST

Going to bed . closed  GBP for 26 gain

Put in whinm CHF short 

18/06/2009 0747BST
Put in short Asian  for Asia end of day. Range too narrow. GBP under 100 EUR 55 CHF  50.  Doest not look promising.

Have EUR and GBP short for Asia end unwind.    Closed GBP for 10 EUR closed for 1 profit

-EURUSD resistance at 1.4025
-GBPUSD and AUDUSD truncations?
-NZDUSD bearish below .6480
-USDJPY triangle near completion 
-USDCHF support at 1.0770

CHF close to support. Waiting to see if breaks thru and the go along with direction. GBP to possibly get to 65

            Close CHF short on whim for  1.5 loss. 

             UK retail sales due @ 0930 BST 0830 GMT. Will wait just before release to find direction. Expectation is worse than previous. 

0825BST CHF broke below 1.0780  got out too early. Ye of little faith.
0909 BST  GBP dropped from 1.6470  100 pips.  Eur has only moved  60 down. Will wait till news  release or close to  trade  E/G  in anticipation that the peak very  close and will be dropping. Jury still out on EUR and GBP

Previous US data had been abysmal. At present levels current consensus baked into GBP. Anything close and I expect bounce up; unless we are seeing Teflon USD.

Corr still out of tune. CHF lows CAD highs.  Resi Cad 1.1338 / 1.1489  spot 1.1320.      CHF pushing against support but CAD against RESistance. Corr out . 

LE entry short GBP kicked in for 23 profit then went long. Went short E/G 3 lots.  GBP long short lived . dropped 1.6280.  Well expect bounce. System freeze; well re started Trade station.

0944 BST closed GBP for 5 profit reduce exposure.

1145 BST US waking GBP dropped. @1.6228 went long 3 shot target 1.6250 Added 2 more.

@1204 BST closed 5 GBP for 10 each.. rebound from US waking drop. 6th  target hit.

1218 Closed 50K GBP from rebound of days low of 1.6186. Caught at 1.6198  for profit 54

GBP seem to reject at 1.6260. Been rebuffed 2ce at least. Put in LE for Long intradya @1.6280 for 50

1557 BST went long GBP expecting CHF to drop to low and establish corr b4 London fix and CAD CHF the would rise with corr drop in EUR GBP.

 Let’s  see . Was unavailable being on the phone for London fix. Missed it; now 1715BST

1809 BST closed E/G for 70 had gone short at almost peak

0752 BST 19/062009

The E/G have recovered but loss still big. Leaving them in for long term  E/G 0.8+ still a massive deviation from the initial setting of 0.6. It should go down over time but how soon ?  Overnight Rollover interest is about $17.5 this could mount up over a period of time.  Currently 54 and 24 pip losses. Was a bit reckless there. Went against wisdom of spacing at least 50 pips.

Missed  Asia unwind.  Range v narrow. Relax and wait till UK gets in its stride.  No US or UK data. Euro data  PPI (rated as medium impact economic indicator) came in as expected @ 0600GMT . 

Ranges as at now :     GBP 85 Eu 68 CHF 68  CAD 53.

1018 BST My gamble one chance out of 2 CHF trade again is loss making as at now. 

CAD  data of medium impact is the only one now due. Retail sales  @ 1230GMt expected to drop –0.1 from 0.3

1048 BST expecting another run @6440 by GBP; give up on failure. Looks like all is quiet on the “western front” awaiting news from across the pond.

CHF now broken below 1.088 @ 1.08330 looks like  “what won’t go up will go down”

1322 BST   CAD nade 100 range GBP 150 EUR  70 CHF 63

6 mins to Cad data release.

1328 BST closed one E/G for 19  less rollover

1458 BST LE on GBP downward movement triggered. Was hoping for 50 +  but price seems settling @ 10 p profit. Exited 50K left 50 hoping to more downside movement.  Price at Top – 50 now.  CAD at top. Closed next 50K for 15

GBP LONG @6390 FOR 30 INTUITIVE Momentum slowed closed for 11

1607 BST went short for London Fix target 30

Closed whim or gamble CHF for 18. Overstayed my welcome @ 30 was greedy wanted 50.

Closed jpy with 21.2 loss
1639 BST London Fix GBP making loss now Went up 120 loss before dropping from 1.6560+ to 1.6470 recouped most with other trades above. 1.6520 LE from this afternoon kicked in made abt 40  and some meagre scalpings. In all a good day in the office. E/G still got way to go . Still keeping the last in for 1.8400 limit

Axioms

"If it's simple and works well, don't complicate it."

Curiosity killed the cat and impatience was the undoing of the trader

Trading Specific Pairs

EUR/GBD

I will show how to exploit the daily range of  currency pairs again to trade this cross. This pair is a derivative of EUR/USD and GBP/USD; better viewed as EUR/USD  and USD/GBP (inverse of GBP/USD).  The Eur and Cable move in the same direction almost always ie they rise or fall together albeit at different rates against the USD. Thus on a day when the EUR rises or falls say 100 pips the GBP would rise or fall 150 in tandem. The raw average of daily ranges for the 2 pairs in 2007 and  2008 and Jan to May 2009  are respectively: 

    Fill here with table showing avg daily ranges for CAD, EUR, GBP, CHF, JPY, and E/G

            Pair          Avg daily range       no of + days        -ve days 

           CAD,

EUR,

GBP,

CHF,

JPY        

This takes some measure of uncertainty out of the behaviour of this pair. If they 2 currencies rise GBP rises faster than EUR so  E/G ratio falls and as they fall GBP generally falls faster so the ratio inceases hence the rate rises. Look out for the top of the GBP/USD range and go long E/G because  GBP/USD will normally settle lower for the day after hitting the peak. Conversely, Look for the low of the day and go short since  GBP will rise faster making E/G go lower. 

     Insert screenshot of both E/u G/U at bottom of rabng and at top.  here
 On rare occasions Eur drops faster and in this case it is no brainer E/G will drop. As shown below.

               Insert screenshot of  E/u falling or rising faster than G/U here
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