
NANNINGBOB 4H TRADING SYSTEM. 
Copyright 2009
NOTE: THIS IS MY THIRD EDITION, IT UPDATES SOME OF THE THINGS WE HAVE LEARNED OVER THE LAST YEAER. 

CAN YOU PREDICT THE FUTURE???
1. NO!! I am not stupid enough to say I can predict the future but human nature is somewhat predictable. You have millions of traders, bankers, business people, and govt. officials all over the world seeing the same thing you are seeing.  Look at this pic of the eur/usd on a 4H chart with nothing on it. Is it hard to trade this? No indicators, no nothing.  Price enters the top 1/3 of the chart, there is a battle between the bears and the bulls for a day or two and bam, down price comes. Same thing with the bottom 1/3.  The charts send out a subliminal message to every trader in the world looking at their charts. Bottom of the screen close my sell. Now buy. Top of the screen close my buy get ready to sell.  It whispers its song to everyone looking at a screen. It is as predictable as an American eating apple pie. Time to buy ……………. Time to sell……….. Look at the blank chart below.
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a.  If you have been trained to use indicators, they must tell their story first before you enter the trade. To tell you that price has changed direction price must move in that direction first before an indicator will give you that information. So where do you start trading once you receive that information. You got it; you are in the middle, no man’s land, getting killed with all the rest of the traders. 

b.  If you are a fundamental trader, you need to know all the things that can affect price movement and take your best shot. Problem is all you have to do is read all the different opinions of where fundamental traders think price is going and ………………………………. Yes you know the score on that one.  But you have the same problem indicator people do. The market must move for a while before a trader concludes it is going in a new direction. So what happens when you finally determine where you  have a change of direction …………… you got it, you are in no man’s land, in the middle again or maybe you have waited too long and you  are fighting a new change of direction.  
c. So I have learned not to trust fundamental predictions either. Their ratio of winners to losers is not that much different than the indicator people.  Besides, by the time they think price has changed directions they are back in the middle again. 

d.  After trying different indicators, fundamentals, news stories, EAs, martingale, etc. I stopped live trading for almost a year and just watched price on different time frames (TF) and different currencies looking at everything I could get my hands on to study. I decided I am going to draw my own conclusions and throw out everything I had been taught about trading. I came to one major conclusion. 
UNIVERSAL TRUTH #1
I found this out. There is a 100% universal truth in Forex and is always true all the time. What goes up must come down and what goes down must come up. This may sound stupid to you but it changed everything I did in trading and how I looked at trading. Everything I had read and taught was don’t trade against the trend but I thought this, trade the counter-trend, you are guaranteed they are coming. 

YOU ARE NEVER GUARANTEED THE TREND WILL CONTINUE.
YOU ARE GUARANTEED PRICE WILL CHANGE DIRECTION

THAT IS THE DIFFERENCE.
UNIVERSAL TRUTH #2
Price may move in a trend but it never stays in a straight line.  Here is a clear upward trend of the AUD/USD over the last 6 months. This is what I noticed, price moves up then bounces between a new S/R and then price moves up and then bounces between a S/R, then price moves ………………… well you get the picture. Doesn’t make any difference what currency you choose price action always does this. What goes up will come down, what goes down will come up. I willing to bet money on it and so I trade Forex because this is a universal truth that is 100% always true.
YOU ARE NEVER GUARANTEED THE TREND WILL CONTINUE.
YOU ARE GUARANTEED PRICE WILL CHANGE DIRECTION

THAT IS THE DIFFERENCE.
Look at this chart below or any chart, any time frame; you will notice these two statements to always be 100% true. My conclusion became this. Why should I trade systems where the authors will tell you this is only 60% or 70% true? Why not trade a way that a certain action will always happen? Notice every Resistance has a support, every support has a resistance.
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FROM THEORY TO REAL TRADING
I Have been playing with this system in manual trading for over two years. It has developed over time to where it has become a highly profitable trading system. In the past I would trade it for a while, do well, and then get whacked. I then would sit on the idea and over time have added enough of the right filters to make it a very specific system with good steady returns. It is basically a manual trading system with an EA for making the exact entrance you want. Once the EA enters the trade, you decide whether you want to just scalp some pips or do a long term trade or anything inbetween. I believe I have this refined down to where a 70- 80% win ratio is very possible. Any way here we go.  (NOTE: THE EA IN THIS SYSTEM USES 1.0 FOR THE MULTIPLICATION SO WHEN IT REENTERS THE LOT SIZE STAYS THE SAME. YOU CAN CHANGE THE LOT SIZE IF YOU WISH. HOW TO DO THAT IS EXPLAINED IN THE LOADING INSTRUCTIONS MANUAL)
Some brokers think NFA FIFO (first in first out) means if you have more than one trade in a currency, the first trade in you must close before you can close the other trades. Some brokers interpret that to mean only if the lots are the same size, some think it is any trade on the same currency. So please demo test this system and its EAs to see how your broker will interpret the trading sequence. 
FOUNDATIONS
2. Let us start with our basic green screen.  What I want you to learn from this screen is the benefit of a good overall view of what is going on in the market. I think the 4H is the best time frame (TF) for seeing what is really going on in a currency pair.  The green line is price movement but what I want you to understand is the dotted white lines divide the trading week.  From one dotted line to another is a trading week, so you can see four weeks of price action at one time or about one month of price action. This will really help you in seeing what is going on recently with a pair. 
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3. SIXTHS INDICATOR: This is something new I have added to this system for this edition designed by Magnum Freak.
a. The sixths indicator divides the screen into six equal parts. You will always want to see the last 4 weeks on the screen thereby giving you a 1 month view of price action. This one month view gives you a good overall view of price action. In other words this is what this currency pair is doing. 
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b. I use a 4H chart for almost all my trading. What you see on the screen is a 1 month period of price action therefore as price moves across the screen the movement of the gold and green lines are very slight over a period of a week.

c.  In reality they are just another form of moving average lines. If you change from a 4H chart to a 1H chart all indicators, all moving averages will change or move. You change the amount of time or information used for the calculations. These gold and green lines are a moving average of 1 month of price action but in instead of using candles it is the distance from the top to the bottom or the range calculated by MT4 for that pair. 

d. This figure is based on MT4 figures of how much price has moved for a particular currency pair. MT4 uses this figure to give you your screen size. So the distance from top to bottom is a price range calculation. The gold, green and white lines are a moving average of that range. I am a range and countertrend trader. To me this is perfect for my trading systems. I hope you understood this, they are really another form of a moving average line. Almost all indicators are, it is just the math is different.

e.  Following this indicator and letting it filter some of your trading decision is a bonus. The rules are very simple. Sell at the upper lines; buy at the lower lines when the other indicators line up with you. 
f.  Here is my biggest rule for trading this indicator. 

DON’T TRADE BETWEEN THE GREEN LINES

· STAY OUT OF THE MIDDLE 
· STAY OUT OF NO MANS LAND
· STAY OUT OF WHIPLASH CITY
·  YOU DON’T KNOW WHAT PRICE IS GOING TO DO INSIDE THE LINES!!!!!
· ONCE YOU GO INSIDE THE GREEN LINES YOU ONLY WANT TO BE TAKING PROFIT, YOU DO NOT WANT TO BE ENTERING TRADES THERE. THIS IS WHERE THE AVERAGE TRADER GETS HIS BRAINS BASHED IN. 
g. Most traders who trade are being taught to trade in the middle somewhere trying to follow the magical phrase, THE TREND IS YOUR FRIEND. I have not found the trend to be my friend. Look how price jerks up and down inside the lines. I am going to use a stat I have gleaned by watching the IBFX trading contest month after month. Usually 8-900 traders will enter the contest and if you look at the final standings somewhere between 100-150 traders will make a profit. That means anywhere from 11-22% of people will make money that month. Why is the percentage so low? My theory is they have all been taught to follow the trend using either technical indicators or fundamentals. They are always in the middle somewhere getting killed. What they don’t realize is, they are in a war zone and it is a crap shoot. 
h. Look at the trades out near the gold line as compared to trying to trade between the green lines. Don’t you think those trades look easier to trade?
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4. Support and Resistance indicator (S/R):

a. Support and Resistance indicator (S/R)—what a nice life saver this baby has been.  Want to know when is a good spot to get out, take a profit or get rid of a bad trade at its best point. This indicator is it. Thank you Barry Stander for your S/R indicator. Will talk about this later, but here is a pic of it with the sixths indicator. 
b.  Can you really see some nice trades outside those Gold lines? See those nice red lines where price bounces off for sells and the blue lines outside green and gold lines  for buys. Don’t you think that would be easier to trade than trying to find the magical trend inside those lines??

c.  I have read many books, posts, and articles about trading the trend. Yet in any given month over 80% of the traders lose money. Are you tired of paying guys to tell you how to find the magical trend only to see them say; Here on this chart price bounced off the 80 MA yesterday and you should have taken this trade? How about the bounce off of the 200 MA on Tuesday, see how easy this is? Look divergence on MACD on the 1H chart. Etc. etc.  I think trying to follow the magical trend is like a cat chasing its tail. I do know one thing; I am 100% certain that price will change direction at some point. That is guaranteed. (See chart next page).
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d. Now look at this chart below and see how S/R lines change colors about the same area. For example R is red and later at the same pricing area it becomes blue.  These will offer you future proven TP areas that have been used before for TP or extra levels of entry. 
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5. RED MACD LINE (pic below)—The MACD is one of the most popular trading indicators of traders. I am only going to use the red signal line for this system. We do not need the main line or the histogram. The one being used is an adaptation of MACD of MT4. I will call it the NB MACD. Later I will be putting two Stochastic Oscillator lines with it and they will give you accurate information of how price is acting. Also on the screen are 3 yellow lines produced by a Stochastic Oscillator. I will explain these in just a moment. 

One of the downfalls of MACD is that it is a lagging indicator and will get you into trades too late. It also reacts slowly to price change, so we add some more lines to help in making decisions later.  However, this is what you need to know from this line.  Below you will see a 4H MACD signal line on a GBP/JPY. This line will give you several indications of price action over a 4 week period. 

There are 3 things this line will tell you and all 3 shows up over a period of 4 weeks. I labeled each week 1, 2, 3, 4 in white numbers.

· Letter A — When MACD red line is near or past the 85 line or the 15 line you are near turn around territory. You will find this to be true most of the time but there is an exception. I will cover this later. For when you see price in this area you can look for a turnaround in price. How to identify this better will be explained later. You can see price turn around at the beginning of week 1, week 2, and possible in week 4.

· Letter B – MACD red line is at a 45 degree angle. This is showing good price movement and you have a solid trend going in a particular price pair. Week 1 is particularly strong; Week 2 has a good retracement and another at the beginning of week 4. Seeing this angle helps you to stay in a trade longer and reap the benefits of riding the trend.

· Letter C – MACD red line is flat and signifies that price is not trending or is just bouncing between a resistance and support level. You see this very clearly in later week 2 and all of week 3. 

· So in conclusion the MACD red line gives you a very clear visual of general price movement for the last 4 weeks. 
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.

6. The next picture below is a blue line from the Stochastic Oscillator. There is a Stochastic Indicator and a Stochastic Oscillator. We only use the oscillator in this system. We also change its functions from low/high to close/close and we use Linear Weighted for the MA method. The numbers used are 14-5-3. We over lay this on the MACD screen and we have a MACD Sto cross indicator. A very useful one as you will soon see. If you have ever used Sto indicators in trading you know that they go overbought or oversold too quickly and are very poor at predicting long trends. However, mixed with a slow indicator, like MACD, you get a very quick visual on what is happening with price. It has several functions:

a. If the blue Sto line is greater than the MACD red line- you are in an uptrend and if it is less than the red line you are in a downtrend. As you can see this becomes a very easy read.

b. The oscillator also plots a yellow line at the 85, 50, and 15 marks. When you are above 85/below 15 you are nearing turn around territory. When the blue line crosses the red you have a change of direction in price action. It now becomes obvious to you that when these two lines close in on each other it is time to close your trade and to get ready to go in the opposite direction. 

c. Look at week 1 letter A – When the blue line crosses the red line we have a change of direction in price action. As it nears the 100 level it flat lines and it takes almost a week to catch the red line. A nice long profitable trade. Even when it hits 100 or 0 some of the biggest price moves are yet to come. In week 2 you have the same thing but this time price action is much smaller but there still was a nice move there. We will add a third Sto line to help in the decision making process. 

d. The one rule you cannot disobey in this system is you do not enter any trades unless the blue line is near, above/below the 85/15. 

e. So in conclusion, if the blue is above red you buy only and if blue is less than red, you sell only. When they are converging above or below the 15/85 lines you turn the EA on. 
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THE WHITE LINE

7. Knowing how to read the white line as compared to the blue is a key to trading this system.

a.  If the white and blue go up/down together, the tighter they are the stronger the move and the longer you want to stay in.

b. The farther apart they are, the weaker the move and the less time you will want to stay in the trade. In the pic below I labeled the strong moves, good moves, and the weak moves. Notice the distance between the white and blue lines as they go up or down. White moves but blue does not get out. The tighter they are the more you want to stay in the trade. 
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c. So in conclusion, all lines above or below 85/15 and near the top or bottom of the gold lines on the sixths indicator becomes your entrance point. These are nice  and easy to read and to do trades. 

8. SwingMan’s indicator—Swingman developed an indicator which draws lines on the screen when RWB meet the conditions of above/below the 85/15 lines. He also had an indicator window which is included with the other indicators but I only use his lines because I am used to the RWB lines for reading price movement. Anyway if it ever comes on it means the RWB has met the trade conditions. Confirm with the sixths lines and turn on the indicator. Purple for sells aqua for buys. 
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TRADE SCENARIO #1 PRIMARY TRADES

9. Now we are going to add two more sets of lines and establish our first trading rule.  In our next chart (next page) we have added a second Sto line to our indicator, a 7, 3, 3 white stochastic oscillator line. This white line now becomes our trigger and decision maker line.  The other is the sixth indicator. We are now ready to establish our first trading rule. (See the pic GBP/JPY next page).
a. TRADING RULE #1: When the red, white and blue line are bunched together above the 85 yellow line or below the 15 yellow line and price is at the top/bottom of the sixth indicator, you will want to turn on the sell or buy EA to enter the trade.
b. Look at the white arrows confirming above/below gold line trades and confirmation from the RWB system, see check marks. The two make a great set up trade is coming. 

c. This is 4 very solid trades in 4 weeks with the EUR/USD. 
EUR/USD EXAMPLE
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3 very solid Sell and one solid buy Primary Trades in 4 weeks. There are other trades here also but we give them a different name. Right now these are primary trades. 
EUR/JPY SIGNALS
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EUR/GBP
· THREE SOLID TRADES HERE IN 4 WEEKS
· WITH THE LESS VOLATILE CURRENCIES YOU WONT ALWAYS GET THE RWB ALL BELOW/ABOVE THE 15/85 LINES.
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10. So in review of the foundations of this system:

a. Enter when all three lines are above or below the 85/15 line, confirming with price being at the top or bottom lines of the sixth indicator.  You can also confirm with Swingman’s lines if you get in the habit of entering too early. 
b. At this point you only turn on the 6x6 EA and let it handle the entrance.

c. If you enter a trade and you are in profit the MPTM will move your SL up to +10 and set a jump trailing stop to protect your gains. 
d. PRIMARY TRADES are your simplest and easiest trades with this system. I play all 22 currency pairs on my screen and every day I choose which ones give me the best signals. I will get several good trades a day but there are days I do not get any. That is ok. Keeps you out of trouble. Also these trades take patience. Trading the 4H chart can take time but you do not have to sit at your screen waiting hours for the right entrance point. I have developed an EA to help you so you don’t miss good trades. 

e. I check for trades at the following times but will take trades anytime during the day or night. Sometimes there are no trade scenarios but you will be checking again in 4-6 hours. Sometimes you see one coming up but decide to wait until the next 4 hour bar. My most common trade entrance times are:

· #1 Just before the JPY open

· #2 Just before the Euro open

· My most common close trade times are:

· 2-3 hours after Euro open

· Just before the USA open

· After the Euro close (middle of USA session)

· After the USA close.

My favorite times to open EAs are before the JPY session and EURO session. My favorite times to close trades are end of the Euro or USA session and the beginning of the USA session. But I have done these things at other times. 
The reason I like opening just before the jpy or eur session is if you study a daily chart candles, the candles are usually full bodied meaning once price gets going in a certain direction for the day it stays that way all day most of the time.
· Count the candles on a daily chart that are full bodied, price starts in one direction at the open and then reverse and goes that way almost all day.
· Eliminate the Daily candles from Sunday night trading and you will see that most days the candle will be full bodied. I guess trade the trend of the day. ( 
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TRADING WITH THE EA SYSTEM

1. Now I want to add another feature to this system. It is basically a moving average cross represented by the blue and white lines. (See pic below) These become important because the EA is based on a 6x6 cross. When a 6 MA median crosses a 6 MA median shifted 1 the EA will enter the trade. The first picture below shows the MA lines. When you decide this maybe a good time to enter you turn on the buy or sell EA. Now it maybe a while before the EA enters the trade, depending on price action.  In other cases price may continue to trend against you but because the EA won’t enter until price changes direction you are safe. You only decided it is a good time to trade but the EA will enter the trade at the MA cross. I tried to get the EA to enter about the time the white line crosses the 85 or 15 lines on the MACD/STO indicator. This seems to me to be a good spot. The EA will wait until the 6 MA crosses the 6 MA shifted 1 whereas many times we won’t wait and will enter too early. It is this discipline that hopefully will keep us from getting into too many deep draw downs. Let the EA make the calculated entrance. If you don’t want the EA to make the entrance you can of course manually trade this system and enter on your own.  Those of you who like support and resistance lines may do this. 

a. The first pic below shows the MA crosses. They are very tight so you don’t want to turn the EA on until you are ready to make the trade. However, if you are wrong and price keeps going it will stay out of the trade until price does change. Something I am reluctant to do especially when I need to leave.  I don’t want to miss a good trade but I can’t sit at the computer all day and night either. 
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· The EA does not close trades. You must close trades by setting a TP or manually closing them. Because market conditions and currencies are different you will need to learn when and where to profit. Again I will go into that later. 

· In conclusion there are two key components to this system when you are ready to enter a trade.

·  I set my trades every day before the JPY session and am done. I rarely intervene in the trades during the day unless I want to close the trade or set my SL and TS. 
(1) Finally the last protection of this system is that it is a multi-level trading system. If price goes against you we have multiple EAs to use for 2nd and 3rd level trades. Price moved enough for the MAs to cross and a sell trade was entered. Soon after price moves against you. You can do 3 things:

(a)  You could close and wait for another signal. OR
(b)  You multiple level reentrance by putting on the 2nd L EA. You have three choices of EAs. 1st Level, 2L, and 3L. You try to keep the spacing between entrances from 150 -200 pips. 
(c) I know the illustrations don’t meet all the conditions of a primary trade but I want to illustrate the system.

(d) The EA enters at the cross #1, price then backs up on you and you decide to enter again so you put the 2L EA on. Price enters the second time and you have two trades going. 

(e) You can close for profit when the white line hits the bottom, blue line hits the bottom, RWB all hit the bottom, or you hit a blue support line, or price action crosses the white MA line. You choose. 

(f) When you close a trade, be careful because the EA will reenter again. So when you are done with a trade, turn off the EA first before closing.
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(2) If you enter 2 levels and if price reverses on you a third time. You can add a 3L and go deeper to a third level or close out like a stop loss. If I don’t like a trade I like to reenter just one time and get a retracement for a minimum loss, no gain or even a slight profit. If I get into real trouble I will enter a third level to get out with the best position possible. I rather have a 1 level trade than a 3 level trade. I like having a safety net.  So there is flexibility and choice in this system. I will talk about my 2.4.2 recovery system later.
(3) Since they all use a different magic number each level can be handled separately. Each level can have a different take profit spot. So if one trade closes the others will remain open.

(4) If a 2L or 3L trade closes I can reenter with the EA or trade manually but the others are not effected when you close. The Magic number keeps each trade separate from the others. This benefit is seen when we bring the MPTM into play.  
(5) For example: If you used the 150 it reentered 150 in the hole for you with a second trade and you would have two trades going. One which would be 150 pips negative and the other at 0. If you didn’t like the trade at all when the second retraced halfway back to the first you (in other words one trade is +75 and the other is -75) you could close and a small loss or profit and you could exit the trade with no damage.  

(6) I call this zeroing out trades or taking a small loss or profit.

(7) If you like the trade and price is moving well for you you can eventually have one with very good profit and the other with a small profit. This feature is so you don’t take a loss on a trade that eventually will go well for you. You reenter to get a better position on the trade. 

(8) The MPTM tool will be explained more later, but it is designed to bring your SL to break even to a +10 profit. So if price moves against you, you at least pocket 10 pips. I just had a day in which a MPTM closed out 24 +10 for 240 pips but the norm is 3-7 a day when I have trades going. 

(9) The reason I have each EA level a different magic number is because of the MPTM. It can take L3 +10 if price is bouncing around before it changes to a profit. You pick up some extra pips without affecting the 1L and 2L trades.

(10) The EA has a multiplication feature; however, I have placed it at 1.6 (some brokers don’t allow fractional multiplication so you can only multiply whole numbers) The reason I use 1.6 (you may need to change this for bigger lots), is so my multiplication will go like this. 

(a) L1=.03, L2=.05; L3=.08 This allows quicker recovery on the retraces back to 0 and I want level 3 to equal the sum total of L1+L2. So 3+5=8. You can also do 2,3,5 2+3=5 or 5,7,12 5+7=12 etc. 

(b) This sequencing will be explained more in the 2.4.2 recovery section. 

PRIMARY TRADE SECTION SUMMARY EXAMPLES
Anyway I hope you find this material helpful and you understand how it works. Just like any other method it takes time to perfect and understand. If you start with just the one trade of red, white and blue above/below the 85/15 lines and TP when the white line hits the other end,  you will have a lot of easy successful trades. Practice that first and then try some of the other type of trades. Have fun.  Below are trades for the last 4 weeks on various currencies. Do you think you could see the picture on your screen, turn the EA on and then let it ride? Now imagine 22 currencies and you do 1-3 trades a month like that. How well would you do? Green numbers show primary trades you could take.  
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AUD USD
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CHF/JPY
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CLOSING TRADES—WHEN CAN YOU TAKE PROFIT??
In closing trades you can take several options:

1. When the white OR blue line hits the opposite end 0/100 line you can close for profit

2. When the white line crosses back over the blue you could close.

3. When you hit a support or resistance line you can close for profit

4. When the blue line goes back above/below the red you can close for profit. 

5. When price reaches the middle, top or bottom of the sixths indicator. 
On the chart on the next page, we will look at each type of profit scenario.  I decided not to change the pic here from the older system. I am getting lazy but it still illustrates the system. Just change the BB bands to sixth indicator lines and you have the same logic for closing. 
· Week 1 A (1st red line) -- you do a buy because red, white, and blue lines are below or at 15. Price moves to the middle Bollinger band and the white hits the 85 line. You take your profit, you are happy.  (P1)(  OR
· The blue line is above the red line and you think price will continue up. You close ½ for profit put a stop loss at +10 and continue the trade. Price bounces around for 40 hours or almost 3 days and then heads up again. At P2 blue and white meet and you hit the top Bollinger band. You close the rest of your trade. First TP is around 125-150 pips and the second TP is around 250-300. Not bad.  

· Week 2 (2nd red line)—The Wednesday or Thursday before week 2 you decide to try the white and blue together going down from the top of the Bollinger bands. Price bounces around for a couple of days and reverses some. The next week it enters a second level trade above your first trade and then goes south. You close one for profit when it hits the middle Bollinger Band. You get a nice drop for a couple of days and TP when blue and white meet below the 15 line (P3-- green check). 

· End of week 2(third red line)—you like the trade coming off the bottom of the Bollinger band, blue and white are below the 15 and the red line is almost there. (Could be a bit shaky but you are on a roll, The EUR/USD many times will not quite make all three below the line but get close) In week 3 on Monday it zooms up to the top of the Bollinger bands and the white line hits the 100 mark (P3). You close all or ½ because you see the red is at a 45 degree angle. You set your stop loss to protect some of the profit and you let it ride.  12 hours later it closes out. You didn’t win that time but still made a nice profit.

· Week 3 you decide to play the blue and white off of the 85 line (4th red line) and it does a slow descent that lasts over a week.  Most likely I would take a TP when the white hit 0 because it looks like it could whiplash on me. The blue line followed but it looks like a weak trade and the red line could still be angling up. I am happy with a profit.   The trade continues trending down but there is no clear reentry signal so I am out. 

· Week 4 I have a clear primary trade again (5th red line) and I follow it up. Again I may get out early because it is not moving very much so you do the ½ thing and see if ½ rides or not. Probably stops out but I tried. Again still made a profit and that is the key to your mental trading health. 
·  These are the 5 trading signals given over a month on the EUR/USD. All of them giving 40-250 pip profits. (See chart on the next page). 
· I know this looks easy, but when you are live they don’t seem quite as clear. That is why I trade all 22 currencies and take the best looking trades every day.  You don’t have to take what may look like iffy trades or seems to be going against strong fundamental news. 
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ADVANCED TRADING TECHNIQUES—SECONDARY TRADES
· Secondary Trades: Secondary tradeS are trades where the white and blue lines are above 85 or below 15 but the red line is not. Price will be above/below a sixth line and it will almost equal a previous primary trade.  S/R lines become important interpretations of of the trade. We don’t use S/R lines to determine primary trades but we do for Secondary trades.  Basically you looking to bounce off of a previous high or low that was a primary trade in the past or you have a double, triple top, bottom, head & shoulders, or a 1,2,3 swing trade. Take a look at the chf/jpy trades below. Now you have 7 solid trades instead of 5.
CHF/JPY
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a. Look at primary trades 1 &2 from the 4 weeks ago.  Then look at letter A two weeks later. This is what I call a secondary trade. It qualified as a primary trade in the past but now qualifies as a secondary trade now. Look also at primary trades 3 and 4 which gives us secondary trades B&C. This is nothing more than playing off of previous highs/lows. The week or two before they present is a classic Primary Trade. R, W, B lines are above the 85 and you see a very strong red resistance line has formed there. We had taken the trade the week before and did nicely with it. 
b. Now price has bounced back up/down and is reaching all the same qualifications as the previous primary trade but the red line is not going to make it above/below the 85/15. We would take this trade turning on the EA just before it reaches the R line and let the EA handle the trade. IF price does not change directions but keeps going breaking previous S/R lines, we are safe because there was no MA cross to get us into the trade. That is how the 6x6 protects us from getting in too early.  We are not in because you didn’t get the EA cross. If price bounces off R then the EA will enter and the move down/up is usually quite strong on these trades. 
c. I will also do manual trades or pending trades off of these S/R lines. They make great trades and if price goes against you, you have the psychology of every trader seeing price going off the screen and that mentally means, can’t stay in this too long. So they are easy to zero out. 
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d. AUD/USD shows 5 solid trades instead of 3. Whenever price gets anywhere near a previous primary trade. I am turning on that EA. Nice head and shoulder top here. Also see between the A and B line the RWB shows a  primary trade but because it is in the middle of the sixth EA we do not take it. REMEMBER OUR RULES: NEVER ENTER TRADES BETWEEN THE GREEN LINES. 
You can get burned very badly there.
DO NOT TAKE THIS TRADE
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· Above are 4 primary trades #1-4
· Between 3 and 4 are four trades. The first white check after #3 is a secondary trade right after a primary trade, it happened the very next day. We take that. 2 days later RWB shows a primary buy (next white check) but price is in the middle of the chart. I put NO NO TRADE there. 
· The third check after #3 is a secondary trade from the NO NO primary trade. I don’t take those either.
· The fourth white check mark after #3 is a good secondary trade.
· #4 is an almost primary or a nice secondary trade. Take your pick which one it is. Makes no difference I will take it. 
2.4.2 RECOVERY SYSTEM
There are the commodity currencies—CAD, NZD, AUD who just love to run and run and run. When a minor currency is matched with a major currency, the minor currency can get squashed and not get its usual retracement. Getting out of a bad trade and taking a minimum loss is critical to successful trading. Whether you use my trading system or not, learning this will save your neck no matter what trading system you use. 

· What I am about to show you will make a difference in your trading and trading skills no matter what system you trade with. There is tons of material on the web, training materials, etc. About setting up a winning trade. The problem is there is no such thing as a 100% win system. You are going to have to battle the losing trade, there is no avoiding it. No matter what you do the perfect storm is going to come. How you going to deal with it will determine your success as a trader.  I am going to teach you something that if you ever get it and grasp its truth and master this trading skill. You will not fear the FOREX again. You will always have a plan on how you are going to get out of a bad trade even before the trade starts. The theory goes something like this. In every 1000 pip move there is a big enough retrace somewhere to get out of any trade with a minimum loss or small profit. (I am going to give the two exceptions I have seen this rule broke and they are easy to see and know, major interest rate changes and trillion dollar bailouts) If some currency ups it interest rate a full point you can see runs of over a thousand pips without a retrace.  I have seen runs without news stories but they didn’t go over a thousand pips once past the sixth EAs lines.  So let me see if I can explain this so you can understand the basic concept. I call it the 2.4.2 recovery plan.
VERSION A
a. This is the basic version used with the 4H trading method and is based on three level trades and then getting out. Ok we get our trade signal and we enter the trade. We will call this level one and our lot size is .03. In the 4H system we do increase lot sizes by 1.6 so we always enter at .03 L1 .05 L2 and .08 L3. Price whiplashes on us and goes -200 in the hole. We put on the 2nd L EA. The EA will reenter at the next 6x6 cross  with a second level at .05. We now have L1 = -200 and L2=0. Price moves against us some more and 200 pips later we have level 1 -400 and L 2 -200 and L3 = 0. When we get to this point we know we are going to be playing for a zero out trade. Even though there is a chance of making a profit we are not going to play for a profit. We are looking for a retrace of around 133 pips or 1/3 the way back.

b. So if the levels are spaced 200 pips apart so that we want to get back to 0 it takes about 2/3 retracement to do it. The numbers look like this L1 -400 at .03 L2-200 at .05 Level 3 +0 at .08.  After 133 pips retracement L1 will be at -267 x .03 or -8.01, L2 will be at -67 x .05 or -3.35 and  L3 will be +133 x .08 or 10.64. 

c. +10.64 – (8.01 + 3.35) = -.72 a minimal loss trade. So pip wise you are down -201 pips total but money wise you are at break even. 

d. If you are not a math wizard we have a break even indicator on the MPTM page that will give you the break even line so you know where to close your trade to break even.  It is called IBREAKEVEN.
e. GET CLOSE, NEAR A S/R LINE, TAKE THE MINIMAL LOSS. YOU SAVED THE TRADE.
VERSION B
· You entered 3L but price still has not retraced and is going against you again. WE DO NOT MARTINGALE AND HEAD FOR DISASTER LAND. WE LIMIT OUR LOSS AND OUR EXPOSURE.
· If we need a 4th level, we turn off the EAs on this pair by taking them off the screen, if you use an EA with the same magic number.  In this version though each EA has a different Magic number so we don’t have to turn the EA off. 
· Anyway depending on which EA system you use, if you enter a 4L you close the 1L trade only. (if you are using EAs with different Magic numbers, this is not a  problem. If you use an EA which multi levels the trade, you close 1 level they all close. You don’t want that. Turn off your EA.) You only use 3L max.

· Second, when you enter the 4th level you lower the lot size back to the 2L lot size. So if L2 lots size is .05, L3 is .08, L4 is .05 again. We are not going to risk our account to save a trade. WE TAKE THE LOSS. WITHOUT THIS DISCIPLINE YOU WILL BLOW UP YOUR ACCOUNT SOME DAY. 
· So level 1 is a losing trade but it had the smallest lot size. Levels 2,3,4 we look to retrace for break even. L1 is our loss, levels 2,3,4 become a minimal loss or break even. 
· I have had this happen one time on a gbp/nzd trade but I has to go to a level 5. I closed the 2nd L for a loss and used levels 3,4,5 to break even. Level 3 was .08, Level 4 was .05 (same as  L2) and level 5 is .08 (same as L3)
· If you will do this you will recover quickly  from your losing trades and you also will relax once you learn this. When you go to your screen you always know what you are going to do when you trade. I primary trade A happens then I will profit here. If it backs up. I will reenter here. If it backs up some more. I will reenter here. If it backs up some more. I will take L1 loss here and try to zero out my trade. If it backs up some more I will exit L2 here and try to zero out my trade.
· I  HAVE A COMPLETE PLAN FOR ANYTHING THAT HAPPENS IN MY TRADING BEFORE I ENTER MY TRADE. I KNOW WHAT  I AM GOING TO DO BEFORE I EVEN START THE TRADE. MY HEART IS NOT BEATING FASTER WHEN I TRADE. I AM NOT SWEATING WHILE I TRADE. I GO TO SLEEP AND SLEEP ALL NIGHT EVEN THOUGH I HAVE LIVE TRADES GOING. THIS IS HOW I HAVE TRADED FOR OVER A YEAR NOW AND MY BLOOD PRESSURE HAS GONE DOWN AND NOT UP AND I HAVE MONEY IN THE BANK. I KNOW WHAT I AM GOING TO DO AT ALL TIMES TRADING.
My new rule: 1 reentry a day, keeps the margin collectors at bay. Cute huh. [image: image25.png]



If you are going to manually trade your levels you still must keep the 150-200+ spread on the retraces. Can’t get them too close or you are martingaling and then you can’t recover because you’re in too deep or you commit too much margin and you can’t maneuver. REMEMBER there are times you just have to take a loss on a trade and go on. In fact I teach, take a loss on a level and stay only 3, maybe only 4 levels deep. If you want to enter a 4th level, turn your EA off (go to a screen with no EA) and close out your first level. (If you close the first level with the EA on, the EA will close all the levels) Just accept that as your losing trade and go on. Hopefully we can use the new level to zero out levels 2 and 3 and go on. We are not there yet though. [image: image26.png]


There is no such thing as a never losing trading system. That is our mental SL when we have to use L4 we accept the fact L1 is our losing trade. 
Also, try to reenter only once a day, don’t multiply your problem. Look at a daily chart of any currency and you will see that candles are usually full. The body of the candle is almost always bigger than the wicks or stems. That means once price starts heading in a direction it stays in that direction all day. So don’t fight it with multiple reentries. I enter most of my retraces at the end of the day before the jpy session or before the euro open. Once a day on those reentries guys/gals. So choose it wisely and let the EA handle it. Let the 2L and 3L EA reentries handle it.  
2. Here is a 5 week example of how I used the 2.4.2 recovery system to get out of a very nasty AUD/JPY trade. I eventually made a profit on these series of trades but for a while it really looked bad. 

a. Here I am minding my own business trading off of the tops of the chart  and enjoying my profits. This is the middle of March 2010. Lots of secondary trades after the primary trade at the purple line.
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b. Well the aud/jpy decided to go on a 500+ pip run north. You can see the dotted pink line where there was resistance.  Some nice trades there.

c. Well, like all forex trading systems we got to have a runner.  At #1 I turn on my EA and get a cross in and the trade started off profitably. I decide to let it run and see if there is more there.
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d. Unfortunately there wasn’t more there so I have to reenter L2 and then L3 and on to L4 at some point.
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e. The signals are there but price is going to run. There was one spot in the middle of this run I came close to breakeven but I did not take it. So I got punished some more and it went on another run.  So #1 is my entrance and #2 is my deepest DD. I entered a 4th level there and took my L1 loss. Now I must 0 out my trade.
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f. As price now settles into its new range I start trading off of Secondary trades. A,B, C, D. C was a beauty and allowed me to make a profit on these series of trades overall. If  price breaks above A,B,C,D resitance area again, well, I get to do it again. 
MPTM
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1. I simply call this screen ‘BLANK’. This is the MPTM and I breakeven screen. It is blank with the MPTM EA on it. It was designed to control all the trades you have going. It was written by a man named Steve Hopwood and he has thread at Forex Factory that will explain the whole thing to you. I also included his instruction manual in my folder but to understand all of what it does go to:

http://www.forexfactory.com/showthread.php?t=89371
a. There is a ‘MPTM Universal’ EA which will bring your stop loss up to break even +10 pips at 20 pips so you won’t lose on your trade. 

b. There is a ‘MPTM UNIVERSAL JUMP’ EA which moves the SL loss every 25 pips (you can change this if you wish). So at 25 it is at 0, at 50 it moves it to 20, at 75 it moves to 30, and so on. When price retraces it hits your stop loss at whatever profit it is at and the EA then becomes live again looking for its next trading signal. 

c. These EAs (you use only one at a time) will cover every trade on your account whether done by EA or manually or even if you use anther EA so be careful with it. 

d. You can change the MPTM to cover only certain trades or EAs and you can make whatever changes you want to do this. An excellent system. Anyway here is the MPTM screen. Yes you are impressed. (
2. The second indicator is the IBREAKEVEN which I got form Toothman. It will list every trade how far in the whole it is and what is the breakeven price for all your different trades. I then mark that price on my screen and when I get to the nearest S/R line. I set my TP levels to break even on those trades. 

3. I put these on a currency pair I am not trading. Right now I am using the EUR/CHF because it is the least volatile pair on the market right now and I don’t think it is worth trading. 
How I trade this system

I like putting all 22 currencies on my screen. I then check my trades every 4-6 hours: before the jpy session, before the euro session, 2-3 hours into the Euro session, before the USA session, halfway through the USA session and after the USA session. Obviously I can’t get every session every day. I close out my profits, move my SL up into profit, set my TS, check to see if any trades are in trouble and formulate a plan. I then go through all 22 currencies and see which ones have the best setups. I then enter the best setups and come back later.  I usually can do all this in 15 minutes. If I have a trouble trade then I will baby sit it or develop a plan based on S/R. I may set a pending order at S/R lines so if price hits it I will be in the trade for another level when price reverses. With the EA entering for you I don’t have to sit at my computer all day. My trades that have moved into profit I choose my exit strategy for that pair. I then make sure they can’t turn into a loser and I am on my way. You can go crazy trying to squeeze every pip out of every trade but taking half profit and letting half ride is a good plan.  However, if I ever see a good run, I take it all. If I happen to catch a 100-200 pip run then dang in the bank it goes. If price goes another 300 pips, so what, the next session will have some new setups for me. However, as I mentioned earlier I set my EAs just before the JPY session and let it ride. If price reverses the EA gets me in, if not I let it wait for the entrance. 
CURRENCIES AND OTHER INFO.
I am going to divide currencies into 4 groupings. Slow, medium, moderate volitility, extreme volitility.
SLOW CURRENCY GROUP: 

AUD/NZD, CHF/JPY, EUR/GBP, EUR/CHF, NZD/USD, USD/JPY, USD/SGD, USD/HKD

MEDIUM GROUP: 
AUD/CAD, AUD/USD, EUR/CAD, EUR/USD, NZD/JPY, NZD/CHF, USD/CAD, USD/CHF

MODERATE VOLATILE GROUP. 

AUD/CHF, AUD/JPY, EUR/AUD, EUR/JPY, GBP/USD
VERY VOLATILE (USE WITH CAUTION OR GO 250 OR 300 ON THE REENTRIES.

GBP/CHF,  GBP/JPY, EUR/NZD

DO NOT RECOMMEND LIST
If you want practice with the 2.4.2 recovery system use the GBP/NZD. It will get you into trouble enough every month and give you a chance to practice your trading skills. 
GBP/NZD, GBP/AUD, GBP/CAD

A reminder, watch your news stories especially the interest rate stories. The AUD did two days of straight up on only a .25 raise.  The markets love to go nuts when this happens. All the Fundamental traders live and die by that news story. If someone drops a nuclear bomb, or a major world leader dies, or there is a trillion dollar bailout coming out,etc. just get out and let the market settle. The vast majority of news stories are easily handled by the EA. They wont push price outside its range but always be wary of the super news story that happens once or twice a year with every currency. 

MARGIN USAGE THOUGHTS
The USA has gone to 100:1 and no hedging. With this change I have set up two rules for trading my sytem. I need two hundred dollars for every .01 in lot size or one penny trades. If my account every goes up to 20% of my margin into play on all my trades. I add more money to my account and keep it safe. With 1000 dollars you can trade .05 or nickels. Using these figures I consistently increase my account about 10-20% a month. My win to loss ratio is above 75% and most weeks over 80%.
This would keep your account within safe distance from wipeout and still give you room for a sudden unexpected runs. Once an account starts using more than 15% you then would be looking to exiting some trades to keep you under that percentage. Certainly by 20% you need to be closing some trades or adding funds.  Don’t strain your account, it is not worth it. If you are playing with a 3000 pip drawdown (I have done that twice) and it is taking up more than 20% of your account you are trading too big of lots. Period. 
FINAL REMARKS
I find myself being much more confident in my trading because I have a plan. No matter what happens, I now know my way out of a bad situation. As I see price go against me, I don’t get this tight grip in my stomach like, oh no here we go again but a, ok this trade is going to be a break even or a small loss, no big deal. 
AS LONG AS YOU ARE PLAYING LOTS WITHIN THE SAFETY OF YOUR MARGIN USAGE YOU ARE ALWAYS GOING TO BE SAFE.
That is a big key to the 2.4.2 because if you are playing with too big of lots with the amount of margin you have, you are screwed. I now know I can go 4-500 pips against me and still break even. -600 pips and I take a 1 level loss and try to break even on the rest. This really boosts your trading confidence and you are more relaxed and you are not making any panic moves in your trading. This has really helped my trading immensely. My fear factor has gone way down since discovering this system. I wake up every day not knowing if I will make money or not but knowing whatever the market does I am ready. I am trading from the outside in, not from the inside out. I am confident that 100% of the time the market will retrace and I also know the majority of the time it will be for a profit. If price goes against me and I have to play with a trade for a week or so to get it back to even. I know exactly how I want to do it. 

My thanks to everyone that has contributed over the year and special thanks to those below who have written or found EAs or indicators that are used for this system.

Steve Hopwood for his MPTM EA.

SwingMan for his Meter indicator, your final product is brilliant. 

Toothman for finding the ibreakeven indicator. 

RickD for writing ibreakeven indicator. 

MagnumFreak for his Thirds indicator which I changed to sixths.

Hanover for the comments section of the Thirds indicator. 

My friend Charles who spent hours with me asking how the RWB system worked and ironing out its different idiosyncracies. 

To my wife Patty who believed me when I said, it may take me 3 or 4 years to learn this business but I am going to learn it. I believe now I have. We have been married for 35 years this summer and we hope to have another 35 more.

To the thousands who have posted and made me think over the last 4 years here at Forex Factory. 

Well, I hope you learned something and now have a new and fresh approach and understanding of the Forex Market. 
I forbid anyone to repackage this system and put it up for sale. I did not pay for anything in this system so I don’t charge anything for you to use it, however, if you make money using this, please support a child from:

‘COMPASSION INTERNATIONAL’

http://www.compassion.com/sponsor_a_child/default.htm
NANNINGBOB
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