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price risk management methodologies, 35, 37
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Canadian Dollar. See U.S. Dollar-Canadian Dollar
(USD/CAD)
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Cash Euro-U.S. Dollar, 89, 113–114
Cash Eurocurrency-U.S. Dollar chart, 85, 180–182
Cash U.S. Dollar-Canadian Dollar, 109–111
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discipline, maintaining, 55–70
expectancy models, developing, 3–22
price risk management methodologies, 23–52
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CDOs. See Collateralized Debt Obligations

(CDOs)
Citigroup:

mean reversion traders, 115–116
volatility, 77

Classical technical models, 169–170
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Bollinger Band differences, 80–82
copper futures, 75
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crude oil futures, 87, 139–142, 151, 165–168, 210
E-Mini S&P 500 futures, 21, 51, 158, 160, 209
gold futures, 41, 46, 138–139, 147
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longer-term trade, 139–142
natural gas futures, 43–44, 88, 96–98, 121–123,

156, 222
Palladium, 209, 210
RSI and volume divergence trade, 165–168
short-term trade, 137–139
soybean futures, 102–103, 149
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U.S. Treasury Note futures, 27, 119, 152, 155
wheat futures, 48, 76, 77, 86, 116–118, 185–187

Coca-Cola Co., 169
Collateralized Debt Obligations (CDOs), 7–8
Combining noncorrelated systems, 161–162
Combining technical indicators, 170
Comex Silver, 93
Confidence in the model, lack of, 69
Confirmation trading, timeframe analysis, 131
Consciousness, 202
Copper:

futures, 75
prices, 17

Cotton Continuation Chart Breaks, 179
CQG, 90, 148, 153, 154
Creativity, 248–250
Crude oil futures, 39–41

due diligence questionnaire, 210
ICE Brent Crude Oil Futures, 56, 58, 60
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and positive expectancy models, 16
RSI and volume divergence trade, 165–168
and timeframe analysis, 139–142
trend followers, issues for, 106–109
volatility, 87

Crude oil prices, 5–9. See also Crude oil futures
price risk management methodologies, 40–41

Cyclical nature of volatility. See Volatility,
capitalizing on cyclical nature of

Day traders, 62–63
Dell Inc., 172
Delusional ideas, clinging to, 201–202
Denial, 196
Depression, 197–198
Directional movement index (DMI), 84–86
Discipline, maintaining, 55–70

defining discipline, 53–55
and patience, 67–70
and positive expectancy model, 55–61
and price risk management, 64–67
and trader regret, 103–104
traders, types of, 61–64

Divergence models, 164–168. See also specific

model

Divergence trading, 131–142
longer-term trade, 139–142
short-term trade, 137–139

DMI. See Directional movement index (DMI)
Dow, Charles, 163
Dow Jones Industrial Average Chart, 177–179, 218
Due diligence questionnaire:

methodology, about, 213–218
performance record, 212–213
research and development considerations,

223–225
risk management, 219–221
trade execution considerations, 221–223
trader, about, 206–212

E-Mini S&P 500 futures, 21, 50, 51, 158, 160,
209

E-Mini S&P, Bollinger Band differences, 80–81
Emotions:

destructive, 199–201
spectrum of trading, 243

Equity trading models, 170–174
gap trading, 173–174
Intel Corporation, 172–173
opening range breakout, 171–172

EUR-USD. See Euro-U.S. Dollar (EUR-USD)
Euro-U.S. Dollar (EUR-USD), 89, 113–114
Eurocurrency-U.S. Dollar chart, 85, 180–182
Even-tempered traders, 241–256

creativity, 248–250
emotional spectrum of trading, 243
flexibility, 248–250

“I don’t care” guy, 241–244
master traders, 244–247
meditation, 250–251
reprogramming the trader, 247–248
somatic exercises, 253–254
visualization, 251–253

Ever-changing markets, 194–195
Expectancy models, developing,

3–22
inefficient markets, 6–10
positive expectancy models, 15–20, 25
speculative trading, 10–15
technical analysis, 3–6

Fear, 255–256
of loss, 195–198

Fedex, 79
Feldenkrais, Moshé, 253
Fibonacci retracement buy signal, 49–50
Flexibility, 248–250
Ford Motor Company, 152
Fundamental analysis, 15–17
Futures. See specific topic

Gap trading, 173–174
Gartman, Dennis (The Gartman Letters), 217
Gas and oil futures, 75
General Electric Company, 134–135, 144
GLD trade, 234
Gold futures, 41, 46, 138–139, 147
Google:

Bollinger Bands, 78, 80
price risk management methodologies, 32
trend followers, issues for, 112–113

Greed, 200–201
Grief, stages of, 196–198

Hatha Yoga, 253
Home Depot Inc., 165, 166
Hosada, Goichi, 150
Hussein, Saddam, 17–18

IBM, 120–121, 164
ICE Brent Crude Oil Futures, 56, 58, 60,

106–109
ICE Cotton Continuation Chart Breaks, 179
ICE gas and oil futures, 75
ICE sugar futures, 91, 128–130, 132
Ichimoko Crossover Systems,

150–154
Ichimoku clouds, 150
Ichimoku Kinko Hyo, 150
“I don’t care” guy, 241–244
Ignorance, 200
Inefficient markets, 6–10
Intel Corporation, 172–173
International Paper Company, 131, 136–137
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Japanese yen, 182–185
Jealousy, 199

Kahneman, Daniel, 13–14, 64, 66
Keynes, John Maynard, 8, 24
Kijun Line, 150, 154
Kübler-Ross, Elizabeth, 196

Lefevre, Edwin, 95
Liquidity, 209, 211
Live cattle futures, 83
Longer-term trade, 139–142
Long-term trend followers, 61–62

MACD crossover trend-following system, 56–57,
61

Management discretion, 47
Mandelbrot, Benoit, 125
Market behavior, characteristics, 191–195

ever-changing markets, 194–195
multifaceted, 191–193
uncertain, 193–194

Master traders, 244–247
McDonald’s Corporation, 170, 171
Mean reversion systems, 157–161. See also

specific system

Mean reversion traders, issues for, 113–123
Mechanical trading systems, 143–162

back-tested portfolio, composition of, 145
combining noncorrelated systems, 161–162
mean reversion systems, 157–161 (see also

specific system)
portfolio tables, explanation of, 145–146
profit loss ratio, 146
total net profit, 145
trend-following systems, 146–157 (see also

specific system)
Meditation, 250–251
Methodology and due diligence questionnaire,

213–218
Mexican pesos-U.S. Dollar, 29–30
Microsoft, 28–29
Mind in meditation, 251
Money, generally:

amount of, 95–99
“baby needs a new pair of shoes” approach,

99–100
scared money, 100–101
time as money, 101–103
trading markets rather than, 95–104

Monthly performance record, 226–228
Monthly summary performance totals, 231–236

by trading model, 236
Multifaceted market behavior, 191–193

Nagarjuna, 191
Napoleon Analogy, 7

Natural gas futures:
mean reversion traders, 121–123
money, generally, 96–98
price risk management methodologies, 31,

43–44
trade execution considerations, 222
trading models, use of, 156
volatility, 88

New York Futures Exchange, 171
Nonmechanical models, 162–170

classical technical models, 169–170
divergence models, 164–168 (see also specific

model)
Fibonacci retracement models, 163–164
RSI divergence trade, 165

Obstacles to growth as trader, 195–202
delusional ideas, clinging to, 201–202
destructive emotions, 199–201
fear of loss, 195–198
perfect trader syndrome, 198
uncertainty, 195–198

On Death and Dying (Kübler-Ross), 196

Paralysis from analysis, 15
Participation, 181–187
Patience, discipline and, 67–70

boredom, 67–68
confidence in the model, lack of, 69
fear of not getting enough signals, 69
Protestant work ethic, 69–70

Perfect trader syndrome, 198
Performance, analyzing, 205–239

due diligence questionnaire, 205–225 (see also

Due diligence questionnaire for detailed

treatment)
trader skills, overview, 239
trading journal, 225–236 (see also Trading

journal for detailed treatment)
Performance record, 212–213
Pitfalls, transcending, 191–203

market behavior, characteristics, 191–195
obstacles to growth as trader, 195–202

Portfolio tables, explanation of, 145–146
Position sizing limits and volatility, 101
Positive expectancy models:

comparison of trend-following models, 61
and discipline, 55–61
generally, 15–20
and price risk management, 25
and volatility, 89–94

Powershares QQQ Trust, 34
The Practice of Mahamudra (Rinpoche), 250
Price risk management:

discipline, maintaining, 64–67
methodologies (see Price risk management

methodologies)
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Price risk management methodologies, 23–52
pyramid (see Pyramid, risk management)
stop losses, 26–34
stress testing, 45–47
sure thing, pursuit of, 23–26
volumetric position sizing, 34–37

Prices. See specific topic

Price shock events, 17–20, 216, 222
Pride, 199
Procter & Gamble, 38–39
Profit loss ratio, 146
Prospect Theory, 12, 66
Protestant work ethic, 69–70
Psychology, trader:

even-tempered traders, 241–256
performance, analyzing, 205–239
pitfalls, transcending, 191–203

Pyramid, risk management:
apex of, 47–49
base of, 26–37
case study, 49–51
middle of pyramid, 37–47
pros and cons of, 49
stop losses, 26–34
stress testing, 45–47
value-at-risk, 37–45
volumetric position sizing, 34–37

Realty Income Corporation, 127
Reflection Effect, 13–14
Regret, minimizing. See Trader regret, minimizing
Reprogramming the trader, 247–248
Research and development considerations, due

diligence questionnaire, 223–225
Resistance, 179–182
Reversion trading models, 10, 12
Rinpoche, Drikung Kyabgon Chetsang, 250
Risk management. See also Price risk

management methodologies
due diligence questionnaire, 219–221

RSI and volume divergence trade, 165–168
RSI divergence trade, 165
RSI Extremes Trading System:

combining noncorrelated systems, 162
described, 157–159
and discipline, 54
and trading models, 151
with volume filter, 159–161

RSI Trend System:
combining noncorrelated systems, 162
described, 146–150
and discipline, 57–59
money, generally, 102–103
and timeframe analysis, 126

Scalpers, 63–64
Scared money, 100–101

Senkou Spans, 150
Seven point posture (meditation), 250–251
Shedd, John A., 23
Short-term trade, 137–139
Signal, anticipating, 177–187

and participation, 181–187
resistance, 179–182
support, broken, 179–181
value rather than price trading, 177–179

Signals, fear of not getting enough, 69
Silver futures, 93
Skills, overview, 239
SLK Futures, 64
Somatic exercises, 253–254
Soybean futures, 102–103, 149
Soybean futures contracts, 33
SPDR gold trust, 228
Speculative trading, 10–15
Spot Eurocurrency-U.S. Dollar, 172
Stop losses, 26–34

value-at-risk, 37–45
Stress testing, 45–47
Sugar futures, 91, 128–130, 132
Sure thing, pursuit of, 23–26
Swing traders, 62
Swiss Franc Chart, Cash Daily U.S. Dollar and, 92

Technical analysis, 3–6
Techniques. See Trading tools and techniques
Tenkan line, 150, 153, 154
Three-dimensional chess analogy, 192
Time as money, 101–103
Timeframe analysis, 125–142

confirmation trading, 131
divergence trading, 131–142
traditional, 125–131

Tools. See Trading tools and techniques
Total net profit, 145
Trade execution considerations, 221–223
Trader psychology. See Psychology, trader
Trader regret, minimizing, 105–123

and discipline, 103–104
mean reversion traders, issues for, 113–123
trend followers, issues for, 106–113

Trader skills, overview, 239
Traders, types of:

day traders, 62–63
long-term trend followers, 61–62
scalpers, 63–64
summary of, 63
swing traders, 62

Trading journal, 225–236
asset record, performance by, 229–230
monthly performance record, 226–228
monthly summary performance totals, 231–236
multi-month performance record, 228–229
trading model record, performance by, 230–231
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Trading models, how to use, 143–175
equity trading models, 170–174
mechanical trading systems, 143–162 (see also

Mechanical trading systems for detailed

treatment)
nonmechanical models, 162–170

Trading tools and techniques:
markets, trading, 95–104
regret, minimizing, 105–123
signal, anticipating, 177–187
timeframe analysis, 125–142
trading models, how to use, 143–175
volatility, capitalizing on cyclical nature of,

73–94
Treasury Note futures. See U.S. Treasury Note

futures
Trend followers, issues for, 106–113
Trend-following models, comparison, 61
Trend-following systems, 146–157. See also

specific system

Tversky, Amos, 13–14, 64, 66
Twain, Mark, 73

Uncertainty, 193–194, 195–198
Unleaded gasoline, 18–20
USD/CAD. See U.S. Dollar-Canadian Dollar

(USD/CAD)
U.S. Dollar, Australian Dollar vs., 39
U.S. Dollar, British Pound vs. See British pound

vs. U.S. Dollar
U.S. Dollar-Canadian Dollar (USD/CAD), 109–111
U.S. Dollar, Cash Eurocurrency chart, 85, 89,

113–114, 180–182
U.S. Dollar-Japanese yen, 182–185

U.S. Dollar, Mexican pesos and, 29–30
U.S. Dollar, Spot Eurocurrency and, 172
U.S. Energy Information Administration, 16
U.S. Treasury Note futures, 27, 119, 152, 155

Value-at-risk, 37–45
Value rather than price trading, 177–179
Visualization, 251–253
Volatility:

crude oil futures, 87
cyclical nature of (see Volatility, capitalizing on

cyclical nature of)
indicators, 10
and position sizing limits, 101
price risk management methodologies, 45–46,

48
wheat futures, 185–187

Volatility, capitalizing on cyclical nature of, 73–94
constancy of volatility, 73–75
positive expectancy models, 89–94
technical indicators, 76–89

Volumetric position sizing, 34–37

Walt Disney Company, 133
Wheat futures:

and mean reversion traders, 116–118
price risk management methodologies, 48
signal, anticipating, 185–187
volatility, 76, 77, 86

Wilder’s Relative Strength Index, 57, 83, 126
Work ethic, 69–70
World Sugar Continuation Chart, 45

Yen, 182–185
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