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Introduction &4

Hi! Thanks for purchasing the Price Action Protocol. The purpose of this material is to
dramatically improve the technical analysis and trading methods of whoever reads it.
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First, a disappointment:

Many of the ‘trading systems’ available for purchase today make many a promise to
‘supercharge

your trading, and bring in THOUSANDS of pips a day!!"’

This trading style... is not one of those. We consider material of that nature to constitute a
‘scam’. No single short-term, intra-day trading system has ever managed to maintain healthy
growth over anything resembling a long period of time. Markets change; areas of investment
adapt and evolve at a rapid rate. We are not going to make ridiculous false claims like that.

We take a more ‘investment- minded’ approach to speculation in the markets. We look for
obvious patterns that occur over larger time periods, to both decrease our market participation
(to minimize risk), and maximize profits by taking part in long-term trends and swings.
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Why the larger timeframes?

We believe that technical analysis, whether it is Forex, stocks, or commodity futures, is a form
of statistical analysis. That is, price is moved up and down the charts in accordance with the
buying and selling behaviour of the market participants. When you look at a price chart, you're
really looking at

a ‘map’ of the market’s belief of the value of whatever it is you're trading. With that being said,
anybody who has at least read a single textbook on statistics can tell you that the larger the
sample size you use, the more accurate the information. When you look at a five-minute
candle, you are observing the behaviour of whoever bought or sold within that five-minute
period. If you look at a Daily candle, you are seeing the behaviour of whoever bought or sold
within an entire twenty-four hour period. Now, of the two, which one sounds like it is more
likely to give you a ‘true’ representation of where the market is heading?
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Lastly, a pick-me-up:

Our approach to trading provides a framework upon which your trading style can be improved
in order to successfully trade as a career. The methods we teach and the principles we outline
are the same main tactics used by career investors and speculators in order to accumulate
wealth over the course of your lifetime. While our trading methods will not turn you into an
‘overnight millionaire’, it will easily generate safe, reliable, and dependable returns that will
enable you to achieve your dreams and goals. The old adage is, “Rome wasn’t built in a day”.
We take the same approach to money management. With this material, you will be able to
generate returns that will easily surpass the majority of your peers, and push you ever further
into the realm of profitability.

In closing, we hope this material achieves everything we think it is capable of, and helps turn
you into the trader you aspire to be. You will be able to use the information/methods in this
course to formulate a real trading plan that is going to be suited to you and your personality
instead of working with something pre-made that doesn't fit your style. This way you
maximize the chances of actually seeing it through and becoming successful.
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Disclaimer - CFTC RULE 4.41

IMPORTANT - Trading foreign exchange on margin carries a high level of risk, and may not
be suitable for all investors. The high degree of leverage can work against you as well as for
you. Before deciding to invest in foreign exchange you should carefully consider your
investment objectives, level of experience, and risk appetite. The possibility exists that you
could sustain a loss of some or all of your initial investment and therefore you should not
invest money that you cannot afford to lose. You should be aware of all the risks associated
with foreign exchange trading, and seek advice from an independent financial advisor if you
have any doubts.

Clearly understand this: Information contained in this product is not an invitation to trade any
specific investments. Trading requires risking money in pursuit of future gain. That is your
decision. Do not risk any money you cannot afford to lose. This document does not take into
account your own respective financial and personal circumstances. It is intended for
educational purposes only and NOT as individual investment advice. Do not act on this
without advice from a certified investment professional, who will verify what is suitable for your
particular needs & circumstances. Failure to seek professional advice prior to acting could
lead to you acting contrary to your own best interests & could lead to losses of capital.

CFTC RULE 4.41 - HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE
CERTAIN LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE RECORD, SIMULATED
RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, SINCE THE TRADES HAVE
NOT BEEN EXECUTED, THE RESULTS MAY HAVE UNDER- OR-OVER COMPENSATED
FOR THE IMPACT, IF ANY, OF CERTAIN MARKET FACTORS, SUCH AS LACK OF
LIQUIDITY. SIMULATED TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO
THE FACT THAT THEY ARE DESIGNED WITH THE BENEFIT OF HINDSIGHT. NO
REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO
ACHIEVE PROFIT OR LOSSES SIMILAR TO THOSE SHOWN.




About This Course XTFiX/A-# &
What you need to know before you
start?

This course is designed for people who already have a very basic understanding of how forex
works. You do need to know the simple stuff; knowing what a pip is, understanding the
different types of orders, what support and resistance is, and what lot sizes are; the entry level
basics.

If you are brand-new to forex, and you haven't learned the basic concepts yet, don't worry. The
Baby Pips ‘School Of Pipsology’ explains everything you need to know in a way that is quick
and simple to understand. Once you know all the basics, you can come back to this course
and we can teach you all the cool stuff.

Scfgfool
* Pipsology *
by BabyPips.com

" —

http://www.babypips.com/school/

What you can expect to learn from our Price Action
course

TRAEMPARFERS 24

We’re going to teach you how to trade simple, easy-to-understand setups, which require very
little of your time in front of the charts. No need to stare at the screen and monitor the markets
for hours on end; you can set your levels and walk away. No need to use complicated
indicators; all you need is a price chart. No need for any special charting software, you can
use any charting software that you like.
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This course covers the six simple, powerful Price Action setups, from the bounces to the
breakouts! These Price Action setups are powerful enough to signal you in on the moves
before they actually happen; this allows you to get some great entry prices! You will be shown
how to tweak these entry prices & their respective stop loss levels so that you can achieve
better risk/reward ratios on each trade.
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You will learn money management techniques that will allow you to make money even if
you're losing over % of your trades, and also be shown common bad thinking habits that will
destroy your trading account, and how to you can avoid falling into these emotional traps.
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After mastering the content in this course, you will see the markets like you never have
before and be able to enter positions will full confidence. You will wonder how you ever traded
without using these simple price action techniques.
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Charts B 3#*

The beautiful thing about Price Action trading is the ability to trade off of simple price charts,
free from any clutter from indicators. We operate exclusively off of the Daily or D1 chart,

only using a
brokers whose Daily candle closes when the New York Market Closes (GMT 22:00).
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Why New York Close
candles?

These New York Close (NYC) candles give 1 true 24-hour session’s worth of data. NYC
candles open when Sydney markets open at the beginning of the week, and close when New
York closes in Friday. So one daily candle is a true representation of what happened during
that entire Forex session. NYC brokers give 5 daily bars per week, with no weekend/Sunday
candles. It is still possible to place your trade orders through whatever broker, platform, or
system you like; the important thing is to make all of your trading decisions based on analysis
of NYC candles. Graham personally uses a New York Close broker terminal open just for
charting, and then switches over to his main broker’s terminal for placing orders. Easy!

Some examples of New York Close brokers

are:
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Daily Charts and above...

B For the Daily charts and above
’ (Weekly & Monthly), we have the
L “ " plain candlestick chart with 2
“"’T ‘\ \ Exponential Moving Averages (EMA)
R added.
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.; <7k ;
| I

For the traders who preferto use the lowertimeframes (TFs)...

If you're using anything lower
than the Daily chart, then you
simply need the plain candlestick
chart loaded as shown to the
right.
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We rarely trade lower timeframes; ; "’ . !
occasionally, we will look at the 4 | X | ’“‘ ! . ’
hour charts if market conditions are | *l'""”' " !
right, and the signal is excellent. You [ ’ "

will find that the signals(that will |
mature into a profit) generated on ;
lower timeframes usually manifest S ———
themselves on the daily chart.

—

Also, when using lower timeframes,
the rate of false signals, or
‘whipsaws’, increases dramatically.
Trading our specific methodology
on any TF lower than the Daily
may work sometimes, but more
often than not you will likely find
yourself overtrading, and entering on
setups that don’t hold much value as



asignal.
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What Markets To Trade fF 24 K M E S HXEFER 5

This is a question we are frequently asked; “What markets should | be trading while using this Price
Action system?” The Price Action Protocol strategy will work best with all the popular liquid
markets. High liquidity markets have a larger amount of participants actively trading to a produce a
large consistent volume of cash flow. This high trading activity produces smoother price movements,
bettertrending conditions, and less whipsaws.
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An example of a high liquid currency pair is the EURUSD, which is the most actively traded currency
pair in the Forex market. All the major currencies like USD, EUR, GBP, JPY, CHF, AUD are the high
liguid markets and work well withthis system.
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Any low-liquidity market, like an exotic currency pair, or most stocks, often become quite choppy;
they don’t produce many clean trends and are prone to violent whipsaws. It's best to avoid these
markets with this Price Action system as they tend to generate many false signals.
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Currency Metals like Gold, Qil Stock Indexes like the
Silver and copper S&P and Dow Jones

Some of the commodity markets do have high liquidity, and are suitable for use with this Price
Action system. Markets like GOLD (XAU/USD), Silver (XAG/USD) and even CRUDE OIL.
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Here are some of the markets that we watch closely:
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EURUSD, GBPUSD, USDJPY, USDCHF, AUDUSD, NZDUSD, USDCAD, EURGBP, EURAUD, EURNZD,
EURJPY, EURCHF, GBPJPY, AUDIJPY, CHFJPY, GOLD, SILVER, CRUDE OIL, DOW JONES, S&P 500.

To begin with, there is no need to go about, throwing every single market that you can find onto
your watch list, it’s just going to make things too confusing. It’s best to start off with just a few the
highly liquid markets mentioned above and slowly expand as you gain more confidence.
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Support & Resistance J<4& STHEFH /107

Marking out correct support and resistance (S&R) lines will be crudal to trading the setups shown in
this course. The reason for this is simple; trade signals that occur when price is reacting to significant
have a much higher success rate than signals that occur ‘in the middle of nowhere’. Therefore, you
wantto only mark out S&R lines that are the most significant.

A IEWI) SCHEBR I (S&R levels) , RXEHMIEERS . EEAAGESR,  MEEZAL
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We mark most of our using the daily chart, but occasionally will use the weekly and even the monthly
chart as an added tool to mark out the very important areas. Naturally, from weekly and monthly
charts have a lot of significance assodated with them, and definitely should have your attention
whenever price approaches these levels.
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The bottom line: only worry about the daily, weekly and monthly S/R. The intraday levels on the 1
hour chart and below are of no interest at all; if a support or resistance level is important enough to

be worth noting, it will show up clearly onthe daily time frame.
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If you sit there marking out all the intraday levels that you see your chart is going to be loaded up
with lines everywhereand it will be hard to make sense of it all.
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Now look at the chart to the left. This is

ﬁ[]n a Daily Gold chart from 2011, when the

] +—|—J market was ‘Trending perfectly. Notice
alldll how I've only marked out the important
levels. Just looking at this chart alone,

ot

- e
H[::+D *d:D there were several chances here to buy

into this trend using entry methods from

[‘]++T_T_QF&]T¢]U this course ©. X MEH & HZ K, S&R
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Support & Resistance <& St FH AL

If your chart looks something like the one pictured above, you’re over doing it! Sure, they all may be
valid S/R lines at some point in time, but we only need to plot levels that are around the current
price. Zoom out on your chart a little so you can see a month or two of price action, plot the next
major resistance and then plot the next major support. You only really need to have your chart
marked with these 2 or 3 importantlevels to keeps the charts cleanand simple.
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Support & Resistance J<4& STHEFH /107

In the chart below, we have marked 3 S/R lines which price has been reacting with in recent times.
Don’t waste your time zooming out and making sure you’ve drawn all possible and theoretical S/R
levels; just mark the important ones, the ones that are forming around the current price movement.
Protip: To determine which S/R lines are the ‘important ones’, simply place horizontal lines at the
extreme points of the last three or four ‘bounces’ or congestion areas.
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Notice how price reacts
with these levels, so I mark
them on mv chart

: — ¢
Congestion

Now, when plotting the S/R lines, | am looking for the levels which act as a turning point (a price
bounce) orwhere price congested (congesting on top of support, or congesting under resistance).
BTE, S/RHEIH G, WEEMRLLl B RO (IR s 7)) BN e B i B 14T
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The chart above demonstrates this; there are sometimes clean bounces off the the S/R levels which
act as a turning point. Or there is a build up of congestion on top or below of these levels, showing
the supportive orresistant properties of that particular price level.
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The important thing you have to remember: the market’s interest in S/R levels change constantly, so
as time goes on you must adapt to the market conditions and keep plotting the major levels as price
creates them. Don’t get stuck with the mindset that support and resistance levels are concrete; you
have to keep up with what is going on in the market. Obviously this is a slow, grinding process, so
you won’t have to update all yourlevels on adaily basis.
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Support & Resistance J<4& STHEFH /107

If you insist on using the lower timeframes, still stick to
using the Daily S/R levels. The chart to the left shows a 4
hour chart but with Daily S/R marked. Even though we
are working on a low timeframe, we are still using strong,
significant S/R levels from the higher time frames which
will improve our chances with any type of intraday
trading.
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Support & Resistance J<4& STHEFH /107

Plotting support and resistance is not an exact math or science; it leans more toward something
resembling an art form; one which you will get better at over time. Plotting levels is sometimes easy;
othertimesitcan be much harder, depending on the market conditions at the time.
) H SCHE R 30 AN — T TR R e skl 7, AR — T4l K [R5, 2 2815 Bk 58
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Support and resistance might also behave more like a support or resistance area, instead of a solid
key level. You find this behaviour happens a lot in ranging markets, which we will talk about soon.
But generally when mapping out support and resistance in ranging markets, we are only interested
inthe upperandlowerboundaries of the range, anythingin-between is usually discarded.
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In the above chart, we can see the market went into ranging conditions, which means it started
bouncing between two major levels. Itis the upper and lower levels, which contain the range, which

we plot on the chart because we are looking for any signals that form at the upper resistance or
lowersupport containment.
M EFRATTRE R H 1T I HE N R 37 78 3, I SR, AR AE X 8] b Rk 2 a8 RH i T3 )i 47,
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< This market is just one huge mess. The
situation is volatile and unstable, with no clear,
concise S&R areas to be marked out. When you

see these conditions, it’s best to just move along
to the next chart. Trying to trade these types of
market conditions is very risky. Don’t confuse
messy/choppy markets for ranging conditions.

Ranges are nice, clean, and clear bounces up and

down between containment levels; the chart to
the left is just a wild mess with nothing dear to

work with.
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Trending Markets & #4715

So what is a trending market? f+4 £i#&#H4TE

A trending market is simply a market that is consistently making Higher Lows (HLs) and
Higher Highs (HHs), or a market that is doing the inverse — moving down and making Lower
Highs (LHs) and Lower Lows (LLs). See below how the Dow Jones was in a nice bullish
uptrend.
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As you can see, the best time to enter a bull market is when it dips down and forms a
higher low. This is called a ‘pullback’, or retracement, and it is here we look for signals to go
long. The inverse is true for bearish trending markets; look for sell signals at lower highs. The
chart below is a nice bear market on the USD/JPY.
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Ranging Markets 1% £ & % [X 8]

A ranging market is where price is bouncing between 2 major support and resistance levels,
as discussed earlier. The support and resistance levels are not usually an exact value, but
are typically more like two separate areas: a support area, and a resistance area. These

‘areas’ could also be

referred to as
‘zones’
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SUPPORT AREA

Ranging markets are fantastic times to take buy signals off the Support zone, and sell
signals off the Resistance zone. However, the range will eventually break. When the
market finally breaks out of its range, the move tends to be explosive in nature. If you

are not correctly positioned, or are not in atrade on the break out

+ RANGING PRICE
Il
il

Breakout!

A retest of the break out area

)

don’t worry. The

market tends to pull
back and retest the
breakout area (Top
or bottom of the
range). This area is
also an excellent
area to take signals
from.
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The word ‘dynamic’ is defined as ‘a system characterized by constant change or activity’;
The 2

EMA’s that we place on the Daily chart and above are used for dynamic support and
resistance, because the EMA values change to reflect the activity of price. Price tends to
stick close to the EMA values. Think of the EMAs as ‘magnets’ which price is attracted to.
Occasionally price does get enough momentum behind it to move great distances from the
EMAs, but the further price accelerates away from them, the stronger the attraction gets
between the two, and price gets eventually does get pulled back in, creating these
correctional moves.
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™ As you can see here on the
When price gets too far away from the EMAs l ﬂ EUR USD, When the pall’ was in

in trending markets. Price soon finds itself

correcting back to them ++ T

an uptrend in 2011, price never
gottoo far away from the
EMA values before getting
pulled back to the EMA area (a
correctional move). Also notice
how price is finding dynamic
support  here. The 20 day
EMA acts as much stronger
support than the 10 day EMA,
and it is here that we look for
trade signals. Wik &, r&ah
LK E X KB4 EAT. 5
10842 4HEL, 208 za%f@l@ﬁ%
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s WATR 4 ¥ & F K BN
s

On the Gold chart to the

right, we can see how

price has eXpIOded What comes up , must come down...
upwards, accelerating

away from its EMA value.

But look what happened

immediately after: price m

crashed back  down

towards the dynamic

support, and in this case, ¢$L+T !

continued to fall right

through during the next B[F%

4:]

few sessions.
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So what else are the EMAs good for? Well, we can look at the divergence between the fast
EMA and the slow EMA. When they are diverging (moving further apart), this indicates
that the trend is building strength. If they start contracting, this may indicate the trend is
losing steam, or coming to an end, a tip off that the market may start to become choppy,
start ranging, or might just be going through a deep correctional retracement after a long
move. Check the weekly chart and see where price currently is in respect to the weekly
10/20 EMAs. This helps give clues to where the Daily chart is heading, because price
respects the EMAs on the weekly chart just as they do on the Daily chart.
WXL B R ZE A HWVE? AR ARSI IS A AR R R R W . G 2R 2k 2 4 it
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T 1 Just before this
' AUD/JPY trend took off

you could see bullish
-IH pressure in the EMAs. Also

L notice when the trend
*' started to take place, price
was respecting the

:
—Hl ! W dynamic support value of

the EMA’S
T MBI R
T i! Pressure starts to build and the EMA's T% i/]gf E/J EE I% 7— T Lﬁj:rj(ﬁﬁ
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Price Closing J’ L ?

above

EMAs

EMA's start contracting

1 crossover and diverge
as bullish pressure
T takes over

Another important feature, which is often overlooked, is which side of the 20 day EMA
price is closing on. If price is closing under the 20 day EMA and the 10 day EMA is
diverging lower from the

20 day EMA, then really we are only looking to short the market (vice versa for bullish
markets). Also

remember that we don’t want to enter a position if price is too far away from the EMA
value, because we know the risk of a correctional move to the EMAs is very high. The trend
is your friend; if you always play your cards in the direction of the trend you have a higher
chance of success. Let the EMAs be your guide in trending markets.
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A look at how the 10 / 20 EMA’s help analyze this gold

Price Closes below EMAs
EMAs pointing down

Crossover and diverge

Trend bias is now short

]

market.

Price finding resistance
at EMA values

Nice place to look to enter short

R

+T\ﬁﬁ#

FEEHEAERESE EARNEHSES . 1,
B, TIORHIREIERIBIE . 3. M EEE ML A, SAE S A

aH, HHAZ N5,
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Price overextended from the EMA value

.

further price moves away from the EMAs, the stronger the attraction becomes between

Price closing above EMAs

Price finding support at EMA's

EMA's pointing Up
Cross over and start diverging

A good area to look at buying

| 0
fried

Price too far away from EMA Value

a bad place to enter short

il

WAL T2 T, FonMizia. 2, Tk

1 So here we
have the EURUSD,
which has
aggressively
accelerated up and
become very over
extended from its
EMA value. Price
iS how at an extreme
price compared to its
mean value, and
the

‘magnetic  attraction’
between price and
the EMA mean area
is now extremely high.
Remember,

the

them. An advanced technique is to use this extreme attraction to our advantage, because we
know there is a high chance of a correctional move back to EMAs. There are often
opportunities that we can take advantage of where we are able to catch this move back to
the EMAs. In this case there was an Inside bar signal we could have capitalized on.
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< You can see in this
ranging market, the EMA’s

Over extended Price

do not get respected as
dynamic support or
resistance. EMA’s are only
used as dynamic support

or resistance in trending
conditions. However, the
overextended rule still
applies in any of the
market conditions.

M BRI EREE 2], BHAAERERS T, KE TERSARSEM. M2, XA3hE
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2 more example below of price accelerating too far away from the EMA value.

Over extended Price

Over extended Price

D

To summarize:

e We know that EMAs act as moving (dynamic) support and resistance in trending markets.

e We knowit's besttoenterthe marketwhen setupsform close tothe EMA’s

e We knowtotrade with the direction of the EMAs (The trend is our friend)

e We know to take note of what side of the 20 day EMA price is closing on. This helps us
determine the market bias.

e We know if price accelerates away from the EMA values rapidly, thereis a high chance of a
correctional move back to them that we can often take advantage of.
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We generally don’t use trend lines unless they are very significant, obvious, and really ‘in your face’.
When there is an obvious major trend line, we will plot it on the chart and use it to help add
significance to any setups that may form off it. Graham will readily admit that he rarely uses them
with his regular trading routine, if at all... But we can all agree that major trendlines are an obvious
technical development thatshould be watched.

KTk, FATEFEIRDHR, BRAFEATZ—H TR, REEIMERLT, AT 24tE
L ok, FFENIE GG TR .

Below is the gold chart with a massive trend line on Weekly candles.

Above is a nice trend line off the Daily EURUSD chart.



Trend Lines & # 2k

The above pic is a chart from another trader’s screen, who was kind enough to share his trendline
strategy with us; as you can see, this trader has really overdone it with trend lines and gone to the
extremesand beyond, causing the chartto be confusingand useless as atradingtool.
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The first trade setup is the Rejection Candle. It is also known as the Pinocchio Bar, shooting star, and
hammer candlestick pattemns. A rejection candle is made from price movements either up or down
to an area on the chart, then being rejected by the market closing with a long tail (or ‘wick’)
protruding out of one end. A candle with a long lower tail is a bullish indicator, and a candle with a
long upper tail is a bearish indicator. Rejection candle formations are very common, but not all of
them are signals. It is critical for a Price Action trader to consider the location of the signal before
placing any trades. To qualify as a valid setup, we must look at some key factors before making any
trading decisions.
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Rejection candles help us determine reversal points in the market. They are great indicators for
lettings us know whether price is respecting S&R or the EMAs in trending conditions, range
boundaries or even trend lines. Be cautious when trading rejection candles that are small in size, as
they hold little to no value as a signal. The best rejection candle signals are large and form in
established trends, showingvery clear rejection off the EMA mean value area.
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The above chart is the AUD/USD during a strong uptrend. We can see the EMAs are diverging, and
being respected by price. All the candles that have been marked with a blue box are rejection
candles. There were several opportunities here to get in on this trend but some of the rejection
candles would have you stopped out if you traded them. Why? Because their locations on the chart,
in regards to significant levels or dynamicS/R, were less than ideal and failed to meet the basic
criteria of a ‘high-probability setup’.
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< Let's have a look at the second rejection
candle marked in the previous chart. We can
already see this is a bad area to go long from;
price has already accelerated away from the
EMAs, and we know that when this happens,
the chance of a retracement back to the EMA
value is very high, which is exactly what
happened.
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When looking to trade rejection candles, you must focus on the actual area the candle is ‘rejecting’
from.Some high value areas to considertrades fromare...

e Strongsupportor resistance areas

e EMA Valuesintrending markets

e MajorTrend lines

ClearRange Boundaries

ﬁﬁ%m%wigﬁv,ﬁ I TR E L,
® ESCHET L,
TH MRS I A AN E
THWA R AL L,
T T A DX TR T,

< In this GBP/JPY chart we

$$‘L would have only been looking
Not valid signals |/ + for long signals because the
trend is bullish. We only want
to trade rejection candles with

lower tails (bullish signal) and
we want to make sure they

are rejecting from an area of
significance. All the rejection
candles marked in blue here
are rejecting the EMA values.
Which hints to us that price is

||i@@*l

Valid signals

respecting dymanicsupport.
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Here on the EUR/AUD chart
we have a clear down
trend. We can see the
rejection  candles  with
upper tails (bearish signal)
that have rejected the EMA
value were ideal places to
short this market. These
bearish rejection bars are

showing us that price is I )
respecting the dynamic ﬁ+.
resistance value, which is a

good indicator the trend is
stillintactand will likely continue.
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Now let’s look at rejection candles interacting with support and resistance areas.

EFRATE B HBLE B S&R A B L [Fpinbar 22 2 55

In ranging markets, we are looking for rejection
candles at the top or bottom of the range. This
market dropped 3 bearish rejection candles off the
top of the range.

FERA IR = X [, ELE B R i pinbar s+
AR ES
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< To the left we are looking at a
gold daily chart. Notice there are 2
bullish rejection bars reacting with
support in an uptrend. Not only are
they rejecting support, they are
rejecting the EMA values as well.
Now there are 2 areas of interest
that these setups are reacting with,
which gives them a higher chance
of success.
FEHEsEEIEmNE S, =
pinbar i ILFE R IS&R 7 I,
HAE F RS S A B2+ 500
By SR ER A A
b, HE RS E IR S

< See why these rejection candles

are not signals? This choppy market
provides no dear trend, and no real
key support or resistance levels to
trade from. This is why the candles
alone are not a good enough reason
to entera position.
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Remember, if price accelerates
too fast away from its EMA value
its often followed by a ‘snap’
correction move back to the mean?
This rejection candle created a
good chance to take advantage of
that situation. If price accelerates
l so far away from its mean value
and leaves that large gap between
actual price and the mean value,
and a reversal signal forms at the
price extreme, Then you could use
the signal as a tip off to the
upcoming correctional move and

‘ place a breakout order, which we
‘ talk about shortly. This works best

Bearish rejection candle

extended away from EMA value

in flatter markets; try not use this
technigue against any strong
+ trends.

THEC, R BUTT R PR I B 2k 4, 8, e bl i, 18, an SR A e i 3P
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Below, we have EURUSD in a clear downtrend. The 3 marked candles are rejecting the
EMA values and resistance levels. A nice cocktail of confluence to add strength to each trade.

T ER ST T s, 3R Fpinbar # H BUE X 4N SERIVE &AL, M feft 17—
REENH AL 2.




The Rejection Candle 37 [F] £R, f45j#R Pinbar

One other factor that should be pointed out is the body of the rejection candle itself. If a
candle forms with a lower tail and noticeably bearish body, then it's not really a bullish
rejection candle. However, if the body is only slightly bearish, and there is a long lower tall,
then this can qualify as a bullish rejection bar. Also, if there is a lower tail and the body is
chunky but bullish, this can qualify as a bullish rejection bar too. Essentially, the wick or tall
of the candle must be convincingly larger than the body of the candle(In Scotch’s universe,
he only looks for candles that have bodies which are no larger than 33% of the total candle
range; in other words, candle bodies are one-third or less the size of the overall candle).

A — R HRESR R, B2k T pinbar sk, 45 pinbarse th B 2 1) 128 SEARFIAL RN T 522640

B, WIASRER 1E M5 5. SR, W B 2R SRR /N, T2 2k R K 2 Mz 1155 5546 e

%%;Mllii)dt FE SEKN N R M ENES. &M E’JE%’%, SEAR (ANE )
W Rk kek i 13, ?2?;%757&14‘E’J%FHJ:, E)Lxe*&ﬁ%ﬁ’]ﬁ&%f k2, HRMEES.
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Long lower tail

Body is bullish which is a plus \/ m " -|-

Definitly qualifies as a bullish rejection bar

The body is way too bearish
to qualify as a bullish
rejection bar

Long lower tail

4;‘_!_ Body is bearish but small in size I
) Qualifies as a bullish rejection bar \//

These candles have long upper tails

But have thick bullish bodles
They do no qualify as

bearish rejection candles

1,

rejection candles? They have tails that form
bearish RCs, but the colour is wrong;
price closed bullish. Iif these candles had
closed bearish, then they would have
gualified as bearish rejection candles (But
not short signals). Each candle tells a story;
these candles do not tell the story of bearish
rejection with such a bullish close, and
should not be traded wunder any
circumstances.
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*H“ II " See how these candles do not represent
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This candle had too large off

a bearish close to qualify as ~— ————3p.
a bullish rejection bar. K +

Lower tail, bullish body
This is a good bullish

rejection candle

Wi~
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Finally let's look at some visual examples of qualifying rejection candles.
wJE, EBRANTEE AW pinbar X3
N A SENE Tpinbar A&, S S ERMARE S, AN,

The bullish Rejection
Bar

THRAREWES pinbar JEZS, WS NREAKES, AP N,

The Bearish Rejection
Candle




The 2 Bar Reversal XK/ #%

The 2 bar reversal setup is ultimately the same thing as the rejection candle setup in principle,
the only difference being two bars make up the signal instead of a single candle. Rejection
candles show that price moved to an area on the chart, and then was rejected by the
market and closed back down near its open, leaving a tail on the candle. With the 2 bar
reversal, the first bar moves into an area on the chart, closes, then the second bar opens
and moves back in the opposite direction, closing near or past the open of the first bar,
spreading out the rejection across 2 candles.
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The 2 Bar Reversal XK/ #%

2 bar reversals are not as common as rejection bars, but can still offer good trading
opportunities when they form. Just like the rejection bar setup, 2 bar reversals must be large
in size. The bodies of both candles must be large, with no large tails sticking out of either end
of the candle. Small 2 bar reversal setups cannot be considered valid signals; they must have
a large body volume, and form off a significant level.

BIRVKIAZ AR WG S, ATHEAENASLES. ElERpinbar —F,
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Protip: Why should 2BRs have large bodies? 2BRs will have small bodies when
there’s alack of liquidity in the market for a brief period; money has moved out of
that particular instrument. When that money comes back in, it’s difficult for the
signal formed by a small 2BR to accommodate that liquidity injection, and makes
for a poor signal. This appliesto all trading signals, not just 2BRs.
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To the left we have an uptrend on the
EURUSD; the two blue boxes are
highlighting bullish 2 bar reversal setups.

The first candle moves down, and the next T+I“ +TL$ ]

candle forces straight back up, which
displays bullish rejection across the 2
Forex Sessions (Daily Chart) IH —
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™ This example shows how a
rejection bar and a 2 bar reversal are
identical in theory. First, we have a
bearish rejection candle rejecting
resistance, then we have a 2 bar
reversal rejecting resistance. Both
setups are the same in nature, since it
was the same market dynamics that
created both setups.

Because the 2 bar reversal and
rejection candle are identical in nature,
they are traded in the same way. For
the 2 bar reversal to be a valid signal,
it must be

rejecting an area of significance (a major S&R level, EMA value, trend line, etc). Just
remember that the second bar must close near or beyond the first bars open and there
shouldn’t be any long tails sticking out of any of the candles. Both of the 2 Bar Reversal
candles should be large in range, and clearly stand out on the price chart to be considered a
worthy trade signal.




The 2 Bar Reversal Y K%
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Bearish 2 bar reversal off resistance

1st cande moves into resistance
2nd candle moves back down and
closes near candle 1's open

Resistance
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This bullish 2 bar reversal
was against the trend.
Remember, the trend is
your friend; going against

the trend will get you burned.

Bullish 2 bar reversal

2 Nice bullish

rejection bars

K
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Bullish 2 bar reversal

against the trend... X

iy

A

u

]

L In this uptrending silver market,
there were two nice bullish
rejection signals and then further
along a bullish 2 bar reversal. All
3 setups would have gotten you
in on the trend.
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The outside bar is also known as the ‘Engulfing candle’ and is a two candle setup. The first
candle closes clearly in one direction, then the next candle opens, breaches the previous
candle’s high or low, and quickly reverses, shooting off in the opposite direction of the
previous candle, forming a candle ‘outside’ the previous one. To put it simply, an outside bar
is a candle whose high value is higher, and low value is lower, than the previous candle. A
Bullish outside bar close must be higher than the previous bar’s open, a bearish outside bar

close should be lower than the previous bar’s open, and outside bar should not have any large
tails protruding out of its body.
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The Outside Bar 7 I 2%

. . "1 A bullish outside bar setup
Bullish Outside Bar Setup on Gold on gold. The first candle had a

In line with the trend
rejecting the EMA's

¢$H-Q

bearish close; the second
candle opened and continued
the bearish movement, broke
the first candles low, and
shortly thereafter reversed up
in the opposite direction,
causing a false break of the
low of the first candle. Then
price continued up and closed
higher than the first candle’s
open.
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The chart to the right
shows two bearish
outside bars that formed , S =
in a downtrend. Notice ~ [l "'
how the outside bar first * i
causes a false break of ‘*
the first candle’s high,

then reverses quickly

back in the direction of
the trend. Just like
rejection candles and. 2 2 Bearish Outside bars on EURUSD
bar reversals, outside Y e ciiih theciond

bars that show rejection Showing rejection of the EMAs

of an area of interest like
the EMAs qualify as
signals.
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=

ﬁ IT I — Close above first bar's open

False break of first bar's low

This chart shows a clearly defined bullish outside bar. When the second candle opened, it
broke the lows of the first candle, causing a false break, then reversed and closed
aggressively higher in the opposite direction. Like rejection candles & 2 bar reversal setups,
outside bars are only valid signals when reacting with important areas marked on your chart,
for example: major support and resistance levels, the EMAs, range tops and bottoms,
swing highs or lows, and significant trend lines.
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Rejection candles, 2 bar reversals & outside bars form often enough. All the examples
shown are from the Daily charts. The lower timeframes are littered with these setups, but that
doesn’t mean they are going to work as well compared to the signals that form on the daily
chart. The quality of the setups degrades rapidly as you move down through the lower
timeframes. It is highly recommended that you base all of your trades off the Daily chart for
accuracy. Even if you are taking a trade off the 4 hour chart, make sure the Daily chart
agrees with what you are doing. Going against the Daily will sting you where it hurts.



Comparing the 3 Rejection Setups ELB=FK&RES

We have now talked about the Rejection candle, 2 Bar Reversal and the Outside bar. You
might have picked up on this as you were reading through, when you really think about it and
place these setups side by side, you quickly discover that all three setups are all very much
the same thing; each one is just being viewed from a different perspective in time. The
illustration below will visually show you how the three setups are closely related.
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Close -
Open

Low

Rejection Candle 2 bar reversal Outside Bar

All three of these setups are price reversal patterns; all three tell us the story of price
moving down to an area on the chart, being rejected by the market, and forced back up in
the opposite direction. The inverse would be true for comparing the 3 setups as bearish
signals.
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We need watch out for these signals forming at areas of the chart where we anticipate price
is going to bounce and reverse. These are what we call the hot spots on the chart, where 2
or more factors line up together to create a zone or area that is going to be ideal for either a
buy or sell Price Action signal to form, depending on whether they are a hot spot for longs, or
a hot spot for shorting.
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There are areas(or zones), that present themselves on the charts which we like to refer to as
‘Hot Spots’. These hot spots are basically the areas/zones on the chart where a number of
things will line up together to produce a high-probability, low-risk location to take your Price
Action trades from. The hot spots are either going to be a buying hotspot for long signals to
form, or a selling hot spot for short signals, depending on the chart situation at the time.
Below is a basic example of a hotspot for long signals.
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Price

Hot Spot
for buying
-~

Swing Point

y i

EMA

The above example shows a situation which would produce a hot spot for long signals. Price
has broken out of a resistance level in an up trending market, is beginning to look
overextended. We are watching for a retrace to the hot spot, anticipating a long signal to form
there so we can jump in on the trend. The reason this is identified as a hot spot is because
there are 2 or more factors lining up that will boost the value of any bullish signal that forms
in this area of the chart. We have a swing line waiting here to be tested as support, and in
the same area we have the EMAs waiting to be tested as dynamic resistance, not to
mention there is an established uptrend, so we are only looking for long trades to trade in line
with the trend / momentum.
b P F s Bl AR R DX R SE AL 2 o Wi SR AT B i R s 1 s L EL L RIABEL TS
VER LA SRR, M BRI SR B E S, PDEEE I LU B be= AR )
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Obviously this will be the
inverse for down trending
markets, the selling hot spots
will appear when resistance
lines are in the same area of EMA
the EMA’s in a bearish market.
This is the environment we
want to see a short signal form

Swing line
in. 3

Sell Zone
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. The chart to the
left shows a live example of

a hotspot on the chart, hot
for buying. Price has
broken out of a
f resistance line in a

bullish trend. Now we are
waiting for price to retrace
to the area where the

Buy EMAs and the level are
Hotspot waiting to be tested as
support. When price
reaches this area, all we
need is a bullish signal to
tell us exactly when to go
long. 7c B 5k A2 A sy B 3R
JIr At 225 1) R 5 X B mT i L B
HISEANLLS

Swing line to be
tested as support

EMAs

The live gold chart to the right is M

pointing out a hotspot for a short
signal to form. See how the -
EMAs and the swing point meet "'
together in the hotspot area? This
is creating a potential turning | | Swing line to best tested |
point for the market, because the 28 resistance
overall market momentum is down,
all we need now is one of the
candlestick short signals to form in
this hot spot for that extra
confirmation to sell. E‘]
A P B < SIS I i 7 A A R XA A FT BB A I B2
" The live GBPUSD chart shows a
* candlestick signal that formed at a

hotspot on the chart during a bullish
* trend, the signal being the bullish
* Buy rejection candle. The hot spot contains
Swing line T+T Hot spot the 20 EMA and a daily swing point
tested as support | holding as support (support confirmed
‘ by the rejection candle), perfect
conditions to go long while the market is

trending up.
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Entry Methods NZ R

We've shown you the 3 rejection setups so far, but how do we enter them? There are a
few ways you can enter these trades, and different traders may use different techniques,
depending on your style or personality.
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The Breakout Entry Method ZEEAGHER

This entry method is considered to be the more conservative/safer method; your trade will be
triggered with breakout momentum, and this gives added confirmation that the setup is
working out in your favour. To enter using this method, simply put your buy order 1 pip above
the high of the setup for bullish setups (don’t forget to factor in the spread for all trades).
For a bearish setup, simply place your sell order 1 pip below the low of the setup. When
bearish momentum kicks in you will be triggered into the trade, with the confirmation that the
setup is playing out as expected.

RPN R R T W R L EMIAGEN THERE R AR BOEEM 25 Tk
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SN R AR, S S g TGS T sS85 W2 ITE.

2 Bearish setups
Using the safe entry method
sell orders are placed 1 pip below the setup

In the above chart, trades were
triggered by placing orders 1 2 Bullish setups

pip below the setups, and gi;nfrgfrssf:ee&:;dm itzfpd above the setup
entered with bearish

momentum. The chart to the
left shows two bullish setups.
Placing buy orders

1 pip above the high of the
signal candle triggered both
trades.
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Entering on the break of the high or low of the signal candle is the safest entry method which
gives that ‘extra guarantee’ that you have entered with the trade momentum. However, the
downside to this method is you may have to use a large stop loss to cover all of the risk in the
trade.

RGN EIRFE DA LA, HERSEGE, BT, &5 AR

The retracement entry [Al# A7

This method works on the principle that there is often a retracement before the trade takes
off. Entering a trade via a retracement will let you enter the setup at a much better price than
a break of the high/low, but it has its risks; you don’t have the added bonus of knowing if the
trade is working out like the safe breakout entry method. Retracement entry areas can be
the nearest low or high (the previous candle’s low or high), or Fibonacci retracement areas,
like the 50% or the 61.8%. | personally favour the use the 50%
level for retracement entries.
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50% Entry

The above chart shows the three major retracement setups. The nearest low/high retrace
method uses the previous candle’s low or high as the retracement entry point. But there
really is no way to know what retracement method to use on each setup beforehand. We
can only see what would have worked after the setup took place. However, the 50%
retrace entry would have worked on every single one of those setups.

That is why it is often
considered the preferred entry
method over the others; it

#I . simply offers the best price
+ that works across most

retracement entries. & 53
MR 7 = Fh B IEIAN
B . FAVEMET E R
BESYEIHR, RApefRak.
AEHE—ArblEE, L=
MANIHEEAF, 50%H 8] 15
B, £ Lm=MinfHess
B, MEHRMWAARA—ET -

= + XN 4, FwlFT50%
or nearest low entry l IR PN A
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\<utside bar

e ke
:>0°o

No retracement entries
Trade missed

Qutside Bar

Nearest Hi

50%

-

The risk of using the retracement entry is that the trade may take off without you. The trade
examples above hardly retraced before taking off, and we would have missed these
opportunities. However, the break of the low plus 1 pip would have gotten us in the trade. But
hold on, there is a way to get the best of both worlds here? Yes, simply by placing a
retracement entry order AND a break of the low plus 1 pip order. Now you have 2 trade
orders open. When one order gets triggered in, you must close the order that is left un-
triggered. Leaving the second order open once the first has been triggered exposes you to
unnecessary risk. If you can’t monitor the situation because you're at work or unable to
get to the computer etc, then the duel entry order method is not advisable.

BN I — DR, R EA R, T BRI 2. B AFATHA sE
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Duel entry orders

Break of high + 1 pip

50% retracement

When one order is triggered you must exit the other
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Although we are trading from the Daily chart most of the time, there is still an element of timing
that must be considered that will help you select your entry method, which still can be
applied to the lower timeframes. We have already gone over the two entry techniques;
the breakout entry method and the retracement entry method. Now | am going to show
you how to really fine tune your skills when using either of these entry methods.

S BT BRI 8] S AEAR Y H 5 5ok, (BAESE MR R B L, WS £ SR
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One thing we’ve noticed over the trading years is the behaviour of the price movement during
the Asian session. The Asia session can -almost- forecast, or act as a barometer, for what is
going to happen during the main part of the later Forex session (London/New York sessions).
London is when all the big money comes online, and this is when the real price movement
start to take place; when the London bell rings, it's almost like a massive flood gate opens
and the money pours in to the market. The London open has a reputation for being very
volatile as the Price Action can become erratic as the billions pour in, and from this time to
the end of the London/NY overlap is when the market is at its most active.

FANEZR, TN B R, @R GEE NI HIREZR, BTN SEm B (1
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Asian Session Movements VL 4/ 75 Y. BR R e S48 15

Some of the advanced Price Action traders may have picked up on this already, but over
time you will notice that the Asian session price movements will usually move in the exact
opposite direction that the upcoming London session is going to move. Very rarely does
price breakout during early Asia and continue to move in the same direction as the
initial  Asian breakout during London sessions. So let's use this phenomenon to our
advantage. The retracement entry method is going to work extremely well here; retracement
entry values are usually hit during the Asian session as the price ‘retraces’ against the signal.
WEZRIMNLZHHOLHE SR, WM BOEWIEIT R Y2, BRI B &
FTTIAREI o MR D2 8 T S S BOAE H SR MRGR I B 7 ) — S . AR ARG, dR
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London opens and the trend continues I !|
j

Asian session retrace against the signal

Notice in the chart above how the Asian session price moved against the Bullish Rejection
Candle signal, retracing against the signal direction. This is ideally when we would like
retracement entries to be triggered and get us in at a great price, then London opens and
the trend continues, pushing our trade into profit.
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The False Asian Breakout Y2 ¥ B} BRI ZE0E, 2 AR 20K

So we know that the Asian session has very few market participants and is the quietest time
of the Forex session. So it's only logical to assume that Asian price movements are going to
be small and uneventful. However, there are occasional eruptions in price during Asian time
and these are quite dangerous, and will trap a lot of traders into very bad positions. We
know that a majority of the market participants are offline, so who would cause moves like
this? Remember when we discussed high-liquidity instruments earlier? Asia breakouts are
what happen when a highly liquid instrument experiences a short-term liquidity crunch.
Because there’s so much less money in the market at that time, it takes less trading action to
move price further(new buyers and sellers aren’t moving into the fast enough, and price gets
caught in ‘dead space’ zones that get crossed easier). When these breaks happen, many
traders get caught up in the heat of the moment, and begin to trade in the direction of the
breakout, further exacerbating the move. Everyone is jumping on board a breakout that has
little to no real market backing behind it! When London comes online the true market
movement and direction kick back in and absolutely eat up any Asian breakout because
there’s so little volume behind it.
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For this reason we don’t want to enter trades that are triggered using the breakout entry

method during early Asia, as they are simply dangerous and have a poor chance of working
out. False Asia breakouts are usually the catalyst for the creation of the Outside Bar
signal. Price breaking out in one direction then snapping back closing on the other end of

the previous candle...
VYT 37 1R TR AT SEPERIALS, 388 85 2 AN Bl e S T IX MR, AT AE LI Bk £ R B
e LM B RA, ACN B S e %, B EERIR T, RIWFREES .

Asian Session Breakout
Traps Traders

London comes online &
consumes the whole move

An outside Bar is created 1

”$*+*

So we can see on the above example how using the breakout entry method during early
Asia would have trapped us into a bad move. This is a classic example of the Outside Bar
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formation and why they work; after the false breakout occurs there will often be an
aggressive move in the opposite direction, which can last for days. So be sure to set
breakout entries closer to London time when you know the true price movements are more

likely to occur.
EEEANIMBET . EE, IR BATER RIS, ARG A FOT T B B
A Hefii .
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The one rule that must always be obeyed when opening trades. IT MUST HAVE A STOP
LOSS, NO EXCEPTIONS! We consider this to be The One Unbreakable Rule of Trading.
When you first place a trade order, your stop loss should already be set in the trade execution
order. We're aware that for many people, setting stop losses at order placement is not an
option through certain broker’s terminals; the best thing you can do in this situation is modify
the order immediately after it's been placed, and set the stop loss. Do NOT allow a trade order
to go live without a stop loss in place. Do not use ‘mental stop losses’ or say to yourself, ‘Il
take care of it later’. An ill-timed power outage can do more damage to your account than
almost any other event outside of your control.
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When you place your stop loss, you place it at a logical price value that you know if breached
by the market, the trade setup has failed. This means stop losses are placed at a logical
level, not some random, “I'll just throw a 30 pip stop on the trade“. There are safe stop
placements, and there are some ‘tweaked stop placements that offer better risk /reward,
but are exposed to that higher chance of being stopped out.

BRI E B LS A B A A5 K, JEAR— BRI 35 67, 50 Ui W NI 2 BT R 00 AR,
REL B R & 25, X B IR A0 B R i ) Il B B A 1. A 24k
ARFb ] 5 1 ¥ L 30 i LEF, B A& O 1 IE SR E AN e 7 LU B (8 i &L A — > bz, ik
FULAMEAR R 5 i 5B, 0 HAR SRS, th ANRE U WIS Frotads Iy Ta1 ) 2502

Stop Placement below the Low or

High

The safest place for your stop loss is 1 pip below the low on a bullish setup, or 1 pip (plus the
spread) above the high on a bearish setup. This way all your risk is covered, and you know if
you were to get stopped out using this method the trade was not a success.
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In the chart below , notice the bearish outside bar setup. Using this method, the stop loss is
placed above the high + 1 pip. All the risk of the setup is now covered; if price was to break up
past the outside bar high, the outside bar is no longer valid and the trade is a wipe.

TITl**iT+.+'

Stop Loss placed below the low - 1pip
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When deciding where to place your stop loss, you must consider the entry method that
you are using. When entering the trade with a retracement entry, placing your stop below
the low of the setup (for bullish setups) or above the high (for bearish setups) works out to be
an excellent combination. The retracement entry method ensures you get in on the trade at
a good price, and this stop placement method ensures all risk is covered with the trade setup.
A ROESAL B R, R R B SRR B 2R T T BAR A
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The gold chart to the left
shows an example of the
retracement entry with the stop

Stop Loss above high + 1 pip
e — placed 1 pip + spread above the

Enter trade using the Setup-_ ] This is the
~—.__retracement method combination that we use
e most often, as it offers very

high risk/reward.

The example shown on
the left is a retracement
entry with a stop below the
low on the bullish rejection
candle setup. You can see
how this combination allows

l-
=t

Entry via retracement

Stop below the low - 1 pip

for a tight stop loss and
excellent risk/reward
potential.
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Now let’'s look at another entry/stop combination. What if you took a breakout entry? For a
bullish setup, place the stop loss below the low minus 1 pip, then entered on the break of
the high plus 1 pip, OR, for a bearish setup place the stop loss above the high plus 1 pip and
the entry order below the low minus 1 pip. This would be the safest of all the combinations as
it gets you in the trade with the momentum, and your stop loss covers the risk of the whole
setup. The only drawdown is this leads to a wide stop loss, meaning the distance from your
entry point to your stop loss is high. This makes it harder to gain good risk/reward from your
trade.

SR AL, RN IR NI 7 54 R B A7 iR B ARG, i DLAR 5 B2 A
XA AR 4 B

| ‘ 1 An example trading a bullish
rejection candle using this stop/entry
, _ - combo. You can easily notice how
e i large the stop loss becomes: the
n 2 market has to move greater
m / distances so you can achieve good
risk/reward, which can sometimes
take an extended amount of time,
and risk seeing price undergo a
il major reversal; this is the trade-off
el for using a safe entry combined with

a safe stop loss level.

Stop Below the low - 1 pip
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Very wide stop loss

The above chart shows a bearish outside bar setup. Placing an entry at the low — 1 pip and
placing the stop loss above the high + 1 pip leaves us with an extremely wide stop, which is
not desirable at all. There was also no opportunity here to enter via a retracement entry. The
stop loss needs to be placed closer to the trade entry to tighten up the stop loss distance.
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Stop Loss at retracement levels & BIVEALAMIT—/N s 8 B 1-47

So as we've seen, some trades just need too wide of a stop loss using the first stop loss
method. When combined with the break of the low/high entry method, this damages
the risk/reward potential and makes the trade undesirable. We need to place the stop loss at
a retracement level to tighten the stop distance.

Just like the retracement entry, you can use the same options you have for that method as
stop loss placements: The 50% or 61.8% Fibonacci levels, or the closest high/low (the
high/low from the previous candle).

Let’s look at the same trade again...
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Retracement stop loss options

Stop 1 pip above 50%
Stop 1 pip above prev candle low

See how we can use the retracement areas for stop loss placement? This greatly reduces
the stop loss distance and brings good risk:reward potential to the trade. However, this
method is not without extra risk. The stop loss does not cover the risk of the whole trade
setup anymore. When using retracement values for stop losses you must use the break of
the low/high entry method; this way you will be triggered in with momentum, and the risk

of a deep retracement will be minimal; this offsets the risk taken when using a retracement
level stop. It is recommended that this type of entry/stop combination placement should only

be used in steadily trending markets.
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. This bullish rejection candle was

-TF triggered by using an entry trigger
above the high of the setup. There was

no opportunity for a ‘retracement entry’.

B Using a stop below the low of the setup

would be undesirable because of the

wide stop loss it would generate. So we

+ can look to place our stop loss level
at one of the retracement zones. Just

like the retracement entry system, we
Trade entry above setup like to use

the 50% level for our stop loss

area.
50 % level Je BIR R B R TR AE,

s - TEHL T KA. AL R
nearest low from prev candle ﬁﬁ *ﬁﬁ]\iﬁ,ijﬁﬁiﬁSO%&%ﬂ%
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Any of the stop loss/entry combinations can be applied to these setups. See above how
a 50% retrace entry offered a good entry price to this bearish 2 bar reversal setup? The tigher
you make your stop loss, the greater the risk to the trade, but at the same time greater
risk/reward potential of your trade.
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Stop above high
of setup + 1 pip

50% retracement entry
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Stop loss / Entry combo examples ¥ #h 1E30 51 5H RN 1 45413 F 261

B2 R A I8 S AE ] S AL MBI ) A SR A
Retracement entry/ stop at high/low of setup
combo

Stop above high of setup + 1 pip

- . Retracement entry
Retracement entry - I

Stop below low of setup - 1pip

Bullish setup Bearish Setup

T RN 5 W] S A S B B B A SRS 4 &

Entry with momentum / stop at high/low of setup
combo

Stop above high + 1pip

Entry above high + 1 pip

Entry below low - 1pip

Stop below low - 1pip

TR RIS LRI E Ao i BRI B AR S 41

Entry with momentum / retracement stop
combo

Bullish Setup Bearish Setup

Retacement stop loss
Entry above high
+ 1 pip

Entry below low
-1 pip

Retacement stop loss



Consolidation #HEIE

Consolidation: What IS 1T?

Consolidation is basically a period of indecision. It can happen on any time frame, and can
strike at any time. Consolidation periods can last anywhere from as little as five minutes, to
five hours, to several days, weeks, or even months in some cases. When markets are
consolidating, price is essentially not moving in any particular direction, but appears to be
‘stuck’ in an area, moving up and down erratically as large amounts of money changes hands
at familiar prices, causing a mess on the charts. One example of causation is when large
commercial companies and large trading firms begin to rollover large positions in the market.
As these large sums of money change hands, there is no clear trend direction, just the noise
caused by the big players in the market rolling over large quantities of cash at the tightest
prices they can possibly achieve.
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This is the Daily EURUSD chart of 2011 when the market started consolidating heavily,
caused largely in part by the bad news that was plaguing the Eurozone. Previously,
markets were bullish on the EURO but as bad news was flooding out of the Eurozone, big
players in the markets started changing position. Commercial companies started buying up
the Euro while it was still high in value, and large speculators were getting out of their long
trades and positioning short. This extremely rapid buying and selling between the main
players in the market caused massive consolidation. You’re looking at the noise created by
the two as they exchange large amounts of currency/goods/stocks.
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Consolidation Breakouts # % [X 33 i 2 i

So how do we capitalize on a mess like that? The answer is quite simple: We dont trade. Our
objective is to trade the breakout of the consolidation period, not the consolidation itself.
Consolidation breakouts can be extremely powerful, and kick off some large moves, even start
new trends. A general rule of thumb is “the longer the consolidation, the more explosive the
breakout will be.” Think about a consolidation period that has been churning away on the
weekly chart for a long period of time; you can imagine how intense a breakout from that sort
consolidation would be!
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As you can see in the chart examples,
breakouts from large consolidation can
be very explosive. Again, we are
looking at high timeframes.
Consolidation that is significant should
have our attention; many traders either
try to trade during the consolidation
period and get stopped out from the
choppy conditions, or trade the
consolidation successfully but fail to
recognize when the consolidation ends,
or simply choose to ignore that particular |
market altogether because it has been a =
mess. Be patient, keep watching, and
wait for an obvious breakout. ¥F£ %%
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Consolidation




The Inside Bar 2 £

The inside bar is a candle that is completely inside the previous candle’s range, including its
highs and lows. Some people confuse inside bars with candles that have a body that is inside
its previous candles range, but the highs and lows are not. The entire range of the
candle, highs and lows included, must fall inside the range of the previous cande
to constitute an inside bar.
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You can see in the examples above, all the valid inside bars highs & lows are within the
previous candle’s high and low. The last example shows that the body was within the
previous bars range, but the high was not. This is not an inside bar.

TEENMARAT AT LR RATREE R, REA DR R T AT ARk 1 =
PARA MM AP LA S,

Inside bars are basically a candle that has formed from a period of consolidation/indecision.
We strongly recommend only trading Daily Inside Bars. When a Daily Inside Bar forms,
have a peek at the lower timeframes and you will find some consolidation. Inside bars are
common, but not all of them are good signals. Inside bars can cause some powerful breakouts,
and these are the moves we want to catch.
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Inside Bars work best in trending markets, trading breakouts in the direction of the trend.

Inside bars are diverse in the way they can be traded; Inside Bars that form within a trend
are used as trend continuation signals. Inside bars that form at major support and

resistance levels can act as a stalling/stopping signal. In rare cases they can even be a
reversal signal.

MR ST, IR AT R0 Bl RIS ER . WA &S S R
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The close direction of an Inside Bar is usually a good tip off which way it wants to
break out. Especially if the Inside bar body is thick and it doesn’t have tails sticking out either
end.
P SR DT IR, SRR, R TR EE SRR T 1A . RS SRR R Sk e A
LA S H B E .
The standard way to enter an Inside bar is using the entry above the high/low of the IB &
stop on the opposite of the IB, covering the full risk of the setup.

PRAERI A TP RS S NI BB, WA AP i i, IR BB R AL B

The chart to the left shows a
+ .+ bullish breakout of an Inside

Bar. The Inside Bar formed in
an uptrend (notice the EMAs are
up), the setup formed near the
EMAs, and it had a nice bullish
close on it, hinting to us that a
bulish  breakout and trend
continuation is a high probability.
This Inside Bar showed price
stalling right at the 20 EMA.

Entry above-the high + 1 pip

Stop below the low - 1 pip e B RARERIF R NI R E
R AE204 2 ERTHIE, B
A~ T TR R AR, BN
MM ZES .

To the right, EURJPY produced an
Inside Bar chain. The longer the period
of consolidation, the bigger the breakout
will be and this setup exploded. We can
see from the EMAs the trend is down.
Before the inside bar cluster there was a
bearish rejection candle off the EMAs
hinting a sell off. To enter multiple 1B
setups like this one you can use the
first IB, because it should be the
largest that formed, as your high/low

entry points and stop loss reference. T
LR Z AR LRI, R AT ) 4_ .
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In the example to the right, we have an inside bar that was used as a reversal signal. We
know that when price acclerates away from the

EMAs, the attraction between
price becomes greater. This X 2
A formed at an extreme price
inside  bar gave us the perfect faths BhlAs
opportunity to catch the move
back down.
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The 50% Rule  50%¥4

An observation we have made: after an Inside Bar forms, the setups that don’t retrace
past their 50% level before the breakout work the best. This rule mainly applies to Inside bars
that have a body which take up the majority of the whole inside bar range.
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50% 50%

If the setup does breach the 50% retrace level before breaking out, the probability of the
setup working out in our favour is lower, but not completely ruled out.
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Inside bar setups that retrace exactly to their 50% retracement level and continue in the right
direction are even higher in quality.

HU 6 ] 1 i B2 NI 455 3 50% FI Ly, LR D Z- B AN
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So when entering Inside Bars that have respected the 50% rule, you can enter on the
breakout and place you stop just under or over the 50% area, depending on if the setup is
bullish or bearish. This is optional, however, and does add more risk to the trade, but better
reward.
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nter on breakout Stop loss above
50% zone
4 P
:

50%

Enter on breakotit
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50% rule respected 0% rule respected

-

Notice in the examples above how both Inside Bars broke out, while respecting the 50%
rule. Both Inside Bars had a body which took up most of the candle range, and closed in
favour of the trend.

éSO% level respected/
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In the setup shown above (left) on the Daily Chart of Gold, you can see how the 50%

retrace level was respected completely. Also, be wary of Inside Bars that breakout during the
early Asian session. Breakouts around this time tend to be false moves. Don't get

trapped by taking early Asia breakouts!
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Inside Bar extended from EMAs
Bullish rejection candle
then an Inside bar
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Similar to the Inside bar, this candle shows a period of consolidation/indecision. However, it does
not need to be inside the previous candle’s range. The Indecision Bar has a centred body with tails

protruding from each end. Common names for these candles are ‘spinning top, doji, and neutral
candle’.
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As you can see in the examples, the indecision bar has a small body that is centred in the candle
range; the close is near the open and there are tails sticking out both ends of the body. This tells us
duringthe candle period price went nowhere, and simply consolidated. There was price indecision.
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Indecision Bars are traded very similar to inside bars, best traded during trending markets, close to

the EMAs, and taking the breakoutinthe direction of the trend.

. Enter on break

Enter on breako

Stop below the low

Just like inside bars, you enter with the breakout in line with the trend. The stop loss can be placed at
the opposite side to the setup, or you can place the stop loss in the 50% area, which will add risk to
the trade but increase reward potential. The best indecision bar setups are the ones that don’t retrace
very much; price charges straight up to the top or bottom of the candle and triggers you in with the
breakout. This is where we can take advantage of placing the stop loss at the 50 % area. If price
retraces further past the 50% level before breaking out, then it's best not to use the 50% stop
approach. Remember not to take indecision candle trades unless they are reacting with the EMA’s,
restingon some supportorresistance, aswingpointorstrong trendline.
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Price retraced passed the 50!
area, best to play it safe and
use the conservative stoi

50%

3

*. Breakout Entry

top at 50%

"

e

See in the example below, the first Indedsion bar setup charged straight down and triggered a
breakout, a good example where the 50% stop loss can be used. The next Indecision Bar forms very
far away from the EMAs, to catch the price slingshot back we look for a bullish breakout. However,
price retraced further than the 50% level, so we would have needed to use the opposite side of the
candle for our stop loss, which leaves the distance between the entry and stop undesirably wide.
Fortunately for us, the next candle was an Inside Bar, which we could have traded, offering a better

Or opposite end

stop loss and entry point.
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This is not a candlestick setup; it is a chart pattern based upon information from a large group of
candles. Not all consolidation is messy and chaotic; sometimes there are obvious consolidation
patterns that we can mark on our charts, and wait for a breakout. As the name suggests, we are
waiting for price to squeeze into a situation where there is nowhere else to go but break up, or
break down.
ZHRERA ZRKEA R, BRI M REEETZE. ERXMT Y, IR BRI O AR A AL
HIRUE S, A HRNIEE.

The first patternis where price squeezesintoawedge. Thisisalsoknown asa ‘pennant’.

Breakout!

X

Price squeezes to a point
where it has no choice but to
breakout up or down

ICM e iR, HERAZEME, AR KRBT .
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Another type of consolidation squeeze is when price squeezes itself between a support or resistance
level and a trend line. Price will consolidate and squeeze itself tighter and tighteruntil it bursts
through the support or resistance level or the supportjresistance will hold and price will break out
of the pattern inthe other direction.

ATl e B A LA R BESCIE B 2 | FER ETHEGE R =

Major resistance

Price squeeze into a tight space

A bullish breakout occurred.
Bearish breakouts can occur
from this patternalso

FEBH AT RBEAT, AZSFICA A b — TR EOVIXMIERS, AR5 1 R
HRA T RE.

bullish frowthis’ setup

Pricc sqeeze

Major Support

/
()

50 with any price squeeze pa ern you spot on the chart the direction of the breakout can happen in
either direction. Don't assume it will breakout one way and try entering early on assumption.



The Price Squeeze Pattern JCIN AWK TEESE—=/ATES

There are two ways to enter these setups. The first is to simply buy or sell as price breaks out of the
consolidation pattern, OR, you wait for a candle to close outside the pattern, giving a clear
indication thatis the direction price wantsto go
AW IMNEEBRERMIES R . £—ANTEE, REEERIE. 55— InEe, FiL
&JE, WEMEREERSZIN, AN ERE.
Candle closes outside

of pattern confirming
breakout!

/"
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Entering once a candle has

l closed outside the consolidation
* pattern is the safest way to

I T enter these breakouts, however
~ stop placement can be tricky.

g 7 The safest place for your stop

loss is on the other side of the
breakout candle. If you want to
try tightening your stop loss,
move down the 4h chart and
place your stop under the last
swing low or above the last
swing high, depending on which
direction you’re trading. It may

also be possible to grab a
retracement entry on the

Candle close outside
of consolidation

breakoutcandle.
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Another way to enter the breakout is to wait for a candle to close outside of the consolidation
pattern, which confirms a breakout. Then wait for price to retrace down that candle’s range, tum
around, continue in the breakout direction, and enter on the break of the breakout candle’s high or
low. This method gives you a new area to place your stop loss, above or below the retracement level
before the breakout candle’s high orlow was breached.

EREBIR, KRN RSO, REBGIHSRIHHIN.  BA AT DURSE R IR BB A,
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Breakout Candle

Enter on break

of candle high

——

Stop below re;@

As you can see this method allows for a tighter stop loss. You can also apply the 50% rule here, if
price retraces further than the 50% area of the breakout candle, then it is probably not a good idea
to enter using this method. However there is no rush, if you haven’'t been able to get in on the
breakout because the stop loss needed was too wide, or price retraced past the 50% area of the
break out candle, breaking the 50% rule, just be patient. There will most likely be another signal to
enter in this movement soon enough, such as an Inside Bar or a Rejection candle. Don’t try force a
trade out of these breakouts. Patience is key; there willalways be another setup around the corner.
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One risk with trading breakout patterns is false breakouts. False breakouts happen when a breakout
occurs, but the big players are not participating in the move, because they really want to trade in the
opposite direction. This false move created by all the small fish in the market represents an
opportunity to the big fish, which they use to their advantage. The big players are now getting in
their positions at a better price, trapping in all the small players that are jumping in on this false
move. Price quickly turns around as the smart money positionsin, leaving on the chart a false break.
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False breakouts can happen with any consolidation breakout pattern; they can happen at strong
supportand resistance levels, and even at the tops and bottoms of ranging markets.

ERIRBE AT AR A AEAT — R 23, AT RE R AEAE o SR A0 &, LSRR X TR .

Some ways to avoid false breakouts is to trade in the direction of the trend close to the EMAs. Don’t
buy into major resistance or sell into major support without a very good reason. With price squeeze
patterns, wait for a candle to close outside the pattern, confirming a breakout instead of just buying
or selling breaks as they happen.
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However, false breaks can be used as a trade signal, because we know when a breakout fails, it was
because the breakout was fuelled by small traders, and then large traders stepped in and traded
against the move. We want to be trading in the same direction as the large money in the market and
thisfalse breakjusttipped us off to which direction they're going.
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False break

False break

Strong resistance level
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As you can see in the above example, there were 2 false breakouts of this major resistance level,
leaving a tail poking through the resistance line. We can see how the market tried to break to the

upside, with no interest from the large traders, trapping anyone who jumped in on the breakout as
the large traders positioned themselves short.

False breakouts are usually accompanied by a signal. This example shows an indecision bar with a

bearish tone in its body, and then the second false break left behind a bearish rejection bar with a
nice bearishtoneinits body.
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< This example shows why it is

best to wait for a candle to

close when looking to trade

‘ consolidation breakouts like
this price squeeze pattern. A

e false break to the downside

would have trapped a lot of

traders, only to have closed

TR

back into the consolidation and
dropping a bullish rejection
™ candle inthe process.
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Major support

false break

TR AN SR A A S X A BRI, R XM RBUR TR T AR R 1 L IEAR K,
TR T RS BIRA.  SRTT R R AR AR A T Hd S — MR BHER, mtis i ik 13 8
S HERAETT . AR AL A 28 S0% I A 822, IX 2B A2 5y W K =+ 0 BB

The chart above shows a false break of major support on the GBPUSD. The false break event also
dropped an indecision candle, which had a wide range. However, the next candle was an Inside Bar
with a nice bullish tone to its body. This inside bar obeyed the 50% rule, and if traded with a stop
below the 50% level, and entering the breakout of the Inside Bar, would have generated a very tidy
profit.
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Have you ever asked the question “How do | determine the trend?” It’s a very common question
that floats around on all the Forex forums, while the question may seem straight forward and simple
enough, it seems like everyone will give you a different answer. This mainly happens due to the fact
that if you grab a hand full of traders they will most likely all use different timeframes and their
perceptions of atrend will all be totally different from one another.
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The 5 min chart may look like it’s trending upwards, while the 1 hour chart is moving sideways and
at the same time the 4 hour chart is bearish. This is how the question of determining trends
becomes confusing, butlam goingtoclearitup foryou right now.
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It’s critical that you as a Price Action trader can identify good trending conditions; these are the
types of markets that will produce the best risk/retum on your trades. When you don’t trade with a
trend, it’s very easy to get caught up in consolidation, intraday price whipsaws mostly from news
events and unnecessary drawdown. So let’s cover a few points and dive into market trends in more
detail.

131638
When trading inside trending markets,
vou're chances of success triple. Signals
inside trends are very powerful and
produce large risk/return trades.

131020
125820
1.29220
1.28620
1,28005
1.27405
1.26805
1,2620%
1.25608
1.24990
1.243%0

1.23790

123190
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Markets will only trend 30% of the time, so you must be patient and wait for these trends to
develop. Inotherwordsdon’t pick the fruit until it’s ripe!
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Intraday Trading Systems H N3 5 &4t

Intraday (or day trading) systems are very popular online; forums are saturated with intraday
strategy systems & ideas which do draw in a lot of attention, espedally from the beginner traders.
Newcomers apply the simple logic from their day-to-day lives and apply it directly to the market place,
“Hey if | do more work, | will make more money”. Unfortunately in trading, day-to-day logic doesn’t
work too well, and will actually do you more harm than good. Nevertheless, it is this way of thinking
that draws most new and even experienced traders into thinkingintraday tradingis the way to go.
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Many intraday systems focus on 1 hour chart, but there are plenty that go even further down the

time scale, attempting to make use of price movements on the shorter time frames like the 30 min,

15 min and even sometimes going right down to the price ticker. Pull up the 1 hour chart and most of

the time all you're looking at is the market noise inside the bigger picture, the lower you go down the

time frame scale the worse the noise gets. Intraday movements are prone to wild swings and

generally have erratic movements which intraday systems try extremely hard to filter out butfail.
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H 737 b 0 P& S 2. SR, H N A8 5 R GRS M I I e g 21 5 2™ 5 40

J We've yet to come across any intraday system that is
consistently profitable in the long run; most that pop
up do work, albeit briefly, until the market conditions
change, then the system collapses. Intraday traders
really get addicted to trading these small timeframes
for that adrenaline rush from the faster moving price
action on a shorter time scale, but wise traders leam
very quickly that these shorter time frames are just
market noise, and are not the real answer to long
termsuccess.
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The Daily Time Frame H £k &

The Daily chart is considered the master timeframe amongst the professional trading community; it
plays a critical role identifying true market trends and is largely used in any serious trading system or
any type of technical analysis. Big trading firms & commercial companies, those big players in the
market, don’t sit there trying to capture small price movements off the 5 min chart. Prop trading
firms are famous for intraday methods, as well as high frequency trading houses and active hedge
funds. But even then, luck runs out very quickly in those neighbourhoods. No single method of
intraday analysis has survived even so much as a single market cycle. Intraday methods have to evolve,
adapt, and change at an incredibly rapid pace; you very quickly wind up with an entirely different
productthan whatyou started with.
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The Daily Time Frame (Continued)
P P[] e 2R 52
This creates a never-ending uphill battle; having to not only trade successfully, but also pick which
intraday method is going to be profitable. Successful, long-term investment strategists and
speculators use the Daily chart or above to capture the larger lucrative movement from real market
trends. It's the Daily chart that paints the real picture of the market, not the noise from the intraday
charts! Daily charts can help you forecast where price will likely be heading in the next few days,
which can help you positioninto the market to take advantage of those bigger movements.
X H N A AT 7K R AR . TR RAS G kT, AR F R GRS 2 RS
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By switching to the Daily chart you will immediately increase your chances of trading success
dramatically. The Daily chart produces nice clear trends, isn’t subjected so much to violent whipsaw
action, and requires less time to analyse. The Daily chart might not be as exciting for the adrenaline
junkies who thrive on high frequency trading, but the Daily is a much more stable trading
environment and less stressful, providing much higher quality signals that produce better risk/return
overtime.
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The 20 EMA
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The 20 EMA is such a simple but yet very powerful tool that is used in our Price Action Protocol
trading system. We've talked about the EMAs and looked over how they work in different market
dynamics; now let’s have alookin a bit more detail how the 20 EMA worksin trending conditions.
20F5 52 B3 2k BARE AT B, (HRAFRNTREAR 5 R G PiE W2 0 HE 8 —A TR . 2 iR
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In trending markets we refer to the 20 EMA as the trend mean, meaning the average price of the
overall trend, the trend ‘value price’. Trending markets will use the trend mean as a strong dynamic
support or resistance area. The trend mean is an excellent price zone for signals to form which you
can use to enterthe trend at a good price
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A Clear Daily Uptrending Market .I.
Don't look to enter trends when 3 *
price has moved away from the
trend mean (20 EMA)

$— An example of price will respect the
20 EMA area as dynamic support
during trending conditions

The 20 EMA (Continued)

2015 B L (48
A lot of new traders try to position into the trend when price has already extended too far away
from the trend mean, this is not smart trading. If price accelerates away from the trend mean it's
generally too late to look at entering — the move is probably over, its” much better to wait for a price
correction and a signal to form at the trend mean. Entering trends at the trend mean gets you in the
marketat good price and can greatly reduce drawdown.
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Perfect trend conditions
respecting the 20 EMA
as the trend mean value.
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Above is another great example of how the 20 EMA can demonstrate excellent market conditions to
trade in. The bullish and bearish trend here caught in one show how the 20 EMA will act as great
dynamicsupportinstable bullish trends and great dynamicresistance in stable bearish trends.
£ _EBEE 7 — N 20emafE @A AT I A Zdr S 2 S Sp), Ak B4 AT RE TR 7 T 20ema ) R s A S HF
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Identifying Trends
EHHIE X
The most basic interpretation of a trend is using the higher highs and lower lows technique. If the
market is bullish it will be making higher highs and higher lows while the market makes its way
higher, during a bearish trend you will find lower high’s and lower low’s as the market falls. Now
let’sincorporate the 20 EMA into the mix for bettertrend detection.
X A i R ARRE A2 AT 46 v 1 s AN WA I A IRl — BUT IS « AEAR T, 8 sOFHIEC R AR A Wt
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If price is closing on the bullish side of the 20 EMA and pointing upwards, the bias is bullish, when
price is closing on the bearish side with the 20 EMA pointing down, bias is bearish. However if price
is not respecting the 20 EMA as any kind of dynamic support or resistance, and is closing on both
sides of the EMA, the market is considered choppy or ranging. Stable ranging markets will have a
clear upper resistance level and lower support level price is bouncing around between; choppy
markets have noclear S/R.
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* T ! $ * Weckming Price starts respecting the

trend mean as dynamic

//7 resistance

Price moves
down onto the
bearish side of

the 20 EMA

In good trending conditions, price movements will respect the 20 EMA as the trend mean; look for
these markets in this phase, preferably in the early stages as these are the markets conditions you
need to watch with a keen eye for any developing signals. Notice on the chart above how we can use
several factors to identify a stable trend. Price consistently closing on the bearish side of the mean,



Trending Markets — Advanced /11 BR i 4 35— 3E BT X

the EMA’s pointing down and we are getting the LL, LH pattem identify this bearish trend. The
biggest factor is that price was respecting the 20 EMA as the trend mean, and that’s the best way
to identify trend stability.
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Just so it’s crystal clear, let’s look over a bullish trend to identify all the points of a stable trend
conditions.

Obviously at first glance we

EMAS .H_ iT quickly identify this as a
Pointing Up i ++ 1" bullish chart, but to identify

this market as a stable
trend we take note how
the trend retracements
respect the trend mean as
dynamic support and the
EMAs are pointing in the

Price starts to upward direction.
respect the trend

mean as dynamic

support

Price starts closing
on the bullish side
of the mean.
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the 20 EMA. This is
not a stable trend. HH

Price cutting through HH HHT :

L "These are not
the trend
conditions that
you're looking
for"
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The market above shows an unstable trade; that's right obi-wan, these are not the trend conditions

we are looking for. Notice how there is no respect of the trend mean here, these are risky trading

conditions, it’s best to stay out and wait for stable conditions to trade in!

FEm AR T —DARE N BT, X2 — Mrikobi-want Y, AR A RATIHA: R, 7
MIFREIRET L KR, XFATHESE BRI, S rEEr e &5, BT MMLE*J;EN 1T
IEHE B AES

Trend Climaxes
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Trendlng markets are great for making money, but unfortunately they don’t last forever; Graham
wants to share with you an observation he’s made over his trading years that is a tell-tale sign that a

trendisabout to end.
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“Oursun is ¥ way through its life, but as time goes on the sun will grow larger and larger, big enough
to even consume the whole Earth, and just after it has given everything it has got and bumed the last
bit of its fuel, it will cave in on itself and explode in a fiery death and wipe out everything in our solar
system... but relax, that won’t happen for another few billion years. “That’s great but what does that
have to dowith trending markets?” Well, the same analogy can be applied to trending markets.
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Oftentimes, before trends ‘die’ they expand at a very rapid pace, giving it everything they’ve got. Just
like a dying sun, price will expand at a rapid pace, racing up or down the chart giving up its last ounce
of energy. This is what | call the trend climax. Price will accelerate away from the trend mean fast
enough to leave a large gap between price and the EMAs; most often price will explode towards a
strong Daily/Weekly level before caving in on itself.”
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Weekly Support

Take alook at the trend dimax on the GBPUSD, a stable down trend, and then all of a sudden, there
was that price explosion towards the Weekly support level. Notice how the trend dimax caused
price to accelerate greatly away from the mean value. If you even see a trend dimay, it is advisable
to think about exiting your trades that are with the trend and to start looking for strong reversal
signals off the majorS/Rlevels.
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Death by Consolidation

T A B e e A
So we’ve looked over one scenario that can signal the death of a trend, but there is also another
common way that trends can die, and this one is less dramatic. It's not uncommon for a Daily trend
to pushits way up into a weekly resistance level or down into a weekly support level, then just lose
all momentum, churn away and die an uneventful death.
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Weekly Resistance

Price loses all momentum, churns
away slowly eventually giving up

An example above shows how a strong stable trend lost all its momentum when it reached the next
major weekly resistance level. There wasn’t any explosive death to give us the heads up, so it’s
always good practice to set take profit prices under major weekly resistance or above major weekly
support.
LT R T — AN L THEALENR TR E B LS 2 B SR . LR BER AT AR S 1)
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Weekly Resistance f N m \

Consolidation under
weekly resistance &
Double Top Pattern

In the chart above we see how a trend climax signalled the death of this trend, although price did
slowly move up again only to fall into consolidation where a double top was produced. Price finally
gave way and moved lower off the weekly resistance.
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Up until this point, we haven’t yet talked about where to set targets, or how to manage the money
you’re trading with. It is a crucial subject, because without any money management plan, failure in
the marketsis almost certain.
BN IE, BAFEA VHE A0 AIE AL B R B0 Sk~ PR AT ST . (HIXR ROCH B, RUNAER T,
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Trading profitably is all about how much money you're risking vs. how much money you're expecting
to gainin return. If you're risking $200 and are only aiming for a target of a $50 return, you’re going
to have a hard time making money. Because each time you lose a trade, you lose $200 and will need
to win 4 trades in a row just to make up for the loss. What happens when you get stopped out 3
times in a row? You’re now down $600, which means you now need to make 12 winning trades in a
row to regain your previous balance. It’s not going to work.
AZ 5 FFIR B R BN B ORAE S AN BT HEE B[l 4 2[RI SR B o I ERAE 2 4O\ 1720038 T2 7 ~/\50)Eytﬁ<J|”H‘bi,
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Now with $200 risk, and aiming for a $200 return, will give you a nsk/reward of 1:1. This means you
must simply win more trades than you lose to make money, but still that’s notgood enough.
an S H120036 4 4% Bt 2218 5K 20056 & HWJ;‘MH}E" TXRE I, RS/ R AL s 1, AR, 28 53 BRI IR
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Let’s say we aim for a $400 return on $200 risk, giving us a risk/reward ratio of 1:2. Now, we could
lose 50% of our trades, and still make money. With 1:3 risk/reward, we could have an overall win
rate of 25%, and still turn a profit! At a bare minimum, aim for at least 1:2, but don’t aim for a
ridiculous risk/reward, such as 1:10; that’s just being greedy. Few trades will successfully obtain that
high of an r:r ratio, and most trades will probably have turned around beforeyou hittarget
B FRATTH 200370 #3452 163K 40056 T IAE, U RS/ [R14R ELAE AR RicL -2, b, BIEAER B A h AR R
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Risk/Reward
1:3
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In the chart above, we used the safe entry and stop method, and aimed for a risk/reward target of
1:3. If we had risked $200 on the trade, we would have just collected $600 in profit. If we risked
$5000 on the trade, then we would have collected $15, 000 in profit!
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Another approach to this money management system we want to show you is a more
conservative/safe tweak that can be added, at the cost of some reward potential.

Instead of opening one trade order, you open two instead, both with the same stop loss and entry
prices. The only difference is you split the total amount of money you want to risk on the trade
between the two orders. So if you want to risk $200 on the trade, you set the two trades at $100 risk
each withyourlotsizing.
BT RBA AN A BB RGN R —MRH, X2 —MEINCRT/ Z2r775X, 7T LUz H IR AR A
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On one of the trades, setyour targetfora risk/reward of 1:1

On the othertrade, setthe target as your original target price for the trade.

When the 1:1 target trade gets hit, you collect $100. This $100 now covers the risk on your second
trade which is still open. This makes the second trade a “free trade”, because if the second trade was
to get stopped out, you would lose no money. Firsttrade was +5100, second trade gets stopped out
-$100. The only way you can lose money with this tweak, is if the 1:1trade does not hit target and
bothtrades get stopped out.
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Trade 2 target @ 1:4 ’—L‘ I:IFI - + |j

4:] H’] rhde 1 target @ 1:1
+ Trade 1 & 2 Entry
— Trade 1 & 2 stop loss
In the example shown above, first our 1:1 target was hit causing the 2" trade to become a free
trade. Now we have peace of mind that we can no longer lose any money from the trade, and allow

price to continue on so that trade 2 can hit its target. This tweak will help remove some of the
emotional stressinvolved with trading.
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To apply proper money managementto yourtrading, you’re goingto need to know how to calculate
lotsizes. There are 3 things you need to know to work out your lot sizing.

e The distance between yourentry and stoplossin POINTS (not pips)
e How much moneyyouwantto risk on the trade

e The ‘pointvalue’ of each point
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(S you want to risk / Stop loss distance in points) / Point value = lot size

| can tell you that on any pair that is XXX/USD, the point value is 1. So if you need to work out lot
sizing for pairs like EUR/USD, AUD/USD, GBP/USD, XAU/USD (Gold) the calculation can be done
quickly.

S You wantto risk / Stop loss distance in points = lot size

For example; $200/400 points=0.5 lots

For markets that don’t end with /USD, then you need to find the point value. | have an MT4 indicator
that provides this value. | would be happy to send it to you if you contacted me via email. Otherwise,
you can use a nice easy website tool which does all the hard work foryou.
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http://www.babypips.com/tools/forex-calculators/positionsize.ph
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Pyramid Trading
SN
Warning: Pyramiding is a high-risk profit multiplication strategy. We want you to first practice this
on a demo account only after you have fully mastered this Price Action system before applying
pyramiding to your real trading account! Pyramid profit trading will also really push your discipline
to the absolute limits, especially with real money, so if you can’t stomach it DON’T DO IT.
B St EAIG AR BRGNS RS ANE T S B P i, FRAT A B eI
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So you’ve read the warning, and you must be thinking, “ok what is this?” Pyramiding is a technique
that you can use to exponentially increase your profit and see some rapid gains in trending markets
only. Pyramiding works by stacking up several positions along the trend, which can see initial
investments of say $100 turn into $4000 —for example
BT EGRZE, BoEse ‘BB AR A 7 B -MEICEH TEIIT, fetREgsgn
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This sounds fantastic right? But it actually really pushes your emotional discipline to the absolute
limits, and the second you lose your cool with pyramiding, you will blow it all up very quickly. It's a
requirement of pyramid trading that you fully understand how to calculate lot sizes precisely; this is
absolutely critical because incorrect lot sizing could result in massive losses to your account. So make
sure you understand it before proceeding with this section.
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So you now know the requirements and the risks associated with this money management
technique, but hey —where there is risk there is potential reward and let me assure you, if you apply
thistechnique correctly thereis MASSIVE reward potential.
TR E TR SR LB R 2 S5, W S U A e AT o3 RS AT AE A R . G SR B IE A AT A X
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Pyramiding basically kicks off by taking your initial trade just like you would if normally trading; if you
risk 2% per trade then you still risk the 2% on your first trade, apply you’re usual stop loss but don’t
set any profit target. The beauty of this is that any position can be transformed into a pyramid
money management plan; pyramiding doesn’t start until you are ready to open your second
position
TR 1A G s NI a2, J“'JI'LMQ%J\H’J’“" SBAL Iy B HE ML AT 5 R G TR E R IE
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2T, BRI A EH A L E T &7 Tﬁ/t,\plﬂhﬂiﬂ TR A RER I8 28 Ay, &7 isine
‘{AI/T\ =R
Pyramid money management works with multiple trades on the same Currency pair during strong
trends only. Positions that are opened during the trend remain open throughout the trend and for
each new signal that develops during the trend, all open trades profits get invested(while keeping
them open) into the new signal. It is smart to only apply this to the daily chart as this technique can
hold trades open for weeks/months.
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AN

First Trade

1st Trades Profit
—Second Trade

1st & 2nd trade profit

Third Trade

vy

1st, 2nd & 3rd trades profit

; Forth Trade

Ifyou have a look at the model above, you should be ablevisualizethe profitpotential of this system. The risk is
large becauseyou need each consecutivesignal thatyou take to play out correctly.Itwill onlytake 1 failed
signal to break the chainandyou come out of it all with O profit. This is why you should only apply this in strong
trending markets, bearish markets arethe best. It's easy to see how $100 can become $4000ifyou ridethe
trend out and pyramid with the trend direction.
fFEmAL %2 Fai AR, PR AE B LA 2 e R E RN . ZRGR I ERKGAE T, 20 1E i R i 3 i
RIEAME S HBG R . RE—RE ST Re iR B B e 2%, 7%191“ T B X B # . X2
St 2z A X RRAE s iR A, b Sk AR . EEX DN RG, R N T AT
5, WiLAeER Z MRk 10038 0 A B3 A6 940003 TG I Wk
The Madness Behind the Method: Pyramid tradinginvolves usingthe floating profits froman open position as
a ‘down payment’ on the leverage to open a new position with significantlyincreased lotsizes. When you hold
anopen position, the profitof that trade is counted towards your total equity base, thus allowingyouto snag
larger and larger pieces of the leverage pie without havingto riskany of your ‘starting balance’ you had when
you began the pyramid. Given a strong enough trend, and enough time, you can wind up reachingyour
maximum leverage ceiling, withoutriskinga single penny of your initialaccountbalance.
ZERR PR T T,%TAJJLI S — N R B *'JTJ\ALL;K, YERF — AN AL PR IE 4 A8 FH AT 384
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You must manage your positions so that if one of the pyramid trades do not work out and you get stopped out
that you lose NO MONEY. This can be achieved by moving all your stop losses down with each new pyramid
trade and caIcuIating position sizes again.
IR IREREIATH AR EAL, RAG X, VR A REORIE, T —18 5 R8T, IRREFHRES I, 5 — ) 1, IR Ae e A 201
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We think the easiest way to show you how to do this correctly is walk you through step-by-step on a 3 tier
pyramid trade that Graham pulled off on the GBPUSD in 2011. We will explain each step of the way so you
know exactly what needs to be done at eachstage.
WL — AN 201 1SS 3R O3 2 TN B S0, AT I g R k12 R G A PR
My GBPUSD Pyramid Trade

16633
1.6585¢

50 % Retrace e
Entry
1.6502(
- 1.6459(

1.6415(

Stop Loss

Weekly Resistance

1.6372(

1.6328(

1.6285(

1.6241(

1.6197(

1.6154(

1.6110(
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I identified a nice Bearish Rejection setup that was reacting off a strong weekly resistance level, the market
wasn’t trending at the time so | positioned short in anticipation that price would sell off this level aggressively. |
entered with the 50% retrace method and | placed my stop loss above the high of the signal candle + a few pips
to factor in the spread.
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I wanted to risk S300 on this trade so | applied my usual position size maths to work out my lot size. | know that
the point value of all /JUSD pairs is 1 (which is confirmed with the lot size info indicator that | provided with this
course) so this makes the maths a bit easier.

The stop loss size was 87 pips, 870 points because | am working with a 5 digit broker. Remember when working
out lot sizes always work with points not pips.

NBURZJE A AL, FRZIE IR Rpoints  (pts) o fE T TEIRES, Ko LU H/NICR 2 A 2R DY Az,
WERATIE U, —MRER pip, BURZ. — ik Ri= 101K AL pts

So if we use the lot size calculation (Money Risked/Stop loss point size)/Market Point Value, it works
out to be (5300/870)/1 but we all know from simple maths if you divide something by 1 you’re going
to get the samevalue so we can simply use (5300/870 points)

$300/870 points =0.34 lots
Pt RIE 3005 T I PRIIE 4 2R IR E ST B I A Bt ul, 77—k T, FOHik3005K 4. BT s)
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Great, so | worked out my lot size and set the trade up (keep in mind | set no profit target), my entry
got hit and price sold off as expected moving into profit. Now | know that for every point my trade
moves into profit it gains 50.34. That’s $3.40 per pip (10 points in a pip on 5 digit brokers). It’s so
important to understand this as we really need to use this information in detail for our upcoming
pyramid trades
Iy, BEH TN KNHAE FRE, BIFRAWE LR » ZE1ZE RS Ao ™ e, 4T
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Now with the first position open and in profit, | am looking for the market to retrace back the mean
and drop another signal with the trend so | can start my pyramiding. The market did move down
considerably and then retraced back to the trend mean value area where a nice 4 hour signal formed
off the daily swing line.
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Stop Loss
Daily Swing Level | N

710 points

. 1

GBPUSD 4 hour

You can see the 4 hour Bearish Rejection signal on the 4 hour chart above off a key daily swing point.
I don’t trade the 4 hour chart very much but | thought this signal was worth investing into. | decided
to usethe breakout entry technique and place my stop loss above the high of the signal candle.

I’'ve shown you why | entered on the 4 hour chart so now let’s go back to the Daily chart and start the
pyramiding process...

M _ETHT )47 Hﬂ“LJ'DJ‘Liﬁ#H, AT LT Jea,  IRAERT H B8 B X AR A GRS BE AL 52 3k
file JeA iz B T HAPinbar, AJEHHIL 7% ZFJP’ZMM o HIARILAE K FHa/ I B AR, H
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OK so back to the daily view so we can look at the overall situation. The pyramiding doesn’t start to
happen until you actually scale into the second trade. There are a few critical steps involved to ensure
if the second trade doesn’t work out that you don’tlose any money.

What we want to do is invest all the profit the first trade has made and use that to setup the second
trade, but we have to be very smart about how we do this. Remember if trade 2 gets stopped out we
wantto lose ZERO money.
M B R AR LR B 52 B RATIE . BRI —8ies, S Eined EUsa. MK, JRATAT L5595k
SR FNIRE B — BRI R AR, AT DRIE 452K Hh 7.
AT BN 5 — A=A IFNEE ARUE AN B /NG 25, A TIRIEZREUVR, FRATEER IR
(FIVPIE | Sy a NS I FS
Ok so we need to work out how much profit trade 1 would be in at trade 2’s stop loss level and you

will understand why shortly.
AL FRATT 75 B PR B 428 — NS NS U 2 2 28 A 2 e B S 2 TRl = AR 1 & 4. AR S
R PRfRR], Nt a2 )\IJL
Work out the distance between the trade one entry and the trade 2 stop loss price. In this case it’s
700 points (70 pips). Now remember the maths we did in step one, we worked out a 0.34 lot sizing
and we know that for every point trade 1 moves in our favour it earns 50.34. So all we have to do is
apply some simple maths again to work out how much money to invest into trade 2.

The distance between trade 1 entry and trade 2 stop loss is 700 points, so 700 * 0.34 = 5238
So now we can work out the lot sizing fortrade 2 using the same formula that we used in trade 1.
SMoney to invest/trade stop loss distance = $238/710 points = 0.33

OK so I placed the second trade with a lot sizing of 0.33, and | know now each time trade 2 moves a
pointinto profitit will earn 50.33
G, HE— A S B B 2 (R 1) RZE 70 55, TR0 .34 = A (1) Rl 3.4%70=23835 70, 1X
238K et 2 TR G RIES . Tk, MRI\ZAAN, 1R 5 siee 5 HiX L Rk S0 N T4, 2
I T
2383 70/71/1/10554:=0.33F

One last thing that you must do to complete the second pyramid trade setup is to set trade 1’s stop
loss to the same price as trade 2. Once you do that you’ve just taken all your risk exposure out of the
market, if you get stopped out atany point now, your loss Will be 0!
FHATALL, &FENCENEZZCL%M, HAN T IRIEZFHIA, JATT ZAG1 40 S 1R 1 3 2158 B
R4 o
Let me show you why...
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So when trade 2 gets triggered we worked out that we should only risk 5238, this chart example
should help you understand why. If trade 2 moves up and hit’s its stop loss that will be a -5238 loss,
but at the same time, at this price level, trade 1 will be in profit +238 and cancel out the loss. This is
why it is important to move trade 1’s stop loss down to match trade 2’s stop loss so that you lock in
the profitthatyou have re-invested into the next trade.
G, 38 bR 5, AT, FRATT AR 2R AL 23836 4. M EIEITTDUE H, 2988 i AT 1k i 3
B, AT 5H1238% 4, (HFENFE B b0 B, BRI R238%4, MIMHANE 75 B8 k. XHaATaks
AR B BIES SR BRI, AT R, R R ()
This covers you for the worst case scenario, which is a stop out at any point along the line. But the 2"°
trade continued to move down into profit. Don’t forget we are still earning profit from the first trade
too at the same time.

I then had trade 1 earning 50.34/point and trade 2 earning 50.33/point.
EATTERE A AR GO N ORGP BATHIRRE o (EU2 50 HAT RSB0 5, 58 SRCA R 28 Rk 4o, I
FEAE T RNE . SRR, 3 SR FRAIN B — B R PR A R
HAT, TR — A A 343 ol s, B N33 /B R
This means past trades 2’s entry price, for each point the market moved down | would eam the
combined values of both trades which is 50.71/point. Now the real profit potential starts to present
itself.

So | held both positions and let the market trend develop further, waiting for the next price action
signalto structure the next pyramid position off.

KR, B REEITE, BB R AR S017 1558/ RN . HILIT S, IR
(RVEAE I T 46 R B

B, RAAZFFAXMWNE, LTgiiEEH aHRE, HEGE T DNeTBASE S,
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A week and a bit later after placing the 2" pyramid trade there was another bearish signal off a
major resistance line which | selected to be the next phase of my pyramid trade. Without dragging
this ontoo long, | followed the same steps as | did with trade 2.

H 2 s — AN B2 LUE A£G 6 N L T & TN aENE =AME 5. ATREHLE, FRASHLIR

BN 7 ORERAES

Entry and stop loss fortrade 3, | sold at market when the candle closed, stop above high.

Calculated whattrade 1’s profit would be at trade 3’s stop loss price
Calculated whattrade 2’s profit would be at trade 3’s stop loss price
Added the 2 profit calculations from step 2 & 3 together

Invested theresult ofstep 4 into the new signal

afiwlm(l H 2t fa i, (E BB X AR KSR (1) s s AN LA A
THELES — B NI )28 = B AT F) i ZE AR

it ’“ﬁﬂv NI B = B AR AT ) R ZE AR,

g P R PR R A

KL Bap 3 45 R AR R RIES, IR A e,

T T Trade 1 Entry
* ' ir Trade 2 Enfry ——
* Trade| 1, 2 & 3 stpp loss
1250 points
* y Trade 3
GBPUSD Entry
Daily

So to work out how much money I could investinto trade 3 | worked out ...
Fromtrade 1 — 5720%0.34 =51944.80
And fromtrade 2 —4310*0.33 = $1422.30
il‘%i/FlJ‘ilfJ LU
— i 3.45E70*5724=1944.855 70
ML 3.33270%43151=1422.303K 7T

@ml : 1944.8+1422.3=3367.1327C
Trade 3 lot size= ($1944.80+51422.30)/1250 points = $3366.30/1250 points= 2.7 lots

HHEE=FFRWT: 3367.13570/1254=2.7F
So every time trade 3 moves 1 pointin my favourthat’s a HUGE 52.7 per point, plus the profit still

coming in fromtrades 1 & 2!

oA woN e
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+4310 poinis
+3720 points
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I decided to finally set a target for all trades, when trade 3 hit a 1:4 risk/return ratio. | set all 3 trades
profittargets to this level so when trade 3 hit target, all pyramid trades closed. So let’s have a look
how it all played out and how much was banked in the end.
ML, BB =FE, 0T RS KRN AR ANK27 64, FEHE —FME ZFRBRATIRE
[t =% 11 i
HE=FHKE, RiEE T 78R L4ANEF HR, REICH—ABXABir, Hie P A ah.

Trade 1 Entry +10447 pts

"I'?NT“" ’,Y i’"TTradezn.M+9zo2pts
*f!i ’ *‘

Trade 3 Entry
+4703 pts

+*I m

*M%

GBPUSD
Daily

ALL TRADES EXIT

To work out how much total profit | made let’s to do one last bit of math.
Trade 1 profit=1044.7*3.4 = $3551.98

Trade 2 profit=925.2*3.3 =$3053.16

Trade 3 profit=470.3*27 =512,698.10

TOTAL PROFIT = $19303.24

s, I RARBNE TEA HR.  IFERRATRIEE T S ERE

-F: 3.43570*1044.7 £i=3551.98% ¢
“F: 3.3%50%925.255 = 3053.1655 0

B=F: 27 £J0*470354 = 12698.10% 0

it 19303.243% 7T
If those figures don’t blow you away | am not sure what will. This was a pyramid trade that | took
myself and | was very pleased with the returns, however the whole venture did last over 1 month and
required an extreme amount of patience on my end.

RN ESERHEAEH, WAMIEL A 4G IHE A BRI BERE: 7 — A I H 7 ZARRM
G, AEGEFRAIIRIBFE T 2R, I H AN S AL TRBE] T i = .
Remember my initial risk was 5300 so that ended up being a 1:64 risk/return trade, and as soon as |
setup the second pyramid trade my market risk turned to 0. That’s how I really milk the market for
what it’s worth, building up big positions without increasing risk to the main capital. Remember the
warning at the start though please, you must understand the maths behind it or you could make a
fatal mistake in your lot sizing. This is an advanced profit method and should only be attempted by
experienced Price Action traders!

I, B 4% B XU B 8 ) 230036 4x, Pt DA S fe FRA XUBS [B] 4l b 2 1 tbea, I H B 28 — BT 4R
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Let’s talk about a hypothetical scenario. We give two traders the same trading system, and these
two traders have the same backgrounds, the same amount of trading experience and the same
skillsets. They are both given an identical trading system complete with the same entry, stop
placement, exit and identical money management rules. However the difference in results between
the two traders can be HUGE, while one trader had a huge increase in profits, the other trader’s
accountisinthe negative.How did this happen?
LA BB ‘/|"|“H“ 50, WA TR EHIFE R, R K L /UIIIHH’ AE 8, JHH’L’U’?J\ MR R
T"\f;{"ﬂ AT THIX A RGTE R AL BN, FEH R AR [F L SR a4 B = . (HA NI IR, At T4
L oy G5 IR AR 'L P— o & FR T ERIIARE, Hh— NEP=E 754, BEaXE?
This might sound like a boring subject, but | must stress, this subject must be treated very seriously if
you wish to make it in the trading industry. Ever heard that saying, “95% of traders fail?” The reason
for the high failure rate is not because their trading system was bad, it was most likely because they
couldn’t maintain control over their emotions and allowed bad emotional habits destroy their
trading career. You are your own worstenemyintrading!
XA RAG S — N TCIN TG R, HRFRW TR, WSRAR A BEX AT AAE, FRELLZIA IL
X REIX AN 135 M‘Ur'fﬁq'f‘m, “OS% AL Gy E R 2 T I, HREIEA R B N IR A R S
AT, U/Lu /JT MIASBECRFFAT H AL TG 28 e el dasthl], B T 28 e 7 AL ) 2B . 1E
o, M%‘xe%%jtﬁﬁﬁij\, [TEIEYN
In the hypothetical scenario above we gave two people identical systems, yet we got completely
different results back, the only common denominators left are the traders themselves. The
successful trader was able to follow the rules of the system, never breaking them, while the
unsuccessful trader was undisciplined, emotional and didn’t follow the trading systems rules correctly.
1E BT ER Bt 5 | WAALAE Gy BT 30 A TR 558, IR ‘“%/H//l\ o INHIZZE 5 RERS AL | IE,/A A4
FEYEHBIT O R GG A 98 5 AR 5 F 2 digth, 1EE b EEE, TeB M RSIE 5.
The second you Iose your emotional discipline is the second you stop becoming a professional trader
and more like a gambler. Traders that ‘gamble’ their money will have a short life span in the finandal
markets, we want to be professional traders and that means keeping a cool calm state, having a
clearhead, tradingwith a plan and have the ability to acceptlosses.
HOV I AE 29 NIASLE B CUR I AE—FE, LIS ZE5m 5 A5 AT N IR A2 5 01, A3 & S ARk
IR B AE T a7 L HRNVHIAE 5 AR B ARRS — N B RS, SIS IER SR, ARYETHRIBHT 22 57 H. 5 TR X
(SZMNTTRAEIRES
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The typical losing trader will have the following traits...

e Willbe following no trading plan, randomizing trade entry/stops/exit on each new position.

e Will have no money management plan, risking whateverfeels good at the time.

e  Will have wild emotional swings, when trades are in profit they will be happy and in a state
of euphoria, when price is moving against them and the trade is negative, they are chewing
off their nails from anxiety.

e Willbe nervous whentradesare open, losing sleep at night.

e Willrevenge trade when they get stopped out of a position
e Will neverleave the trading screen, watching price tick around all day
e Willneverreview their performance ortry to come up with planstoimprove performance

SIS R HAE 5 R AR DA SR [R] A

® L HAGI, )JﬁlLTngﬁf\/E’A)\l@, ke .
BERSEHETE, B E,
TELE R EL, Ha R, AL TPAR AR FRRES 7 30 D= A b 60 TR 25 AAT .
T Ja R 5Kk, HFR KRR
b b g, 2 RECEGHE BIAT A B SLZ TR AN K .

LR IRAE N ET,  JCH JCZIHOHT 2

MRAS 2 B A5 B R L RIAE 2 AT NAIRE G R B, WA WAl e 4k 5 i .

If any or all of these points apply to you, don’t feel bad, it just means you’re like most other traders
out there, now you need to step outside this generic thought process and start thinking like the
professionals do. The problem with most new traders is they are following their internal intuition
when making trading dedisions, this is actually a big killer and they don’t even realize it. So let’s have
a look and see why following your own natural instinctive feelings that have been hard wired into
our minds, will kill ourtrading accounts.

WHRARE LR RS sl T IS, AERMNG, FONIR Rg 2 RIS % M — . BU7EAR 75
TR R M _E IR ISR A i 2 Sk, ?FMTF&“@)J] BN AZ G R — . W TH AL S s, AT
e, SRR EIITE SEEE. KRB AN, AR ATEESRA M. B R oREGERNTE R, A
1778 Zy 2 WA B FRATT 0 28 2 1K o

The standard way of thinking works against us as a trader
RARELYEAT) T4 5

You are in a trade; let’s say it is a price action trade based off this course, all of a sudden the trade
starts moving against you. What is your natural internal instinct going to be driving you to do? It is
most likely urging you to get out of that trade, because it is moving against you and the trade figures
are in the negative. So you panic and exit the trade at a loss, only to find out moments later the
market turned around and moves in the direction which you were originally trading in. You missed
out, all because you listened that natural human instinct which made you emotional. Your trading
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plan tells you to set your stop loss and let the market take care of the rest, because of your
intervention, you've suffered an unnecessary loss and removed yourself the chance of making good
returns.
AR IEA T — A G, AN ZSREE S5 TUHAH I J7 32 AT, BAR I INFE A REN 2 SRS R IEAT (BRI ?
A ATRERAZ, BRI, B HET AT 7 R AR, JF HAE T 58 4. fEVRPETTH 15 140 E
Je, ERBICMAE— BN )G, R R TS 5 07 AT w2 A RES T H AR N AE AR T2
e, fd TIXAMLe. SENZ STt R b, ZEmiig E BT, SlHaR. BN NRTLE
ST IE A D EL P30 R DL Rt IR B A R AT [k L2
Let’s think about another trade scenario, you’ve entered a trade and everything is looking great,
you’re up in profit with your exit target set. The trade starts moving against you, you watch the trade
start dropping in profit, what does your internal human instinct tell you to do? “Get out of this trade
while it is still in profit”. So you listen to your internal instinct and exit the trade to lock in the profits
you have made so far. As soon as you’re out of the trade the market turns back around and
continues to move along to hit your original target of 1:3, but because you pulled out while the trade
was at only 50% profit, you’ve missed out on the chance to exit at your original entry of 300% profit.
AT R IXFE— NS 65, IRIEA T —EF Wb A 5 A, ITMIERE i T 5 miesl, o4k
TRAPRE . XBHEICT R 0], ARE BIEA IEAELE R, X IR N £ ABE R A RU T T30 e 2 EaibiR
SCED AR Y, RPN T RAREE, B0 B H AN U R . A5 RATIS AR O], ARER(m] T
JrlisT, EH T HUHRE T OB ZE R, MR RS R R T50% R RE, Rk TIER R JeisoE
(113009%F] 1 I HL 2.
Another example: a new trader spots 5 setups across 5 different markets, his internal instinct tells
him to enter every single trade, because the more positions he enters, the more chance he has of
winning overall. Uh oh, the 5 setups that this trader took were across 5 heavily correlated markets
and they all moved against him, stopping all 5 trades out and the account takes a massive hit. If he
was justto pick the bestsetup outof the 5, he wouldn’t have suffered such a huge loss.

Ih— B H D GF TSN AR A G A E& BN T EAL. ORI A AEAHE 75 Ut 54 bk
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The pointis as a trader, everything your natural intuition tells you to do is most likely wrong. It is the
traders that take the counter intuitive approach to trading who end up being successful over all. So
when new traders step on to the scene, what approach do you think they are most likely to take?
You can see why 95% of new traders fail, they take the intuitive approach to trading and listen to
their natural gut feeling when making trading decisions, while all the profitable traders are doing the
exactopposite!
XHEAEERH S, X TS RME, 4050 M NEARREHEE R . IR B AE SR EAE 5
ARG B G ) 27 ERTR, FRASH, 95%MIAC 5 LR MG 26, & R N 10 2 08 B v 3= W kbt A7
A 5. SULIRINY, RINIAS 5 GEIE S 56 A0 I R o
The best way to solve this problem is to create a trading plan, a trading plan will define rules that
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you can strictly stick to every time you trade, so you don’t end up cutting trades just because they’re
in a bit of a loss or exit trades early and hinder potential profits. Create a trading plan with defined
entry methods, stop placement and exitrules, sticktothem asif your life depended onit.

X T IXAN MR, S aF iR, B — AN g, G R B T AR U ATE RHRAS G R
WEHATIAZ ZUEN . FTCA, ARANTEELAE H BT AT 58S A AR B b4, AN 28 7 R4 RI i i 52 37 10 4
o JE AT - /l\/y: DT RINALFE N3 07 50, b i AR E &L T, B2 5 51 B 244 A
AT AR 1 — 30 75 IR RIS

Entry Conditions

NI %A
How are you going to enter trades? Are you going to enter via the retracement entry or are you
going to enter via the breaks of the highs or lows, or maybe you are going to just enter at market
when you see the signal? If you don’t like large stop losses, then the retracement entry method
might be the entry rule you set for yourself. Maybe you don’t want to miss out on any moves so you
set your entry rules to enter at market. Choose whatever method suits your personality so that you
are satisfied with every trade entry and there is no urge to interveneand do somethingirrational.
RIGUT AT 7 RARYE [N E 2 A 4 %ﬁ)x'ﬁ/ﬂi,m AR AER R L AETH
Hﬂ%%‘é?ﬁ;ﬁﬁéﬁ” X T AN TR KRB E AR (R 5E G ki, (RS, N 37 I 7B Vi AT DU /J

AR WVFIRAAEEIAE L2, B DARRH R A . AR AL NER R

m HE I IEATE S B IS 2 RS, PSR E T A= 2 5, ﬂ
B LB S AT T IR B — 2 AN AT
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Stop loss placement
4% 1
Where are you going to place your stop loss? Are you a person that likes to play it safe and always
place your stop at the other side of the trade setup, so you completely cover your risk of the setup?
Or are going to wait for a breakout and set your stop under the low or high price made for the day?
Make the plan suit you; if you don’t like really wide stop losses then use the stop behind the high or
low of the day, for example, or possibly under a retracement level. If you don’t mind the wide stops
then you can set your rules to place stops on the other side of the setup, so you know that you have
the whole risk of the setup defined. Everyone is different. Make yourself comfortable with your stop
placement so when your stop loss is placed you don’t fiddle with it, freak out and move stops to
break eventooearly etc.

wE LB T NE R Z Fh, QMAnﬂﬁgﬂxﬁmmm,tM%ﬁmmwmmmmmmwaﬁzwmmm
B R AN ] LLE SRR 5k 1 T+(+/‘|”‘L’I’J||?J€ﬁ/ﬂ§)§ o AT 38 A7 20AS 2 AT LAY, 6
/\}\%‘TUﬁT] iltaNIiApi] K i’/\ﬂj/g]u E&HCOIHH E‘ ///;’}AH%%‘A":IJA‘ZIJQo JA){T'M\WETZQLKETLZM;)(
LR e, aliE K N E MWL{QMLMWJHM&MM¢

Trade target

F A H bx
What risk/reward are you going for? Are you going to aim for 1:2 so your time in the market is
relatively short? Or maybe aim a bit more long term and go for the 1:4 targets? If you aren’t really
that long term trader and want to be in and out relatively quickly, then the 1:2 targets might be
more desirable to you. Set targets you are comfortable with so you don’t get that urge to exit trades
early and remove yourself from potential profits.

PRIBSRAT 2B /77 Le? AR A R N B FRis e 2. 10 000 1T 3 B8 BB [A) A 4 2, XOEasE R B e
S I TR 085K — A4 AR 2 W R ARAGE T — DN IE KA 5, I HA S Pkt 3,
Mr2: 1 PDAERERE. GEMEF BARmT LA JLJM o LR Y e AR A o

Risk Tolerance

JR S 7K 52
How much money are you going to risk per trade? What is going to be your maximum allowed open
trades? What about maximum risk exposure to your capital?

When setting your money management rules, make sure you set your rules to only risk what you are
comfortable losing, if you risk too much then you won’t be able to sleep at night and have a high risk
of emotionally intervening on your trade. So if you are comfortable with risking 2% of your capital
then apply this to your trading plan rules, if that is too much set the rules to 1%, if you want to trade
with more risk setto 3% and so on.
It —ERZ G/ Z D04, BIREAMEMR KLY xui%’t 220N S IS VNN AWNTTE .Ir)\ K2 2 /07
FEVCE B8 PR I, — 8 ZEORIE S8 BE 10 RS £E X RT 2K 2 R LN . 2R I s, VP LR ORI
AR 45 58 52 31 iy KUK 28 B0 IHH{\%ETL\HT%;Z%E,%. AT LAk B ORAIE ’\E‘Mll’ll% %1&3%7%“ &
BRI AR BT A o

What about total account exposure, if you have 2 trades open at 2% risk per trade, which means
there is a total of 4% risk exposure to your trading capital. Again set this to what you are
comfortable with, if you don’t want to expose more than 5% of your account at any given time,
opening another trade at 2% risk would break these rules. Always think worst case scenario, what is
the maximum % of your account you are willing to lose? Your rules may only allow you to have 1
trade open at a time, there is nothing wrong with that, your risk tolerance could allow you to have 2
trades open at once. Setting this rule will allow you to keep yourself from overtrading, over exposing
your trading account and avoid unnecessary drawdown spikes that most traders suffer from when
they overtrade.

FITUE IO MK 7 5 G R A AT 385 Sk~ USRI, B L0228 0 9305 FH 2% RS I T8, o A FRARAIE 4 5 0Tt 2
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Once you have put a trading plan together which defines the risk, clear
entry points, exit targets and stop placements that you are comfortable
trading with, you will have a better chance of keeping out the natural
internal human response that kills most trader's chance of becoming
successful. Just make sure you stick to your own rules; the second you
start breaking your own rules is the first sign you are losing emotional
control and you are in danger of being one of those 95% of traders who
get washed out from failure. If you find yourself breaking your trading
plan, take a step back and think about all the failed traders out there that went down thissame path

of trading with no trading plan. Don’t be one of them, be one of the 5% which make it.
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Greed is probably the most common
emotional account killer for the average
trader, greed drives us to do things we know
we shouldn’t be doing, but we do it anyway,
just for that chance to catch that lucky
break. Unfortunately greed will hurt your
account severely rather than give you high
returns that you were reaching out for. A
good example is a trader watching the
charts as a really strong up move is taking

pIace so the trader enters the market even when his trading plan tells him not to. The greedy trader
soon finds out that he entered at the top of a move and the market turns around to quickly stop him
out. Another typical case is a trader risking way more on a trade than he should, thinking this will be
the trade that gives huge returns, instead the trade fails and all is left is a massive dent in the
account. Being greedy will convert a trader into a gambler, we all know what happens down at the
Casino, overall the gamblers lose money and walk away with nothing and the Casino is the winnerin
the end. Don’t expect any less from gambling with greed in the financial markets, if you're greedy
the market will take your hard earned money.
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The best way to keep greed in check is to create a trading plan and follow it with military precision. If
your trading plan doesn’t tell you to enter the market, don’t try and force a trade, wait for the next
candle. The market isn’t going anywhere, it will be there tomorrow and the day after that, so wait
for a valid trading signal and enter with the rules set by your trading plan. When there is a valid
trade, make sure you follow your money management plan, don’t over risk your account because
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this will set off an emotional wave that could lead you to do silly things, not to mention if the trade
doesn’twork outthen you have lost more than you should have.
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Fear is the opposite of greed, fear of
losing one’s money. Money is
important; nobody really wants to
lose their money they worked hard
for, right? Forex needs to be treated
like a business, and most business
owners know you can’t run a
business without losses; that's just
the way businesses works. Fear will
stop people entering valid trades,
maybe because their last trade
failed and they don’t want to go
through that pain again so they sit

ey didn’{take endsupbeingahuge success.
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Don’t let fear hinder with your trading dedisions, you need to overcome the fear of losing so you can
trade with a clear mind. If you're fearful that your trading system doesn’t work, then go back to a
demo account or even back test the trading system to help you build the confidence you need to
trade with it. Always stick to your plan, don’t exit trades early out of fear, set your stop loss and let
the market take care of the rest. Don’t sit there and watch the charts tick around all day, set your
trade up and walk away from it, this will help prevent any emotional intervention on your part.
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Just remember you are not a bad trader if you lose a trade, even big time professional market
players have losing trades, but their winning trades will outperform all of their losing trades, so
when applying money management to your trading plan, make sure your targets are always at least
2x greater than what you are risking. This way you can have more losing trades but overall you can
bein profit.
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Overtrading

Overtrading falls under a category of greed, the typical trader will use the following logic; ‘the more
trades | enter, the higher the chance the majority of these trades will hit target and I'll win big'.
Unfortunately this type of thought process is far from true and often over exposes the traders
account capital to huge risk. Let’s say most or all of the trades fail and the traderis stopped out on
all the positions he had open. That is going to leave a huge mark on the account which shouldn’t

have really happenedinthe first place.
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Overtrading (Continued)
WPEARR G ()
Control the amount of account exposure by following your money management plan rules. You must
always think worst-case scenario. When you enter a trade assumes you have already lost that money.
If your money management plan tells you not to expose more than 4%, then don’t overstep that
line. If you start exposing more than you should, you’re going to lose sleep at night, stressing about
tradesthat have an increased amount of risk weighingonthem.

Let’s think about it this way, if wanted to increase your account by 20% per month (which is a very
healthy figure), that breaks down to 5% increase per week. If you are risking 2% of your capital per
trade and aiming for a 1:3 risk/return, then you only need 1 trade per week to hit target. If you had a
single successful 1:3 each week, that will be a 24% increase for the month, a figure most traders
dream of reaching, all by just placing one trade per week. This throws the idea of ‘the more trades |
take the more money | will make’ theory right out the window. There is no need to trade with high
frequency, itrequires more work, and it’s more stressful and not very profitable in the longterm.
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Hmm, | see. Yes you're
going to need to learn
patience and switch to
back to the Daily chart.

| often switch to the 5 min
chart and trade with

high frequency and blow
all my money
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Revenge Trading
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Ever been stopped out of a trade that you were
so sure was a perfect setup and then got angry
at the market for it? You plan to get your
money back that you just lost, so you
desperately scan the market for another trade,
even if there is no trade you force one out of
the market anyway. Because you are filled with
rage from your loss and you want to show the
market who really is boss, you risk 2 to 3 times
more than you normally should. The trade
moves against you and you get stopped out of
the market again, now your initial loss has just
been

tripled! Filled with even more emotional rage, you proceed to force another trade from the market
to make up for a massive loss, increasing your risk exponentially. This sadly leads to a downward
spiral, which unfortunately in the end becomes a margin call. This is what revenge trading is, getting
your revenge on the market for a loss, but when you revenge trade the market will take more and
more of your money and you will just continue to keep shooting yourself in the foot.
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As hard as it is, you must do everything you possibly can to refrain from succumbing to these
emotional responses. Everybody goes through the emotional rollercoaster when leaming to trade,
only the traders that discipline themselves and learn from their emotional mistakes will be the
successful inthe end.
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To overcome revenge tradlng you must simply first learn to deal with a loss, every single trader has
to deal with losses, no one wins 100% of their trades. We have heard stories of professional traders
losing 9/10 of their trades, but it is that 1 out of 10 trades they really capitalize on. When you place
a trade you must assume that you’ve lost that money already; this line of thought process will
prepare you for the worst case scenario of you getting stopped out. You already assumed the money
was gone when you placed the trade, so there should be less emotional damage if you do actually
lose it. Thinking like this will also help you keep your risk tolerance in check, it will allow you to only
risk money that you are comfortable with losing, this is important because it keeps your stress levels
downand you can sleep easy at night when trades are open.
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It is important that you set yourself some rules to stop yourself from trying to get revenge on the
market after a loss. For example, only allow yourself a certain % of capital loss for the day; if you
exceed that percentage, you are to close your trading terminal and cease trading until the next day.
If you start to trade over your set limit, you know straight away that you are revenge trading! You
could also just simply set yourself a rule where you only take 1 trade per signal day. I've even heard
of traders topping up theiraccount with the equivalent of a trade they justlost, simply so they don’t
‘see’ the loss onthe account balance and this helpsthem continueto trade in a cool collected state.
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Don’tignore revenge trading; it must be addressed quickly. Find whatever method works for you, so
you can preventyourself from becoming frustrated with the marketand destroying youraccount.
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Patience
i >

Hopefully now you can understand how getting emotions mixing up with trading is a certain recipe
for failure. Be sure to take the steps needed to keep you in the right mindset before you begin
trading with your money. Nobody becomes emotionally disciplined with their trading overnight, it
will become a journey that every person must endure before they find themselves disciplined
enough to reach a state of mind that becomes their trading zone. Open a demo account and treat it
as if it was your own money, make mistakes and learn from them. Don’t make mistakes and
continue repeating them over and over. Create a trading plan, set yourself rules and do not break
them. If you can’t trade by your own rules on the demo account then you are not ready to trade
withreal money.
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PATIENCE

If you're impatient with the market it will continue to take your money until you learn to be patient
with it. All of the chart examples in this course, except where spedfied, are from the Daily time
frame or higher. The Daily charts are our personal favourite time frame to trade off; big time money-
makers in Forex don’t make money scalping the 5 min charts all day. They trade longer-term
positions that bring in large profits, but this doesn’t happen overnight; they will hold trades for
weeks, maybe even months. The more patience you have with the market, the more successful you
will become overall. If you are addicted to the small timeframes and enjoy the ‘rush’ of quick in-and-
out trading, then you are too emotional and are going to have one very hard time making money. If
you had 1 million dollars to trade with, would you throw it around on the small timeframes, or
would you position yourself on the daily and ride trends?
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Trading is not a get rich quick overnight solution, trading is a business so you must treat it like one.
There is no reason why you cannot have excellent returns, but you’re not going to get them trading




greedy, being afraid to enter valid setups, taking on too many positions or getting angry and trying
to get revenge on the market after one loss. Be patient, only enter A++ setups, and remember we
only really need 1 successful 1:3 trade per month to beat some of the highest-performing major
market participants. Set up your trading plan, set up rules for yourself and stick to them no matter
what!
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Afinal note 4i&

We hope that the Price Action Protocol has changed the way you view the markets and their charts
forever. Hopefully, you're filled with exdtement and ready to put what you have learned to use.
Remember to only trade on a demo account until you get the hang of it; you may need to go over
this material acouple of times beforeitsinksin. It'salotto take in afterone go!
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Thanks again for your purchase and support;
Cheers to your new trading future
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Contact Email: support@dnbpriceaction.com
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