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Foreword

There are few authors in technical analyses who write with Joe Ross'
clarity. The interesting thing is that when you read his manuals you feel the
sense of deja vu. Those market features that you have seen in a vague
pattern are now brought into focus as if a fog has been lifted. You can now
define and hopefully anticipate market action.

This manual follows in the style of Trading By The Book. Indeed, there
are many similarities in form and content. Yet Trading By The Minute has its
own messages. Clearly a separate message to the day trader, but also there
are many areas in which a position trader will recognize value.

Joe and | have been friends for some time. We have collaborated on
trading techniques so | know of his dedication to the market. But in this book
we see the other side of Joe — the instructor of the grand style. He is
teaching us "How to Fish".

W. E. Dalton, MD

Introduction
Please Read This

| have always been a rather private trader. Over the years that I've
traded the commodity futures markets, I've used family techniques and
methods available only to myself, and to thaose taught by my family.

In my family, trading in the commodity markets goes back over 100
years.

The things | have discovered about futures trading, coupled with
wisdom of old, make up my style of trading.

Several years ago, | was suddenly stricken with a lengthy and
devastating illness that literally changed my life.

All my trading knowledge nearly died with me. When it looked as if |
might have a little more time left, | set out to write down the way | trade. My
instructional manual, Trading By The Book, was first written for my wife and
children so they could, after learning the basics of trading, carry on the family
tradition should they choose.

When | wrote Trading By The Book, it was the first time | had ever
revealed my trading methods to anyone. | did so because, at that time, |
firmly believed | had only a few months left to live.

It is now some time since my release from the hospital. To everyone's
amazement, | am still alive — alive and back to being involved in the markets
on a daily basis. Not only that, but I've found that | like to write and, even
more important, | enjoy teaching about the way | trade,

a natural sequel to my instructional manual, Trading By The Book. They are
really part and parcel with each other.

The success of Trading By The Book has encouraged me to write this
sequel. Init, | will try to show many of the things |'ve learned about
successfully daytrading in the futures markets.

My trading is such that it has evolved over the years. | have always
tried, and will continue to try, new things. | am not against any method,
system, or concept that can be proven to work successfully over a period of
time. | am never against anything that works for you in your trading.

With the onset of "daytrading”, | have had to add many new wrinkles
to my tried and true techniques of the past. Yet the good old ways, the
methods that have been winners for over 100 years, are still the mainstay of
my trading — even Trading By The Minute.

As | did in Trading By The Book, | will write this manual mostly in the
first person. | can tell you what | do, | cannot tell YOU what to do. You're
going to do what you want to do no matter what | say.




Hope lies in the extent to which you may want to emulate the success
pf my own trading. The wise trader will seek to incorporate my knowledge
into his own method(s) and personal style of trading.

Most of the trades | show were engaged in specifically for the purposes
of writing this book. Although | trade larger size and at lower commissions
than most, in the trades for this book | used the number of contracts and
computed commissions and costs as shown throughout. In the final series of
trades in the S&P, | show actual lot size and costs.

When trading for purposes of writing the book, | stay and even enter
trades late in the day. This is not my usual way. | rarely trade as late in the
day as | do when writing for a book. However, | find it necessary when
writing because of the time invested. When I've spent an entire day watching
a screen, | push harder to come out of that day with something to show for it.
| want to earn my keep for the day, and | want to have something to show
my readers.

When | trade for purposes of writing a book, | try hard to be as
mechanical as | can be so that my own instincts and intuitive feelings are
removed from the trade. | want the method to be in the forefront of each
trade. Yet, | find it is not always possible to separate my feelings from what |
am doing. Wherever such is the case, | have endeavored to explain my
thought process. There is a reason for doing what | do. | have tried to put
my reasoning into the book whenever | have deviated from the purest form of
the method.

There will be instances when | stray from the method and there is no
explanation. These are not intentional. | am not a perfect trader. | miss
moves, miscount bars and segments, miscount points and money, fail to see
various formations, ete.

In writing this book, the emphasis is on technique, not on the overall
way | trade. In order to teach a lessan, | am forced to have tunnel vision.

In actual practice, | filter every daytrade through the daily chart. |
attempt to trade only in markets that are trending on the daily chart. | take
only trades that are in the direction of the trend, especially when a market is
correcting.

When writing, | cannot take such a broad view. In that sense, the
trades shown are out of context with the reality of the broader market. In
some instances, | purposefully took trades that were not in trending markets,
in order to illustrate a point.

In my own trading | am very selective. | choose only trades that | feel
are very strong — in my mind, virtually sure things.

In addition to my technical signals, | look for unusual things in the
market that might tip me off as to the very best selection. Such extraneous
matters go far beyond the scope of this book. Much as I'd like to include
them here, the impracticality of doing so has to be a factor. | have neither the
time nor the willingness to sit down to write a ten-thousand page tome
expounding every last detail of the way | trade. Perhaps some day I'll do a
video of my trading so that much of what I do can be seen as well as heard.

Those readers who are familiar with my tutoring and seminars know
that I'm terrible with arithmetic. When I'm trading | make terrible and careless
errors. | seem to have a very bad time with fractions. My arithmetic
shortcomings have been there since my earliest childhood memories. | am
dyslexic. | make a lot of mistakes — | think | have made a profit when |
haven't, | think | have taken a loss when | haven't. Often | use too many or
too few contracts to cover costs because of arithmetic errors. Amazingly, it
has never really affected my trading. | just plow along doing my thing, and
somehow at the end of the week, my wife, who keeps my books far more
accurately than | ever could, tells me I've done okay. "Whatever it is you're
doing," she says, "keep up the good work.,"

In the parts of the book involving bar and segment counting, | allude to
spreading my paosition overnight in a back month. This particular subject goes
beyond the scope of this book. Suffice it to say that | often hedge my
positions in markets that trade overnight by spreading or by entering stops in
the cash and/or foreign futures markets. This is a concept that totally
confuses many of my readers and certainly many of my seminar students. As
stated, it goes far beyond the scope of this book, but for the reader who is
familiar with such tactics, please understand that | do this to protect my
position. For the reader who does not know what I'm talking about, this
should be an encouragement to attend a seminar to learn about such things
before, not after, suffering large losses of capital.

About This 1991 Revision

When | first wrote this book, | wanted to demonstrate a very specific
way of daytrading centered around the concept of matching congestions. In
practice, this has proved difficult for most of my students. They simply do
not have the experience needed to perceive and trade these matching
formations profitably. Yet, there are some who have done well with this way
of trading. In part, matching congestions are perceived through the eye of the
beholder. Trading them is somewhat intuitive. Describing how to recognize
them is definitely subjective.

In this revision they are presented again for those who have the depth
of experience in the markets to trade them well.

In addition, | have included methods for daytrading that leave little or
no room at all for interpretation. | lead the reader step by step into the
segment counting method. This method is so precise that it could be
automated under some form of artificial intelligence. It has definite and
consistent rules. In my opinion, it is best done in light of human reason and
judgment. This method takes up the greater part of the manual, and follows
the concepts presented for matching congestions. If matching congestions
seems too difficult, then trade with the segment count method. It has proved
successful for over 100 years of position trading, and is still successful
regardless of time frame as long as a definitive chart is available.

About Contract Sets

In the first presentation of contract sets, | suggested using multiples of
three contracts. In this revision, | suggest using at least a two contract set,
then three, four, or five. Beyond five contracts, | recommend using
increments of five. This would give ten, fifteen, twenty, twenty-five, etc.




What must be considered is which gives the best results over all —
entering the market with an odd-lot, or exiting the market with an odd-lot,

Based on my own records, the better result comes by exiting the
market with an odd-lot.

This will make more sense as the rest of the material in the book is
absorbed. As the trades unfold, ask "Is it better to enter the market with a
nine lot, and liquidate a four lot to cover costs, leaving an exit for profit with
a five {round) lot, or is it better to enter with a ten (round) lot, liquidate a four
lot to cover costs, and exit with a six {odd) lot?"

The odd lot is going to result in more slippage for the fill. It has proved
better to exit on the odd-lot, and give up slippage on the profit end of a trade,
than to enter on the odd-lot, and give up slippage on the cost end of the
trade. In the long run, the reader will have to decide this for himself within
the context of his own trading style.

About This 1892 Second Printing

_r r]nvg added a more complete description of the various ways 1o spot a
trend in its inception.

| have made minor corrections throughout for the purpose of clarity and
to correct minor publishing errors.
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Chapter 1
The Truth Is the Truth

Although | have written this book from the orientation of the intraday
chart, the things | do and show here can easily be extrapolated to the daily
chart. Where | show the relationship between a daily chart and an intraday
chart, those who are not daytraders can do the same thing in the context of
the relationship between a weekly chart and a daily chart.

In essence, with a few exceptions, a chart is a chart is a chart.

What | show in the early parts of this book centers almost entirely
around congestion areas which may be seen on any chart in any time frame,
In the later parts of the book, the things | will show center around trending
formations. It is important to be able to spot the very beginning of a trend,
and also be able to enter existing and established trends with great success.

The major differences between trading the intraday chart versus trading
the daily chart have to do with time and volatility.

A more definitive comparison between the five minute chart and the
daily chart is given just ahead.

Decisions must be made more quickly using the intraday charts, and the
tradable patterns form more quickly on the intraday charts.

Other than that, trading is essentially the same. Later in the book, in a
chapter entitled "Full Circle," | will demonstrate the truth of what | have just
said.

It is important to realize that the use of a live data feed, in most
instances, gives certain advantages to the daytrader over the daily trader,
when it comes to the matter of optimizing entry and exit. When used
properly, daytrading can result in not leaving nearly so much money on the
table as can daily trading without intraday entry. However, proper use of
intraday data is very difficult to achieve. It takes great discipline to utilize it
properly so as not to end up overtrading.

Definition of Daytrading

At this point, | want to define daytrading as it will be used throughout
this book. My definition may be different from that of others, so | want to
clarify exactly what | mean. Typically, daytrading is defined as entering a
market at or after the open, and exiting at or before the close. In addition, my
definition of daytrading is any method or system that uses a live, real-time
data source to determine entry and exit signals to and from any market. This
would include hand-held quote devices, watching an electronic quote board,
or even one of the old electrical clacker boards.

| know it is possible to "daytrade” without a live data feed. | have met
some who do that. | know of two men who literally drive their brokers crazy
by calling in every few minutes to find out the prices of the contracts they
trade intraday. By my definition, this is not daytrading. Nor is trading from a
delayed data feed daytrading, by my definition.
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The most fundamental concept this book teaches is that it is essential
to learn to recognize what any chart looks like just before an important
breakout. Equally important is to recognize congestion at the earliest possible
time. This necessitates that a chart look a certain way. Throughout this
manual, | show charts that have that look. They must be of sufficient length
of time to be well formed. A five minute bond chart is the exact opposite of
the type of chart formations | look for. Later | will show a five minute bond
chart and other charts that are untradable by my methods.

A Brief Comparison

When | first started daytrading in the commodity futures markets, |
was unable to find books of any kind covering the subject. Everything | did
was done without prior knowledge as to how to go about daytrading. | had
no idea of what to expect. | did not know if the things that had always
worked for me would continue to work successfully. Therefore, learning to
daytrade was a new adventure and a great challenge for me.

In some respects, daytrading is not all that different from trading daily
charts. Yet, in other respects, it is as different as night and day.

The Similarities

The similarities between intraday trading and trading from the daily
chart are numerous.

Intraday charts look pretty much like daily charts, but with some
notable exceptions. In part, how the charts look is a function of the data feed
service | use. I've tried different ones side by side, and there are differences
in the appearance of individual price bars. They often disagree about where a
price bar opens and closes, and where the high and the low occurred. There
are also differences due to the particular software | use. The appearance of
the charts vary from one software package to another. | have tried several.

With some programs, the clock setting on the computer | use also
makes a difference in how the software sees the individual price bars. There
are differences in the way the data is handled from one computer program to
another, and even running the same program on two computers with different
clock settings will make a difference in how the individual price bars appear
on the charts. When | talk about clock settings, | am referring to the time
clock on the computer that shows hours, minutes, and seconds, as opposed
to the internal clock that controls the hardware cycles.

Intraday charts make essentially the same formations as do daily charts.
There are trading congestions connected by trends. There are retracements,
sideways movements, pauses, gaps, and waves,

| suppose that if traders had the time to study intraday charts in the
manner in which they have studied monthly, weekly, and daily charts, that
cycles could be observed to occur as much on a one minute chart as they do
on a daily chart. | know of traders who trade intraday based upon astral
phenomena and ocean tides.
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Intraday charts can be traded utilizing Fibonacci, Gann, and Elliot
techniques, fan lines, speedlines, pitchforks, oscillators, moving averages,
RS, Stochastics, DEMA, MACD, Commodity Channel Index, Volatility Stop,
Parabolic Stop, Cycle Projection, and any other of the host of technical
analysis tools available for use in the market today.

The Differences

Some differences are to be found in the way certain of the charts
appear to the eye. The long bond futures contréct, Eurodollars, in fact all of
the interest rate contracts, appear flat on a five minute chart, quite different
from the way they appear on daily charts. On most days, the chart
formations on these do not begin to look like the daily charts until the price
bars are captured on a sixty minute interval. Better yet is a 120 minute chart
for seeing the interest rate contracts in the way | like to see a chart.

Differences in volatility show up in that a move on a one minute chart
that covers the entire height of the screen, may appear as a normal size bar
on a daily chart.

Charts for the more thinly traded contracts, and some of the more
volatile contracts, appear as virtually unrecognizable anq untradable, losing
any symmetry and formation | might want to use in trading them.

Other Differences

Slippage is a greater problem in daytrading than it is in position trading.
The same amount of slippage on a daytrade is proportionately greater in
relation to an intraday chart than it is to a daily chart. A daytrade yields less
time to absorb slippage. Therefore, holding slippage to a minimum becomes
critical.

Keeping slippage at a minimum necessitates my using more restrictive
types of orders on an intraday chart than | would on a daily chart. | must
know within a point or two where | am going to be filled.

Trying to have minimal slippage also affects size. | have to be careful
to maintain lot sizes that are normally traded on the floor. | want to avoid
odd-lots, such as twenty-three orange juice contracts, or nine crude oil
contracts.

Very often, | will liquidate a lot size to cover costs that is greater than
needed just so | will be left with an easily liquidated lot size should | need to
get out in a hurry, or to help insure the least slippage for a profit taking fill.

Fundamentals play little part in trading the intraday charts. News
affects the opening calls, and, of course, it can have impact on the action
during the day, but a long term position trade on a one minute chart can
consist of about twenty price bars. Often a trade consists of five to ten price
bars, and occasionally only one price bar is sufficient for a trading decision.

Seasonality, in the conventional sense, has virtually no manageable
effect on intraday trading, other than as a possible entry technique.
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News stories and rumors greatly affect the intraday charts, causing
huge runs during the day and yawning gaps at the open.

Obtaining good fills becomes absolutely critical in intraday trading, and
the problem of entry and exit on a same shprt term price bar can be )
enormous, because one doesn't yet know if the entry fllliwas completed prior
to having to enter the exit order. In some of the mare thinly traded marke'gs.
and at intervals when a market is fast, even a ten minute chart does not give
sufficient time for knowing whether or not an entry order was fll!ed prior to
having to enter the exit order for a particular trade. Execution is a major
consideration in daytrading, and | will delve into it in greater detail in the

appropriate places.

The amount of commissions to be paid bec\'_:rmes critical in daytrading.
Having less time and range of movement with which to absorb overhead
means that it is vital to secure and maintain the lowest possible commissions

per round turn.

The area of trade management becomes totally difflerem in intraday
trading, and the strategy and tactics involved are much d:rferu_m for me V\{hen
| trade intraday than when | trade the daily charts. Please notice that | said
trade management, and not risk management or money management. The
main difference in trade management has to do with the hurried way in which

| have to trade intraday.

By trade management, | mean the mechanics of entering or exiting a
trade.

Those who have read my manual Trading By The Book know that |
pretty much reject the practicality of fundamental trading becau§|3_, as an
individual, | have neither the time nor money to pursue the acquisition of
sufficient fundamental knowledge from which to make trading decisions.

Also, with the exception of mentally noting where Fibor}acci ratios are
located, along with the occasional use of a simple offset moving average, |
reject the use of the dozens of technical trading tools in my trading of the
intraday charts. As regards Fibonacci ratios, | use visual retracement ratios
only as a filter to tell me if a market is behaving normally. | do not use
Fibonacci expansion ratios to help me set objectives for my trades. They are
too time consuming and totally unnecessary in the way | daytrade.

| would strongly urge anyone wanting a more complete understanding
of my basic trading philosophy to purchase Trading By The Book. Much of
what will be found in Trading By The Minute derives from the age old truths
found in Trading By The Book. The concepts shown in Trading By The Book,
along with many of the tips and techniques shown, are for the most part
applicable to trading in virtually any time frame.

When trading intraday charts, | use no "technical” tools at z;ll,.other
than occasionally using the moving average mentioned above. This is, more
specifically, a three bar simple moving average of the close set forward .'r.hree
bars in time. When | do use it, it's usually to provide variety in my trading so
that I'm not always doing exactly the same thing.
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Although | do have a sense of where the Fibonacci retracement ratios
are located, in my use of these | differ greatly from the "norm", in that | do
not trade from the retracement ratio points as do most who use Fibonacci. |
use my perception of where they are to tell me if a market is acting as | might
expect it to. In that sense, it is "nice to know" information.

My approach to intraday trading is based entirely upon what | see
before me in the form of a bar chart showing Open, High, Low, and Close.
As previously stated, | use virtually no technical tools in my trading. Why?
Because | feel they operate only to confuse the picture, AND BECAUSE THEY
ARE WHAT THE MAJORITY OF THE OTHER TRADERS ARE USING — AND IF
YOU BELIEVE THE STATISTICS, YOU KNOW THAT THE MAJORITY ARE
CONSISTENTLY LOSING IN THE MARKETS!

The closest | can get to the truth of what is happening in the markets is
what | am able to see on my bar chart as prices tick up and down on the
computer screen. Notice | said "closest”. The bar chart is the best | can do,
but even it doesn't tell me the whole truth.

| know of a number of traders who thought that because they had a
live data feed, they could trade the markets just as a floor trader would. That
is emphatically not true, although the data feed suppliers would like to
convince you that having a live data feed is as though you are "right there in
the pit with the floor traders.”

On my live data feed, | can't see how many traders are in the pits. The
volume | see on my chart is only a best guess of the actual volume on the
trading floor. | can't immediately see if a market is thin, | can only guess, or
ask my broker. | cannot sense the emotions or moods on the trading floor, |
cannot tell if there are more buy orders than sell orders, or vice-versa,

I can only belatedly realize that a market has started to become "fast".
Another handicap is that | cannot see who is doing the trading. | am unaware
when a "commercial," or a large trader comes onto the floor and begins to
suddenly or incrementally buy or sell. Probably my biggest disadvantage is
that | cannot see the "bid", "ask" or “"size" figures. Although they are
available through my daytrading software, they are posted too late to do me
any good. They are always behind-times.

Another important item that's missing is that | can't hear the action as
the floor traders can. They react to the noise levels — | cannot.

These limitations, of necessity, have an effect on my trading style and
results. The way | trade has to compensate for the lack of "truth" | have to
deal with when trading from a computer screen.

Another major limitation | have is that of time. | dare not use the
"natural” pivot points that are in effect down on the floor. | dare not use the
same support and resistance points that are being used by the floor traders.
The difference is that they are THERE, in the pit, and can react immediately to
the price action. As stated, the floor traders have the advantage of "hearing”
the action on the floor.
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Even though my data feed is "real time", there is as much as a ten
second transmission delay between when | see a price tick and when it
actually ticks on the floor. Added to that is the incremental delay within the
computer program that takes place between the time the data is received by
the program, and the time slice given to the particular market(s) in which I'm
trying to trade. The refresh rate to the screen for each tick causes a tiny
delay. The delays are something | have to live with that the floor trader
doesn't have to live with.

Another problem | have with time, which changes the whole ball game
as to the way | can trade versus the way someone on the floor can trade, is
that | have to deal with the inevitable delay of the telephone call for placing
my order, and the ensuing clerical procedure necessary to get my order into
the pit. Even if and when | call directly to the floor, there is a delay as the
order ticket is written and then taken to or signaled to the trading pit.

The time ir}tervals | lose, compared with the actuality that is taking
place on the trading floor, amount to a tremendous handicap that has to be
dealt with and overcome by the methods | use in my trading.

| also have to live with higher commissions than do floor traders. Even
a low round-turn commission off the floor results in paying several times the
commission that some floor traders pay.

Finally, | have to put up with the inevitable missed ticks that fail to
come across my data feed and bad ticks that come all too frequently across
any data feed. They love to come at critical decision times. They are a major
annoyance in daytrading, especially those you cannot see because they fall
within the "norm" of the current price action.

| stated previously that technical indicators only tend to confuse the
picture. Anyone who uses them knows that a three bar version of a maoving
average, a momentum oscillator, a channel index, DEMA, RSI, Stochastic,
etc., look and behave differently than an eighteen bar version of the same
technical indicator. Which one is to be believed? All technical indicators are
figments of the imagination. They are created by the trader and render
different trading decisions from the same trader depending upon the length of
their base.

Technical indicators tend to smooth things, when the underlying reality
upon which they are based is anything but smooth. Prices tend to chop up
and down, making rather large moves in spurts from time to time.

My way of trading is to trade from the reality of what is happening to
the price as reflected on the computer screen in front of me. Since what | see
there is the closest | can come to the truth, for me it is the truth.

Another thing to realize when trading intraday charts is that by the end
of the day there will, on the shorter term charts, be a great many bars. For
instance, on a one minute chart, there may be as many as 260 price bars
showing. That is the equivalent of many months of trading on the daily
charts. In addition to those 260 bars, there are those that have already slid
off the beginning of the chart. This is especially true of the currencies, the
interest rates, and the stock index charts.
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That's a lot of price bars, and it represents a lot of trading decisions. If
| were to add to my position each time there was a trading opportunity on a
one minute chart, | could go nuts...and so could my broker.

Therefore, | do not trade in and out all day long. | simply cannot take
the wear and tear. If | did trade in and out (like the floor traders), | waould
simply burn out before the end of the day. In fact, | know someone who had
a nervous breakdown doing that very thing.

I'm not saying that others can't do it. 1'm saying | can’t do it. It's too
intense for me, and it's too much like hard work.

I'm often asked by others, "Do you daytrade?"

By now the answer should be obvious. Yes, | do daytrade. But |
cannot do it all the time. It takes great energy to daytrade. It involves a
great intensity of concentration.

| have, at times, daytraded intensively for a few days, but then | had to
rest and get away from the markets. The odd thing about that kind of intense
trading is that | don't always know when I've had enough. | usually find out
or realize I've been at it too long when | wake up to the fact that I'm losing
too much money.

The intensity of daytrading has a way of hypnotizing me so that after
awhile | really am not seeing much of anything. | become dull. My perception
of the market action is no longer sharp. | have become saturated and my
mind has become numb.

It takes great energy to daytrade and the cost in mental and physical
wear and tear makes it problematic from a practical standpoint.

| am not alone in this perception of daytrading. One friend of mine,
who has been a professional trader for 24 years, says that all he can stand of
it is two or three days out of each month.

Another friend, who has a seat at the CBOT, has told me it is easier to
trade down on the floor than to daytrade from a screen off the floor. He has
been trading for 36 years, and is one of the all-time greats of trading.

Because daytrading is so intense, because | personally can't handle too
much of it, and most of all because the greater profits are made long term, |
also position trade the intraday charts, | attempt whenever possible to turn a
daytrade into a position trade. I'll be showing how | do that in a later chapter.

Position trading is a lot more relaxed. The trades more or less take care
of themselves. | don't have to pay much attention to them. Once | have
turned a daytrade into a position trade, all | have to do is monitor the trade
closely enough to move my profit protecting stops and get out at any
objectives | have set for the trade. Typically, my profit protecting stop is one
and the same with my objective. | want to be stopped out with a profit.

Long ago | quit trying to pick market tops and bottoms.
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Chapter 2
Trade Selection

Throughout the book, | will utilize many illustrations to demonstrate
what I'm talking about.

With what | have discussed so far as a background, let's get dowr to
some trading concepts.

Market Anatomy

This is a market:

Looking at it carefully, what can be said about this market? What can
be seen in this market? What truth can be found in this single pictograph of a
market?

It can be said that it opened at its high and closed near its low. Does it
have a high? Does it also have a low? |Is this market in a trading range?
Truly it is in a trading range. It's in a trading range between the high and the
loww.

Isn't that true of all markets? Every market in existence is in a trading
range between the highest high and the lowest low that it has ever
experienced.

| noted some other truths about this market. It had an opening price
and it had a closing price. However, the open and the close were not
necessarily precise. Instead, they represent a consensus of what the open
was and what the close was. By the time trading closes at the end of a day,
the reported open may reflect a far different price from that which was
originally shown at the start of trading. The reported close also may change
drastically from where it was seen to exist at the end of trading and from
where the "officials” call it after the close of trading.

Although | can see where the high and low were purported to be, |
have no idea about how many trades were made at each of them, or for
certain that the market ever actually traded at those price levels.

| also don't know what the volume was for this market, and | don't
know what the open interest was, either. | will know both when it is too late
to do very much about it.

Yet, these truths, along with the trend if there is one, are all | have
upon which to base a trading decision should | choose to place a trade in this
market.
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If | look a1 a market and realize that it is in a trading range between the
all-time high and the all-time low, then | can also realize that within this
overall trading range there exist many lesser trading ranges. These lesser
trading ranges occur over time at virtually every level of price activity that a
market has.

But these trading ranges don't usually exist in a vacuum. Normally they
are connected. The formations that connect them are called trend lines. A
market, over time, has an anatomical structure. What | see are trading
ranges, connected by trending formations. Trending formations, in turn, are
made up of shorter trading ranges, gaps, large magnitude moves, and
progressively ascending or descending price bars.

Excuse me if all this seems overly simple, but | have to start
somewhere. What I'm attempting to do is to lay out a basic foundation for
what is to follow.

What I'm showing here is that a market can be dissected — divided up
into its component anatomical parts. There are ways to trade each of these
component parts. There are ways 1o trade from trading ranges. There are
ways to trade progressively ascending or descending trend formations. There
are ways 1o trade from small congestion areas. There are ways to trade trend
reversals, breakouts, retracements, and corrections. And there are ways to
daytrade markets, and they are, in some respects, unique to daytrading.

This book is about how to trade the various situations that occur in the
market place. The methods | show in this book are valid in any intraday time
frame in which they can be seen to form. Many of the concepts | show are
valid in daily or weekly time frames, but the emphasis will be towards the
intraday charts.

Trading these intraday charts requires somewhat different strategies
and tactics from those that might be involved in trading daily, weekly, or
monthly charts. | make a good part of my living based upon using intraday
charts.. This book and course will be based entirely upon intraday charts, and
other charts will be used only as they relate to the intraday chart.

Although these various formations are able to be traded as individual
entities, and can be successfully traded in that manner, before this book ends,
| hope to show how | trade in such a way as to automatically include the
individual component parts of what make up a market. That technique will be
what | call "segment counting.”

Some of the things | say in this book will pertain only to the concepts
of intraday chart trading, but in no way conllict or contradict the things | said
in Trading By The Book.

There are many ways in which to start a book of this type. In Trading
By The Book, | started out with trading the breakout of a trading range. In
this book, | will start out with the concept of trade selection.
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Trade Selection

For me, trade selection consists of two things: selecting a market, and
selecting an entry point.

The first is easy; the second will take a bit more explanation.
Selecting a Time Frame

| do not recommend trading on anything less than a five minute chart
for most daytraders. To trade anything less than a five minute chart is 1o
invite disaster when it comes to execution. Most traders, although they have
a live data feed, are trading in such a way that they cannot possibly compete
in the five minute market. Why is this so?

The five minute market is to a great extent made up of "large" traders,
and ex-floor traders now trading from a screen. This group is steadily
growing in size, as floor traders are "encouraged" to leave the pits. Many of
them have seats on the exchange. Virtually all of them call straight to the
floor. How can the average trader, with low volume and a relatively small
account, compete in either time or costs? Another large group trading within
the five minute chart frame are CTA's.

Large traders, ex-floor traders, and CTA's are trading at anywhere from
six to fifteen dollars per round-turn. They do not have the time delay that
most traders have to live with. They don't have to call a broker, who in turn
has to make out a ticket and then call the floor. For many who do not fall
into one of the above groups, there are even more intermediate steps than

that.

Even |, at the low rates | pay and with the fast execution | get, can
barely get proper execution based on five minute chart formations.

Selecting a Market

The only markets in which | will daytrade based upon five minute charts
are:

The currencies — Yen, Franc, D-Mark, and Pound.
The metals — Gold.
The stock indices — S&P and NYFE.

The oils — Crude Oil.

| do not trade the bonds or the Eurodollars on a five minute chart
because they do not "form up" in the shorter time frames. The markets | do
trade all have sufficient liquidity, and MOST IMPORTANT, all make excellent
trading patterns on a five minute chart. | never daytrade foodstuffs, grains, or
meats on five minute charts other than to optimize an entry or exit from a

longer term trade.
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Quite often | have made my money in a currency or gold before the
Stock Market even opens. That way | can watch the S&P without having to
concentrate on anything else. | also like to trade the S&P after 2 PM, when
the bond market has closed. If nothing is happening in any of the other
markets, | will start watching the crude oil in hopes of some action there.
Crude oil is great to daytrade when it is volatile.

If | had to select four markets in which to daytrade, they would be S&P
500 (or NYFE), gold, oil, and a currency. The currency selected would be the
one with the greatest open interest and the greatest volume. .

If | had to select two markets in which to daytrade, they would be S&P
and gold, or S&P and a currency. The choice would be for the two with the
greatest volatility.

If | had to daytrade in only one market, It would be a toss up between
the S&P and a currency as being the very best for my style of daytrading.

If the stock market is thin, as it was after the '87 crash, | would trade a
currency, gold, and oil.

Selecting an Entry Point

My methods for selecting entry points are rather simple and
straightforward.

My entry techniques are based upon three levels of entry into a market.

f will group these as Major, Intermediate, and Minor. All of them have
one thing in common — THRUST!

| do not believe in buying or selling retracements. | do not believe in
buying or selling within a channel or trading range unless a single leg up or
down has sufficient length to enable execution of a winning trade. If a series
of trades turns out to be within a trading range or within a channel, it is
purely coincidental and definitely not because | have drawn channel lines, or
in some way have defined a trading range. The same thing is true of uptrend
and downtrend lines. | do not use them other than for visual perception, and
do not trade retracements to them.

; | ean and do successfully enter markets without any signal from the
daily chart. But | much prefer to enter an intraday trade based upon a
significant event taken from the longer term momentum of the market. The
daily chart gives me those significant events.

Remember the market pictograph?

This is a market:
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What would constitute a significant event in this market? What is the
most major thing that can happen? | contend that the single most significant
thing that can happen is a breakout of the high or low.

Why? Because, as | previously pointed out, this market is in a trading
range between its high and low. To that extent, this market is stagnant.

Unless it makes a new high or a new low, it is not really going
anywhere.

But what if this market were to take out the high like so:

Could | have made money trading the breakout of that high? The
answer to that is yes! And it is one basis for trading the five minute bar
charts.

What | am talking about here is THRUST. For the time being, let's

forget about where the market closed. That is of no significance whatsoever.

I will have made my money and been out of the trade long before the close.

The important thing is that the market opened at a certain level, and at
some time during the day it took out what had been the high at the opening
level, which was its previous high for the day. When that high was taken
out, it was a significant event. Profits could have been made.

IMPORTANT! When | am daytrading a five minute chart, | am
interested only in what is happening today. | am not worried about the close.
That is 60 to 75 price bars away. | am not worried about tomorrow —
tomorrow is a whole new set of events. | am not worried about what
happened yesterday — yesterday is history, except in that what happened
yesterday, or the day before, or the day before that, may be related to what
my actions will be today. More of that relationship ahead.

Although | will consider turning a daytrade into a position trade
according to certain rules to be explained later, | must have a rule for my
daytrade in and of itself, and this rule is absolute: unless | am considering
conversion to a position trade, | will NEVER carry a daytrade overnight! | will
ALWAYS be out by the close of trading. That is what makes the trade a
daytrade. It is not to be held overnight. If | do consider it for holding, it will
have lost its status as a daytrade. | will have converted it to a position trade
and will then begin to observe a different set of rules.
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The truth about making money in the markets is that most of the
money to be made is made when a market "pops" and then begins to trend.
It is the connector trends between congestions that offer the most profit
potential.
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F The money is made here,
5 between the lines.
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With that in mind, I will take in their order Major Entry Signals,
Intermediate Entry Signals, and Minor Entry Signals.
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Chapter 3
Major Entry Signals

My major entry signals are as follows, and | give them my highest
priority. They are all derived from the daily bar chart:

® The breakout of a trading range. (For readers of Trading By The
Book, | do not use a Fibonacci envelope here.)

° The breakout of a 1-2-3 high or low.

® The breakout of a ledge.

® The breakout of a Ross hook.

In all of these techniques based on the daily chart, | will ignore any gap

breakouts. Gaps nullify my entry into the market. | want to enter only those
trades that trade "through” my breakout point.

For any who have read Trading By The Book, they will immediately
recognize my major entry points. For those who haven't read Trading By The
Book, | suggest paying particularly close attention to what | have to say about
major entry points. Each will be illustrated for purposes of refreshing the
memory of previous readers and for introducing these concepts to new
readers.

Let's take these in the order listed above.
The Breakout of a Trading Range

Most of the time a trading range will be preceded on the daily chart by
either a gap or a day which is relatively large in size from high to low.

The figure on the next page illustrates this point.
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My first step after noting a gap or a series of gaps, or a large size BP
trading day, is to begin to watch for a trading range to evolve. Here is how it
will usually happen: 19830 l ‘ N ‘ J | J ' f [ s ‘

® There will be a gap or large one day move up into or down into what lult
will eventually be seen as a trading range. 133% l}[ ;J'uﬁt‘ﬂ

® There will be a leg (this is a leg /, or this \) counter to the thrust of 18962 }{}“ ‘_,’_ I go lang
the gap or large day move. ‘m | f‘ :[1 rr at the

18528 ].ll pibod ]. rl I breakout

¢ Then there will be a second leg back in the direction of the gap or i BT R it of the high
large single day move. At that point we have a market that, in its most 10A94 Fal o 1f l of the
recent action, looks like this /\, or this \/, from a bird's eye view. It is then | i "I T trading
draw a horizontal line across the highest high, and a parallel horizontal line

'
[
across the lowest low. It will usually take about 10 days or so for all of this 17668 'TII"‘I}"% Rl
to happen. The formations /\ or \/ constitute "market swings." i

12226, . f
° In the next few days or so, a third leg will form giving us /\/, or \/\. '
This is the beginning of what may turn out to be a trading range. Again | 16792 ke
draw horizontal lines across the highest high and the lowest low, uniess the hid
old ones are still intact. | have now established a rudimentary envelope that is 16357 i
delineated by drawing a simple horizontal line across the top of the trading R J _“"“',._ e
range, and a parallel line across the bottom of the trading range. 15923 =3 “ L

° My next step is to count the number of bars on the daily chart. P
Sometime between 21 and 29 days, a fourth leg will usually be completed. 15498
The trading range now looks like A\A, or \[\/. If there had been a new high or
low, or both, during that last leg, | would have redrawn the envelope. Usually

this is not necessary. My entry point is a trade-through by prices of the breakout point. The
breakout point is the highest high or the lowest low of the trading range. |
| can now set a mental alert or a computer alert, or both, to tell me will enter a t_rade at or before the breakout. | will not enter if prices gap past
when | am approaching of these numbers which represent the outer limits of my entry point.

the envelope. Any non-gap breakout of these numbers will constitute an
entry point for me to daytrade.

This will be the least frequently occurring entry technique in my
arsenal, but it will be one of the best. The thrust out of an envelope will yield
many a worthwhile trade.

The next figure will serve to illustrate this point,
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o
The Breakout of a 1-2-3 High Or Low ' oo
Let's illustrate what a 1-2-3 is: | 4208 ,I“ N ‘ ] I 7 l a i g ‘ 0
i 1 o
2 | <--Buy a breakout | 4286 |
| | of the #2 point | | 3 || I
| IS | | in an uptrend. | v | | 4432 }r[
I |
| 3 Sell a breakout | | 4858 ’J |’h
| of the #2 point--> 2 | bt S |
1 in a downtrend. | 3984 J l|
Note: The #3 point does not come down as low as the #1 point in a s " TI } A ;f | ’ I'I
uptrend, or as high as the #1 point in a down trend. 3969 .Tf'l;f I } ]'d l J|H| } ;{T f |“
Lt g lr i 11 |
| set a mental or computer alert, or both, to warn me of an impending | 3836 [Ml H'L[” [ H 2
breakout of these key points. | will not enter a trade if prices gap over my SRy ,r,l ‘Fl
entry point. | will enter it only if the market trades through my entry point. 3762 'r L F }{,.‘ 1 l |
1-2-3 Highs and Lows come only at market turning points that are in N ,LI Iﬁ [’:}IJ_ f perfect 1-2-3 lou ]][l
effect major or intermediate high or lows. | look for 1-2-3 lows when a brbiet [ 'J- t I 5[
market seems to be making a bottom, or has reached a 50% or greater { } } I b
retracement. | look for 1-2-3 highs when a market appears to be making a 3614 ﬁ,.:ﬂil' ! I
top, or has reached a 50% or greater retracement. i
3548

Exact entry will always be at or prior to the actual breakout taking
place.

= ' ) ] . ) The 1-2-3 low is characterized by the fact that the #3 point does not
The next figure illustrates this entry technique in action. come back (retrace) as low as the #1 point. A 1-2-3 high is characterized by
the fact the #3 point does not come back (retrace) as high as the #1 point.

28 29




0000000000000 cCOo00OCQROIOGOGIONOIONORNOORPNOGIOOIOIOPOIOINOIOOIOITOTS

The Breakout of a Ledge

This is what a ledge might look like:

This is how | determine what constitutes a ledge:

orrection or congestion that is at least three bars in

| look for a ci
ars in length.

length, but no more than ten b
terized by a "squaring off" of highs and/or lows,
ect squares are best.

| trade the potential breakout in either direction. Opinion CANNOT be
allowed to enter the picture. | do NOT know which way the breakout will
occur! For every alert on one side of the ledge, there is an opposite alert
entered at the other side of the ledge.

ly as far as the first leg of the previous market s

The ledge is charac
the flatter the better. Perf

| can go back on wing
to find a matching high or low.

7\ \ /
|/ \ <-These are swings-> \ /
! \
/ \ \/
/ \
| <-These are the legs of the swing => \
/
/ \
I\ I\ \ I\ i
I can go back only as ! \ P AL i ey /
far as these legs -=>/ A \ —==-- =\ SN
No matter how short / \/ \ \/ \/
the leg is. (It may be only one bar long at times).

What | have done here is 10 allow the market to tell me what it is
going to do. In a sense, this technique is a "straddle”. It's not a straddle as
the word is used in the stock market or in option trading.

The straddle | use becomes possible because the market decides to
move sideways for a number of bars on the chart, thereby making it possible
for me to straddle the prices with my buy and sell orders at natural support

and resistance points.
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In order to show more
S clearly what I'm doing with thi i
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The Breakout of a Hook

A Ross hook looks like this:

| The top is the point of the |
| | hook. A 1-2-3 low formation is |
| | not necessary. If prices go |
| back up and take out the point | |
| of the hook, I buy. | ol

The bottom is the point of
the hook. A 1-2-3 high
formation is not
necessary. If prices come
back down and take out the
point of the hook, I sell.

In a sense, a hook is a part of a 1-2-3, but it doesn't have to have a
definitive high or low. It may pop out of a congestion area, or otherwise be
indistinguishable as to any exact formation. Ross hooks occur at any level
only in trending markets, whereas 1-2-3 lows occur at intermediate and major
market lows, and 1-2-3 highs occur at intermediate and major market highs.

A Ross hook does not need more than one correction bar on the chart.
In a down market, as soon as you have a higher low, you have a hook. In
an up market, as soon as you have a lower high, you have a hook.

The next figure shows what | mean by Ross hooks.
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- Some Rass Hooks (h) hi’Jl[{llll
6533 and theirl' accompany ing —’R‘I h 1<—
6450 entry points. :

The difference between a 1-2-3 low and a haok

5828 1 can be seen here.

The above Ross Hooks "h" were tradable because they had non-gap
breakouts. There are other hooks shown, but, because of gap openings, they
were not tradable. The -> shows where the entry would have been,

I've also shown a 1-2-3 low to demonstrate the difference between
1-2-3 lows and Ross Hooks.

An automatic alert should be placed the minute a market makes a hook
on the daily chart. | place the alert at a point prior to the taking out of the
hook.

Summary: Major Entry Signals

® The breakout of a trading range.
® The breakout of a 1-2-3 high or low.
? The breakout of a ledge.
® The breakout of a Ross hook.

Note, some of these may be concurrent with one another as well as
with some of the intermediate and minor trading signals which follow.
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Chapter 4 e o
Intermediate Entry Signals pr— 5 g ‘ 5 | N :
g :
My i sdiate entry signals are as follow | usually take them:
y intermediate entry signals are as follows, and | usually take them — Breal:!:rut of L H .
° A breakout of the lowest low of the last three days taken as a group. tl_le highest Hl 1 H} @&
19358 high of the last ' }[ 11
° A breakout of the highest high of the last three days takenasa = [=seseee three days. { 1! t lI}J .
it 19162 ! L &
° A breakout of any individual low of the last three days. This includes '“11 @
a breakout of yesterday's low. 18966 b
° A breakout of any individual high of the last three days. This includes 18778 u} 4 . I ! ®
a breakout of yesterday's high. e ' 1 1 I'
, , 16574 ir I ] &
The breakout must be by virtue of prices trading through my entry FLat s B8 l [ 1 '
points. A gap opening past my entry point nullifies the trade initially. 18378 l'l{_ T ‘ H{’ .
This is a very simple technique and does not need much explanation. | [F_rlj | 1 | No 96}13 Upengs .
will enter a trade at a breakout as described above. The stronger trade may 18182 " 4 | | are alloued. ®
come as a result of a breakout of the highest high or lowest low of the last 1 /
three days. At times it takes much pent up momentum to overcome the { 17986 L
extremes of the past three days of trading. But, this is not always the case. ‘
Sometimes the move is nearly spent by the time the breakout occurs. One 17798 .
has to experiment with these to come to see them more clearly. The three .
day breakout can act as a filter for lesser trades.
. . . Arrows point to the breakout point on the actual breakout day. e
The following four pages contain examples of my Intermediate Entry
Signals. o
#
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Arrows point to the breakout point on the actual breakout day.
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fi breakout of
6682 an individual
low,

No gap openings
are allowed.

Arrows point to the breakout point on the actual breakout day.
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Chapter 5

’ 0 E N Minor Entry Signals

My minor entry signal is as follows, and is optional.

H {|[ Ho gap openings A second breakout of the first trading congestion to form on the chart after
f [ | are allowed. the opening. This may include a congestion carryover from the previous day.
t ' II. By this time there should be little left to explain about how these must take

place. | enter only by virtue of prices trading through the breakout point. To
prevent being filled on a gap, | use stop orders after the open. More about this in

| | 1’ the chapter about ordering.
WMy

Here's an example of what | mean.

]

J 6640
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6632

6628

6624

3568 6620

6616
m 6612

Mh I [H{ f 61

"""" "ot A breakout of

3728 any individual # }’I
gt i, I{

Arrows point to the breakout point on the actual breakout day.

|l Breakout of the lirst congestion 6600
on the chart afler the opening. 6596

6592
6563

I’ It natches a congestion fron the
previous day.

” l oy 6584
\lélrm o fiy o %
’I T, {11 47, N
| LY YTV
IHI; Hl{f | l“ L 655
i i 6552
6546

6544

6546

40 41




Priorities

Now it is time to show my priorities. | want to trade the major and
intermediate term breakouts first and foremost. This entails writing down
some sort of schedule as to where these breakouts will occur,

| have presented these in the order of their occurrences. There is no
specific priority 10 the major signal trades over the intermediate signal trades.
The breakout from a major entry point is not better than a breakout from an
intermediate entry point, nor is the breakout of the extremes of the last three
days taken as a group necessarily a better signal than the breakout of the
individual high or low of any of the last three days. Intermediate entry signals
do'not take a lower priority than do major entry signals. The difference
between major entry signals and intermediate entry signals as it affects my
other trading will be discussed in a later chapter.

However, the minor entry signal does defer to the others. The major
and the intermediate signals are more important than the minor. Any time |
can trade a major or intermediate signal rather than a minor signal, | do.

Minor entry signals are optional, and | don't need to take them at all.

When | am trading, unless | am starving for action, | trade most major
and intermediate term signals, and let the minor entry signals pass me by.

The next three pages show additional examples of minor entry signals.
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194396
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Chapter 6
Stops
My stops are of two kinds — protective stops, and objective stops.
Protective Stops

It is very difficult to tell someone just where to place stops. This is
because stop placement is a function of a number of variables. The size of
the account must certainly dictate stop placement. The ability to withstand
pain (comfort level) is a major factor. | cannot tell another to place stops at a
certain percentage away from the entry. That doesn't make sense. If the
stops are too close, there will be losses on what might have been winning
trades. If the stops are too far away, there will be larger losses on losing
trades than were necessary.

| cannot tell anyone to place his stops at a certain number of points
away from entry. | don't know the size of someone else's account and |
don't know that person's comfort level.

| would be highly suspicious of someone who presumed to tell me
where to place my stops, unless | were following that person’s trades on an
advisory basis. Then, of course, | must use that person's stops or | wouldn't
truly be following what I've paid to find out.

Since | will not presume to tell anyone where to place his stops, let me
tell where | have a tendency to place mine.

Because the size of my margin account is not a worry for me, when |
enter a trade | place a mental stop 10 ticks away from my entry point. |
maintain this as a mental stop for as long as it is expedient to do so. If I'm in
only one trade, then | wait until the last possible second to phone in my stop.
| don't want the pelicans in the pit to know where it is any sooner than is
absolutely necessary. They love to go fishing for stops and run them
whenever they can. Obviously, if | am engaged in a number of trades
simultaneously, it may be expeditious to enter my stop earlier in the course of
the trade. If a market is fast when | enter, or it becomes fast, | will enter my
protective stop in the market.

| move my protective stop as soon as possible. For gold, crude oil,
and the currencies, | think about moving it up as soon as | have eight to ten
ticks in the market. For the S&P, I look to move my stop as soon as | have
four ticks in the market. When | say tick, keep in mind | am not talking about
points. A tick is one point in all of these markets except the British Pound
and the S&P. The Pound moves two points per tick, and the S&P moves five
points per tick.

Objective Stops

| use two types of objective stops: one for covering costs, and the
other for taking profits.

For most day trades, I'm initially looking to cover costs and make a
small profit on a part of my position.
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I'm not going to tell anyone to trade a certain number of contracts at
one time. But I'll give an example of the tactics | use.

My cost covering stop is just what it says. | liquidate a part of my
position in order to cover costs. If | make a small profit along with it that's
fine but only coincidental. Later, when | talk about average volatility, | will be
more precise about using a part of my position to cover costs.

My best minimum configuration is a three contract-set. If | had to trade
fewer than three, | would consider using the Mid Am. | enter the trade with
my minimum configuration. Once I've covered costs, if | see $100 in gains
on my screen, | take profits on part of my positions at the market. | don't
worry about slippage, | take what | can get. By the time my order hits the
floor, | may get only $60, $70, or $80. | don't worry about it, | just take it. |
get that order to the floor NOW! | ask for a flash fill — | hold and wait. If the
market is fast, | may not be able to hold, but at least my order will have gone
1o the floor.

Contract sets should be made up of 3, 4, 5, 10, 15, 20, 25, 30, or
etc., contracts.

As soon as possible after covering costs, or taking a profit, | quickly
move my stops up to bare breakeven. By that, | mean | move my stops up to
my entry point. If | get nailed, | haven't lost anything. | am alive to try again
another time. There will be plenty of other times.

If | am not stopped out, then | wait for the market to retrace. The next
time it takes out the old high in an up market or the old low in a down market,
I move my stops forward another five ticks.

| continue moving my stops every time the market breaks the old highs
and heads higher. At the very least, | try to protect one-half of the unrealized
paper profits in the trade. Paper profits are defined as the amount of money
or points | could have made had | gotten out at the greatest extreme prices
reached since my entry point.

If | were unable to trade at least a three lot, then | would trade two
contracts until | had built my account to where | could trade at least a three
lot.

Just as with three lots, if | were trading two lots I'd close out one
contract and bring it home if | saw $100 in profits on my screen. As with a
three lot trade, | wouldn't worry about slippage, I'd take what | could get. By
the time my order would hit the floor | may have gotten only $60, $70, or
$80. | wouldn't worry about it, |'d just take it. 1'd get that order to the floor
NOW! I'd ask for a flash fill — hold and wait. If the market is fast | may not
be able to hold, but at least my order would have gone to the floor.

As before, I'd quickly move the stop on my second contract up to bare
breakeven. By that | mean I'd move my stop up to my entry point. If I'm
nailed, | haven't lost anything other than costs. 1I'd be alive to try again
another time. There will always be plenty of other times.
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If | were not stopped out, then I'd wait for the market to retrace. The
next time it takes out the last high in an up market, or the last low in a down
market, I'd move my stops forward another five ticks. As soon as my second
contract would approach $100 more in profits, I'd call in a market order to
exit. Again, | wouldn't worry about slippage. My goal here would be te build
my account so that when a market does run, I'd be able to go with it for the
big bucks.

If | were able to handle only one contract at a time, then I'd have to
take profits at or about $100. Period, the end! |'d take my money and run.
I'd build my account. I'd nibble away at the market until | had enough money
in my account to trade a two lot. |'d be patient. Growth may come slowly,
but it would come. 1I'd be PATIENT!

Another point | need to reveal about my trading is that when | lose, |
have a tendency to double up on my next attempt at a market. | don't always
do it, but | often do it when | go right back into a market. My win percentage
is high enough that it pays me to go back in with double the contracts.

I'll be showing that later in the book.
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Chapter 7
Ordering
Entry Orders

From this point on, whenever | write about a contract-set, unless noted
otherwise, | am talking about entering a market with three contracts. When |
trade more than three or four contracts, | trade five or multiples of five.

Whatever | do, | don't want to trade in odd lots. It's hard enough to
get good fills trading in numbers that other traders utilize. Recently | spoke
with a trader who had gotten a terrible fill in Orange Juice. The slippage on
his exit order was fifty points. When | asked him how many contracts were
involved, the answer was twenty-three. | had to shake my head in disbelief.
Here he was in a thin market, trading at a time of the year (Spring) when the
Orange Juice market was paper thin, and trading a twenty-three lot. Is it any
wonder he had slippage of fifty points?

It's also important to enter price orders at numbers that are likely to be
filled without slippage.

For instance, Orange Juice is worth $1.50 a point and usually ticks
about five points at a time. This makes it extremely difficult to place orders
that will not have slippage. If | were to use five dollar intervals, | will be
trading at numbers that end in zero or five. Yet $1.50 will not divide into
$5.00 in any way other than fractionally. A similar thing is true for Unleaded
Gasoline, Heating Oil ($4.20/point each), the meats, and Lumber. All of these
are thin markets to begin with. Unless a trader is aware of the digital endings
that will get good fills, he is asking for trouble when he trades them.

Order placement is critical in daytrading. The number ane thing | try to
remember in ordering is to be patient and avoid greed. | place all my entry
orders as STOPS at my entry price. That means | use STOP LIMIT orders.
Where possible, | place my entry orders as STOP WITH LIMIT. "WITH LIMIT"
means | give a price range in which I'm willing to be filled. |f the market
rushes past me and | am filled a little higher, | don't worry about it. Slippage
is figured into what I'm doing. By giving a price range for my fill I'm able to
control the amount of slippage I'm willing to take. However, in some markets
I'm forced to use regular STOP orders.

Using STOP LIMIT and STOP WITH LIMIT means | miss many trades. |
don't care if | do. If | can't have it my way, | don't want the trade, Stop
Limit orders have low priority on the floor. They will not always get me a fill,

| generally do not place orders in the market before the open. Except at
major entry points, | have no resting orders in the market until the market is
approaching my entry point going in my direction on an intraday basis. Then,
and only then, do | place a resting "today only™ order in the market.

The market will often gap open past my entry point. So what! | miss
that trade. | have tried to learn to think in this manner: “If it doesn't happen
my way, then let it go." | don't sit and drool thinking, "Oh, if enly | had put
that in as a market order, | could have made a fortune."
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The trade must trade through my price and be filled in the manner |
requested, or | forget it. | go look elsewhere.

Throughout this manual | will repeatedly stress that | must have this
kind of discipline. | take only those trades that happen my way, and are filled
according to my instructions. | let everything else go by.

Exit Orders

Just as | want to be careful about my entry order, | also want to
explicitly state my final exit order. | get out AT THE MARKET. | do not issue
“or better" orders. Just as soon as my objective is reached, | exit AT THE
MARKET. If | want to be anticipatory, it is OK. That way | will be more
assured of getting something for the risk I've taken if prices trade near my
exit point. | do not use "Market If Touched orders" for my final exit order. It
takes too long to cancel-replace a MIT order with an At The Market order.
Not only that, but | could end up going the wrong way if the order is not in
the pit fast enough. The only preferable way for final exit is AT THE
MARKET. As soon as | see prices approach or surpass my goal, | get out AT
THE MARKET. | cannot stress this enough. Yes, there will be slippage. Yes,
I will not always get my price. Yes, | will find plenty of reasons to curse the
market, my broker, and the 1%~ x*#&$_ floor traders in the pit. But at least |
will usually get out with something.

Of course, all of the above presumes that | am actively watching the
trade via a live data feed. Allow me to point out that if my objective is
reached, and | am not able to watch the price action, | can place a MIT or a
buy or sell stop in the market. In the case of the MIT, as soon as prices trade
at my objective, the MIT will become a market order. In the case of a stop
order, as soon as prices trade through my objective price, the stop will
become a market order and | will have my fill.

| must be extremely quick at canceling out any protective stop orders
when the market has moved ahead sufficiently to warrant doing so. | don't
want the market to come back and hit them.

If the trade goes against me, | get out. | get out at my stop, or, if | am
unsure because the trade doesn't seem to be going according to plan, | get
out NOW!

Yes, | may mumble and grumble. Yes, | may feel exasperation and
frustration, but | must take the hit and get out. This was not my trade.
Maybe | got a really bad fill, maybe some news hit the market and it began to
move rapidly away from my trade. Whatever the reason, there is only one
thing to do — GET OUT!

Will | do it? Not always. Do | have the discipline to enter my orders
the way I've stated here? Yes, usually! Do | want to stay among the majority
who lose in the markets? No! So | must do what ['ve written here.

| remember: where possible stop limit, or stop with limit orders on
entries. At The Market orders on exits. With the exception of when | have to
use plain stop orders, no other way — EVER—in those situations!
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Chapter 8
Housekeeping

Because daytrading is at times both fast and furious, | must keep
accurate records of my trades. | must know the time | entered the trade, |
must get a ticket number for the trade. | must keep count of the contracts |
have on in each trade. Hey, nobody said that daytrading is easy.

As soon as | see prices tick at and then through my entry point, |
assume | have been filled. | call my broker. | nag that broker until he gets my
order out. | cannot wait half an hour to find out if I've been filled. | have to
know NOW! This takes a lot of effort on my part. | may be trying to watch
several markets. | am trying to write down where | am in each market. | am
waiting for the fill, and at the same time | need to call my broker and bug that
broker without mercy until | know if and where my stop order was filled.

To do all that, | had better be one terrific housekeeper. If | am not
totally organized, | will eat my shirt. | write down all my potential entry
points. | must keep track of those prices. When | call in an order, | keep
track of those ticket numbers. Ticket 123 bought three gold at 401.90. |
write it down. Ticket 345 sold one gold at 402.80. | write it down.

"Now, how many gold contracts am | still in?” Whoa! Wait a minute,
ticket 678 to sell three S&P at 309.10 just got missed, the market opened
below me at 309.00. Quick, get that order canceled. "Straight cancel ticket
678 selling three S&P's at what????" What was that figure? "Oh, there it is,
309.10. Thank goodness | wrote it down." "Now, where was I.... Oh yeah...
how many gold contracts am | still holding? Twol" | write it down.

] I'm not exaggerating. No way! Daytrading a five or even a fifteen
minute chart is some kind of a busy job. 1 can do it only in short bursts.
Anyone who is a nervous type will be eaten alive. | must keep accurate
records. | must know, and know that | know, when | am flat, or when | still
have one or more positions on. I've had my broker call to tell me | wasn't flat
— that | still had trades on. He was wrong. My record keeping was more
accurate than his. 1've had my broker call to tell me he thought | was flat. |
couldn't be sure, because | got things messed up and didn’t write something
down. The next day | had a $2900 loss in the D-Mark staring me in the face
at the open. | was wrong. His record keeping was no more accurate than
mine. That's when | started tape recording my orders.

I've had the broker call to tell me | was still long a Yen and did | want
to sell it before the close? My records, and my tape recording, showed | was
flat. He couldn't be sure because the market was fast and he didn't know if
all the tickets were in and accounted for. What would have happened had |
sold a Yen contract at the market? | would have been short one Yen contract
at the close. The next morning saw a gap opening to the upside of $3700.
Thankfully, | hadn't inadvertently gone short,

: Do | need to keep accurate records? Absolutely, for sure, YES! So, |
write it down, write it down, WRITE IT DOWN.
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If | miss a ticket number, | call back and dig it out. | write it down.
Whenever possible, | write out all orders in advance. Then | read them to the
broker so | make fewer mistakes. | use them as a script, so | won't say "buy”
when | mean "sell." | tape record every order. Sooner or later the day will
come when | desperately want out of a market and will "sell” it instead of
"buying” it to get out. | need to know what | said, and | need to hear what
the broker said. | replay the tape just to be sure.

| time stamp every order by saying, "This is account 12345 at 8:22
a.m. on 12 July, ..... =

When I'm in the heat of battle, | have to be extra careful of what | say.
In the rush to exit a trade, | may say the wrong thing. If | have had time to
do so, | will have written out my exit order.

| hate to say how many times I've been short three contracts, and
wanted to add five or ten contracts, in a hurry, watching two or three other
trades, and blurted "buy five D-Marks at the market" when | really wanted to
say "sell.”

| hate to tell how many times I've been long three contracts, added to
my paosition with five contracts, made a bundle on the trade, and then at exit
time forgot | had eight still on and said, "sell five." That's why | write it
down, write it down, WRITE IT DOWN! | keep my house clean.
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Chapter 9
Brokers and Commissions

There is nothing more important to my daytrading than to have a very
responsive and accurate broker handling my account. I'll discuss some of the
problems | encounter in daytrading that make this so.

At times my trading will be fast and furious. | may be lang a five lot
and need to load up with a fifteen lot. If this is happening in more than one
market (which it often is), | need a broker who is adept at keeping track of my
trades. No one broker, unless that broker is totally dedicated to my trading,
can possibly keep track of all my trades. | need an alert broker with a very
competent staff, all of whom are familiar with my trading.

| need a broker who can get the orders back from the trading floor
quickly. He's got to get them out with all speed.

There will be times in fast markets when | need to get out before |
know exactly where | got in.

| cannot afford to use a novice broker. On the other hand, an
established broker will have other clients who are important to him/her who
also need attention.

| cannot afford to use any broker who will not deal with me on a
discount basis. The absolute tops | can afford to pay for commission is a lot
less than many pay with a discount broker.

What | pay depends on my trading velume, the size of my account,
and, 1o a certain extent, upon how much my broker needs the business.

| try wherever possible to be able to call directly to the floor.

I need a broker who has good desk position on the floor and good
representation in the pit.

Such brokers are hard to come by. | know. I've looked long and hard.
When | find one, | will stay with him as long as possible.

In the heat of trading, there are times when | have trouble remembering
exactly where and what my various positions are. Hopefully, my broker will
provide a good backup.

| also need a broker who will allow me to daytrade with 25% (no more)
of minimum margin. By minimum margin | mean the minimum margin for a
commodity as set out by the exchange, rather than the broker's minimum
margin.

Some brokers will clear me to trade at 25% minimum margin on the
g

S&P. That's not good enough. | want a broker who will allow me to
daytrade with 25% of exchange minimum margins across the board,
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In that way | can add to positions with sufficient contracts when
needed. It is also the reason | must be out of the market before the close.
There absolutely cannot be any overnight positions, unless | have decided to
change my trade into a position trade.

This puts the burden of time on me. There is a definite time constraint.
| have from the opening of trading until the close to make my money. If |
have failed by then, | close my position — win or lose — and get out.

| make absolutely sure that my relationship with my broker is solid. The
broker works for me. | will be delegating a certain amount of authority
each and every time | issue buy/sell orders.

| prefer a broker who doesn't trade a personal account. | don't want
my broker fading my bets. | also don't want a broker who gives advice. If it
is offered, | politely inform my broker that | don't want to hear it. If it is
offered again, | move my account. Broker advice can cause me to lose the
courage of my convictions.

Also, | want a broker who can keep my activities confidential. | don't
want the broker to give my trades to any other clients.

I have had brokers who were piggy-backing my trades for their own
account(s). With one broker, when the fills came back, he was grabbing the
best ones for his account, and giving me the lesser fills. You can tell this is
happening when you start getting consistently lousy fills, or when a broker
doesn't issue ticket numbers.
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Chapter 10
A Trading Plan

WARNING! Mo one should attempt daytrading from five minute charts
unless he is a decisive, quick thinker. If a person tends to panic when things
go wrong, then that person should not trade five minute charts. No one
should trade a five minute chart who is paying more than $25 total in
commissions and costs. No one should trade a five minute chart who is not
able to call directly to the floor.

I've taken care of all the loose ends. |'ve talked about trade selection,
entry points, stops, ordering, brokers, commissions, and housekeeping. Now,
I'll talk about daytrading, and specifically daytrading intraday bar charts.

Approach
My approach to trading is simple: MAKE MONEY! In order to do that, |
must STAY ALIVE. The other side of that statement is: DON'T LOSE
MONEY! Refuse to lose.

In Trading By The Book, | offered a set of character traits that would
make anyone a better trader. Those traits are worth repeating here. | quote:

"Self-discipline
Knowledge
Patience
Self-control
Resourcefulness
Diligence
Flexibility
Concentration
Decisiveness
Persistence
Discretion
Perseverance

Consistency”
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"In addition to the above attributes, there must be total honesty and
truthfulness. | must know myself and my weaknesses, be emotionally,
mentally and physically fit, and ready to take action when needed — without
procrastination. | must overcome greed and have an intensity about me that
enables me to control not only my emotions, but my thoughts as well. That is
a tall order, but it is still not enough. | must also become a top notch
manager — planning, directing, organizing, controlling and delegating."

None of the above has changed. If anything, it is more true of
daytrading than it is of daily position trading.

Staying Alive

Preservation, of capital and self, retaining both my money and my
dignity, are prime elements of successful daytrading.

| cannot afford to take a financial or emotional beating in the markets.
It undermines my self-confidence, and | will not have the courage of my
convictions. Without faith, without the courage of conviction, I'm better off
not trading at all. I'd be better off putting my money into utility stocks.

It's better to take a series of small losses ($150-$250) than to take a
single big hit. Itis far less demoralizing. | realize | won't win every day.

The losses will always be there. | have to get used to them. But they
won't matter if | can stay alive in the markets until a big win comes along.

If taking losses can't be a part of my makeup, then | don't belong in
this business.

Staying in the Water

Trading is a business of staying in the water. | trade, taking small
losses and small wins, until | hit the big one, the one | can take to the bank.

| can't win unless | do stay in the water. | can't stay in the water if I'm
demoralized. Continually losing more than | gain will undermine my faith. 1'll
begin to experiment. I'll change my game plan and I'll become a statistic.

Plan the Work - Work the Plan

One of the oldest cliches in the world is plan your work — wark your
plan. Daytrading is a business, therefore | must have a business plan.

Why not just trade the breakout of the open and be done with it? That
takes very little planning. Why not just trade the S&P after 2 PM when the
bond market quits messing things up? Often there is lots of good action then.

My business plan should include those trades that have a high
probability of being winners.
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The Plan

Why go through the exercise of selecting trades the way | do? Here's
why! My selection methods force me to take in the big picture. The big
picture is always a part of good planning. By looking at the daily chart, | am
able to get perspective. | want to point out that the daily chart is 60-75 times
the magnitude of the five minute chart. Between 7:20 AM and 2:00 PM there
will be 74+ five minute bars on the chart. It's easy to lose the forest among
the trees.

Breakouts of daily highs and lows usually carry enough thrust to see me
through to a profit. It might seem that the more major a breakout is, the more
chance that the thrust will be sufficient to transport me to a profit. However,
that is not necessarily true.

I Want It My Way

| ' want it my way, or | don't want it at all. | don't care if the trade |
missed goes on to make a million dollars, if it didn't happen the way | wanted
it to happen, then I'll just miss that one. | miss plenty of super-good trades,
but at least I'm still here to tell about them. | want and will take only those
trades that are filled my way, according to my specifications. If | give market
orders on entry, | will have too much slippage on both ends of the trade.
That's not good. It doesn't fit in with the plan.

The plan must allow for slippage, and losses, and the plan must allow
for missed trades. | don't worry about missing a trade. There are plenty of
trades, more than | could ever handle. Wishful thinking about missed trades is
no more than a manifestation of greed. If I'm greedy, | will lose.

The plan calls for getting out of at least one contract, and preferably
two, as soon as | see $70 to $100 in profits. Yes, the trade might have gone
on to make $1,000 dollars. However, it may also go on to lose $1,000. If |
don't get out at the $70 to $100 that the plan calls for, then greed has gotten
the better of me and overall I'll lose,

The plan allows for slippage of time. When | call in my order, the
phone isn't always answered on the first ring — or even by the eighth ring.

I'm long three December gold. I've just seen my trade hit the $100
level. 1 lift the phone and punch the memory button that has my broker's
number on it. The phone rings once. | see my $100 profit shrink to $60 on
one quick tick of the arrow on the chart. The phone rings a second time. The
arrow ticks back up to +$110.

The broker picks up the phone. | yell, "Account 1234, 9:15, 15,
November, selling one Christmas gold AT THE MARKET, I'll hold." The
market arrow ticks up to $120 profit. | hear the broker say, "Ticket 128 sells
one Deece gold market." The arrow ticks down to + $90. | hear the floor
say, "Fred, sell one Deece gold, market.” The arrow ticks down to +$80. |
hear my broker say, "Account 1234 gets it." Then | hear, "OK" My broker
says, "Thanks.” Then he says "Hey Joe, you got it, your price.” | say 1o
him, "Thanks." | say to myself, "Son of a gun, what a lousy fill. | saw it go
up to $120 and all | made was a lousy $80 less commission.”
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Then | remember, the plan calls for this to happen. I'm within the
parameters of the plan. At least | didn't lose, I've covered costs. In a
business, | always cover costs before | think about profits. "OK, let's see
what | can get out of that second contract,”

I'm alive, | have expectations. That small win starts me out on the
right foot, and | have the courage of my convictions. | now have some
staying power. The plan is working, and I'm working the plan. | have
persevered in staying on track so far.

Why is it so important to get that small win? Because not only does it
give me a morale lift, but as stated, it covers expenses. | always have to
think about covering costs before | can think about taking profits. It never
fails to amaze me how many traders fail to realize this basic concept and put
it into practice. Even traders who are eminently successful businessmen
seem to completely ignore this when they are trading the futures markets.

Since the plan calls for having it my way, then of necessity there may
be days when | don't trade at all. Will this cause me to change the plan? If it
does, then | am not only greedy, but | would have no consistency.

Although it is rare, there are days when | don't trade at all because
nothing falls within the parameters of the plan. Of course, if | am willing to
trade a breakout of the first congestion after the opening, this will rarely
happen.

The larger the time frame from which I'm willing to take my entry
signals, the more potential there is for days in which | don't trade at all. This
is a great time to take in an art museum, or the zoo, or an extra round of golf.
| could even go fishing. Why? Because the plan calls for a little R & R now
and then. | go ahead, take my wife out shopping. Why else am | trying to
make a buck? | enjoy the profits | make in the markets. | don't let them build
up any higher than | absolutely need for trading. | take the rest and put it into
equities and interest bearing paper.

| don't have to trade every day, do I1? If | do, then |'ve missed the
whole point of trading. Trading is for making money — not zombies. If
trade all day every day, or even part of the day every day, | will have lost my
flexibility. | will be using poor discretion. My concentration will wane. My
decisiveness will lose its edge. In a word, | will have become a gambler —
totally out of control. | will have turned into a trading zombie. A pair of red,
greedy eyes, staring at a boob-tube. Boredom will set in. | will have depleted
my source of adrenalin. | will get numb. | will not act and react the way |
should, and | will lose.

My desire to make money will have become my god. | will have
become a slave to trading.

My solution is to take regular breaks from daytrading. | schedule them
and am sure to take them. | take at least one week a month away from the
screen. | also schedule and take 2-3 vacations a year totally away from all
markets. All this in addition to taking time away from my trading in order to
tutor and answer questions from those wanting more help. Can | earn a living
daytrading so few days out of the month, fewer than 12 months out of a
year? Yes!
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Let me repeat the plan to this point:

° | take entries from major, intermediate, and then minor signals. |
prioritize them in that order.

@ | write down all potential orders. | write them out exactly the way |
will give them. Some may be repeats of the previous day.

° | set alerts in any way | can. Since my software allows it, | set visual
and audible alerts. If | were unable to set them on the computer, | would
watch prices on as many markets as | could comfortably watch and still
function as a trader. At first this might be only one or two. | set my alerts at
5 or 10 ticks prior to the entry point so | will have time to react.

° | make sure that all entry orders are stop limit or stop with limit. If a
market gaps open beyond my entry point, | wait until tomorrow to try again in
that market, or until developments today dictate that | should keep trying.

° In the event | am not able to use a stop limit or stop with limit order,
if the market rushes through my stop order and I'm filled past my entry point,
| live with it. If the market hits my entry point and then retraces without
giving me my fill, | don't sweat it. |I'm thankful.

° If | think | might have been filled, {the market has ticked at or beyond
my price), then | bug the daylights out of my broker until | know for sure if
and where | was filled.

° If I'm filled and the market goes my way, then | exit from the market
on a single contract trade as soon as | see $70 to $100 on the chart, but not
until | know for sure I'm in this trade.

° If I'm trading two contracts, | exit the second one when | see the
next $70 to $100 on the chart.

° If I'm trading any amount more than two contracts-sets, | let all or
some of them ride, moving my stops up regularly to protect profits.

3 ° | take regular rest periods away from the screen and away from
trading.

The knowledge I've given so far is far from complete. There is more to
come. There is a specific way | trade the breakouts already mentioned.

In the next chapter, | will begin to explain the technique in detail.
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Chapter 11
Filtering the Trade

I've stated that | want to trade the thrust of the breakout of a particular
point: the breakout of a trading range, a 1-2-3 high or low, a ledge, or a Ross
hook. All these events are based on the daily chart.

I'm also willing to trade the breakout of the local high or low of the last
three days taken as a group, or a breakout of an individual high or low of ‘the
last three days. These, too, are based upon what is happening on the daily
chart.

In all cases, | do not want to trade a gap opening that takes out the
high or low.

Finally, I'm willing to trade a breakout of the first congestion after the
open, even if that congestion is a part of yesterday's ending congestion. The
breakout based upon the intraday congestion on the five minute chart is a
clue to what follows,

A Trading Filter

A trading filter serves several purposes. It allows me to use a small
stop. It helps me avoid false breakouts. It anticipates the breakout and helps
me to get into the trade earlier than | might normally have done,

I'll state what it is, and then give an example.

As a market approaches one of my major or intermediate entry points, |
will take a breakout of the congestion that normally occurs just prior to such a
breakout. | will trade only in the direction of the anticipated breakout. There
are more refinements to this filter, and they will all be covered in detail as we
progress through the manual. But first, let's visit a new market.

When | see a bar on the daily chart that is similar to the one above,
representing a single day's price action, I'm seeing something that has
squeezed an entire day's price action into a single picture. This picture is very
deceiving as to what actually happened in the market.

| see an open depicted here, but which dire