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Action, as motivation for trading,
132–133

Asset allocation, risk management as,
107

Average Directional Index (ADX),
27–30

Bishop and, 28–30
as confirmation, 123
channel breakouts and, 40–43
Conqueror and, 61, 63–65

Average Directional Index (ADX)
filter, 27–28

channel breakouts and, 43–46

Babcock, Bruce, 55–56, 57, 65, 145, 170
Back testing, 165–166
Bad risk management, avoiding,

105–107
Bear market:

basis truth of trading and, 14
defined, 14
how to trade in, 21, 23
profitable trading in, 18, 20–21

Beat the Dealer (Thorpe), 110
Being Right or Making Money

(Davis), 135
Bernoulli, Jakob, 110–111
Bernstein, Jake, 84
“Be the casino,” 148–149
Bid/ask spread, transaction costs and,

xi–xii, 7–8
Big fig(ure), 3
Bishop signal, 28–30

channel breakouts and, 40–43
slingshot and, 128

Boredom, avoiding, 166–168
Brandt, Peter, 13, 51
Brokers, bid/ask spread and, xii
Bull market:

basis truth of trading and, 14
defined, 14
profitable trading in, 18, 20–21

Business, treating trading as,
162–163

Calhoun, Kent, 119, 124
Capital:

addressing lack of, 140–141
importance of preserving, 106
initial need for, 171

Casino, thinking of self as, 148–149
Channel breakouts, 31–53

ADX filter, 43–46
basics of, 31–32
Bishop enhancement, 40–43
defined and explained, 32–35
enhancements, 32–35
exit strategies, 52
last bar technique, 51–52
in priority order of trading, 171
profitability and, 43, 49, 52–53
pros and cons of, 39–40
rejection rule, 46–51
risk management and, 110

CoFlex, 28, 30, 172
Colby, Robert, 74–75, 81
Commodity Traders Consumer

Report (CTCR), 57, 145, 170
Confirmations, 123
Connor, Larry, 101
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184 INDEX

Conqueror, 55–65
beginnings, 55–56
enhancements, 57–63
in priority order of trading, 171
stop adjustment, 63–65
true range, 56–57

Contracts:
basics of, 5–7
how many to put on, 109

Crossovers, trading signals from, 71,
73–74

Lane on, 83
slingshot and, 125

Currency Conquistador, 55–56, 57
Currency Conquistador II, 56
Currency pairs, list of popular, 5

Daily divergence chart, 76–79
Davis, Ned, 135
Delivery risk, 6
DeMark, Tom, 14, 16
Dennis, Richard, 32, 36
Deutsche Bank, 4–5
Divergences, stochastics and, 76–80

Lane on, 83
Diversity, risk management and,

117–118, 157–158
Donchian, Richard, 31–32, 35, 101, 133,

134
Double whammy, pattern recognition,

94–95
Dow Jones-Irwin Guide to Trading

Systems (Babcock), 56

Eckhardt, William, 36
Education, treating trading as,

144–147
Ego, lack of discipline and, 142
80/20 rule (Pareto Principle), 13, 122,

169
Elliott Wave analysis, 166–167
Encyclopedia of Technical Market

Indicators, The (Colby and
Meyers), 74–75, 81

Equity curve, trading of, 114–115

Evaluation and Optimization of

Trading Strategies, The (Pardo),
164

Exit strategies. See also Stop/stop loss
orders

the Bishop, 28–30
channel breakouts, 52

Extreme Profits, xiii

Factor, The (newsletter), 13
Failed signal, as signal, 95, 101
False breakout, 46–47
15 minutes, trading for only, 169–171
55/20 channel breakout system, 36–39,

101, 103
rejection rule and, 47

5/10 moving average crossover, 125
Five-day condition, rejection rule as,

47
Fixed fractional, risk management

and, 108–110
Foreign exchange (forex):

advantages of trading, 161–162
basics of trading, 1–11
profitability of trading, xi–xiii
treating as business, 162–163

Formula Research newsletter, 56, 57
40/20 channel breakout system, 36
Fourteen-day stochastics, 69
Four-Week Rule (4WR), of Donchian,

31–32, 35, 101
Fractional Kelly, 113–114
Freeburg, Nelson, 56, 57, 65
Front running, 2–3
Fundamental analysis, pros and cons

of, 172–173

“Good trade,” 146
Greed, as motivation for trading, 136

Handle, 3
Highly correlated positions, 109–110
Highs. See Swing highs
Holistic method, of trading, 159–160
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Inside days:
double whammy, 94–95
multiunit tactic, 95–96
pattern recognition, 91–94
in priority order of trading, 171

Instant gratification, principle of, 46,
49

Internet access, xiii

Journal, of trading activity, 144–145,
151

Kelly, John, 110
Kelly Formula, 110–114

fractional Kelly, 113–114
Key highs/key lows, 126
Knowledge, addressing lack of,

138–140

Lane, George, 69, 74
interview with, 82–89

Large numbers, law of, 110–111
Last bar technique, 51–52, 120
Law of large numbers, 110–111
Left-handed crossover, 71, 74,

83–84
Lemonade trade, 94–95
Leverage, pressures of high, xii
Lifestyle, trading and, 168
Limit order, 9–11
Livermore, Jesse, 25
Losses:

keeping to trivial levels, 106–108
reasons for, 137–138
setting monthly limits for, 115
slingshot and minimizing of, 120

Lows. See Swing lows

Margin, 6–7
Market order, 8–9
Market prediction, as motivation for

trading, 133–135
Maximum excursion analysis (MEA),

119, 124–125
Mega markets, 13
Megaphone formation, 25–26

Mental checklist, using when trading,
158–159

Mental trading plan, 151
Meyers, Thomas, 74–75, 81
Mini-slingshot, 128–129
Mint (money manager), 145
Monday, true range and, 56–57
Monthly loss limits, 115
Moving average crossover method, 125
Multiunit tactic, pattern recognition,

95–96

Neutral market:
basis truth of trading and, 14
defined, 14
how to trade in, 23
megaphones and pennants, 25–26

News, predicting of, 173–174
New York Stock Exchange Composite

Index, 74–75, 81
Nine-day stochastics, 69

Order types, 8–11
Oscillators, 67–68. See also Stochastics
Overbought/oversold indicator,

stochastics as, 69–71, 72
Lane on, 83

Over the counter nature of forex
market, 2

Paper trading, avoiding, 165–166
Pardo, Bob, 68, 164
Pareto Principle, 13, 122, 169
Pattern recognition, 91–103

inside days, 91–94
inside days, double whammy, 94–95
inside days, multiunit tactic, 95–96
rejection rule, 101–103
reversal days, 97–101

Pennant formation, 25–26
%R, 68, 85
Pip, 3, 6
Position size, risk management and,

116–117
Postmortem, on trades, 153–154
Pound sterling, 2
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Premature breakout, 46–47
Pricing, 2–4
Principle of instant gratification, 46, 49
Profitable trading, xi–xiii

avoiding taking profits too early,
121–122

in bull or bear market, 18, 20–21
channel breakouts and, 46, 49
critical factor in, 175
record-keeping and, 164
rejection rule and, 52–53
sitting tight on trades and, 25
slingshot and, 125–128

Psychology, 131–155
addressing lack of capital, 140–141
addressing lack of knowledge,

138–140
addressing lack of self-discipline,

141–143
being the casino, 148–149
developing and filling out trading

plan, 149–153
losses and, 120
postmortem and, 153–154
pressures of trading, 136–137
profits and, 122–123
reasons for losing, 137–138
reasons for trading, 132–136
record-keeping and, 163
risk management and, 105, 106
stress-free trading, 147
trading as education, 144–147
tricks of the mind, 143–144

Puzzle, market as, 133–135

Raschke, Bradford, 101
Record keeping, 163–165
Rejection rule (RRR):

channel breakouts, 46–51
minimizing losses and, 120
pattern recognition, 101–103
profitable trading, 52–53

Relative strength index (RSI), 68
Lane on, 85–86

Reminiscences of a Stock Operator

(Livermore), 25

Retracement, 70
Reversal days, 97–101

in priority order of trading, 172
as trend indicator, 100

Right-handed crossover, 71, 74,
83–84

Risk adjusted return, 117
Risk management, 105–118

avoiding bad management,
105–107

avoiding highly correlated positions,
109–110

diversity, 117–118, 157–158
equity curve trading, 114–115
fixed fractional method, 108–110
Kelly Formula, 110–114
position size, 116–117
rejection rule and, 49–51
time outs, 115

Self-discipline, addressing lack of,
141–143, 153

Shannon, Claude, 110
Sitting tight, profitability of, 25
Slingshot, 119–130

confirmations, 123
maximum excursion analysis, 119,

124–125
minimizing losses and, 120
mini-slingshot, 128–129
profits and, 125–128
psychological profits and losses,

122–123
waiting to take profits, 121–122

Speculation, 1, 131
Stochastics, 67–89

calculating, 68
crossovers and, 71, 73–74, 83
divergences, 76–80
interview with George Lane, 82–89
origin of concept, 87–89
oscillator and, 67–68
as overbought/oversold indicator,

69–71, 72
profitable trading in, 74–75
term length, 68–69
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as trend indicator, 81, 83
use of, 81–82
warnings about, 75–76

StockCharts.com, 27
Stop/stop loss orders:

channel breakouts, 33, 40
Conqueror, 61
defined, 9–11
inside days, 92
two conditions of, 17–18, 23, 25

Street Smart Trading (Raschke and
Connor), 101

Stress-free trading, 147
Swing highs:

determining, 14–16
ranking, 16–18

Swing lows:
determining, 14–16
ranking, 16–18

Technical Analysis of Stock Trends

(Magee and Edwards), 51
Thorpe, Ed, 110
Three-bar highs or lows, 17–18
Ticks, 6
Time, diversifying through, 157–158
Time frames, Conqueror and, 55
Time off, taking after losses, 115
Trading:

basic truth of, 14
dealing with pressure of, 137–138
length of trading day, 8
limiting to 15 minutes a day, 169–171

Trading Futures with Classical Chart

Patterns (Brandt), 51

Trading plan:
developing and filling out, 149–153
postmortem of, 153–154

Transaction costs, bid/ask spread,
xi–xii, 7–8

Trend analysis, 13–30
Average Directional Index (ADX),

27–30
how to trade the trend, 21–25
megaphones and pennants, 25–26
in priority order of trading, 171
profitable trading in bull and bear

markets, 18, 20–21
trend defined, 14–18

Trend-following systems, 145
Trend indicator, stochastics as, 83
True range, 56–57
Turtle Soup, 101
Turtle System, 36–39, 101
20/20 channel breakout system, 35, 52,

171

Validation, as motivation for trading,
135–136

Weekly divergence chart, 76–79
Weight of evidence method of trading,

159–160
Wilder, J. Welles, 27, 68, 85–86
Williams, Larry, 68, 85
Written trading plan, 151

“Yard of cable,” selling of, 2–4

Zeno’s Paradox, 108
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