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CHAPTER 1
Challenges and Rewards

fig. 1

5-minute 60-minute one-week

fig. 2
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CHAPTER 2
Why Most Day Traders Lose

“* A LONG WAY BACK TO EVEN

Number of
days at 10%
return to get
back to even:

Day 2 return
Day 1 return: required to get
back to even:

11.1%
25.0%
42.9%
66.7%

100.0%
150.0%
233.3%
400.0%
900.0%
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CHAPTER 3
You Must Have an Edge

fig-4 BUYERS SELLERS
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fig. 5
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fig. 7

fig. 8

CHAPTERS
Choosing What to Trade

Simply refers to the The type of
number of options The expiration month; option being
contracts being third Friday of the bought or sold,
bought or sold. One month unless eithera "call”
contract = 100 shares. otherwise specified. ora “put.”
short one DIS nov 120 call

In general market lingo, a The call letters of the The strike price

"long" position entails buying stock being optioned. for the option.

and a "short” position

entails selling.

= (b] 0 0 0 0

Strike Price | Price of Options Contract | Change Bid Ask | Volume
120 -| 34.12 +0.30 | 33.80 33.95 29
130 24.27 +0.42 23.80 24.00 7
140 ¢ 14.25 0.00 13.85 19.00 110
150 J 4.39 +0.12 4.35 4.45 238
160 0.21 +0.01 0.21 0.22 2059
170 0.01 -0.01 0.01 0.03 12

o The buyer of the call option buys the right to purchase the stock at a given "strike price.”

o Option chains list the last price paid (per share) for the option at the given strike price.
The price of a call option always increases in inverse proportion to the strike price.

o The Change column shows the recent increase or decrease in the price of the options.
o The Bid column shows available offers (bids) to buy options.
o The Ask column shows available offers to sell options.

o The Volume column shows the quantity of options recently traded at the given strike price.

o These four call options are "in-the-money” because their strike prices are lower than the stock
price (153.80). Option chains will usually highlight the options contracts that are “in-the-money.”

PART | Is Day Trading Right For You?



fig. 9
POPULAR CURRENCY PAIRS AMONG DAY TRADERS

Symbol Pair
EUR/USD Euro/US Dollar
UsD/JPY US Dollar/Japanese Yen
GBP/USD British Pound/US Dollar
GBP/JPY British Pound/Japanese Yen
EUR/JPY Euro/Japanese Yen
USD/CHF US Dollar/Swiss Franc

fig 10 100,000

units of currency

10,000

units of currency

1,000

units of currency

STANDARD LOT MINI LOT MICRO LOT
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fig. 11

fig. 12
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CHAPTER 6
How Markets Work

WYCKOFF MARKET CYCLE

GLD

18 Apr Jul Oct 19 Apr Jul
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fig. 13

fig. 14
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o — e is an action move.
e — e is a reaction.

o — o is a subsequent action and later becomes a new first action.

o — e is a new reaction.

o — o is a new subsequent tradeable action move.

o — o is a new reaction.

o — o is a new subsequent action but is weaker and sets up a possible new action in the
opposite direction.

T
09:05
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fig. 15

fig. 16

fig. 17
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fig. 18

fig. 19
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CHAPTER 7

Charting
fig. 20 EUR/USD
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fig. 22 EUR/USD
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fig. 24

fig. 25

fig. 26
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fig. 27

1,496 1
1,494 1
1,492 1
1,490
1,488 1
1,486 1
1,484 1
1,482 1

1,480 1

1476

]
]
]
]
]
1,478 .
1
]
]
T

T T T
06:35 08:30 08:38 08:50  08:52

fig. 28 /RTY

1,494

fooa
| Il|Iﬁml Hﬂ””m"l ﬂuﬂlﬁﬂﬂwIHD
L

1,492 1

¥
1,490 L
;!

1,488 v |!’

14867 P I'Iﬁﬂﬁ it g A 'Ill i
,|"! SLaL o o’

h] I'Iﬂ

Dw‘

1,484 1
II

A e e e e e e e e e e - ------

LI LU
Ll bl i

1,480

T T T
08:30 08:35 08:45 08:52

fig. 29
1,498 RTY
1,496
1,494
1,492
1,490
1,488
1,486

Wm&ﬁumﬂT

1,484

I
e

1,476

i)

14744

g gy

——
-
B e B e R
=

PART Il The Foundation of Day Trading



fig. 30

fig. 31

fig. 32
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fig- 36 DOUBLE TOP DOUBLE BOTTOM
PATTERN PATTERN

937 HEAD & SHOULDERS PATTERN

fig- 38 BULL FLAG BEAR FLAG
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ASCENDING TRIANGLE

Resistance

o DESCENDING TRIANGLE
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fig. 41

fig. 42
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fig. 43

fig. 44
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CHAPTER 8
Technical Indicators
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fig. 45
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fig. 47 GLD
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fig. 49

fig. 50

1,510
1,500
1,490
1,480
1,470
1,460

90.0

70.0

50.0
30.0

RTY
ﬂlmﬂl‘ﬂ ey
u 1 - i mhﬁi-w v
f i 4
I *L* CJ i ﬁ *. ‘ *ﬁ D . i 1 [LHL- Dﬁﬁ*lFD”'ﬁé‘iﬁljJPU QT
[RATT R
V‘T l*ﬁ '¢? f H
o - i# -
—RSI
/\/: ‘- "= - A
W\ * =) A
% R A A\ Vs
\ ~TAN |
" - e
- “ -

10.0

3,000
2,980
2,960
2,940
2,920
2,900

2,880

90.0
70.0
50.0
30.0
10.0

T T T T T T T T T T T T
8:00 16:00  10/8 8:00 16:00  10/9 8:00 16:00  10/10 8:00 16:00  10/11

ES

- - - - o o
n\n%ﬁ *i MD“DG 14
gohiae - Poon, ] L ™ 4 I
A (J

- o e®"
R

o
mesn mh“’“l"ﬂlawa ot e
e '*""r'ﬁr e Chd

-

| 43 o -
L f]iﬂ*’“***'w-ﬁ'”' o +¢l.¢+ﬂt+tmu* l"T ﬁ_nﬁf .= g

.
!er**” !
_lo
JoR s A \ TEE oo
\ A \ " IV \ I\ A \ TARRY A VAV A1
v ML WA N4 ] \ [\ / ~ [V \ VA
[ Y VI I A A [ N \ [ Al 1] \ [V
/ 7L I ——— A S—— WA W — Y —
A ] | 1] N Y A/ | ] 1/ VU Vi |
i —1 w v L\\/ i v !
] i 2
T

T T T T T T T T T
18:00  22:00 2:00 6:00 10:00 14:00 20:00  24:00 4:00 8:00 12:00

PART Il The Foundation of Day Trading

27



fig. 51

fig. 52

fig. 53

CHAPTER 9
Types of Traders

Resistance ----------------------

Resistance IEEEE Gl

Resistance KRRl s
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go long here

stop here

cover long,
go short

cover long,
go short
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fig. 54

fig. 55

A TRAILING STOP EXAMPLE

Trade opened at 'a'

$103 Price Target

limit order

$101 Stop-limit + OSO
stop market
XYZ = $100 $99.50 Stop-loss
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fig. 56

fig. 57

CHAPTER 10
The Big Chapter - Trading in Action!

27,130 1 YM l © l
= ul;ﬁ.'ﬂ?l_lu@_iﬁf?' y

27,090 4
27,080 - L ‘

27,070-Q “ ‘
27,060 - F
27,050 -

27,040 4
T Blowout —
T volume spikes. Notice all volume spike bars correspond
1,400 4 to down bars through support line.
1,000 4 l'l l 1

800
200 4

S

i |IHI||||||H qally |l||||| A |l|'|||‘.

o An aggressive entry on the first downward break through the support line is the riskiest.

S

o Place the stop-loss a few ticks above resistance.

o Better odds can be had when entering on a retest of the support line. Support becomes resistance.

27,130 YM l o l

I e T

ol gt RN L

27,090 1 [;r [;r ﬁDIQiiHi ' D'i

27,080 A L
27,070-Q ‘
el gl Sl SL

27,050 4
27,040 4

—
1,800 4 Blowout

volume spikes. Notice all volume spike bars correspond
1,400 4 to down bars through support line.
1,000 o l
Ll bl
wl |1 [ L] ||||||||||||1.||||||||l|.

o 1% 26 = 26 points = $130 profit per contract when hit

o 1.5x 26 = 39 points = $195 per contract when hit

2x 26 =52 points = $260 per contract when hit (the price was unable to reach this 2x target
level in this case)

PART Il The Foundation of Day Trading
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fig. 58

fig. 59
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27,050 27048+ e mecccscccscsssscsccansssassananes
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Is the first shoulder (or the "left” shoulder).

Marks where the sellers initially find support. The buyers then step in and push the price to new
highs (point 3).

Marks the head, and the highest point of this pattern.

Shows where sellers find support again as they attempt to push the price lower.

0000

o Shows the feeble attempt of the buyers to push the price higher. They quickly run out of energy,
as exhibited by the very weak right shoulder (2nd shoulder). This is a very bearish pattern.

o Shows where shorts can be taken (a few ticks below the ascending neckline).

l x factor value from l o

point 2to 3 = 72\

*. T D l (6
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fig. €0 TRADE PROFILE

Shorting the Dow E-Mini (YM)

The entry is a couple of ticks (one tick = $5) below the

aallid i ascending neckline at point 6.
The stop is a few ticks above point 3. (I like to hide the stop
STOP 27266 | around the key level of 5, so | put the stop 4 ticks above

point 3.)
TARGET 1 27120 | 1x below point 2

TARGET 2 27084 | 1.5x below point 2

TARGET 3 27048 | 2x below point 2

The risk is stop-loss - entry x § per tick (27266 - 27227 =
39 x $5 = $195 risk per contract)

PROFIT AT TARGET 2 | +143 = $715 per contract

PROFIT AT TARGET 3 | +179 = $895 per contract

RISK 39

fig. 61

ES New head and shoulder neckline
e o formed here (5,6, and 8).
2,895  ameEr3 l l o There are multiple places to get short
2K 1 ---289850------------===-""-=-o--g--- J here. Go short a couple of ticks below the
2 894 J( horizontal neckline or on the retest of the
' 15x |- __;1&0351520 _______________ U A]J * &U , H“ neckllne when the price comes back up.
ay TARGET 1 J[ ! l L 2,892.75
X 1---2,892.50 ----11-r7-- H 1 }L u
L e i i
- t]“ — H €©)- - 289050 T Jces I H#‘ W' ‘
: « & 891.00 --------miie s
Phlsss il s R LT
2.890- iH 1 J . 2,890.13 Target 2 was hit perfectly, round +9 + &
| oronas gy, wmrozavezs ] u
2,889+ F c_ouple of " Target 3 was hit perfectly as well, but w
" ticks above the the trade would have stopped out at
| 1~° descending break-even after the price rose after
2,888 o o neckline. hitting Target 2.

T T T T T T T T T
11:48:50 11:55:45 12:05:34  12:15:00 12:20:32 12:30:36  12:44:27 12:57:49 13:08:09 13:22:38
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fig. 62

fig. 63 TRADE PROFILE
Going long on the S&P E-Mini (ES)

Enter off of the right shoulder, a couple of ticks above the
=R 285 descending neckline (each tick = $12.50).
STOP 2888.00 | The stop is placed two ticks below point 3.
1x above point 2. Remember, when Target 1 is hit, move
ULzl e the stop one tick beyond the entry for a risk-free trade.
Primary Target Objective. 1.5x above point 2, $137.50in
B 2873.50 profit when hit (2.75 points of movement at $50 per point)
Enhanced Goal. 2x above point 2, $187.50 in profit when
hit(3.75 points of movement at $50 per point). The second
el 2894.50 target when trading additional contracts (notice how perfect
it was).
The risk is the difference between the entry and the stop
i e (2890.75 - 2888 = 2.75 points = $137.50).
PROFIT AT TARGET 2 | +2.75=5137.50
PROFIT AT TARGET 3 | +3.75 = $187.50 per contract “

PART Il The Foundation of Day Trading

33



fig. 64

fig. 65

TRADE PROFILE

Shorting the S&P E-Mini (ES)

ENTRY 2892.25 | Entershort 2 ticks below the neckline.
STOP 2895.00 | Place the stop 2 ticks above the head (point 6).
TARGET 1 2891.00 | 1x down from the neckline.
1.5x down from the neckline. Target 2 is an even 2 points
away from the entry; hitting target 2 will earn $100 in profit
ARGERE 267025 per each contract traded (notice how perfect the target
projection proved to be).
TARGET 3 | 2889.25 | 2xdown from the neckline.
The risk is the difference between the stop-loss and entry
RISK 2.5 x $ pertick (2895 -2892.25 = 2.75 x $50 = $137.50 risk
per contract).
PROFIT AT TARGET 2 | +2 = $100 per contract
PROFIT AT TARGET 3 | +3 = $150 per contract

+./ CRUDE OIL FUTURES

59.001

58.901

58.80 I I
58.701

" 1
58.601
58.501

58.40+

Possible flag

‘ forming at

D right edge
I where all

D F i Q real trading

L D I I takes place.

T T
11:00:02 12:05:41
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fig. 66

fig. 67

++/CRUDE OIL FUTURES .
ticks below
59.00 the setup bar,
D * which is the
bar that
e B =7 m i ! braaks the
D ‘ I flag trendline.
58.80 D I i D I
[ I \
58'70'D I D I D D 5868 --------eo-- I ------------- -4
I I 58.63 - ----o-ennne I -------- M-»‘
58.601 I D D 58.59 ----cccccoooo- Moo BII
I LI I
%8501 I D Draw a
trendline.
58.40
11:00:02 12:05:41 13:17:00

TRADE PROFILE

Shorting Crude Oil Futures

ENTRY 58.59 Each tick in crude oil = $10

We set our stop 1 tick above the 58.70 key level. We

don’t want to exit the trade until it's broken against us
with enough force to overcome the key level. We need
to adjust the stop one point higher than the key level.

TARGET 1 58.45 | 1xlowerthan 58.63 (1x from the bottom of the setup bar)

STOP 58.71

1.5x lower than 58.63 (1.5x from the bottom of the setup
bar)

TARGET 3 58.27 | 2xlowerthan 58.63 (2x from the bottom of the setup bar)

TARGET 2 58.36

The risk is the difference between stop and entry (58.71 -

RISK 0.12 58.59 = .12 = 12 ticks = $120 per contract).
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fig. 68

fig. 69
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58.60Jl (] 0 ] Enter short here at 58.59 | D,g* |

o Ign_ [ -
3 0
I D T1=58.63-1x=58.45 ----° ----- _I—I

T2=58.63-15x=5836--------------

T3=58.63-2K=58.27------------

1.8261

1.8254

1.8244

1.8234

1.8221

1.8211

1.820+

11:00:02 12:05:41 13:17:00

GBP/AUD

18230 () - -1
D I g ? I D Setup/b'ar
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fig. 70

fig. 71

TRADE PROFILE

Going long on FOREX: GBP/AUD

1.8261
1.825-i
1.8244
1.8231
1.822+
1.8214

1.8204

3 pips above the high of the setup bar. Ordinarily we would
ENTRY 1.8241 | enter 2 pips above the setup bar, but we are going to make
a KLA to ensure we push past the key level of 1.8240.
STOP 1.8228 | 2 pips below the low of the setup bar.
TARGET 1 18262 Money Management Lev.el. 1x pips above the high of the
setup bar (+21 pips profit).
TARGET 2 18274 Primary Target Olz.ujectlve..'l‘Sx pips above the high of the
setup bar (+33 pips profit).
TARGET 3 18286 Enhancgd Goal.. 2x pips above the high of the setup bar
(+45 pips profit).
RISK 13 pips | The risk is the difference between entry and stop.
GBP/AUD

LN
Setup bar / o

Enter
here
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fig. 72

fig. 73

fig. 74
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fig. 75
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fig. 76
TRADE PROFILE

Going short on the ES

ENTRY 2920.00 | 2 ticks below the setup bar.

STOP 2921.50 | 2 ticks above the highest point on the triangle.

TARGET 1 2918.75 | 1x below the low of the setup bar.

TARGET 2 2918.00 | 1.5x below the low of the setup bar.

TARGET 3 2917.00 | 2x below the low of the setup bar.

RISK 1.98 The risk is the difference between entry and stop = .50.

The x is the distance between the highest point on the triangle and the x = 1.75 points
lowest point. =1/op

fig. 77 ES

ZZZ’Z' __________________________________________ i_H_fi __________ o
- -L ﬁ it 0.1 #U ++| TT:FY -------------------
O L e M

2,9718.0-=m 12=2,918.00 ~-------=--==--cl- I Jr ---

29170 - - m e 1322,917.00 -------=mesmemmnaenaslos 1

2,916.07

11:06:17 11:10:00 11:15:49 11:20:01 11:22:34 11:25:58 11:30:14 11:34:36 11:37:07
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fig. 78

fig. 79

UPTREND

Reaction Move/Pullback

Subsequent Action Move

Action Move

This is the entry point used
when trading a pullback setup.

Action Move

Subsequent Action Move

Reaction Move/Pullback

DOWNTREND

GC Fails to make a new high
then reverses hard. <
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W
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fig. 80

fig. 81

fig. 82

GC

1,470.04

1,468.0

Fails to make a new high
then reverses hard. \

1,466.09

1,464.0

1,462.0

1,460.0 ﬁ

1,458.0

T T
10:00:11 10:02:00

GC

T T
10:06:10 11:30:02

Fails to make a new high

1,470.0

then reverses hard.\\

1,469.0 uiﬂi

1,468.0 i |
[l |
T

- ﬂh
| D! Hll‘lﬂw,l_L Setup bar
i ‘ ) i\

1,467.0 q i |
1,466.0 DT %i‘ : U iﬂ'\” AL ql\\l\ﬁﬂf‘?’ H
! il = A —

——
1,465.0 1

i~ —
T |H| Action mov.e ' \_m\t

1,464.0 Q!D T . LJ_II
1,463.0 i I 20 SMA 1200 SMA Eriggr shor herg T‘!H‘Iﬁ
1,462.0 ”!H H :, !1 U
1,461.0 ‘
1,460.0
1,459.0
T T T T
10:00:25 10:10:36 11:00:23 12:36:58
GC Fails to make a new high
then reverses hard.

1,470.04 \
1,468.0 DIH |

A o )]

nel
QI HIHI - Setup bar

i
1,4660“[ "I i —4-+
I 12 N LRI

|
1
. i
m ¥ | H : Action mO\‘Ie ‘t‘\\
1,464.0 1 : | i
Enter short here ----- !‘- ------ ﬂ-‘- l lHT ‘
14620-—m ‘% !HQIH * £\ |
o =7 points~ | W k-
Subsequent ‘
1,460.0 action move I~
\JH
1,458.0
T T T T
10:00:59 10:06:21 10:58:17 1110

PART Il The Foundation of Day Trading

4



fig. 83
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fig. 86

fig. 87

fig. 88
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fig. 89

fig. 90

fig. 91
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fig. 95

fig. 96

fig. 97
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fig. 98
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fig. 103
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fig. 104

fig. 105

fig. 106

]
]
1,582 '
l ]
11Uy EXPRRR L R : -------------- f] ' ---------- previous high---- 15795 == rsssmmmmmmcraneonn
1,578+ UI ' HD +D
]
e i T l'¢'I L Tl
P T TR | PRI R %H ----- b f-- previous close HTfﬂlﬂm ----------------------- D
s | vl o T
g I ' L'l
' bioty| |
1,572+ T'_'_
Fela
1,570 s 1
]
1,568+ ]
]
“'566 ::::::t:::::::::::::::::::::::::::::::::::premnusopen:::::::pre\"ousIow::::::::::::::::::::::::::
1,564+ ]
]
09:00 09:30 10:00 10:30 11:00 11:30 12:00 12:30 13:00 13:30 14:00 14:30 15:00
RTY.D .
b ]
1,582 [ ]
L]
1,580 i
15784
1,576
15744 !ﬁ
] 572_Lﬁ !T Using our 5 SMA
' 1 '*Tf trailing stop
15701 : t technique, we
i would have
1,568 N stopped out here.
[ ]
1,566 ]
............................. i B A e e R R R R S R
1,564+ L)
]
T

1,584
1,582
1,580
1,578
1,576
1,574+
1,572
1,570
1,568
1,566

T T T T T T T T T T T T
09:00 09:30 10:00 10:30 11:00 11:30 12:00 12:30 13:00 13:30 14:00 714:30 15:00

T T T T T T T T T T
09:00 09:30 10:00 10:30 11:00 11:30 12:00 12:30 13:00 13:30 14:00 14:30 15:00

PART Il The Foundation of Day Trading

50
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CHAPTER 11
To Be or Not To Be, a Winning Trader

Year 1 Year 2

PART Ill The Powers of Successful Day Trading

Year 3

52



fig. 111
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CHAPTER 13
Plan Your Trade and Trade Your Plan
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fig. 117

fig. 118
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CHAPTER 15
Looking Inward and Moving Forward

fig. 119

STER |

METHODOLOGY

STEP 2
MONEY MANAGEMENT

STEP 3
PSYCHOLOGY

fig. 120 EMOTIONS THAT WILL
DERAIL YOUR DAY TRADING

STRESS
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CHAPTER 16
Proof of Concept

fig. 121
Fast-Testing Example Notes
Contract symbol cL December-Z20
Chart type 8-tick mboar‘rnentum
Start time 10:00 am EIA report is Wednesday
Stop time 10:59 am 2 ticks above the setup bar
Entry rules xyz' strategy 2 ticks below the setup bar
Trade management rules xyz' strategy
Min # of trades 3
(per session)
Max # of losses 5
(per session)
Session goals Target 2 winner Or two break-even trades
Session win/BE rate 75% - 80% or better
fig. 122 Backtesting Example Notes

Did you run a fast-test?

Contract symbol

Chart type

Start time

Stop time

Entry rules

Exit rules

Trade management rules

Min # of trades (per session)

Max # of losses (per session)

Power of Quitting goals

Average net profit per trade

Average net profit per session

Average net profit per week
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APPENDIX 1

Futures Trading QuickStart Chart

fig. 123
Value/ Value/ Tick
Market Instrument Symbol Point Tick o Exchange
Energies Crude 0il (CL) $1,000 $10 0 NYMEX
Energies Natural Gas (NG) $10,000 $10 001 NYMEX
Energies | omeaded | ppy | ga2000 | s420 | 0001 NYMEX
Gasoline
Energies Heating Oil (HO) $42,000 | $420 0001 NYMEX
s d i e () | $5000 | $12.50 25 CME
(E-mini)
ock Indexes | Dow Jones
(E-mini) Industrials St = a0 1 il
ockIndexes |y xcpag (NQ) | $2000 | $500 25 CME
(E-mini)
ockindexes | o ccell2000 | Ry | $50.00 | $5.00 1 CME
(E-mini)
Grains Corn (C) $50.00 $12.50 25 CBOT
Grains Wheat (W) $50.00 $12.50 25 CBOT
Grains Soybeans (S) $50.00 $12.50 i CBOT
Financials e @N) | $1.000 | $1563 L CME
Treasury Note of a point
Finandials et @ | s1000 |¢78125| 1128 CME
Treasury Note of a point
Financials bl (zB) | $1,000 | $3125 (AT CME
Treasury Note of a point
Livestock Live Cattle (LE) $400 $10.00 025 CME
Livestock Lean Hogs (HE) $400 $10.00 025 CME
Metals Gold (GC) $100 $10.00 10 COMEX
Metals Silver (S1) $5,000 %$25.00 005 COMEX
Metals Copper (HG) $25,000 | $1250 0005 COMEX
Softs Cocoa (CC) $10 $10.00 1 ICE
Softs Coffee (KC) $375 $18.75 05 ICE

APPENDIX
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fig. 124
Month Month Code

January F
February G
March H
April J
May K
June M
July N
August Q
September U
October V
November X
December i
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fig. 125

fig. 126

APPENDIX 11
Key Forex Pairs

Symbol Pair Trader Reference
EUR/USD Euro/US Dollar "Euro”
GBP/USD British Pound/US Dollar "Cable”
UsD/JPY US Dollar/Japanese Yen "Dollar Yen"
USD/CHF US Dollar/Swiss Franc "Swissy"
EUR/GBP Euro/British Pound "Euro Sterling”
USD/CAD US Dollar/Canadian Dollar "Dollar Canada”
AUD/USD Australian Dollar/US Dollar "Aussie Dollar"
EUR/JPY Euro/Japanese Yen "Euro Yen"
EUR/CHF Euro/Swiss Franc “Euro Swiss"
GBP/JPY British Pound/Japanese Yen "Sterling Yen"
GBP/CHF British Pound/Swiss Franc "Sterling Swiss”
CHF/JPY Swiss Franc/Japanese Yen “Swiss Yen"
100,000
units of currency
10,000
units of currency
1,000

STANDARD LOT MINI LOT

APPENDIX

units of currency

MICRO LOT

61



fig. 127

APPENDIX 11l
Designing Your Trading Room

—* CHARTING PLATFORMS: Charting

platforms are essential for your trading

(not to mention your preproduction work).

Most of them also provide simulated
trading, which, if you read the book, you
already know is essential for becoming

a successful day trader. TradeStation has
advanced charting platforms that can also
be used in a simulated environment.

MULTIPLE MONITORS: As your trading
advances, you will probably want larger
and multiple trading screens. The more
real estate you have in terms of screen
space, the greater the number of charts
and markets you can watch.

BACKUP TECHNOLOGIES: Backup
technologies are important if you are

day trading real money. You don't want

to end up stuck in a trade with no ability
to exit. You should have a way to contact
your broker directly—such as the phone
number of the trading desk—in the event
your internet goes down or there 1s a
power outage. You might also consider
having a backup battery for your computer
or a spare laptop. The use of bracket
orders (chapter @) will save you should
technology fail. e

! !

APPENDIX
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GLOSSARY

x factor (multiplier)
A variable unique to a specific trade setup
used to calculate targets.

Accumulation

The beginning phase of the Wyckoff Market
Cycle where prices stop falling, marking
the end of a downtrend.

Action move

A dominant movement of price either
establishing a new trend or continuing an
existing trend.

Ask

A standing offer to sell an asset.

Backtesting

The study of past data and charts to
determine if a trading style or approach
will produce acceptable results.

Bid

A standing offer to buy an asset.

Bracket order

A special type of order where the target
and the stop bracket the entry, usually
with the use of 0SOs and OCOs.

Chasing performance

A common folly in trading whereby a trader
prematurely abandons a strategy in favor
of another that has recently shown strong
performance.

Chicago Board Options Exchange
(CBOE)

The largest options exchange in the Unites
States; the site of the first stock option
contract listings in the 1970s.

Commission
The fees charged by brokers for buying and
selling securities.

Congestion area

An area of stagnant or choppy price

action, where an asset price may bounce
around but does not breach any support or
resistance areas.

Consolidation

When price action fails to break in
one direction or another but remains
“sideways,” choppy, or stagnant.

Continuation pattern

A certain type of chart pattern that
occurs in the midst of a larger uptrend or
downtrend.

Delivery

The fulfillment of a futures contract
through the delivery of physical goods such
as crude oil barrels or cattle.

Distribution

The third phase of the Wyckoff Market
Cycle where both supply and demand
remain strong after a sustained move
higher and some players begin selling or
“distributing” positions to take profit.

Entry
The price where a trade is initially
executed.

Equity curve

A graphical representation of a day trader’s
account balance, depicting profits and
losses over time.

Exchange-traded funds
Prediversified, tradeable securities that
can be used to buy or sell representative
shares in an entire market, sector, or
portfolio.

Exercised

The state of an option contract after the
contract owner chooses to purchase or sell
the assets in accordance with the contract
terms.

Fast-testing

A fast way to test ideas—by quick-counting
results—with a premise or question you
want to answer in mind.

Fibonacci retracement levels
Specific ratios, such as 23.5%, 38.2%,
50%, and 61.8%, that some traders use to
predict the endpoints of reaction moves.

GLOSSARY

Forex

A massive network of financial centers
and global institutions that facilitate the
exchange of foreign currencies.

Futures contract

A tradeable contract that guarantees the
future sale or purchase of an asset at a
specific price.

Initial margin

A deposit made by a trader into a
brokerage account for the purpose of
trading futures on margin; the initial margin
deposit is typically 5% to 15% of the total
value of the futures contract being traded.

Key level

A technical level (such as support,
resistance, or a whole number) that
represents a significant price point on the
chart.

Key level adjustment

An adjustment to the entry, the stop, the
target, or any combination of the three,
based on the location of a key level.

Leverage

The ability to trade a large position using a
small amount of trading capital.

Limit order

An order to purchase or sell a security at a
specific price.

Liquidity

The extent to which a security is traded
frequently and buyers and sellers can be
easily found.

Maintenance margin

A specific amount of funds, less than the
initial margin, needed to maintain an open
futures position.

Margin
A loan from a brokerage firm to a customer
for a down payment on a stock purchase.

Margin call

A request from a broker for a customer

to deposit additional funds to reestablish
initial margin levels, or liquidate a position,
after the value of the position drops below
the maintenance margin threshold.
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Market order
An order to purchase or sell a security at
the best available price.

Markup

The second phase of the Wyckoff Market
Cycle in which the demand for an asset is
driven upward on increasing volume.

Mechanical rules

Rules of a tradeplan that include highly
specific parameters, such as specific entry
and exit points that are known in advance
of the trade setup.

Moving average

A popular chart indicator that depicts the
average value of a security over a fixed
trailing timeline.

Multiplier
A multiple that defines the value of an
options contract.

Net profit (or loss) per trade
The average amount won (or lost) per trade
in a tradeplan.

Pattern Day Trader (PDT) rules
Regulations imposed by the Financial
Industry Regulatory Authority (FINRA) that
limit high-frequency trading.

Pip

Short for “point in percentage,” a small
measure of price movement in a currency
pair, defined by the fourth decimal place

in most currency pairs (or the second in all
JPY pairs).

Premium
The price paid to own an options contract.

Price action

The ebbs and flows, higher and lower, of
the price of an investment security driven
by market sentiment throughout the
trading day or period.

Price action confirmation

When a trader waits for price action
to push past a certain level in order to
confirm a trend or a likely move in a
certain direction.

Price rejection point

A point or area where prices stop moving
in one direction and begin to move in
another.

Profit factor ($ won/$ lost)
The ratio of dollars won to dollars lost in a
tradeplan.

Profit target (target)
The goal of a trade, where the trader exits
some or all of the position to take profits.

Range bar chart
A bar chart in which each bar has the same
range of price from high to low.

Range extension

Each leg of movement higher in an uptrend
or lower in a downtrend, extending the
range of the dominant trend.

Round turn

The opening and closing of a position, such
as buying crude oil futures to enter a trade
and then selling them to exit.

Reaction move

Price action that moves in opposition to a
dominant trend; the reaction move follows
the “action move” and is followed by the
“subsequent action.”

Reversal

A significant and lasting change in

price direction, often predicted by the
appearance of a classic chart pattern such
as the “head and shoulders.”

Risk profile
The distance between a trade’s entry and
its stop.

Risk/reward
A ratio of how much money is being put at
risk compared to potential profit.

Setup bar

A bar on a chart that serves as a critical
reference point with the potential to
determine where a position is opened,
where the stop is placed, and where other
important elements of a trade are defined.

Slippage

An added expense on a trade when an
order is filled at a price that is worse than
expected.

Spot price

Also called cash price; the current price
(most recent transaction) at which

the underlying asset is trading in the
marketplace.

GLOSSARY

Standardization

The process by which futures contracts
are formatted so that their terms are easily
understood.

Stop entry

An entry into a trade that usually comes
in the form of a stop market or stop-limit
order.

Stop-loss

An order that is placed at a certain price
point that will limit a trader’s losses if the
price moves against his position.

Strike price

The price at which shares (or other
underlying assets) are bought or sold if an
options contract is exercised.

Subsequent action

A predictable movement that follows a
reaction move and reasserts the movement
of the dominant trend; the subsequent
action often (but not necessarily) mirrors
the action move in terms of shape and
length.

Technical analysis

The evaluation of an asset based not on its
underlying value but on its behavior in the

marketplace as determined by the actions

of buyers and sellers.

Tick
The minimal increment of price movement
per symbol.

Trailing stop

A tactic whereby the trader progressively
adjusts the stop-loss closer to the target
so as to lock in profits.

Underlying asset

A security that has its price and delivery
date dictated by the terms of an options or
futures contract.

Winning percentage
The percent of winning trades in a
tradeplan.

Wyckoff Market Cycle

A theory of market behavior outlined
in four phases: accumulation, markup,
distribution, and markdown.
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