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The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
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Section One  
 
The seeds of success 
 
1.1 The international money market 
 
Do you remember the story of the sower? 
 
Once there was a farmer who had some seeds to sow. He walked through his field 
scattering seeds. Some were caught by the wind and were blown away or were 
eaten by the birds. Others fell on stony ground, they quickly sprouted, but 
unfortunately their roots weren’t deep enough and they were soon shriveled by the 
sun. Others fell amongst the weeds where they could not find any light and they 
died.  Some, however fell on the good rich soil of the field, they put down strong 
roots and grew well, giving a crop of fifty, sixty and even seventy times greater 
than the original seeds. 
 
The seed is the idea. The idea is to work for yourself on the Forex market – to 
become a successful trader. Just sit back for a moment and think about working for 
yourself. What would it be like? You would never have to ask a boss for a holiday 
or a pay rise again. You could set your own working hours. You could work how 
and when you liked. Of course, if you talk to any self employed person they will 
tell you that it’s hard work. Self employed people usually work much harder than 
employees. But it is much more satisfying and much more rewarding. Trading is 
not only a means to an independent income; it’s an intellectual challenge too. 
 
We want our idea to become real and develop well, just like the seeds that fall onto 
the good rich soil of the field. This book has been written to help you make a 
success out of this idea. I have tried to write in clear straight-forward English so 
that people who have no trading experience can understand the ideas. I want you to 
feel you can ask me questions about the content in this book. You can either 
contact me on our website (www.coltfx.com) or you can e-mail me direct at 
colt@coltfx.com. I’ll always be glad to answer your questions and will appreciate 
any comments, good or bad, that you make about this book, the website, the films 
we have made or our distance learning course. 
 
It is possible to start trading on Forex, without any knowledge of the market at all. 
If you decide to do this, that’s great. You’re sure to have a lot of fun, buying and 
selling currencies, winning and losing money. Why not indeed? I’ve nothing 
against gambling and in fact I enjoy a flutter myself. One thing though, when I go 
down to the horses, I’ve got a fixed budget of what I can play with. I even view 
this money as gone before I lose it. I’m not gambling to make money, I’m 
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gambling for pleasure: it’s a kick, a buzz. I like the atmosphere on a racecourse; I 
like the people and having a drink and a chat. I like putting my money down and if 
I come out on top, then that is just the icing on the cake. You can approach the 
currency market in the same way; something to add a little spice to life. This book 
will be of interest to you and will help you put your money down in a more 
organized way. However, it’s really aimed at people who want to study and at the 
very least pick up the basic principles of how the market functions and how to 
analyze it. For this second group it’s vital to build up a knowledge base before 
going onto the market. Otherwise it’s like the seeds on stony ground, with no roots 
they shrivel up and die.  
 
To get down to basics, ‘FOREX’ means foreign exchange. Most of us have bought 
foreign currency for one reason or another and we will have noticed that the rate of 
the major currencies rises and falls from day to day. Forex trading is about making 
money from these changing rates.  
 
The modern foreign exchange market started life in the mid-1970s. Before the 70’s 
the value of different currencies was more fixed, they certainly didn’t change from 
minute to minute like they do today. This was because of an international 
agreement called the Bretton Woods agreement. Bretton Woods is a resort town in 
North Hampshire, USA and it was here, in 1944, that the Allies in the Second 
World War met to discuss the economic future of the world after the end of the 
war. The Allies realized that many countries were going to be in a bad financial 
situation at the end of the war. Financial instability often leads to the kind of 
political extremism which had started the war in the first place. They wanted to 
ensure that the world’s nations got through the difficult post-war period without 
triggering a global financial crisis. The Bretton Woods Conference gave birth to 
both the IMF and the World Bank. The allies also agreed to peg the value of all 
other currencies to the US dollar, which in turn was pegged to the price of gold (an 
ounce of gold was worth about thirty bucks). The US dollar was said to be as 
‘good as gold’ and it became the world’s reserve currency.  
 
By the early 70’s the Bretton Woods system had completed its mission and the 
currencies of the major economic powers were ready to find their own value on the 
market and started to ‘float’. Their value started to be determined by the forces of 
supply and demand.  
 
Once this happened the Forex market became a natural consequence. The 
exchange rate is determined by the consensus of buyers and sellers at any one point 
in time. For 24 hours of the working day, there is a brisk trade on the market and 
this trade leads to constantly changing rates. The Earth is round, constantly 
spinning, and there’s no end to the countless volunteers, taking part and making 
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and losing money.  A lot of people complain about being stuck in the nine to five 
rut. But on Forex, you can freelance before work, after work or instead of work, at 
whatever time you want. 
 
This market is massive. There are not enough fingers and toes on the planet to 
count how much money flows on the Forex market. The daily volume of 
transactions on the foreign exchange market ranges between 1 – 3 trillion dollars. 
That’s equal to 1 – 3 times the annual budget of the USA. It’s impressive, isn’t it? 
While we are talking numbers, the volume on the international equities market is 
around 200 billion dollars a day. Shares are not sweet wrappers but even the 
equities market can’t match Forex. 
 
I nearly forgot the most important question about the foreign exchange market: 
where does it live? Well it’s homeless; it’s everywhere and nowhere, NFA: No 
Fixed Abode. It could be the only case in the world where being homeless is not 
just the most comfortable and convenient option, but the only option. This party is 
simply too big for any space other than cyberspace. 
 
Flexibility is the key word. Whenever you want, wherever you are, the Forex 
market is just a keyboard away. 
 
Why do people trade? Well, that depends on your role on the market. The main 
groups of market participants are: 
 

• Central banks 
• Commercial banks 
• Market makers 
• Investment firms 
• Brokerage firms 
• Firms with foreign interests 
• Private individuals 

 
You are a member of the last group. You’ll be trading through a broker. In 
business, as in everything else in life, it’s vital to know the ropes. If you don’t 
know the ropes, you wind up hanging yourself. A broker knows the ropes and you 
need to find a broker to get access to the market. 
 
1.2 The art of trading 
 
The essence of currency trading is exactly the same as that of any other 
speculation: buy something cheap and sell it at a higher price. 
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Why do rates change? 
Rates change for a myriad of reasons: economic, political, social and metrological. 
A tornado in Asia, the state of the UK’s balance of payments and the Japanese 
PM’s bow-tie could all have an effect on a rate of exchange. Why these things 
have an influence is another story and we will discuss that later. I just want to 
remind you that the rate of exchange is in a constant state of flux. It’s important to 
be on the alert for sudden ups and downs. Always remember that it is thanks to this 
inherent volatility that we have the opportunity to make money using our wits and 
insight. 
 
Setting out 
Start by opening a demo account with a brokerage firm (such as Forex Club at 
www.fxclub.com). Most brokerage firms have their own trading platform (this is 
the software you use to access the market). These platforms can be very different 
and it’s a good idea to try a number of companies and see which software suits 
you. Later on, you can open up a trading account with the company of your choice. 
Once you have a trading (‘live’) account, you’ll have access to a form of credit 
called leverage. Leverage allows you to trade amounts many times bigger than the 
size of your account.  
 
Let’s suppose that you are now a client of a brokerage firm which offers leverage 
of 100:1. You have 500 USD in your trading account. This means that at any time 
(except Saturdays and Sundays) you can buy any currency up to the value of 
50,000 dollars. When you buy a currency for trading purposes, we say you are 
opening a position. You buy in the hope that price will rise. There is no time limit; 
you can hold this position for a few minutes, days or even months. 
 
Eventually it’s to close the position. You close a buy position by selling the 
currency which you bought. If the price has risen, you will have earned the price 
rise.  I’m talking about the profit here, of course. You put up 500 and your broker’s 
leverage lent you 49500. The broker takes the 49500 back but you get to keep your 
initial 500 and the full profit on your 50000 position.  
 
A practical illustration  
Fig 1.1 charts the exchange rate of the US dollar against the Swiss franc 
(USD/CHF) over a number of days in July 2005. 
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Fig 1.1 Chart USD/CHF 

 
Let’s suppose you’ve got a hundred dollars in your account. Leverage of 100:1 
means that you can trade a lot of 10000 USD. At the beginning of July 18th 2005 
the dollar cost 1.2945 Swiss francs. You monitor price in the hope of identifying a 
good entry point in order to capitalize on a rise in price. You buy 10000 USD 
against Swiss francs, at around 12 GMT when the rate is at 1.2930. You sell the 
10000 USD about 24 hours later when the price is 1.3030 so you get 13030 Swiss 
francs. That’s 100 francs or 76.75 bucks profit. There’s no commission so that 
goes into your account.  
 
Note that we used 100 USD as an example. If you had 500 USD in your trading 
account and had opened a position of 50000 USD, the profit would have been five 
times higher, more than $350. 
 
There was nothing special about the behavior of those prices on July 18th – 19th. 
Currencies fluctuate from between 0.5 – 3.0% over any 24 hour period. So the 
earning potential is there. Do not forget, of course, that you could have been 
wrong. The dollar could have fallen and you would be liable for the losses that the 
position made. 
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Everybody makes mistakes. David Beckham has missed far more penalties than I 
have but there is no doubt who is the better player. If you never make mistakes you 
are not doing anything. An analysis of Forex Club’s clients’ trades shows that 57% 
of the deals they struck were successful, they made a profit. The heart of the matter 
is how to manage your wins and your losses. The aims of this book are to help you 
make informed trading decisions and to help you maximize the profits on 
successful trades and minimize losses on unsuccessful ones.  
 
When and what to buy and sell 
There are a number of ways of deciding what and when you are going to buy or 
sell. 
 
First off, you can study patterns in price action to predict what will happen to 
price. As a very basic example we could say that if the Swiss franc rose by one 
cent yesterday, and it has risen by one cent today, then there is a fair chance that 
price will rise again tomorrow. Section 5 of this book discusses how to make sense 
of various patterns of price movement.  
 
You can also make use of the enormous amount of financial news that we are 
bombarded with day in and day out. The important thing here is to know what to 
look out for and what it means. We’ll be taking a look at some key economic 
indicators in section 3. 
 
This book also looks at Forex Club’s IDSystem. This is an easy to use trading 
platform that you can download for free from www.coltfx.com. 
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Section Two  
 
Forex 101 
 
2.1. The components of Forex 
 
The currencies 
The most important currencies are: 
 

• The American dollar (USD) 
• The Euro (EUR) 
• The Japanese yen (JPY) 
• The Swiss franc (CHF) 
• The British pound (GBP) 
 

The lion’s share of the Forex market falls to these five currencies.  
 
Look at these figures: 
 
In 2001 the daily volume of conversion operations amounted to 1,798 trillion 
Dollars. The London market dealt with about 32% of the turnover, the USA 
markets 18% and Germany 10%. 70% of the operations involved USD. 
 
An enormous river of money flows around our planet: An unstoppable, irresistible, 
ever dynamic force. There has to be some way of tapping into that force. 
 
The players 
Let’s spend a few moments talking about some of the groups that are on the 
market. First of all there are the large commercial banks (for example: Deutsche 
Bank, Barclays Bank, Union Bank of Switzerland, Citibank, Chase Manhattan 
Bank and the Standard Charter Bank). They often represent the interests of 
exporters and importers, investment institutes, insurance and pension funds, 
hedgers and private investors. However, they don’t just act on behalf of others; 
they would probably not be best representing their clients unless they carried out 
transactions in their own interest and at their own expense. 
 
Brokers are another extremely active group on the market. They are continually 
connecting buyers and sellers and they handle a great deal of money on behalf of 
others.  
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One important fact which should always be kept in mind is that some of the larger 
commercial banks and brokerage companies ensure there is always a market. They 
provide every buyer with a seller and vice versa. As such, they influence the 
essential setting of prices and because of this they are known as market makers. 
 
The central banks look after their respective currencies and manage the going rate 
in line with policy. It’s a fine balancing act, but although profit is not their explicit 
priority, do not assume that it is not a consideration. They share the same bottom 
line as the rest of us. 
 
These then are the great movers and shakers on the market. 
 
There are also private individuals , for example me and you. We are forced to deal 
with the prices set by the market makers. It’s a fact and we should face up to it. It’s 
not such a bleak prospect and it’s also not always plain sailing for the market 
makers. I’ll talk more about this later. Of course, even among our group there is a 
hierarchy. It’s all down to money as usual. The more money you have at your 
disposal, the higher up the hierarchy you will be.  
 
This doesn’t mean to say that you have no chance at all, but you need to know the 
facts. You need to know where you fit in, where your niche is and what resources 
you need to exploit to profit in that niche. 
 
Leverage 
Leverage is the credit potential of your trading account. If you browse different 
Internet trading sites you will come across different levels of leverage advertised. 
40:1 means that every dollar in your trading account can purchase 40 dollars worth 
of currency on the market. Some companies offer leverage up to 500:1. In our 
opinion, a good level of maximum leverage on a small account is 100:1. I think it’s 
good if a company doesn’t offer any more because leverage, like so many things, is 
a double-edged sword.   
 
Of course leverage strengthens your hand: it boosts your power and gives you the 
opportunity to capitalize on your price forecast. The earning potential on the resale 
of $100000 will always be bigger than that of $1000. However, the potential losses 
are equally magnified. So our task is to manage our risk by keeping loss potential 
to the minimum. 
 
To sum up, leverage is good on the whole if you are a small-time trader. Leverage 
means that a little can go a fairly long way. However, you should always be aware 
of the risk inherent in leverage. It’s a little like getting into the driving seat of a 
Formula 1 car for the first time. If you immediately put your foot down without 
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having had any elementary driving experience, you will be killed for certain. 
However, if you take a sensible approach to Formula 1 instruction, you will 
eventually be rewarded with the inexpressible feeling of the elation and freedom 
that you get from controlling a powerful machine. We are all different and after 
completing our F1 driving lessons, one person may simply sit back and enjoy the 
contrast between this high performance car and their usual family hatchback, 
whilst someone else will instinctively become Schumacher. 
 
Trade #1: Joseph K 
Let’s take a look at a real life example of a trade. Welcome to Joseph K. 
 
It’s the 28th October 2002 and Joseph has $800 in his trading account. 
  
Note that with leverage of 100:1, Joseph could trade a standard lot of any value up 
to $80000. However, Joseph is an experienced and circumspect man. He never 
pushes his luck and limits himself to lots of $10000. This is part of Joseph’s risk 
management strategy. 
 
Now let’s look over Joseph’s shoulder and read fragments of his trading diary 
 

 
Fig. 2.1 USD/CHF (the beginning of Joseph’s day) 
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2pm (GMT): IMO the Swiss franc will strengthen against the dollar so I will sell 
bucks against the franc. 
 
Joseph rings his dealer: 
Joseph: Hello. This is Joseph K. My password is XXXXX. Quote ten thousand US 
Dollars against the Swiss franc. 
Dealer: 58/63 
Joseph: I sell. 
Dealer: You have sold ten thousand dollars against the Swiss franc at a rate of 
1.5058. 
Joseph: Yes, to confirm: I am Joseph K., password XXXXX, I’ve sold ten 
thousand dollars against the Swiss franc at a rate of 1.5058. 
 
Let’s just run through their conversation in case anything isn’t clear. 
      
First, each client has an individual password (for obvious reasons) which must be 
stated in any transaction with the dealer. Joseph asks for the price of the Swiss 
franc in US dollars. Then the dealer says 58/63. This is the Swiss franc’s price and 
it means that the bank buys at 1.5058 and sells at 1.5063. This means that the client 
sells at 1.5058 and buys at 1.5063. Clarity and speed are important factors for the 
trader and the dealer work therefore the dealer only uses the final two figures in the 
price of a currency. Of course, if for any reason you are unsure of the first few 
numbers or you do not know them (maybe you’ve spent the last month relaxing in 
the Caribbean and you’re out of touch with the currency market), then you can 
always ask for the full quote. 
 
A few minutes after 2pm 
Joseph: Now the wheels are in motion and the market will decide. I need to cover 
myself. Where should I place my orders? 
 
An order is like a guard dog, a true Cerberus that keeps an ever-vigilant watch 
over your trading account. An order is a clearly formulated instruction, made in 
advance to your dealer to buy or sell a stated amount of a specified currency as 
soon as its price rises or falls to a level set by you.  
 
An order is like a thermostat on a heating system which turns itself on when the 
temperature drops to a certain point and turns itself off if the temperature gets too 
high. Orders give you the opportunity to set your profit or loss in advance. This 
means that only a part of your trading account is exposed to the position: you can 
decide exactly how much you are prepared to risk. It also helps you control the 
human tendency to minimize profits and maximize losses. Just make the order and 
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your dealer will do everything without question or hesitation. Let’s get back to 
Joseph: 
 
Joseph: I’ve sold the dollar against the franc because I think the dollar is going to 
fall. I’ll take profit  when the rate falls to 1.4910… that is to 148 points lower than 
the current market (1.5058-0.0148=1.4910). 148 points in francs is $99.26. Of 
course, the dollar could rise so I’ll place my stop loss order 47 points above my 
open at 1.5100. That risks $31.12. (fig 2.2). It pays to watch your back and limit 
your risks.  
 

 
Fig 2.2 Chart USD/CHF with Joseph’s orders 

 
A point (or pip) is the minimum change in the price of the exchange value of one 
currency against another. For example, the Swiss franc, the Euro and the British 
pound are measured in numbers with four places after the decimal point, whilst the 
yen has two places. Consequently for the Euro the minimum change (one point) is 
equal to 0.0001 of the price and for the yen it is 0.01 
 
Joseph places his orders with the dollar value of a point in mind. How does he 
work out the value of one point?  
 
Well, the quickest way is to check the price of a point is with your trading 
terminal. But it’s a good idea to understand how this price is calculated. Remember 
that currencies are always quoted in pairs i.e. GBP/USD, USD/CHF etc. The base 
currency is the first currency in the pair. When the base currency is not the dollar 
(i.e. in the pairs GBP/USD; EUR/USD and AUD/USD), with a lot of 10000 USD a 
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point is worth one dollar and with a lot of 100000 USD a point is worth ten dollars. 
When the dollar is the base currency (and this is the case for the majority of 
currencies) the formula to calculate the value of a point is as follows: 
 
Cost of one point = (lot X point)/ rate of exchange of quotation against the 
dollar  
 
The lot is the size of the transaction (in our example $10000) 
The point in terms of CHF is 0.0001 
The rate of exchange of quotation against the dollar = 1.5058 
So: 
 
Cost of point = (10000 x 0.0001) / 1.5058 = $0.66 
 
For more practice, apply this formula to different currency pairs. 
 
So let’s calculate Joseph’s potential profit. When the USD/CHF rate is at 1.5058, 
he sells 10000 USD for 15058 CHF. When the USD/CHF rate falls 148 points to 
1.4910, he buys USD with the 15058 francs and gets 10099.26 USD. The stop loss 
order is worked out the same way. 
 
Well that’s the math and Joseph rang the bank to place his orders. 
 
Joseph: Hello, this is Joseph K, my password is XXXXX. Please take this order. 
Buy ten thousand US dollars against Swiss francs at the rate of 1.5105. This will 
close my position. And here is my second order. I’d like to buy ten thousand US 
dollars against Swiss francs at the rate of 1.4910. This will also close my position. 
 
Dealer: You have placed two orders. The first one: to buy ten thousand US dollars 
against the Swiss franc at the rate of 1.5105. This will close your position. The 
second: to buy ten thousand US dollars against the Swiss franc at the rate of 
1.4910. This will close your position. 
 
Joseph: Yes, that’s right. To confirm: name, Joseph K: password XXXXX. I have 
placed two orders. The first one: buy ten thousand US dollars against the Swiss 
franc at the rate of 1.5105. This will close my position. The second: buy ten 
thousand US dollars against the Swiss franc at the rate of 1.4910. This will close 
my position. 
 
After making the deal, all there is to do is rest and wait for the outcome. This is 
exactly what Joseph did as the Swiss franc continued to gain against the Dollar. 
Three hours later Joseph learned that his Take Profit order had been filled. Yes! 
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Joseph’s forecast was spot on and almost $100 was added to his pot of $800. His 
account rested at 899.26 USD.  
 
That’s not a bad piece of work, but we shouldn’t get carried away. Just how did 
Joseph arrive at his forecast? Did he use intuition, guesswork or some system or 
other? That’s a matter between Joseph and his Maker. Maybe the stars whispered 
to him or he had a dream. All I can say is a reliable forecast is based on tangibles 
in the shape of two great beasts that go by the names of technical analysis and 
fundamental analysis. The next couple of sections are dedicated to them. 
 
 

 
Fig 2.2.3 USD/CHF Joseph’s position closes at take profit 
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Confidence indices 
Leading indicators 
Money supply 
The beige book 
Consumer price index 
Producer price index 
Import and Export Prices 
Industrial production 
Purchasing manager index 
Factory orders and durable goods 
Business inventories/sales 
Trade balance/current account 
Wholesale trade sales and inventories 
Tankan (Japan) 
FOMC 

Risk Warning 
High Risk Investment 

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

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Section Three 
 
Information is power: fundamental analysis 
 
3.1 The fundamentals 
 
If you google ‘Fundamental Analysis’ you’ll get over 100 million results. 
Fundamental Analysis was developed by traders to identify under or over-valued 
companies so they could forecast and profit from future price movements on the 
stock market. Traders look at a company’s assets; its income and outgoings; its 
overheads and its productivity etc.  
 
A fundamental approach on the Forex market views a country as if it was a 
company and considers the underlying forces affecting the country’s economy. The 
fundamental approach is informed by a wide range of elements. Let’s take the 
currency of country “X”. A Fundamentalist may consider economic indicators 
(interest rates;  employment figures and GDP to name but a few) as well as 
government policy (is the government right or left leaning; how secure the 
government’s tenure is; the geo-political pressures on the government etc) and 
societal pressures (Are the people ‘spenders’ or ‘savers’? How do they perceive the 
X’s economy and its economic institutions?) The information both pertinent and 
available is a vast ever-changing mosaic and you need to decide which indicators 
you feel are the most indicative.  
 
News of economic indicators is released at set times and has a marked effect on the 
behavior of traders on the market. If you are not aware of these indicators many of 
the moves on the market will be completely inexplicable. Therefore you need to 
know when news is going to be released and what the implications of this news 
are. Keep fully informed using the wealth of information available on the Internet. 
Visit the sites of the Central banks of the currencies you are considering, keep a 
regular eye on an economic calendar (there’s a good one at www.forexfox.com) 
and develop a clear idea of what economic information is about to be released and 
how it will affect the currency. Forex club’s internet trading platforms, IDSystem 
and the Rumus2 Trade terminal, provide a constant flow of real-time, up-to-the-
minute financial news from Dow Jones Newswires directly to your trading screen, 
equipping you to devise sound, informed trading strategies. The two services 
available are Dow Jones Business News and Dow Jones Money News. These 
services are available to Forex Club clients absolutely free-of-charge. 
 
Internet services like www.forex-fox.com have in-depth market analysis of the 
major economies and reviews and previews of the financial week. 
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Further demand for financial information is serviced by a whole host of specialist 
agencies including Dow Jones, CQG, Bloomberg, Tenfore, DBC and Reuters to 
name but a few. Have a look around and see what’s on offer. It’s also a good idea 
to get into the habit of watching a business TV channel. I find CNBC both 
entertaining and informative. You may also decide to subscribe to a financial 
newspaper or magazine. 
 
An economic and political calendar 
Below is two days worth of data from our weekly economic calendar. As you can 
see it’s clearly laid out in columns. The first column is the time in Greenwich 
Mean Time (GMT). Next we have the country; then the period of time which the 
data is about, usually a month, a quarter (Q) or a year. Then there is the name of 
the indicator. The final two columns give us the expected value and the previous 
value. In these columns the figures labeled MM and YY are % change from the 
figures published for the corresponding period last month (MM) or last year (YY). 
My explanatory remarks are in (brackets). 
 
GMT   Expected  Previous  

0400 JPN  Upper house of parliament to vote on postal reform bill    

0730 ITA Jun  Indus Output (industrial output) -0.1%MM 
-1.2%YY  

-1.0%MM  
-1.6%YY  

0830 FRA  
OECD (Organization for Economic Cooperation and Development) 
economic survey on Norway   

  

0830 UK  Jul  PPI (Producer Price Index) Output  +0.2%MM 
-0.2%MM  
+2.4%YY  

0830 UK  Jul  PPI Input  
+1.3%MM  
+12.1%YY  

+2.1%MM  
+12.1%YY  

0830 UK  Jun  Global Goods Trade  -4.9B  -5.0B  

1230 CAN  June Building Permits  N/A  -2.1%  

1300 FRA   Weekly T-bill (Treasury bill) auction    

2301 UK  Jul  BRC (British Retail Consortium) Retail Sales  0.0%MM  -0.5%MM  

N/A  JPN  Aug  Economic Monthly Report    

N/A  US   No major economic indicators scheduled    

N/A  JPN   BOJ (Bank of Japan) Policy Board mtg (Day 1 of 2)    

Tuesday, August 9, 2005  

GMT   Expected  Previous  

0500 JPN  Jun  Machinery Orders  
+5.7% 
MM  

-6.7% MM  

0600 JPN  Aug  BOJ Monthly Report    

0600 GER  Jun  Current Account  +5.6B  +5.2B  

0600 GER  June Trade Balance  +12.9B  +12.0B  

0630 JPN   BOJ Gov Fukui's press conference    

0645 FRA  June Budget Balance   -32.0B  

0830 UK  Jun  Non EU Trade  -2.3B  -2.4B  
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0830 UK  June Global Goods Trade  -4.9B  -5.0B  

0915 GER   ECB allocates main refi ops bids    

1145 US  
Aug 
6 

ICSC (International Council of Shopping Centers) Store Sales Index   +0.9%  

1215 CAN  July  CMHC (Canada Mortgage and Housing Corporation) Housing Starts  N/A  237,200  

1230 US  2Q  Prelim Non-Farm Productivity   +2.9%  

1230 US  2Q  Prelim Unit Labor Costs   +3.3%  

1255 US  
Aug 
6 

Redbook Retail Sales Index   +0.3%  

1300 US   
FOMC (Federal Open Market Committee) meeting; Interest rate decision 
expected around 2:15 p.m. EDT  (Eastern Daylight Time) 

  

1400 US  June  Wholesale Trade   +0.1%  

2100 US  
Aug 
6  

ABC/Washington Post Consumer Confidence Index   -11  

2350 JPN  Jul  Corp Goods Price Index  +1.2% YY  +1.4% YY  

N/A  JPN   BOJ Policy Board mtg (Day 2 of 2)    

 
As you can see there are a fair number of abbreviations to get used to. If you are 
new to economics and you come across abbreviations or terms that you are not 
sure of, the quickest and most reliable way I’ve found of getting the lowdown on 
them is to enter them into your search engine. 
 
3.2 Useful economic indicators 
 
These are the US indicators that we think you should keep an eye on: 
 
GDP 
Gross domestic product is the value of all final goods and services produced in 
the country. GDP is the broadest measure of economic activity and the principal 
indication of economic performance. The GDP report is a system of inter-locking 
sector accounts. It is the most comprehensive reading of a nation’s health. 
 
Also released with GDP statistics is the GDP deflator. Two calculations of the 
GDP deflator are reported: implicit deflator and a fixed-weight deflator. The 
implicit deflator is the ratio of current-dollar GDP to constant dollar GDP. The 
fixed-weight deflator is the sum of the deflators for individual components of GDP 
with each component weighted by its share of real GDP in the base period, and 
consequently a better gauge of inflation. 
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70.45% – Personal consumption expenditures 
16.97% – Gross private domestic investment 
17.96% – Government consumption expenditures and gross investment 
5.41% – Net exports in goods and services 
 
 
Fig.3.4.1 US real GDP in 2004 (%) 

 
Personal income 
Personal income is consumer spending power. Personal income covers wages and 
salaries; other labor income (mostly fringe benefits); property income (farm and 
non-farm), interest and dividend income and transfer payments. 
 
Employment statistics 
The employment report released by the Bureau of Labor Statistics is probably the 
single most important economic series for the financial markets, and is generally 
viewed as one of the best concurrent measures of business activity. The report 
covers two surveys. The payroll survey measures employment in nonagricultural 
industries. The household survey measures civilian non-institutional employment 
of 16 year olds and up and includes agricultural workers and self employed.  
 
Productivity and cost 
Labor productivity  is a measure that relates output to the labor resources used in 
producing that output. It is a measure of labor efficiency.  
 
Employment cost 
The Employment cost index (ECI) is a measure of the change in the cost of labor 
without the influence of employment shifts among occupations and industries. The 
index includes changes in wages and salaries and employer costs for employee 
benefits. The ECI gives data on the total non-farm economy excepting private 
households and the Federal government. Figures for these two areas are released in 
a separate series. 
 
The ECI sample is rotated approximately every five years: this makes it more 
representative and reduces respondent burden. The sample is replaced on a cross-
area, cross-industry basis and is being integrated with the Bureau’s National 
Compensation Survey. 
 
Retail sales 
The Retail sales report details the dollar value of purchases made at retail stores: 
(e.g. auto dealers, department stores, etc.) The first retail sales figure for a month 

70,45
16,97

17,96
5,41
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(‘the advance report’) is based on incomplete information, and is often subject to 
large revision. However, it is the first available indicator of consumer spending on 
any major scale. Retail sales statistics are divided into auto and non-auto 
components. Auto sales constitute about 20% of all retail sales, have a strong 
influence on the total and as they can be very volatile they obscure the underlying 
pattern of consumer spending. With some adjustments the retail sale report is a 
good guide to the goods component of the personal consumption expenditures 
statistics which is part of GDP and released with personal income later in the 
month. Retail sales was revised and reclassified in Jan 1992, so any comparison of 
figures between pre-1992 and post-1992 should be made with caution. 
 
Construction 
Housing starts gives the numbers of new homes that have started to be built. 
Housing activity usually leads the business cycle ant this economic release can be 
useful for spotting cyclical turning points. Building permits , released with the 
housing starts, shows future housing activity as the permit is filed before 
construction begins. 
 
Construction spending gives builder costs on residential and nonresidential 
structures. The principle significance of the construction spending statistics is that 
they are a base for components of GDP namely investment in residential and non 
residential structures, and state and local government spending. New Home Sales 
gives new single-family home sales and indicates the future course of housing 
construction. The ratio of the inventory of unsold homes to home sales gives us 
an insight into the future demand for new building. 
 
Confidence indices 
US Consumer Confidence is measured by two widely followed confidence 
reports (1) University of Michigan, (2) The Conference Board.  
 
These two surveys serve as reflection of the nation mood. Consumers are more 
inclined to spend when they feel confident about their financial and employment 
prospects. Both indices are good leading indicators of consumer spending. 
 
Business confidence is watched for early signals concerning firms’ capital 
spending and employment plans. 
 
Leading indicators 
The Conference Board’s Index of Leading Economic Indicators is used as a 
barometer of economic activity over a range of three to six months. This index is 
used alongside the coincident and lagging indices to determine the direction and 
stability of the economy. The index is made up from 10 leading indicators and 
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helps signal turning points in the economy and forecast economic cycles. The 
coincident index generally reflects current market conditions. The lagging index 
reflects the former state of the economy and helps to confirm economic cycles. 
 
Money supply 
Money Supply is basically just that: the supply of money in a country’s economic 
system. There are various ways of measuring the money supply and these are 
called M1, M2, and M3. 
 
M1, M2 and M3 are progressively more inclusive measures of money: M1 is 
included in M2, which is included in M3. 
 
M1 consists of cash and private sector checking accounts. 
 
The non-M1 components of M2 are primarily all other private sector accounts and 
retail money market accounts. 
 
The non-M2 components of M3 consist of public-sector fixed tern deposits and all 
private and public-sector foreign currency deposits with banks, finance companies 
and discount houses. 
 
The beige book 
This summary of economic activity by the Federal Reserve District is published 
eight times per year and used as the basis for discussion at the following FOMC 
meeting, 2 weeks later. Each Federal Reserve Bank receives reports from bank and 
branch directors and interviews key business contacts, economists, market experts, 
and other sources. The Beige Book summarizes this information by District and 
sector. 
 
Consumer price index 
CPI tracks the price of a market basket of goods and services purchased by 
individuals. The relative importance of the basket components is based on 
consumer spending patterns. For example, an item that makes up 20% of the 
average households budget would have the same weight in the CPI. The food and 
drink components account for about 16% in the CPI, so a 1% rise in food prices 
would contribute 0.16 points to the change in the overall CPI. 
 
Producer Price Index 
PPI is based on the prices of thousands of different goods used by a large number 
of producers in many industries. The report measures prices for goods at three 
stages of production: finished, intermediate and crude. The index for finished 
goods generally receives the most attention. A change in this index is the first 
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aggregate inflation measure available for the month. Food and energy are large 
components of PPI. The PPI (and CPI) excluding food and energy is a good 
measure of underlying inflation. Food and energy prices are excluded as they are 
often affected by temporary and non-economic factors such as weather. The PPI 
for consumer goods can be a good indicator of the goods component of the CPI, 
and represents about half of the CPI. The Crude index and the Intermediate index 
track prices at earlier stages, and point to changes in the finished goods index. 
 
Imports and exports 
The Import and Export Prices indices (from the Bureau of Labor Statistics) 
monitor changes in the price of non-military goods and services between the 
country and the rest of the world. They are used as a barometer to gauge the 
inflationary pressures caused by changes in currency values. The bond market is 
very sensitive to the export and import prices indices because both the principle 
and interest are directly affected by changes in foreign exchange rates in the 
country and abroad. The leading indicators are Import prices excluding oil and 
Export prices excluding agriculture because OPEC decisions and the weather 
significantly affect these prices and confuse the analysis.  
 
Industrial Production 
This is one of the oldest statistical reports on the economy and is a measure of 
physical output in factories, mines and utilities. Manufacturing accounts for about 
85% of total industrial production with the remainder of output from utilities and 
services. 
 
Since it is a measure of actual volume of output in goods-producing industries 
uninfluenced by prices, industrial production is one of the more important 
economic indicators. Goods-producing industries make up some 40% plus of real 
GDP and are more cyclical than service-producing industries. 
 
The industrial production statistic is broken down by industry (including mining, 
autos and chemicals) and market (e.g. final products, intermediate products and 
materials).The auto industry and the defense industry fluctuate the most. 
Production of business equipment provides a good clue to capital spending in the 
current quarter. 
 
Purchasing manager index 
The Institute for Supply Management releases two reports monthly: 
manufacturing and non-manufacturing. The manufacturing report is released on 
the first business day of the month and the non-manufacturing report comes out a 
few days later. The manufacturing report receives the most attention because it is 
released first and has a good track record in marking turns in manufacturing 
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activity. The respondents to the survey state whether various measures of 
economic performance in their company increased, decreased or remained the 
same. The results of the survey are combined into a composite figure which is 
reported as a diffusion index. A reading above 50% implies an expanding 
economy, while a reading below 50% suggests the economy is sluggish. The 
Buffalo, Cleveland, Chicago, Detroit, Houston and New York indices are regional 
manufacturing reports. 
 
Factory orders and durable goods 
The advance report on durable goods comes out a couple of weeks before the 
full report on factory orders and only includes data for durable goods. The 
complete factory report includes nondurable goods and revisions to the durable 
components. The markets focus on new orders, which can indicate change in 
future production. Of particular interest are orders for non-defense capital goods, 
which may signal changes in capital spending in the month ahead. Analysts 
caution that monthly new orders figures are volatile and it may take a few months 
of data to confirm a trend. An increase in the backlog of unfilled orders suggests 
that production is not keeping pace with demand, while an increase in inventories 
may indicate that demand is decreasing. Shipments are a good indicator of the 
pace of current production. 
 
Business inventories/sales 
The business inventories report includes sales and inventory statistics from all 
three stages of the manufacturing process (manufacturing, wholesale, and retail). 
But by the time it is released all three of its sales components and two of its 
inventory components have already been reported. Because retail inventory is the 
only new piece of information it contains, the market usually ignores the final 
business inventories report.  
 
Balance of trade/current account 
The balance of trade is the difference between the monetary value of exports and 
imports in an economy over a certain period of time. A positive balance of trade is 
known as a trade surplus and consists of exporting more than your imports; a 
negative balance of trade is known as a trade deficit or a trade gap. 
 
The balance of trade forms part of the current account, which also includes other 
transactions such as income from the international investment position as well as 
international aid. If the current account is in surplus, the country's net international 
asset position increases correspondingly. Equally, a deficit decreases the net 
international asset position. 
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Wholesale trade sales and inventories 
The dollar value of sales made and inventories held by merchant wholesalers. 
Wholesale sales and inventory data give investors a chance to look below the 
surface of the visible consumer economy. Activity at the wholesale level can be a 
precursor for consumer trends. In particular, by looking at the ratio of inventories 
to sales, investors can see how fast production will grow in coming months. For 
example, if inventory growth lags sales growth, then manufacturers will need to 
boost production lest product shortages occur. On the other hand, if unintended 
inventory accumulation occurs (i.e. sales did not meet expectations), then 
production will probably have to slow while those inventories are worked down.  
 
Tankan (Japan) 
Tankan, an abbreviation of Tanki Keizai Kansoku Chousa, reports the results of a 
quarterly survey on business sentiments and on actual data of business 
performance such as production, sales, and fixed business investments. The results 
are based on two surveys: the short-term economic survey of all enterprises and the 
short-term economic survey of principle enterprises. The surveys are conducted in 
March, June, September, and December and are compiled by the Research & 
Statistics Department of the Bank of Japan. Tankan is released quarterly at the 
beginning of April, July, October and mid-December. 
 
Another term that you will come across in any economic calendar is the FOMC or 
the Federal Open Market Committee. This consists of twelve members: the 
seven members of the Board of Governors of the Federal Reserve System: the 
president of the Federal Reserve of New York: and, for the remaining four 
memberships, which carry a one-year term, a rotating selection of the presidents of 
the eleven other Reserve Banks. The FOMC holds eight regularly scheduled 
meetings per year to direct the conduct of open market operations by the Federal 
Reserve Bank of New York in a manner designed to foster the long-run objectives 
of price stability and sustainable economic growth. The FOMC also establishes 
policy relating to System operations in the Forex exchange markets. Meetings are 
usually scheduled for Tuesdays. At the first and fourth meetings of the year, which 
are scheduled for two-day periods, the FOMC considers its long-run objectives for 
the money and debt aggregates as well as the current conduct of open market 
operations. The minutes of each meeting are made available three weeks after the 
meeting. 
 
That’s a pretty decent-sized chunk of information to digest. There are a lot of 
indices, but with time you will become familiar with them and you will develop 
your own prioritizing system for analysis. Don’t forget we are ready to help. 
 
The next section examines a deal based on fundamentals.   
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4.  IDSystem and the analyses in action 
Trade #2: Linda W 
Section Four  
 
 
 
 
 
Risk Warning 
High Risk Investment 

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

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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IDSystem and the analyses in action 
 
How do people make money? What do they do? We are going to watch a trader at 
work. We’ll examine the news and analyses that led to the decision to open the 
position and we’ll follow the trade through to its successful conclusion.  
 
It’s true, of course, that success does not come out of the blue. The best 
improvisation is the thoroughly prepared improvisation. The trader has a sound 
grounding in the principles of trading: she has made a complete study of this book. 
She has paid close attention to the fundamentals of the market and is ready to make 
some money. 
 
4.1 Trade #2: Linda W. 
 
Linda W is a successful trader. Here is a brief profile: 

 
• Key personality trait: ambitious; resourceful 
• Intelligence: Upper quadrant 
• Luck: average 
• Preferred financial instrument — EUR/USD (Reasons: High volume pair 

meaning truer technical performance. GBP moves ‘funny’ and JPY is 
‘prone to too many influences’) 

 
So what’s this about luck? Does luck exist? I really don’t know. I reckon that luck 
is all a matter of what you think, what you say, what you do and how you do these 
things. I really believe that you make your own luck in life. If there is a deeper 
meaning to luck than that, I say let’s leave it in the laps of the gods or the hands of 
Fortuna. We’d be better off focusing on a working understanding of the methods of 
analysis and a grasp of market psychology.  
 
The psychology of the crowd moves the market. At least 90% of the market 
players are men and those who are successful on the market are not driven by ‘the 
madness of crowds’. They act, if not opposite to market opinion, then at least 
subtly different to it. This well-documented way of working is known as Contrary 
Opinion trading.   
 
Women and men frequently interpret the same events differently. So perhaps being 
a well-informed woman on the market gives an edge - certainly a more substantial 
edge than an intangible force like luck. All I can say about *luck* is that some 
have been *lucky* and some will be *lucky*.  
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It’s Monday 30th May 2005. At about 9am GMT, Linda sits herself down in front 
of her laptop and begins to catch up on the news and its analysis.  
 
What she’s waiting for is already there: 
 
PARIS (AP)--French voters rejected the European Union's proposed 

constitution Sunday, President Jacques Chirac said, 
delivering a stunning blow to the 25-nation bloc's 

ambitions… 

  
She clicks over to the previous Friday’s analysis of the past week and forecast for 
the next one and reads: 
 

… as for the European currencies; they, too weakened 
against the dollar... In addition to this, expectations of a 

French ‘No’ vote in the referendum brought further 

pressure to the Euro as the weekend drew closer. All 
recent opinion polls point to a rejection of the pan-

European constitution adoption. The referendum will take 
place on 29 of May. 

 

Further on she reads: 
 

Questions of political stability within the Eurozone could 
have a long-term influence on the Euro itself. The 

anticipated ‘No’ vote in France could result in a EUR/USD 
breakout from important support levels this Monday. 

Monday will see a significant fall in trading on account of 
holidays in both the US and UK, leading to a "thin" 

market, where even a relatively low trading volume can 

have a high impact on currency rates". 

 
The big picture is that the coming week is going to be hot for the Euro with all the 
signs pointing to a dramatic fall in Euro against the dollar. More uncertainty is 
added by the fact that a similar Constitution referendum is due in the next few days 
in The Netherlands whose population are known to be distinctly lukewarm about 
the new European order. 
 
“Selling Euro short against the Dollar could well be a nice earner,” muses Linda. 
“Of course, Euro could well begin to rise; but informed opinion points to a fall.” 
 
Linda also spots that EUR/USD had been moving in a channel for the last week. 
Price was fluctuating between two almost parallel lines (see fig 4.1). 
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EUR (O=1.2039, H=1.2063, L=1.2031, C=1.2059)

May 2005
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Fig.4.1 EUR/USD for week May 22-30. The red line marks 9:00 GMT 

 
The channel is well known to all traders. It is an important element of technical 
analysis (later sections of this book are dedicated to technical analysis). When 
price in a channel moves from the upper line to the lower one, the trader should be 
ready either for a breakout from the lower line or a reversal upwards. 
 
Chart 4.1 is called a candlestick chart one of the most popular chart types for 
analysis.  Later on in this book will expand on what additional information can be 
gleaned from candlestick charts. 
 
Linda calculates a possible price target using the channel. With price currently at 
1.2520 and the channel boundary at around 1.2475; Linda reckons on a probable 
initial price fall of 0.0045, in other words 45 points. The news up to this point has 
not been extremely negative, probably because the market had not ‘woken up’ yet. 
However, the general feeling from city analysts, economists and politicians is one 
of concern at the ‘No’ vote. This concern convinces Linda that despite the fact that 
price is already in the bottom half of the channel; her wisest course is to play on a 
further fall and sell Euro. She knows there’s a possibility that Euro can rise, but 
there’s a strong likelihood that she’ll be on to a money maker. What’s more, 
growing uncertainty about the European project, could well lead to the Euro 
breaking through the lower channel line, leading to yet more profit. 
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Linda begins to put her plan into action. 
 
On May 30th Linda’s has 7 544 US dollars in her trading account. She decides to 
sell 100 000 EURO, using the leverage of 100 to 1.  
 
Linda starts up Forex Club’s IDSystem (Internet Dealing System) with a simple 
click of her mouse. IDSystem was developed by the Rumus software team and is 
been constantly being improved upon and updated in response to trader feedback. 
It’s easy to use and allows the trader to buy and sell currency and to place orders. 
If you haven’t already done so, I suggest you download IDSystem from 
www.coltfx.com now. You’ll be able to follow Linda’s actions with greater 
understanding that way. It’s free and you will be under no obligation whatsoever. 
It takes about one and a half minutes to download.  
 
In the second section of this manual, we followed Josef K making a currency deal 
over the phone. That was the way to go a few decades ago. Since the advent of the 
internet, online trading has become easily the most popular trading medium. The 
internet is preferable to the phone in that there is no necessity to yell “Buy!” or 
“Sell!” down the phone. The internet is faster and more reliable.  
 
IDSystem also delivers the tick charts, financial news and other relevant 
information direct to your PC or laptop. It keeps you informed from second to 
second. Download it, try it out with a demo account, play around with it and you’ll 
see why it comes highly recommended.  
 

 
Fig 4.2 IDSystem’s trading terminal 
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Linda only needs to do three things before being able to turn in for the night and go 
to sleep without any concern for her position: 

 
Open a position  
She does this by using Deal which is in the bottom half of the trading terminal (see 
fig 4.3). 
 

 
Figure 4.3 Deal 

 
Place a stop-loss order  
A stop loss order sets the limit that she is prepared to risk. The stop-loss order 
stops excessive losses if price happens to move against you.  

  
Place a take-profit order  
She places this order at her price target. 
 
We use Placing/Removing Orders (see fig 4.4) to place these orders. 
 
These two orders allow the trader to pre-plan his trade and remove all emotion 
from the position. If you trade without placing stop-loss and take-profit orders, you 
will lose in the long-term. In this world there are so few sure things but this is one 
of them. We guarantee it: you will lose.  
 
Orders are not compulsory of course. You can enter a position without the 
safeguard they offer. Many people do, and others get rich on these fools.  Listen to 
sense and place your orders. 
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Fig. 4.4 Placing/Removing Orders 

 
It takes a few seconds to open a position and place your orders. It’s not 
complicated and, in fact, it takes longer to describe than it does to do. Mark my 
words though: trading is not about making a few mouse clicks. It’s all about 
determining and observing the flow of currencies, information and prices and then 
making decisions. 
 
Let’s just recap. In the Forex market currencies come in pairs. The first currency in 
the pair is the base currency and the second in the pair is known as the quote 
currency. One thing to get straight: we can only buy or sell the base currency. If 
we are working with the pair EUR/USD and we click ‘Buy’, then we buy EUR and 
simultaneously sell USD. If we click ‘sell’ then we sell EUR while simultaneously 
buying USD. 
 
On 30.05.2005 approximately at 9:20am GMT, Linda sells the Euro at a rate of 
1.2520. This is what she does: 
 

• She selects her instrument (that is her currency pair) in Deal (fig. 4.5). She 
selects EUR. The EUR/USD pair is often designated as simply EUR because 
when the USD is part of a currency pair there is no need to mention it.  

 
• She selects a lot of 0.10 (fig 4.6). A lot of 1.0 is a million so 100000 is a lot 

of 0.10. 
• She then clicks ‘request price’ (fig. 4.7). 
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Fig 4.5 Selecting the currency pair 

 

 
Fig 4.6 Selecting the lot 

 

   
Fig 4.7 Request price 

 
• She is sent two prices ‘Buy: 1.2525’ (this is the ASK price) and ‘Sell: 

1.2520’ (this is the BID price) (see fig. 4.8). 
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Fig 4.8 The buy price and the sell price 

 
The buy and sell buttons are now active and display these buy and sell rates. Linda 
can do one of three actions: she can buy, she can sell or she can do nothing at all 
which effectively rejects the offer. The difference between the price you can buy at 
and the price you can sell at is known as the spread.  

 
  
 
 
 

 
 
 
 

Fig 4.9 IDSystem Quotes 

You can monitor the currency prices of all the main pairs in IDSystem (fig, 4.9). 
Sometimes the prices you see in indicative quotes will be slightly different to those 
you get when you click request price; this is because the rates are in constant 
motion. 
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Linda clicks Sell: 1.2520 and is sent a confirmation of the transaction (fig. 4.10). 
 

 
Fig 4.10 Confirmation of the transaction 

  
Position then tracks Linda’s position:  
 

 
Fig. 4.11 Position with Linda’s position 

 
This means:  

• She has sold Euros against the Dollar 
• The lot is 100000 
• The current profit is -$50 (because of the spread) 
• The position is 5 points in the red (because of the spread) 
• The opening price was 1.2520 

 
And that was that: the Euro was in the bag and working for Linda. Now she needs 
to place her orders. She wants to protect herself against heavy losses in case of a 
steady rise in prices but she does not want to overprotect herself and prematurely 
close her position before a downswing occurs. Therefore she needs to place the 
stop-loss order at the optimum distance from the level of the opening position. 
Like so many things: it’s all a matter of balance. 
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Now Linda knows her business and is aware that potential profit should exceed 
potential loss.  3:1 is a good potential profit/loss ratio to aim for. This ratio is not 
written in stone, mind you, it’s only a guide-line. 
 
Linda is expecting an initial fall of around 45 points. She decides her take-profit 
level will be at 1.2480 which will net her 40 points ($400). She then charts 
Fibonacci levels (more of them later) and with their help decides to place her stop-
loss order at 1.2545. This sets her risk at (1.2545-1.2520) =25 points, that is 250 
dollars. It’s not as healthy a ratio as 3:1 but it’s the best Linda can do in the 
circumstances. 
 
Linda is also aware that stop-losses are usually placed further from price to give it 
room for maneuver, but this is a special circumstance and she is fairly sure that 
price is going to fall. 
 
The French Republic and the people of France were at hand to help her and on the 
news service she reads: 

 
10:28 Forex News: EURO slowly falls after referendum in France 
 

The EURO is experiencing a small downturn during 
European trading. The effect of the French vote against 

the adoption of the European Union Constitution has been 
more significant than it expected. 

The fact that 55% of the French electorate voted “Non" 
will have a negative effect on European integration and 

probably will result in a decline in international 
investment. Some pundits suggest that business 

confidence will also be undermined. 

At 10.30 GMT the Euro fell to 1.2517 against the dollar, 
down from 1.2574 on Friday evening in New York. 

Nevertheless it is much higher than a key technical 
support level of 1.2460. 
 

Feeling buoyed by this news, Linda continues to do her stuff. 
 
Let’s follow her as she places her stop-loss order. She went to Placing/removing 
orders in IDSystem: 
 

• In Type of order she selects BUY. She opened the position by selling EUR 
so to close it she must buy EUR (fig. 4.12). 
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Fig. 4.12 Type of order 

 
• She selects EUR in Instrument  (fig. 4.13). 

 

 
Fig. 4.13 Instrument  

 

•  And the lot of 0.1 (fig. 4.14). 
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Fig. 4.14 The lot (as parts of one million) 

 

• She enters the level of the order in Price (fig. 4.15). 
 

 
Fig. 4.15 Linda’s stop-loss ready to place 

 

• Then she clicks Place. 
 
Now, if price reaches 1.2545 the order will snap into action.  
 
Linda receives confirmation of the order (Fig. 4.16). 
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Fig. 4.16 Confirmation of an order 

She clicks OK  on the confirmation and her order appears in the Orders window. 
 
Some points to remember when working with orders: 
 

• You remove active orders by clicking the order to highlight it and then 
clicking Remove in the Placing/removing orders. 

• Change an order by clicking the order and then change the Lot , Price or 
Type of order and then click Change. 

 
In Placing/removing orders there are two buttons labeled One cancels the other 
orders and If done orders. These are conditional orders and are very useful. 
 

• One cancels the other orders are a pair of orders. When one of these 
orders is executed the other is automatically cancelled. This can be useful 
when, for example, you want to place a stop-loss and a take-profit order on 
a recently opened position on a currency pair. If the take-profit order is 
executed then you won’t have to remove the stop-loss yourself and vice-
versa.  

• If done orders allow a trader to place an opening order on a specified 
currency pair to be followed by one or two further orders which become 
active only after the first order has been executed. You can use this type of 
order to set a stop-loss and take-profit order on an ordered position. To 
place the second If done order, just check the box in the bottom left corner 
of the If done orders window. 

 
One last point on orders is to be very careful when you are entering the price. A 
misplaced decimal point or a wrong number could result in a waste of time (at the 
very least). 
 
Linda continues working. After setting her stop-loss order at 1.2545; she places her 
take-profit order at 1.2480. If price moves in her favour, she’ll make 400 USD. It’s 
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not a fortune but it’s not a bad bit of work.  You can see the level of both orders in 
fig. 4.17. 

 

Fig. 4.17 Chart showing Linda’s orders 
 

As it turned out, however, she earned 1700 dollars. What happened was this: 
 
At around 11:10  
EUR/USD drops sharply down to 1.2468 and breaks out from the boundary of the 
channel. Linda’s position closes and the profit is 400 US dollars (fig. 4.18). 
 

 
Fig. 4.18 Take profit order is done 

This dramatic fall sets Linda thinking about another entry onto the market. 
Technical analysis, based on Fibonacci levels suggests that if the market continues 
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to be shook by the French referendum, the Euro could continue to fall to 1.2280 
and then on to 1.2200. She needs confirmation from the fundamentals, the news. 
She starts looking for pessimistic statements from political figures and economists.  
 
The news for May 30th streams through:  
 

14:52: French Prime Minister rumored to be heading for the 

sack by the end of the day 
16:09: In FOCUS: EU leaders reaction to French referendum 

outcome 
17:42: ECB president Trichet: ‘Europe is experiencing a difficult 

moment’ after French referendum 
 

All this pointed to gathering storm clouds on the Euro’s horizon. But miraculously, 
after the breakout from the price channel, all was quiet until deep into the night. 
There were neither significant rises nor falls. Linda concludes that this is due to the 
fact that the UK and US markets are on holiday. She decides that the opening of 
the Asian markets would see sharp price movements. If the Euro fell against USD, 
it would mean that Asia was also responding to the events in Europe. She also feels 
that if price falls. It will fall far.   
 
So she places an If done order. If price heads down, a short position on EURO will 
open and a stop-loss and take profit orders would simultaneously activate. Here is 
the order:  
 

• Sell 0.10 EUR at 1.2450. Note that this is below the key level of 
1.2460 mentioned on Forex Club’s May 30th analysis.  

• The stop-loss order is at 1.2500 which means Linda is risking 50 x 
10 = $500. 

• The take-profit order is at 1.2320 which would bring in 130 x 10 = 
$1300. 

 
The levels of the two orders were set using Fibonacci levels. 
 
After placing the ‘If done’ order, Linda calls it a day, goes to bed and sleeps the 
sleep of the righteous. The EUR starts to fall and on May 31st at approximately 
01:10, her order opens a position for 100000 (fig. 4.19). 
 
She returns to her computer at 9 o’clock GMT on May 31st. She sees that the 
position is still open; price is in the region of 1.2390-1.2380 and profit is currently 
around 600 dollars. Linda is torn. Linda does not want to close her position 
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because price could continue to fall, but at the same time no one knows if the fall 
will continue. 
 
With price at 1.2384, Linda decides that it is better to be safe than sorry and lowers 
the stop-loss order. She is going to ensure that she keeps some of the currently 
unfixed profit in case of price reverses. This is what she does: 
 

• She changes the stop-loss order Price setting from 1.2500 to 1.2420. Now, 
even if this order is executed, we won’t be talking about minimizing losses, 
but salvaging profit. The new order guarantees $300 dollars of profit. 
Remember the position opened at 1.2450. If price starts rising and the 
position closes at 1.2420, Linda’s left with 30 points in the bag (fig. 4.20). 
This new order is called a stop-trade order. 

 

 
Fig. 4.19 Linda’s If done position 
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Fig. 4.20 Linda’s position after adjusting stop-loss 

She continues to follow news on the European Constitution: 

09:40 Jean-Pierre Raffarin, French Prime-minister, resigns. 
09:53 French President Chirac has named Dominique de 

Villepin as the new Prime-minister 

That last item rocks the market. As the analytical review said later: 
 
12:00 REVIEW: The dollar continues to strengthen against the 
Euro after news about the appointment of de Villepin as PM. 

 
The French rejection of the European Union Constitution is still 

having an influence upon market mood. As short-term traders’ 
sales of hedging funds are considered the basic reason for the 

fall of the Euro, it is now very difficult to determine whether 
the Euro fall will provoke sales from long-term traders, who 

now could be losing faith in the future of European integration. 

The European currency unit fell again after the former French 
minister for internal affaires Dominique de Villepin replaced 

Jean-Pierre Raffarin as the Prime-minister. De Villepin is 
considered to be leftward leaning and oriented against fiscal 

reforms designed to bolster the Euro. After this appointment 
the market is now anticipating the Netherlands’ referendum 

which will take place on Wednesday. The latest poll results 
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show that the constitution opponents share has increased up to 

60%.  
 

The Euro continues its fall and at 10:20 GMT Linda’s take-profit order is executed 
at 1.2320 (see fig. 4.21). 
 
Linda had had a good day with 1300 US dollars going into her account. All in all 
she had made 1700 US dollars (400 + 1300) over the two days.  
 
Through to June 1st, Linda and the rest of the trading world were presented the 
opportunity to capitalize on a further 100-130 point fall, as pessimism continued 
around the Euro. With a lot of 100000, this drop would net 1000-1300 dollars. The 
total fall for the next three days could have boosted an account by between 2700-
3000 USD. 
 

 
Fig. 4.21 1300 USD in the bag with new opportunities ahead 

In the aftermath of May 31st and June 1st, Forex Club analysts wrote:  
 
Last week could well be remembered as the week of Euro-
failure. The Euro fell to an 8 month low. The interesting factor 

here is that the French rejection was widely anticipated and 
many commentators felt that the actual result would have little 

effect on rates as rejection had already been taken into 
account. This opinion seemed to have some validity with the 

initial insignificant fall in EUR/USD. However, our analysts at 
Forex Club hold that this insignificant fall was connected with 
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British and American public holidays. With this absence of 

significant players, volumes were down. Along with that our 
analysts warned us to consider the ramifications of the political 

instability that constitution rejection heralded; and the long-

term implications for the euro. The following day saw the 
market functioning at full volume and EUR/USD dropping from 

the very beginning of trading. The day had only begun when 
the EURO rate dropped below 1.2400. The continuing fall was a 

combination of fundamental and technical pressures, with 
system players having shorted at the 1.2500 breakout. The 

Euro decline gathered momentum. German business confidence 
plummeted and discussions of the very future existence of the 

Euro were reported in the corridors of power in various 
European countries. The resignation of Jean-Pierre Raffarin and 

the appointment of Dominique de Villepin meant further body 
blows for EUR. 

 

This real-life example illustrates how the news and some technical analysis can 
combine to make a successful trade. The next two sections of this book will deal 
with technical analysis.  
 
If you have any questions or comments, don’t forget you can contact me at 
colt@coltfx.com.  
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5. What goes around comes around: technical analysis 
Technical analysis basics 
Dow theory 
Types of price chart 
Price movement 

Trends 
Support and resistance 
Trade ranges and channels 

Chart patterns 
Continuation patterns  
Reversal patterns 

 
 
 
 
 
Risk Warning 
High Risk Investment 

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

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Section Five 
 
Technical Analysis: what goes around comes around 
   
Technical analysis is based on the ideas of cycles and repetition.  It looks for 
common features in the rises and falls in prices. 
    
5.1 Technical analysis basics 
 
There are 3 basic principles. 
 
Price is everything 
All the factors (economic, psychological, political etc) which can influence the 
price have already been factored in and are included in the current price. Therefore 
a trader only needs to analyze price movement. Reasons why price is moving are 
not important. The key is to study the past flow to predict the future flow.  
 
Price moves in trends   
The idea of the trend is essential to technical analysis. Price does not jump 
erratically up and down like a demented grasshopper.  A market can trend in three 
different directions. There are bull trends (prices moving generally upward), bear 
trends (prices moving generally downward) and trend-less trading ranges (price 
moving generally sideways). 
  
History repeats itself  
Although the situation is constantly changing on the market, the same things 
happen again and again. We can get a reasonable idea about what could happen 
after the current situation by looking at similar situations in the past and seeing 
what happened after them.  
 
Technical Analysis owes a lot to the work and writing of Charles Henry Dow, the 
co-founder of The Wall Street Journal and the devisor of the Dow-Jones Index.  
  
5.2 Dow Theory 
 
Charles Henry Dow, Edward Davis Jones and Charles Milford Bergstresser 
founded Dow Jones and Company in the late nineteenth century to give investors 
advice on the stock market. Charles Dow wrote anonymous editorials in The Wall 
Street Journal and in them he developed a guide to the market. Dow never 
described this guide as a theory. However, in The ABC of Stock Speculation, S.A. 
Nelson identified Dow posthumously as the intellectual force behind The Wall 
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Street Journal and put together what he called ‘Dow’s theory’ which was based on 
Dow’s editorials.  
 
Dow identified 3 types of trend on the market:   

• Primary  (or major). This lasts from one year to several years;   
• Intermediate (or secondary reaction/correction). This is a correction of 

the primary trend and lasts from 3 weeks to 3 months;   
• Minor . This in turn is a correction of the intermediate trend and lasts no 

longer than 3 weeks. 
 
Primary trends are made up of intermediate trends which are in term made up of 
minor trends. Dow saw the market as being cyclical, and that the cycles were made 
up of cycles themselves.  
 
The primary trend has 3 phases.  The first phase (known as the accumulation 
phase at the beginning of a bullish trend and as the distribution phase at the 
beginning of a bear trend) is when the most informed investors join in trade.  This 
is followed by the continuation phase. In this phase perceptive traders notice the 
first phase and support the continuation of the trend. The third phase, the 
attenuation phase, is when the "crowd" enters the market, and well-informed 
investors and astute market professionals begin to fix profit due to the fact of the 
appearance of crowd.   
 
Dow also developed a series of indices including the Transportation Average; the 
Industrial Average and the Utility Average. He believed that you could rely on 
these indices to decide whether to buy or sell stocks. For example, Dow said that 
the industrial average and the transport average must confirm each other to signal a 
trend on the stock market. The theory behind this confirmation principle  was 
basically that the industrials produce the products that the transports take to the 
market. If one index grows, but the other doesn’t, then it is too early to speak about 
the appearance of a trend. 
     
5.3 Types of price chart 
  
The price chart is the central tool of chart analysis. It looks like the kind of graph 
that you might have studied at school. Price is measured on the vertical axis and 
time is measured on the horizontal axis. There are different styles of price chart 
and price charts can plot prices over different time periods. 
 
A price chart records price over a number of periods of time. This time period 
could be as short as a minute or as long as a month. For example, an hourly chart 
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records the price of a currency pair at each hour. There can be hundreds of price 
changes during each hour, so the price chart is plotted on a key price or key prices 
of each hour. These key prices are the opening price of the hour, the high price of 
the hour, the low price of the hour and the closing price of the hour. The most 
common time periods to plot a price chart for are 1 minute, 5 minutes, 1 hour, 3 
hour, 1 day, 1 week and 1 month. The most popular charts for technical analysis 
are hourly and daily charts.  
 
Here are the main types of price chart: 
 
The tick chart 
The tick chart charts each and every change in price and gives the most detailed 
information on price movement (fig. 5.1). Each tick represents a change in price. 
The tick chart does not have a fixed time axis.  On frenzied market price races 
across the chart whilst on a sluggish market very few changes in price will be 
charted. The tick chart is a handy guide to the current market. However, it’s useless 
for technical analysis. 
 

 
Fig. 5.1 The tick chart 
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The line chart 
The line chart (fig 5.2) charts one of the key prices of the period (usually the 
closing prices). These prices are joined with lines. A simple line chart is of very 
limited use in technical analysis.  
 

 
Fig. 5.2 A line chart 

 
The bar chart  
The bar chart (fig 5.3) charts the four key prices of each period. Remember, these 
key prices are the opening price of the period (O); the high price of the period (H); 
the low price of the period (L ) and the closing price of the period (C). Each period 
is charted as a bar with the high and low prices at either end of the bar and the open 
and close prices as two nodules on either side of the bar. The bar shows us the 
range of prices in the period and is useful chart for technical analysis. 
 

 
Fig. 5.3 A bar chart 
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Japanese candlestick chart 
The Japanese candlestick chart, or candle chart (fig. 5.4) displays the same 
information as the bar chart. However, many traders prefer this chart because it’s 
much easier to process this information.  
 
The body of the candlestick shows us the open and close price, with the vertical 
lines (known as the shadows or the wicks) running from the bottom and top of the 
body showing the high and low price. If the price rose during the time period the 
candle is white and if the price fell during the period the candle is black. 
 
Candlestick charts were developed by seventeenth century Japanese rice traders 
and are generally acknowledged as the primary charting style for technical 
analysis. 
 

 
Fig 5.4 Japanese Candlestick chart 

 
5.4 Price movement  
 
There are a number of things to look out for when you have your price chart in 
front of you. 
 
Trends 
A trend is the general direction in which price is moving. Localized rises and falls 
in price help us identify the overall trend. They also tell us how strong the trend is; 
how long it could last and when and how it could end. 
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When prices are generally rising, it is wise to buy and when prices are generally 
falling, it is wise to sell.  
 
There are times when prices are neither generally rising nor falling. The local highs 
are all at one similar level while the localized lows share another. This is known as 
a trading range.  
 
Support and resistance 
Support and resistance are also key concepts in technical analysis. A resistance 
line is charted by joining the highs on a price chart. These peaks are charted when 
bulls can not or will not buy at that level and prices start to fall. The price rise has 
stopped as if it has hit an invisible ceiling. After the peak has formed, prices 
continue to drop until they reach a level where buying enthusiasm revives pushing 
the price up once again. The point at which prices start to rise once more is a local 
low. There will be several local lows on the chart, which are used to chart a 
support line. 
 
When price is on an uptrend and breaks through its resistance line, it signals that 
the trend is speeding up. When price breaks through the support line during an 
uptrend, it signals that the trend may be coming to an end. Similarly, during a 
downtrend a break out of the support line can signal an acceleration of the trend 
and a breakout of the resistance line can signal the downtrend’s end.  
 
Support and resistance lines slant on trending markets. When price is in a trading 
range, support and resistance are horizontal and are called support and resistance 
levels.  
 
Lines and levels can reverse roles. A line that was once a support line can, at a later 
date, offer resistance and vice versa. Price can break through its support level and 
continue to fall for a while until starting to rise once more. It can rises to this 
former support level to meet resistance a number of times. This former support is 
now resistance. This is called the rule of alternation, and when it happens it means 
that the significance of the level or line has been reconfirmed.       
 
As we have already mentioned price trends in three directions. 
 
Uptrend (bullish trend). 
Price is in an uptrend when the local highs and lows are rising (fig. 5.5). The trend 
line is a line drawn through the lows. The trend line of an uptrend is a support line. 
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Downtrend (bearish trend)  
Price is in a downtrend when the local highs and lows are falling (fig. 5.6). The 
trend line is a line drawn through the highs. The trend line of a downtrend is a 
resistance line. 
 

 
Fig. 5.5 An uptrend with trend line 

 
 

 
Fig 5.6 A downtrend with trend line 
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Trading range 
Price fluctuates between two levels of support and resistance (see Fig. 5.7).  
 

 
Fig. 5.7 A Trading Range 

 

 
Fig.5.8 A channel 
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Channels 
A channel is a well defined trend with a parallel (or almost parallel) line of support 
or resistance (see Fig 5.8). Prices fluctuate within the channel and do not break 
through the channel lines. Channels give the trader a host of trading opportunities. 
One thing to make note of here is that the longer has been in a channel, the more 
likely a breakout is. 
 
Trend lines  
It’s fairly simple to plot a trend line. Plot an uptrend trend line by: 

• Finding at least two lows the second of which must be higher than the 
first. Draw a trial line through these two points and extend it. 

• If a third low reverses up from our trial line then the trend line is 
confirmed.  

A downtrend trend line is plotted with two local highs. A third high touching the 
line confirms the trend line. 
         
Why draw trend lines? 
Trend lines help us identify buy and sell zones. Frequently, a break out of a trend 
line is the first sign that the trend is ending. So if there is a breakout of a trend line, 
you should close all positions in the direction of the trend.  
 
5.5 Chart Patterns 
 
Just like an experienced tracker can read the forest floor in search of his quarry, a 
knowledgeable chartist can follow subtle signs visible only to those who know. 
The patterns are formed when price has been in either an uptrend or a downtrend 
and then pauses. The patterns that price makes during these pauses can be divided 
into two groups: continuation patterns and reversal patterns. 
 
Continuation patterns signify that the current trend will continue. These patterns 
include the zigzag, the triangle and the flag.   
 
The zigzag usually appears as a temporary correction of a trend (Fig. 5.9).  This 
pattern forms quickly.  How long it lasts depends on the level of support or 
resistance that it has come up against. 
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Fig 5.9 A zigzag 

 
 
Triangle patterns include ascending, descending, symmetrical and expanding 
triangles. The expanding triangle is a reversal pattern and we will cover it later on 
in this section. 
 
Continuation triangles are formed using two converging lines of support and 
resistance. You need two lows and two highs to form a triangle. A triangle must 
form on a recognizable trend to be classed as a pattern. Breakout of the triangle 
should occur between a half and three-quarters along the triangle’s length. Valid 
breakouts are accompanied by a significant surge in volume.  
 
The ascending triangle has a rising lower side and a horizontal (or near-
horizontal) upper side. It is seen as a strong sign of the continuation of a bullish 
trend.   
 
The descending triangle has a falling upper side and its lower side is horizontal or 
near-horizontal. It is seen as a strong sign of a continuation of a bearish trend. 
 
The symmetrical triangle’s upper and lower sides slope to meet each other at 
roughly the same angle of incline. They appear during both bullish and bearish 
trends and are seen as a sign of continuation of those trends. 
 
Only accept a breakout of a pattern when the price closes outside the pattern. 
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We use the height of the triangle (this is the maximum price range within the 
triangle) to chart price target after breakout. We project the height (H) from the 
breakout level to give us price target (T) (fig 5.10). 
 

 
Fig. 5.10 A Symmetrical Triangle with height and target 

. 
A flag is a small channel which slants either up or down. A flag slanting upwards 
on a down trend is a continuation signal. A flag slanting downwards on an uptrend 
is a continuation signal for the uptrend (fig. 5.11). 
 
The pennant is similar to the flag except that it is triangular (fig.5.12).  
 
Flags and pennants are common continuation patterns and are corrections of 
energetically developing trends. Both patterns appear after a sharp rise or fall on 
the market which is charted as an almost straight line. This is known as the flag’s 
or pennant’s flagpole.   
 
The flag and the pennant are reliable signs of continuation when they slant against 
the trend (this means breakout should occur against the way the pennant and the 
flag are hanging). Trading volumes are high before the pattern’s formation, they 
fall while the pattern is being formed only to surge once more after the breakout. 
Once again, the height of the pattern should be projected from breakout to give the 
price target. 
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Fig. 5.11 Flag (sloping downwards on an uptrend) 

 

 
Fig. 5.12 Pennant (sloping downwards on an uptrend) 

 
Reversal patterns include the double tops, double bottoms, triple tops, triple 
bottoms and head-and-shoulders. 
 
Reversal patterns signify the end of a trend. These patterns can help you close any 
positions you have in the direction of the trend in time. The reversal patterns won’t 
be right every time, but learning how to spot reversals will give you an edge.  
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Here are some points to bear in mind for all reversal patterns: 
  

• Reversal patterns must be on a trend.  
• The height of the pattern shows the volatility and the width of the pattern 

shows time. A bigger pattern is more important, this means price change 
after breakout should be more significant.    

• Top patterns are usually last less time and are more volatile than bottoms.   
• Bottoms are less volatile and take more time to form.   
 

 
Fig 5.13 Head-and–shoulders tops. 

 
One of the most well-known reversal patterns is Head-and-Shoulders. This 
pattern can be found at the top (Fig. 5.13) and the bottom of the market (Fig. 5.14). 
Head-and-shoulders has three peaks. The middle peak is the highest and is the 
head. It is flanked by two lower shoulders. The line which connects the bases of 
the two shoulders is called the neckline (N). The distance between the top of the 
head and the neckline is the height of the pattern and is also the price target on 
breakout. 
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Fig 5.14 Head-and-shoulders bottoms 

 
Another common group of reversal patterns are the double tops (5.15) and 
bottoms (5.16). They are easily recognized and appear on charts more frequently 
than head and shoulders.  Target is the height of the pattern on breakout. 
 

 
Fig. 5.15 Double tops 
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Fig. 5.16 Double Bottoms 

 
Expanding triangles occur at the top of a vigorous trend. They are a sign that the 
market is overheating and has become too hot for the trend to continue. An 
expanding triangle kills an uptrend. 
 
This section is intended as an introduction to the charting side of technical 
analysis. The patterns we have discussed here and many others are explored in far 
more depth in our films Chart Analysis 1 and Chart Analysis 2. These films are 
available at www.coltfx.com. 
 
Our next section covers the more mathematical aspects of technical analysis. 
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6. Mathematics: the heart of everything 
Elliott wave theory  
Fibonacci numbers 
Trend following indicators and oscillators 
 Moving averages 

MACD 
 ROC 
 RSI 
 
 
 
 
 
Risk Warning 
High Risk Investment 

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

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Section Six  
 
Mathematics: the heart of everything 
 
The last section dealt with the ‘chartist’ approach to technical analysis. Chart 
analysis appeals to traders with a strong visual sense. A second approach of 
technical analysis involves a mathematical analysis of price data. Other traders 
may feel more comfortable with this method. We advise you to familiarize yourself 
with both approaches and develop a trading strategy which incorporates both.  
 
Let’s look at the role of numbers in the life of a trader. 
 
6.1 Elliott Wave theory  
Ralph Nelson Elliott was an engineer and an accountant. In the 1930’s a serious 
illness meant he was confined to bed and he used this time to study the stock 
market. After making a number of very successful predictions, he published a 
series of articles on the movement of the Dow Jones index in the magazine 
Financial World. These articles were the first published explanations of Elliott 
wave theory. Elliott hypothesized that the Dow Jones index moved in cycles and 
followed a specific pattern. Elliott said that these cycles follow a physical law – 
just like the waves in the sea. A peak follows a trough; an action follows a 
reaction. The theory has it that the cycle of rises and falls repeats itself with 
bankable regularity because the market structure, taken as a single whole, remains 
constant.  
  
Elliott wave essentials 
The essence of the theory is as follows (fig 6.1):   

• An ordered flow of prices in one direction is called a wave. 
• A falling wave always follows a rising wave, while a rising wave always 

follows a falling one, i.e. one wave is always corrected by the next. 
• Waves are identified with either numbers or letters. Waves 1, 3, 5, A, C 

and their sub-waves (1), (3), (5), (A), (C) are known as impulse waves 
because they go in the direction of the trend. 

• Waves 2, 4, B and also (2), (4), (B) are known as corrective waves 
because they go against the trend to correct it. 

• Impulse waves 1, 3, 5 each consist of 5 sub-waves, which zigzag and are 
identified as (1), (2), (3), (4), (5). 

• Corrective waves 2 and 4 both consist of three sub-waves (A), (B), (C);     
• Impulse waves A and C both of five sub-waves – (A), (B), (C), (D) and 

(E).     
•  Up wave B consists of three sub-waves  (1), (2), (3);   
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• All waves are sub-waves of a higher wave.  In our example waves 1, 2, 3, 
4, 5 are the five-wave sequence of a wave of a higher degree. 

  

 
Fig.6.1. Elliott wave structure: wave and sub-waves 

 
A five wave impulse is always followed by a three wave correction. All trends 
follow this eight wave cycle. How the waves are sub-divided depends on their 
direction in relation to the larger wave they are a part of. 
 
The impulse waves (1), (3), (5), (A), and (C) all divide into 5 sub-waves; and 
corrective waves (2), (4) and (B) each divide into 3 sub-waves, corrective waves 
are always shorter than impulse waves.  
 
These rules aim to help us work out where we are within the general scheme of 
things. For example: 

• If a five-wave fall is observed on a bullish trend, we can assume that this is 
wave (A) of a three-wave (A)-(B)-(C) fall. We can expect a corrective wave 
(B) and then the fall will continue (C). 

• In a bear market a three-wave increase in prices should be followed by a 
renewed trend of falling prices and a reversal of five waves is a signal to us 
that the market is turning bullish.  

 
Elliott waves, wave by wave  
Wave 1: Almost half of all first waves are conceived at the bottom of the market 
and are nothing other than ‘rebound’ from the lowest levels.  The first wave is, as a 
rule, the shortest of the up waves though sometimes it is very dynamic. 
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Wave 2: Wave 2 never retraces 100% of wave 1. 
Wave 3: Wave 3 usually is the longest and is most dynamic of all 5 impulse waves. 
Wave 3 passing wave 1’s high is the classic signal for opening positions in the 
direction of the wave. Volumes rise sharply.  Wave 3 is never the shortest wave in 
price movement terms. 
Wave 4: Wave 4 like wave 2 is a phase of correction or consolidation. However, 
wave 4 can often have a more complex structure and you can frequently spot 
triangles on wave 4.Important rule: wave 4 never pushes below the wave 1 high.   
Wave 5: This wave is usually much less dynamic than wave 3. Wave 5 sees many 
oscillators lagging behind prices with negative divergences appearing, warning of 
the approach of the market top. 
Wave A: The most convincing sign of the appearance of this wave is its sub-
division into 5 sub-waves while an increase in volume accompanies the fall in 
price. 
Wave B: This wave is the correction of the new move which began with wave A. 
Wave B typically sees low volume.  Sometimes wave B forms a double-top with 
wave 5 or even pushes past it.  
Wave C: Wave C frequently drops much lower than wave A's low. If we take the 
neckline as the lows of wave 4 and wave A; then wave C pulls off a classic head-
and-shoulders breakout.    
 

 
Fig.6.2. Typical Elliot wave structure: a downtrend 
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These rules are in no way complete: they are merely the bare essentials. There has 
been a wealth of research on Elliott Wave Theory and, consequently, a wide range 
of literature is available. Elliott Wave Theory can seem a little confusing at first, 
but if it appeals and you persist, then an understanding of this theory can pay 
dividends. 
  
6.2 Fibonacci numbers 
 
Elliott had always been fascinated by a sequence of numbers discovered in the 13th 
century by the great Italian mathematician, Leonardo Pisano (1175-1240).  
 
Leonardo often referred to himself as Fibonacci and this is the name most 
commonly used by historians today. Although Fibonacci was born in Pisa, Italy, 
his father’s work took him to North Africa and the young Fibonacci enjoyed the 
benefits of a North African education. He learnt the Hindu-Arabic decimal system 
and its system of arithmetic from the Moors in North Africa.  These are the number 
and arithmetical systems that we use today. As Fibonacci learnt more he realized 
that the decimal system was vastly superior to the Roman numeral system that was 
in everyday use in Europe at that time. His book, Liber Abaci (The Book of the 
Abacus, or The Book of Calculation) completed in 1202, introduced the ‘new’ 
number system to European mathematicians. It is difficult to overestimate the role 
of his book in the development of mathematics and the advancement of 
mathematical and scientific knowledge in Europe.  
 
Fibonacci also made another contribution to European mathematics when he 
introduced a series of numbers (known as the Fibonacci numbers) in chapter 12 of 
Liber Abaci.  
 
This is the series of numbers:  
 
1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 89, 144, 233, 377…… to infinity  
 
One essential feature of this series is that the sum of any two adjacent figures is the 
following number. Take a look: 1+1=2; 1+2=3; 2+3=5; 3+5=8; 5+8=13 et cetera. 
 
There’s more, the ratio of any number in the sequence to the following number 
gradually approaches 0.618. In other words:   
 

1:1 = 1  
1:2 = 0.5 
2:3 = 0.67   
3:5 = 0.6 
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5:8 = 0.625  
8:13 = 0.615 
13:21 = 0.619 and so on. 
 

Notice how the value of the ratios progressively homes in on 0.618.   
 
The ratio of any number to the preceding one is approximately equal to 1.618 (the 
inverse value of 0.618).   
 
For example:   

13: 8 = 1.625  
21:13 = 1.615  
34:21 = 1.619. 
 

The higher the Fibonacci numbers are, the closer they get to the values 0.618 and 
1.618.   
 
The ratio of any number to the number next to it but one oscillates around 0.382 
and to the preceding but one around 2.618.  For example:   
 

 13:34 = 0.382 
 34:13 = 2.615 and so on. 
 

Fibonacci numbers have many other fascinating properties. The ones here are the 
most important and well-known. 
 
Actually, Fibonacci was not the original discoverer of all this. The coefficients 
1.618 and 0.618 were known to Ancient Greek and Egyptian mathematicians. They 
called them the golden ratio or golden section.  They used this ratio to develop 
their music, fine arts, architecture and biology. For example, the Greeks used these 
proportions to design build the Parthenon and the Egyptians to build the great 
pyramid at Giza. The golden ratio was also employed by Pythagoras, Plato and 
Leonardo da Vinci. But what about us?  
 
Practical applications 
Many technicians use Fibonacci numbers in their Technical Analysis to calculate 
future price target after a retracement or correction. They can help us understand 
whether the trend will continue after retracement or whether the retracement is, in 
fact, the beginning of a new trend. They can also help us identify new levels of 
support and resistance.  
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As I said at the beginning of this section, Elliot was very interested in the 
Fibonacci series. You’ll notice a number of similarities between wave theory and 
the Fibonacci series. The golden ratio can also be used to identify where price is on 
the Elliot wave cycle.  
 
Savvy traders use Fibonacci numbers to plot levels of price retracement. Price 
retracement is simply a pullback or correction in price in relation to the current 
trend. A correction of a bull trend entails a relatively small fall in price. A 
correction of a bear trend is a relatively small price rise. The best trading 
opportunities occur when price bounces off one of the more significant price 
retracement levels like 38%, 50%, or 62%.  
 
Two of these values are derived directly from the golden ratio: 38% coming from 
0.382 and 62% from 0.618. The 50% level is not derived from the Fibonacci 
sequence, but it has proved itself to be a powerful retracement level and is worth 
including with the primary Fibonacci retracement levels. There is an echo of 
Fibonacci retracement levels in Dow theory. Dow set his most likely retracement 
levels at 33% (more probable) and 66% (less probable). Other market theorists 
(most notably W.D.Gann) also set retracement levels at around the Fibonacci 
values. 
 

 
Fig. 6.3 Price chart with Fibonacci levels 

 
The enormous popularity of Fibonacci numbers within the trading community is 
also significant. Since a large number of traders expect retracement to end at these 
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levels, they will place orders at these levels and retracement will most probably 
happen.  
 
Retracement happens on major trends, intermediate trends and minor trends so 
they can be monitored on monthly, daily and hourly charts. Retracement levels can 
give us a simple and effective means of forecast to a trader working within any 
time frame. 
 

 
 

Fig.6.4 Common retracement levels 
  
 
6.3 Trend following indicators and oscillators 
 
Computer technology has introduced a whole new set of trading tools. These tools 
are called technical indicators and the two main types of indicator are trend-
following indicators and oscillators. 
 
Trend-following indicators: moving averages 
The development of moving averages has brought about a whole raft of trend 
following indicators. They are designed to identify and track a trend. Trend 
following indicators are coincident or lagging indicators which means they turn 
after trends reverse.  
 
Moving averages are constructed by averaging prices over a number of time 
periods. For example if you want a 5-day moving average of closing prices, you 
start by adding the closing prices of the last 5 days and dividing by 5. This gives 
you the average price. It’s called a moving average because it only averages the 
most recent prices, so when price closes the next day, this new closing price is 
added to the total and the close of 6 days ago is taken out. This new total is then 
divided by 5 to give a new average. This moving average is then plotted onto the 
price chart. This moving average is the simplest type of moving average and is 
called the SMA (simple moving average). 
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There are 2 more types of moving average that we will discuss in this section and 
they are the weighted moving average and exponential moving average. 
Rumus2 plots all of these moving averages; all you need to do is select the key 
price and the averaging period.  
  
Simple Moving Average (SMA)   
This is formula for an SMA: 
 

SMA = P1 + P2 + P3 +…+ Pn 
       n 
 
P = key price 
n = number of time periods for averaging 
 
So the formula for the SMA above is 

SMA = P1 + P2 + P3 + P4 + P5 
5 
 

The SMA has one big drawback. Each price has the same ‘weight’ (i.e. 
importance) so old price information is as important as new information. When the 
price jumps, our SMA jumps. This is good: we want our indicator to respond to 
changes on the market. Unfortunately, SMA also signals as strongly but in the 
opposite direction when this same price information is dropped from the equation 
five days later. This has nothing to do with the current state of the market. 
 
Weighted Moving Average (WMA)   
The WMA is designed to deal with the SMA’s main drawback. Each price is 
weighted so the most recent data is given the most importance and as data becomes 
older it becomes less important.  
 
It works like this:  

5-day weighted moving average 

Day # Weight  Price  Total    

1 1 * 25.00 = 25.00    

2 2 * 26.00 = 52.00    

3 3 * 28.00 = 84.00    

4 4 * 25.00 = 100.00    

5 5 * 29.00 = 145.00    
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Total: 15  Weighted 
Average 

= 406.00 ÷ 15     ═ 27.067 
 

 
In our example the weight on the first day is 1 while the weight on the most recent 
day is 5 but you can assign whatever weights you want. 
 
Exponential Moving Average (EMA) 
The formula for an Exponential Moving Average: 
 

EMA = EMA (t-1) + (2/(n+1))*(Pt – EMA(t-1)) 
  
Pt = the current price   
n = number of time periods for averaging 
 
Each new EMA value contains information about the preceding EMA (EMA (t -1)). 
Consequently the EMA considers price history in its entirety. Old data fades away.  
 
So that’s three moving averages tools. The choice is yours but I recommend 
playing around with them on Rumus2.  
 

 
Fig. 6.5 Types moving average: 14-hourly SMA, WMA, EMA.  
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General guidelines with moving averages 
When the moving average crosses below price and rises, it’s a signal to buy. Place 
your stop loss below the most recent price low. If you have already opened a 
position and placed orders, you can pull the orders upwards in proportion to the 
price rise. When the MA starts to fall and is above price, a downtrend is signaled. 
It is time to think about going short. Set your stop loss a little higher than the last 
price high and the take profit in line with your system. Trail the stop loss to the 
break even point as soon as price allows.  
 
Moving averages are the basis for many other indicators namely: 

• Moving Average Convergence-Divergence (MACD) and the MACD 
Histogram 

• Rate of Change (ROC) 
• Relative Strength Index (RSI) 

  
Moving Average Convergence-Divergence (MACD) 
This indicator is calculated using three EMAs and appears on the chart as two 
lines. The faster line is called the MACD line and this is the difference between 
two EMAs. The most usual average periods for these 2 EMAs are 12 and 26 days. 
The slower line is called the signal (or reference) line and is an EMA (usual 
averaging period 9 days) of the MACD.     
  

 
Fig.6.6 MACD 
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The MACD gives clear and simple signals to buy or sell. 
 
When the fast line crosses the slow line from below and rises above it, we should 
buy. When the fast line crosses the slow line from above and falls below it, it is a 
signal to sell. The strongest buy signals are generated when the MACD line is a 
good way below the zero line and the strongest sell signals are when the MACD 
line is a good way above the zero line. 
 
Some traders use a MACD on a weekly chart to confirm the MACD signals on the 
daily chart.   
 
Oscillators  
Oscillators are leading or coincident indicators, this means they often turn ahead of 
markets. They do this by identifying when a market is over-bought or over-sold. 
When the market is over-bought it is ready to turn, price appears to be ready to fall. 
A market is over-sold when price has reached a bottom and is ready to rise. 
 
Here are two very popular oscillators: 
 
Rate of Change in price (ROC) 
ROC is a popular oscillator and this is the formula: 

 
ROC = (V / Vn) * 100 

 
V = the latest closing price 
Vn = the closing price n days ago. 
 
If the most recent closing price is the same as the price n days ago the ROC equals 
100 the midpoint line. If the latest price is higher then ROC is more than a hundred 
and if the latest price is lower than the price n days ago then ROC will be less than 
100.  
 
 Fig.6.7 shows how ROC oscillates around the central line.  
 
When ROC is rising and is above the line; V > Vn and the difference between the 
two values is increasing. When ROC is falling and is above the line, V > Vn but 
the difference is decreasing. 
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Fig. 6.7 ROC (Rate of Change in price) on GBP 

 
 
When ROC is falling and is below the line then V < Vn and the difference is 
increasing. When ROC is below the line but rising, then V < Vn but the difference 
is decreasing. 
 
ROC gives good signals when it signals against the trend. When prices reach a new 
low but ROC is on the up, we have what is known as a bull divergence. In this 
situation the bears are losing power, price is falling through inaction and the bulls 
are ready to take the market. ROC is signaling a new bottom, a turn in trend and a 
time to buy. 
 
Conversely, when prices rise to new heights but ROC is falling, the bulls are losing 
ground and the bears are gaining the upper hand. It’s time to close long positions 
and think about going short.   
         
Relative Strength Index (RSI)  
This oscillator measures the internal strength of an instrument against the situation 
as a whole and does not measure that instrument’s strength relative to another 
market tool.   
 
The over-sold and over-bought zones are marked out on the oscillator chart with 
horizontal lines. Ideally, the RSI line should only be inside one of these two zones 
5% of the time at most. Often these lines are set at values 30 and 70 on the RSI 
scale and this is the RSI default setting in Rumus2. Many traders play it safe and 
set the horizontal lines marking the border of the zones at 80 and 20. Our advice is 
to follow the 5% rule, look at the RSI chart for the last 4 months set the zones so 
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that the oscillator has only spent around 5% of the time in them. Review the 
situation every three months.    
 

 
Fig 6.3.4 Oscillator RSI 

 
This is the RSI formula: 

 
RSI = 100 - [100 / (1 + U / D)] 

  
U = average value of upward price changes for n time periods 
D = average value of downward price changes for the same n periods. 
 
14 days and 14 weeks were the averaging periods recommended by RSI’s 
developer J. Welles Wilder. If you wanted to chart RSI with an averaging period of 
14 without using a computer, this is what you would do:  
 

1. Note the closing prices for the last 14 days. 
2. Take all the days when the market closed higher than the day before, add up 

the amount of the increases and then divide the total by 14 to get the average 
upward price change. 

3. Take all the days when the market closed lower than the day before, add up 
the amount of the decreases and then divide the total by 14 to get the 
average downward price change 
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4. Put your U value and D value into the formula; calculate it and plot your 
first RSI value. 

Please note that a currency pair or any other instrument can stay over-bought or 
over-sold for some time. RSI gives a bullish signal only when it leaves the over-
sold zone with many traders waiting for it to break through the 50 level for a 
confirmation. A bearish signal is given when RSI leaves the over-bought zone and 
once again many traders wait for secondary confirmation when it crosses the 50 
level. Wilder noted that a divergence in the movement of the oscillator and price 
action when the oscillator is in either the overbought or oversold zones was the 
most significant RSI signal. 

Our film, The Essential Indicators, gives more extensive information on these and 
many other indicators. 
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7. Look before you leap 
Business as usual 
Train to trade Section 7 
 
 
 
 
 
Risk Warning 
High Risk Investment 

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

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Slava Taran and Dennis H. Carr 
 

Look before you leap 
 
7.1 Business as usual 
 
Take a walk through the streets of the city. Look at the gleaming windows of the 
top stores. Listen to the music of the restaurants and clubs. Feel the rhythm of the 
city, the buzz of activity. Business upon business: gyms and massage parlors, 
dentists and opticians. All offering services, all ready to help. 
 
Everything seems hunky-dory. Everyone is paying the rent, making a little for 
themselves, generally doing OK. But maybe all is not what it seems. A neon sign, 
a sparkling shop front are merely the tip of the proverbial ice-berg. 
 
Most of us have a favorite place to go and enjoy a cup of coffee, maybe smoke a 
cigar, sit down by the window and let your mind wander its secret way whilst 
watching the world go by. If you are a long-standing regular customer, perhaps 
you know some of the small mysteries of the place. If you don’t, have a couple of 
shots at the bar and chat about life with the barman, the guy who has been here so 
long, he’s part of the furniture. He’s seen it all and lived to tell the tale. Talk about 
the good old days: how friendly and comfortable it was five years ago. The food 
that was served, maybe a beautiful waitress that used to work there and how 
inexpensive everything was ‘back in the day’.  
 
The barman, his tongue loosened by a wave of nostalgia, will tell you many things. 
About how many times the café has changed hands over the years and about the 
experiments of each new owner. The guy who wanted to turn the place into a tapas 
bar; the woman who tried to sell work by local artists and craftsmen and the ex-
smoker who made the café a smoke-free zone and lost many regular customers in 
the process. 
 
The barman is telling you the bitter truth that any small business is constantly 
struggling to survive.  
 
Who knows what the future will bring, and who will be running the show in a 
year’s time?                
 
A small business is like a tiny boat on the enormous ocean. When the great ruler of 
water is in a good mood, our little craft skims the waves and smiles at dolphins.  
However, if the skies darken and a storm breaks out, then perhaps only a miracle 
will help our little ship pull through.  This is business life as we know it.  
According to the World Bank, 98% of small and medium-sized businesses go bust 
in the first two years. Only 2% survive.   
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Owning your own business is a risky affair and that risk can cost you blood, sweat 
and tears. Our point here is that the failure rate for trading is the same as any other 
small business enterprise. How can you ensure you are one of the survivors? 
 
The first thing to do is accept that it’s going to take time and effort. As we used to 
say in Yorkshire, ‘It’s all down to graft’. ‘Graft’ in Yorkshire means ‘hard work’ 
and work is the beginning of wealth. The good news is that it is entirely in your 
hands. 
 
7.2 Train to trade 
 
The first step is to open a demo account. Give yourself a couple of months getting 
the feel of the market and the software.  
 
Then move onto a small real trading account. You’ll learn more about the tools of 
the trade and you’ll start learning about yourself as a trader. At www.fxclub.com 
you can open an account, there is no minimum deposit and the minimum 
transaction size is 1000 units which is equivalent to $10 with a leverage of 100:1. 
At this stage of the process your aim is to get a feel for what it is like to trade for 
real and it is wise to keep costs to the minimum. You should trade at this level for 
three months minimum and then review the situation. 
 
Motivation  
Many people enjoy a ‘buzz’. We can get a buzz from a wide range of activities. 
Some people love to drive fast; others only feel truly alive when they are 
snowboarding, whilst others are at one only when they are hunting out in the 
forest. Many people turn to drugs or alcohol for a buzz with less effort. 
 
Sex, eating, violence, speed, danger all these and many more are sources of a buzz. 
The French have a word for it: jouissance. It’s a kind of bliss beyond intellect, 
logic, reason and language.  
 
The delight in taking a risk is undoubtedly an evolutionary trait. For our primitive 
ancestors an inability to take a risk would mean starvation and death. Risk taking 
genes were passed down, fortune truly favored the brave. The buzz we get is risk’s 
little treat. Just as food and sex bring pleasure, then so does that other survival 
necessity: risk. 
 
Nowadays, our lives are no longer a struggle for mere survival; people take risks 
for pleasure, pure and simple. There’s nothing wrong with this pursuit of pleasure. 
Far from it: a game of chance or a flirtation with danger is a great way of relaxing 
as long as we do not lose our heads. Taking a risk can help us escape from our 
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everyday stresses and worries and enjoy a surge of adrenalin. However, we need to 
be able to distinguish between socially acceptable risk-taking from addictive 
behavior.    
 
First of all you should ask yourself why you want to get into currency trading. Is it 
for the buzz or are you trying to make some money? If it’s for the buzz, well it’s 
your choice. It may be less risky (and it’s certainly more socially acceptable) than a 
lot of gambling games, the sky’s the limit on your winnings and you can’t lose 
more than what is in your account. I suppose all you have to do is work out what 
you can afford to lose and have fun.  
 
If you’re looking for an alternative income stream, your path is more circumspect. 
You’ll need to learn as much as you can about the market and trading. You’ll need 
to do your analysis, plan your positions and your stops, develop a trading system 
and stick to it while you are on the market. 
 
A common mistake that many newcomers to trading make is that they are not 
100% clear of their motivations to trade. Please spend some time thinking about 
what you want from trading.  
 
Of course you need to be able to take risks or you will not be able to trade on the 
market at all. You have to take risks; you have to make mistakes in order to grow. 
However, the risks should be calculated risks. Unfettered enthusiasm will not bring 
success; you need to develop your self-discipline. 
 
A structured approach  
The way to develop your self-discipline is to set yourself boundaries and stick to 
them. You need to structure the whole of the trading process. Decide how much 
time you are going to spend preparing for your trading session. Decide when and 
for how long you are going to be active on the market per day. Decide which pairs 
you are going to trade on. Keep a trading diary which records the signals you used 
to open a position, where and why you set your stops and how you felt when you 
opened the position. 
 
Finally, you need a trading system. This system should identify when and where 
you are going to open and close your positions. It should set the levels for your 
orders so that you know exactly how much you stand to gain or lose on any open 
position. It should be so comprehensive that it reduces decision-making whilst you 
are on the market to an absolute minimum.  
 
We are currently developing a distance course which is designed to teach you how 
to use the Colt FX trading system effectively. The course will come with full 
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online support. If you wish to learn more about this course, please go to 
www.coltfx.com or write to me at colt@coltfx.com 
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A few words on moving averages 
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Risk Warning 
High Risk Investment 

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

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Slava Taran and Dennis H. Carr 
 

Section Eight  
Straight from the horse’s mouth 
 
In this section we are going to listen to a pro. Some people want to trade.  Others 
put their money into the hands of a professional trader who they think will manage 
it with dexterity and flair. Alexei Trifonov is Forex Club’s chief dealer and the 
trading systems he has devised have, over the years, given investors a return on 
their investment which is significantly greater than the amount they would have 
received from a high yield deposit account.   
 
We’ll hand over to Alexei now. 
 
‘…I will start by outlining the basic principles of the currency market as I see 
them. 
 
8.1 The Principles of the Currency Market 
 
1st Principle:  Price is set by supply and demand  
Price rises because at that precise moment, buyers want to buy more than sellers 
want to sell. Price falls when sellers want to sell more than buyers want to buy.  
Price reflects the expectations and motivations of sellers and buyers and attempts 
to satisfy both. Buyers buy because they think prices are going to rise, but at the 
same time they want to pay the lowest price possible. Sellers sell because they 
think prices are going to fall and they want sell at the highest price possible. Now, 
if the buyer and seller were meeting in isolation then maybe they would never find 
common ground. However, the market is a crowded place and both the buyer and 
the seller have the added pressure that someone else might just jump in and make 
the deal. The market is also constantly reacting to new information. Positive news 
increases demand, leading to a rise in price and vice-versa. The trader has consider 
the reactions of market participants to predict the direction of the market. His 
target: to use the flow of price to generate profit. 
Consequence: Only price is real.   
 
2nd Principle: Probability is the basis of a sound forecast  
The market moves chaotically in the very short term.  This chaos is caused by 
intraday-traders, people who open and close a position within a day. Intra-day 
traders react to any number of factors: news, randomness, events on adjacent 
markets, etc. They view any price change as a chance to make money and a flat 
market is a day spent in vain. If there were no longer-term players on the market, 
then price would move in small jumps and never undergo any serious change.  
 
The situation is more complex over longer time periods, since the probability of 



 

Slava Taran and Dennis H. Carr 
 

the appearance of significant news increases, and this means the probability of the 
involvement of mid and long-term players on the market increases. Over longer 
periods the probability that the market will move in a certain direction increases. 
The task of the competent trader is to evaluate the probability and to exploit it.    
 
Consequence #1: The sky’s the limit once you’ve calculated the probabilities 
correctly. 
 
Consequence #2: The probability of profit increases as the period of investment 
grows longer.    
 
3rd Principle:  ‘The Market follows the line of least resistance’ (Jesse Livermore) 
This principle helps us accept that the market has an objective reality, which obeys 
the same laws as the world around us.  
 
Twenty years before Livermore, Einstein stated that all natural phenomena are 
subject to the same laws.  We know how Einstein revolutionized science... Given 
that the behavior of market is shaped by its participants and that these people are 
themselves a part of the natural world then Livermore’s rule is beyond dispute. 
 
Consequence:  When price breaks through previously set levels, it will continue in 
this direction 
 
4thPrinciple:  The Market possesses inertia  
This principle is connected with the 2nd principle.  Because mid to long term 
investors are involved in the market, the market needs time to find a new 
equilibrium and to ‘digest’ breaking news. Physics teaches us that the force 
required to stop a body in motion is directly related to the strength of the impulse 
which started the body moving in the first place. A man who falls out of a ground 
floor window will most likely pick himself up, dust himself down and walk back 
into the house, whereas a man falling from a third floor window will take 
considerably longer to get up and move on. 
 
Consequence: Do not anticipate a rapid change in the direction of the market.   
 
8.2 The phases of a trend  
I see the market as having two basic phases:  trend and non-trend. We’re only 
interested in the trend phase since this is when all market participants are on the 
market.     
 
Let’s think about the stages in the life of a trend. Take a look at the hourly chart in 
fig. 8.1. The base currency is the dollar, of course, and its value is mapped on the 
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chart in terms of Yen.  
 
When price moves into a range, the market stagnates. Activity is low every day 
and there is little discernable investor interest. However, traders have to earn 
something somehow because they either can not or do not want to leave one 
market and to go on another in search of a higher level of activity. Currency 
trading is their job and all they can do is play with each other in the hope of that 
"every dog has his day". Then someone, an important, experienced investor comes 
to the conclusion that buying USD/JPY and holding the position for a year could 
prove to be a very profitable transaction. He doesn’t make the purchase all at once 
because he knows that even if he only bought a quarter of the volume he requires, 
traders and other investors would twig what is happening. Therefore he moves 
slowly, over a period of a few days. He stops buying when price approaches the 
level of resistance of the prevalent price range. The traders notice that demand has 
fallen off and close the positions that they opened in the morning. Price flows 
downward and the ‘noise’ of the first order is over. The ‘noise’ of the second order 
starts as price falls to a point near the level of support and so on. As a result, price 
moves continues within a range.  
 
Let’s assume that the investor managed to buy the planned volume in this manner. 
Then other traders (the ‘in-crowd’ if you like) get wind of the purchase or maybe 
other experienced investors see that USD is going to appreciate against JPY and 
decide to make their move. What happens here is a strong upsurge. This surge 
attracts new players onto the market and increased buying over-rides the effect of 
the stop-orders placed above the resistance level. What we now have is a 
‘breakout’ from the range. Notice how the breakout initially falls back to the 
original resistance level. Some people intentionally play against a break out as 
statistically for every true breakout there are two false ones. In our situation the 
breakout is true, more people get on board after the minor correction. The bears 
begin to get nervous and there is a general pulse pushing price upward. We can see 
this breakout in fig 8.1. 
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Fig. 8.1 A price channel with an upper level break-out. 

 
More and more people enter the market pushing price further upwards. However, 
the original investors, now sure of their initial calculations, strengthen their 
positions during periods of correction and are the real power behind the trend. 
Finally, price reaches the level of the in-crowd’s expectations and they begin to 
close their positions. They close in precisely the same way as they opened: 
gradually and the dollar maintains its reputation as a ‘wise buy’ against the yen and 
the in-crowd lose nothing as they dispose of the dollar. Newspapers and TV 
trumpet the strength of USD and this truly heralds its final hours. By this time the 
in-crowd and most other experienced players have already closed their positions; 
but the mass crowd views the resulting small reduction in price as another 
correction and continues to buy more. The remaining competent investors decide 
to take profit. All this brings about an up tick or more in price before it starts to 
drop sharply. The result can be seen in fig 8.1.   
 
My advice following on from this description is as follows: 
 
Try to spot the presence of interest to buy when price is still in the channel. If you 
can not, buy immediately on break-out. 
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Do not rush to close during the first correction, but place sensible stop-loss orders 
during corrections. 
 
Allow positions to close on stop-loss orders without regret. 
 
Do not expect to close exactly on the highs or lows. 

 
8.3 A few words on moving averages  
 
Imagine you want to buy a second-hand car. You naturally want to get it at a good 
price or, at the very least; you wish to avoid being ripped off. So you do some 
research to get an idea of the going rate for the make, model and age of the car you 
want. You don’t just check out one source of information. You get a few prices 
and all other things being equal you probably set out to buy what you want at 
lower than that average price. Alternatively, you could get a few friends together 
and one by one you visit your local second-hand car dealer who is overcharging. 
Each asks him the price of the car you want and on learning of his price says he’s 
not interested because he can get the same car at the price you want to pay 
elsewhere. After 5 visits max, the dealer will be willing to sell the car at the 
average price and maybe even a little lower. 
 
We decide on a ‘fair’ price and the price we are willing to pay by making an 
average price our starting point. We can do the same on financial markets. A 
player can determine a ‘valid’ price of an asset by looking at the average price over 
a period of time. The only question is to how long that period should be. The 
answer depends on the nature of the market. If the market is characterized by 
strong fluctuations in price, then the averaging period should be short and vice-
versa. You can identify the character of the market by looking at historical data.  
 
The length of the averaging period is also connected to the length of the trend 
which you are aiming to follow. Take a look at a price chart and select a trend 
segment which corresponds with your style of trading. Draw a trend line and look 
at the number of periods price takes to return to the trend line. For me, my 
optimum averaging period is 20 and it is not important whether we are talking 20 
days, hours or minutes etc. It makes no difference. The important thing is the 
number of periods not the length of those periods. Why 20? Well, it’s round 
number; there are 20 working days in a lunar month. 20 periods was first 
recommended by the father of trend following, Richard Donchian, in his four week 
rule. His method which uses averaging periods of 20 and 5, was developed in the 
1970’s and is still used profitably today. If you want to use a period of 21 or 19 
then so be it, it’s much of a muchness. If you ask me, exponential moving averages 
and other complex forms of averages are no more effective than simple averages 
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and repeated research by analysts bear me out. So a simple moving average with a 
period of 20 is my baby.  
 
I view the moving average as a level of support on a bull market and of resistance 
on a bear market.   
 
A moving average can be used as a good guide to place stop losses and no less 
importantly it can be used as a good guide of the future development of the trend 
as long as the trend progresses.  

 
8.4 A trading system 
 
Foreign exchange dealing grabs the ordinary guy’s imagination. Trading seems 
glamorous to them. Many people who are starting out in the business imagine they 
are gurus who have ‘magic’ powers and know how market will develop. On top of 
this, a newbie will often risk everything when he gets a signal to open a position 
which he considers to be 100% certain. “This is my opportunity to become a 
second George Soros or Warren Buffet”, he thinks. “Once I’ve made a few good 
trades and boosted my account, I can stop taking risks and I can focus on a 
thorough long-term market analysis”.  
 
I have also a lot of people who are continually looking for a holy grail that will 
help them to make a killing. The idea of the “one big one” which will hit the 
jackpot is much more alluring than a cautious and rational trading approach. You’ll 
see it most clearly when a new trader has a good ‘live’ run and trebles or 
quadruples his trading account in a few deals. Success like this clouds the 
judgment. People start thinking that they know better than any preplanned system 
and may even start trying to second-guess the market. The trader loses the ability 
to follow a trading plan and that’s when the problems start to mount up. It 
happened to me when I started out trading. However, I eventually began to realize 
that trading needed to be structured. I began to work on developing a system and 
learnt that you shouldn’t overload your system with every type of analysis that you 
know because there are no guarantees that even if most of the indicators generate a 
signal to open a position it’ll never be 100% failsafe. Another lesson learnt the 
hard way was that finding the best entry point was only half of the battle; you need 
to preplan your exit level. You want to avoid closing too early and at the same time 
you have to be on the alert for any signs of trend reversal. In fact I think the key to 
successful trading is more about choosing optimum exit points than entry points. 
I’ll speak more about this later. 
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After testing and comparing numerous systems developed by well-known writers 
working on the Forex market, I developed the following method I’m going to 
outline below. 
 
I don’t have criteria for currency selection or limit my work to certain currency 
pairs. I monitor almost all of the available pairs. My currency rate sentiment is 
based on the speed of price change of one currency relative to other currencies. A 
currency index shows what amount of the base currency is needed to buy a basket 
of other currencies. For example, the calculation of the dollar index is based on 
how many dollars you need to buy 1 euro + 1 franc + 1 pound + 100 yen. The 
value of this basket at the beginning of the year 2001 (January 2nd) is taken as the 
base value. We monitor how much the value of the basket has changed the 
following day compared to the base value. By comparing today’s index value with 
yesterday’s value we get the rate of change of the value of the currency basket. I 
monitor indices of the main five currencies: EUR, GBP, CHF, JPY and USD. I 
think a histogram is the best way to compare the indices. 
 
The histogram (fig 8.2) shows which currencies experienced the biggest rise or fall 
relative to others. On January 3 2005 the dollar relative index rose the most; and 
the euro relative index fell the most. The market inertia suggests that patterns of 
trading activity will follow the same pattern the following day. We assume that 
currencies with an opposing relative index rate have the greatest potential to 
change (i.e., we should take one of the strongest and one of the weakest currencies 
of the previous day). So on January 4th we could go for EUR/USD, GBP/USD or 
EUR/JPY. Practical experience has taught me that this selection procedure doesn’t 
always generate the best choice. However, it remains fundamental to the trading 
system. 
 
Of course we are not categorically stating that tomorrow’s prices will move in the 
same direction as today. We select a specific currency pair based on their relative 
index and expect a strong movement in price. We gain insight on the direction of 
this movement through technical analysis. 
 
Technical analysis tells us what to do with the selected pair: to buy or to sell. If our 
analysis tells us that the market is trending, we look for opportunities to trade in 
the direction of the trend. If there is a trading range in the market, then range-
bound trading will be more appropriate. I simply use support and resistance lines 
and levels to understand whether the pair is trending or in a trading range. 
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 Fig. 8.2 Currency rate sentiment for January 2005. 
 
So, let’s get back to 4th January. After checking the currencies’ relative strengths, 
we select EUR/USD or GBP/USD for the next day’s trading. Figs 8.3 and 8.4 are 
the relevant Day charts. 
 
There is an uptrend on EUR/USD chart and we plot the channel with parallel lines. 
You can see on the EUR chart that the price of euro fell on the 3rd. It tested the 
support line. So price is falling on an uptrend. I only trade an uptrend when price is 
rising. 
 
Things are more promising with GBP/USD: price is falling on a downtrend within 
a channel. We can join the bear trend by going short, i.e. selling GBP/USD.  
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Fig 8.3 EUR/USD 

 
 

 
Fig 8.4 GBP/USD No. 1 

 
The next day brings a further fall: 
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Fig 8.5 GBP/USD No. 2 

 
In fact price broke through our support and fell more than 200 points during the 
day.  
 
Alexei Trifonov went on to tell me that he feels that there are many profitable 
trading systems out there. However, many traders expect too much from the 
systems they are using. They either want more frequent signals or found it difficult 
to cope with a few losing trades in a row. They started to tinker with the system 
and tried to second-guess it. All this leads to defective trading, which, in turn, 
affects trading performance. 
 
However Alexei thinks the trader’s biggest pitfall is leverage. Leverage increases 
risk exposure and using too high a leverage is even more dangerous than breaking 
the rules of a trading system. He recommends that a trading lot shouldn’t exceed 
your account balance by more than 5-10 times. If you trade with a higher leverage, 
it can lead to a series of unprofitable deals that can make a serious dent in your 
account (even if that loss is within the range of your average stop-loss). Strict 
control over your risks is the main factor in successful trading.  
 
And that’s that. At this point I’d like to thank Alexei for this work and for the rest 
of the help and advice he has given me. Of course, it’s one thing to have a trading 
system that has been designed by a successful and experienced trader, but it’s 
another thing entirely to follow it. It’s very difficult to stick to a plan when you’re 
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on the market. I agree that everything can be improved on, but you should never 
start making improvements while the plan is in motion and you have open 
positions. Make any necessary changes when you are off the market because its 
only then that you can make objective and rational decisions. All strategies and 
trading systems must be thought through in the calm of your office or study, far 
away from the emotional hubbub of the market. 
 
Messing about on the river 
What do you like doing to relax? Some people like a nice hotel by the sea. They 
swim, sunbathe, eat, you know the score. It’s all very well as far as it goes but I 
have to confess I get bored after a few days. What I really like to do is pack my 
bag and get off the beaten track. I know I’m not alone: in this increasingly 
computerized and globalized world many of us feel the need to find ourselves in 
the wild places. A couple of years ago I was in the Far East of Russia on the banks 
of the River Amur known to the Chinese as The Black Dragon River. It’s truly an 
impressive sight. It’s also infamous for its storms. When the wind blows against 
the current, the wind and the water begin to argue and extremely dangerous choppy 
waves form. Every year the river claims many lives, most frequently of 
experienced river men. There are some very interesting statistics on the fate of 
unmanned boats that have gone adrift during such storms and are at the mercy of 
the mighty river. The vast majority of unmanned boats seldom capsize and modern 
aluminum boats never capsize. It seems to me that if you find yourself in a storm 
on the river and you are in a half-way decent aluminum boat, then the best thing to 
do is… absolutely nothing; lie back and wait for the storm to play itself out. The 
problem is that people always think they have to do something when they are 
under stress, when often the best tactic is to do nothing.          
 
It’s the same with systems. The majority of them are of a good quality. They are 
unsinkable boats. Maybe you won’t make a lot of money with them but you’ll 
never be sunk. 
 
As your experience grows and you leave the realms of the novice forever to hone 
your skills and master the tools and methods of the trade; you will gradually 
discover your unique trading style. You will be able to develop your own trading 
systems which will bring profit to you and you alone. Before that time it’s best to 
use tried and tested methods, observe the rules and to avoid uncalculated risks.  
 
Remember those drowned men and why they die.  
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9. Opening an account 
 
 
 
 
 
Risk Warning 
High Risk Investment 

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

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Section Nine  
 
Opening an account   
 
The final thing you need to do is choose a good broker. A broker is your gateway 
to Forex and it is very important that you choose one that is appropriate for your 
needs. You need a firm that you trust, a firm that offers a high level of service at a 
reasonable price and a firm you feel comfortable with. Finding the right broker is 
challenging, but it is central to making a success of trading. 
 
There are a number of factors for you to consider. 

 
 9.1. Success is a matter of choice, not chance 
 
The financial services market is like one of those enormous hypermarkets, chock-
full of thousands of products, all packaged attractively, promising the earth. 
Abundance is undoubtedly a good thing. Healthy competition has a direct effect on 
both the quality and the cost of services, and that’s good for you, the buyer.  But on 
the other hand what do you do when you are in the said hypermarket on a mission 
to buy, say, washing powder. You certainly don’t need all 72 different brands that 
are on offer, you simply want one box of powder which works. I’m sure that 
everyone has experienced the confusion of being faced with shelf upon shelf of the 
Ariels, Tides, Surfs and goodness knows what, stretching off into the distance. My 
eyes glaze over, but choice is good… 
 
How do we make our choice? Do we analyze all the powders available on the 
market? I tend to buy the one that the family always buys but why did we choose 
that one in the first place? Maybe you go for the cheapest or the one that is 
advertised extensively. Perhaps you read all the information plastered all over the 
boxes and plump for the one that sounds the best. You could ask a shop assistant or 
a fellow customer for advice.  
 
You tell me. How do you choose? 
 
Frequently, more significant investments are made with a similar amount of 
preparation, with the same subconscious influences or on the advice of someone 
who just happens to be nearby. What I’m trying to say is that the selection of a 
broker should not be made in this ad-hoc manner. The selection process should 
take some time and be based on sound research. It’s all part of your risk 
management strategy. 
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Regulation 
Basically anyone can set up a website and offer internet trading services. How can 
you possibly know if the site you’re looking at is legit or not. Well the first thing to 
look for is registration with a regulatory body. Here are the contact details for some 
regulatory bodies around the world: 

U.S.A. 

NFA 

NATIONAL FUTURES ASSOCIATION 
200 W. Madison Street, #1600 
Chicago, IL 60606 
Phone: (312) 781-1300 
Fax: (312) 781-1467 

New York Office: 
120 Broadway, #1125 
New York, NY 10271 
Phone: (212) 608-8660 
Fax: (212) 964-3913 

Website: www.nfa.futures.org/  

CFTC 

COMMODITY FUTURES TRADING 
COMMISSION 
Three Lafayette Centre 
1155 21st Street, N.W. 
Washington, D.C. 20581 
UNITED STATES OF AMERICA 
Phone: (202) 418-5000 
Fax: (202) 418-5521 

Website: http://www.cftc.gov/. 

U.K.  

FSA  

FINANCIAL SERVICES AUTHORITY 
25, The North Colonnade 
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Canary Wharf 
London E14 5HS 
UNITED KINGDOM 

Phone: From UK: 020 7066 1000 
Overseas: +44 20 7066 1000 

Website: http://www.fsa.gov.uk/   

Hong Kong  

SFC  

SECURITIES AND FUTURES COMMISSION 
8th Floor, Charter House 
8 Connaught Road Central 
HONG KONG 

Phone: (852) 2840 9222 
       (852) 2842 7666 
Fax:     (852) 2521-7836 

Website: http://www.sfc.hk 
 

Singapore  

MAS  

MONETARY AUTHORITY OF SINGAPORE 
10 Shenton Way 
MAS Building 
Singapore 079117 
 
Phone: (65)-6225-5577 
Fax:     (65)-6229-9491 

Website:  http://www.mas.gov.sg/ 

If you need to check another country’s regulatory body, you will find this website 
useful:  

http://law.utoledo.edu/financialregulators/pages/finanreg.htm 
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If a company is genuinely regulated by one of these official bodies, the company’s 
website will include a registration number or a license number. You can use this 
license number to check the company’s credentials on the regulatory body’s 
website. A company must go through stringent checks and controls before being 
registered or licensed by a regulatory body and the regulatory body will help you 
should you experience any problems with the firm. Do not, on any condition, open 
an account with a firm who is not regulated by one of the above organizations. 
They may well be an honest broker, but on the other hand, if they disappear with 
your money there will be nothing you can do and you will only have yourselves to 
blame. 

A jack of all trades or a master of one 

The next consideration should be whether you want a firm which offers a very 
wide range of financial services or if you’d prefer a company that specializes in 
internet trading for the small to medium investor. There are advantages with both. 
A large firm will in all probability be older and more established. They will 
doubtlessly be richer – a very good thing. One drawback is that you will be one 
type of client amongst many and you will be a small client, meaning that your 
needs may well be overlooked. If you are thinking of choosing a big firm, we are 
happy to recommend Man Financial (www.tradeatman.co.uk) and GNI 
(www.gni.co.uk).   

If you choose a specialized company you will be safe in the knowledge that you 
are its target client. One thing to bear in mind here is that Forex internet trading is 
a pretty young business and you need to be wary of fly-by-night firms. Internet 
trading first became established in the mid-nineties and any firm that was set up 
then and is still operating now has a track record and should be more trustworthy. 
Of course NFA registration (or that of another financial regulator) will confirm 
reliability.   

Education, education, education 

By this point you’ll have realized that successful Forex trading is a reasonably 
complex business. There are basically two types of firms out there: ones that 
merely offer you a trading account and ones that offer an educational program on 
top of their brokerage services. This is not written in stone but I reckon you’ll 
agree that a firm that’s ready to invest time and money in developing educational 
packages is more worthy of your trust than one that doesn’t. Please bear in mind 
that you pay for what you get in this life and therefore a fair amount of the training 
available from the company should cost money. Ideally, the educational services 
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should incorporate a range of media: print, film, the internet etc and the program 
should be dynamic and grow in response to the client’s needs. 

Get in touch 

Once you’ve narrowed down your search to five or six firms, it’s time to talk with 
them and gauge their responsiveness and their client orientation. First step is to e-
mail them. All sites have a ‘contact us’ section, use it. Tell them you’re thinking of 
opening up an account with them and that you’d like to know what they’re 
offering. Reject the sites that don’t answer: you can judge a firm, like a man, by its 
manners. You can learn a lot from how someone communicates. Narrow down 
your group and give the survivors a phone call, again the client services number 
should be on the site. You’ll get an even clearer picture of what they’ll be like to 
work with after talking to them person to person. If it’s at all possible visit one of 
their offices. You know, you’re going to be entrusting them with your money and 
it’s a good idea to get to know them as well as you possibly can before handing 
over your hard-earned cash.  

The proof of the pudding 

The final test is to open up a demo account with the last two firms on your short 
list. Run them concurrently for a time. Which seems most suited to you and your 
style? Which software is the most flexible and seamless? At the end of the day, the 
choice is yours. 


