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Index

Aggressiveness, when trading well, 237
Average true range (ATR), scenario

development and, 129

Back testing:
high probability trades and, 146
in trading plan, 20–21, 23
of trading systems, 46, 49–50

Bad trades. See also Losses
avoiding with trading system, 21
importance of getting out of, 77–79
learning from, 32

Bernstein, Jake, 263
Black box programmed trading systems,

44

Capital. See Money management
Charting, market knowledge and, 63–68
Choppy markets, avoiding overtrading in,

192–196
Close of markets, 77–93

evaluating closed trades at, 89–92
evaluating open trades at, 79–89
importance of getting out of bad

trades, 77–79
importance of knowing closing times,

60
reviewing plans and strategy at, 92–93

Closed trades:
evaluating at close of market, 89–92
in review and management process,

185
Come Into My Trading Room (Elder),

263
Commission costs:

accounting for in risk-reward
calculations, 144

back testing and, 23, 49–50

Complete Day Trader, The (Bernstein),
263

Consistency, focus and, 247
Contracts, deciding upon number of, at

entry points, 159–160. See also

Multiple positions
Correlations of markets, knowing, 69–75
Counseling, discipline and, 248–249
Cutoff levels:

importance of having, 260
money management and, 215–217, 221

Day traders:
money management and, 214–215
overtrading avoidance and, 194–195
scenario development and, 122–123
types of, 104–105

Detachment, discipline and, 252–253
Discipline. See also Focus

discretionary strategies and, 44–45
game plan and, 30–31, 35
high probability trades and, 148
mental aspects of, 248–251
overtrading avoidance and, 194
stress relief and, 253–254
trading rules for, 228, 232–233
ways to monitor, 251–253

Disciplined Trader, The (Douglas), 263
Discretionary strategies, versus

systematic strategies, 44–45
Distractions, avoiding, 242–244
Dollar value cutoff level, 216
Douglas, Mark, 263

Earnings, knowing for various stocks, 71
Education, about trading:

importance of, 262
sources of, 263–264

269

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: JYS
ind JWBK281-Link September 17, 2008 9:17 Printer: Yet to come

270 INDEX

Elder, Alexander, 263
Emotions, controlling of, 249, 258–259.

See also Fear; Greed
Entry points, 149–160

avoiding chasing the market, 154
deciding size of trade, 159–160
finding patterns in long-term trade,

155–159
high probability trading and, 135–136
knowing risk, 159
planning trade, 150–151
scenario development and, 108–114,

125, 152–154
spotting opportunities, 149–151
timing of, 154–155
trading rules for, 227–228, 229–231
trading strategies and, 52

Equity, limiting percentage at risk, 237
Exit strategies, 161–176

cutting losses, letting profits ride,
162–163

in game plan, 9
gray area between stop and target, 175
high probability trades and, 135–136,

146–147
how to exit, 174
importance of, 21
parts of trades and, 186
planning risk, 164
planning target, 173–174
preestablishing of, 161–162
scenario development and, 128
trading rules for, 228, 231–232
trading strategies and, 52–54
trading the gap, 167–170, 184
using stops, 163–164

Extraordinary Popular Delusions & the

Madness of Crowds (Mackay), 263

Fear:
avoiding, 239, 251
risk parameters and, 204

Federal Reserve Open Market interest
rate announcements:

day traders and, 123
exit strategy and, 165
review and management of trades and,

178, 179
scenario development and, 117–119

Fixed-dollar stop, 167–168
Focus, 241–248, 249. See also Discipline

distractions and, 242–244
game plan and, 31, 244–246
importance of, 242
tips for maintaining, 246–248

Foreign exchanges rates, knowing
market’s sensitivity to, 71

Fundamental strategies, 43–44
Future trades:

in review and management process,
182–184

thinking about at close of market,
88–89, 91–92

Futures Magazine, 264

Game plan, 7–8, 11–12, 25–32
benefits of, 3, 26–27
example of good, 9–11
focus and, 31, 244–246
importance of, 9
making daily, at open, 104–105
money management and, 222–223
overtrading avoidance and, 192–205
review of trades and, 29–30
scenarios and, 27–29
trading plan and, 11, 12
trading plan execution and, 25–26
trading rules and, 229

Gap, trading in, 167–170, 184
Getting in. See Entry points
Getting out. See Exit strategies
Good day ratio cutoff level, 216
“Grain of salt,” origin of phrase, 166
Greed:

avoiding, 239
risk parameters and, 204

High probability trades, 131–148
getting favorable odds, 145–148
going long example, 136–139
going short example, 139–142
good trades and losses, 132–135
knowing entry and exit points,

135–136
measuring risk-to-reward ratio,

143–145
waiting for right opportunities, 143

High Probability Trading (Link), 263
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Holding times, trading strategies and,
54–55

Hope, not a trading strategy, 239

Illiquid markets, avoiding, 237
Indicators. See Technical strategies
Interest rates, knowing market’s

sensitivity to, 71

Journal:
discipline and, 251–252
focus and, 246–247
value of keeping, 188–189

Kase, Cynthia, 263
Krutsinger, Joe, 263

Lefèvre, Edwin, 156, 263
Limits, setting to avoid overtrading,

198–200
Link, Marcel, 263
Liquidity, market knowledge and, 61
Lock limits, risk and, 62
Long positions:

high probability trading example and,
136–139

looking for patterns in, 155–159
Losses:

cutting of, 162–163
discipline and, 250
keeping small, 235–236
not adding to, 236
predetermining for every trade,

234–235
putting behind you, 259
taking break from, 237
taking responsibility for, 257
targets for, 54
thinking of as expense, 257

Losing trade, 90

Mackay, Charles, 263
Margins, money management and,

213–214
Market Wizards (Schwager), 48, 263
Markets, 57–76

avoiding chasing of, 154, 235
correlations and, 69–75
focus and monitoring of, 247

importance of knowing, 239–240
knowing differences in various, 57–59
knowing who moves, 68–69
learning basics of, 60–62
review and management of trades and,

187
risk and various, 62
scenarios and, 107–108
seeing big picture of, 75
times frames and charting of, 63–68

Martingale System, 210–211
Mega traders, market movements and,

58
Midday reverses, scenario development

and, 129–130
Mistakes, learning from, 2, 258
Money management, 207–224

capital preservation and, 260
cutoff levels, 215–217, 221
game plan and, 222–223
high probability trades and, 147
importance of, 259
multiple positions and, 214–215,

220–221
open positions and, 223–224
position size and, 217–218, 221
review and management of trades and,

187
reward-to-risk ratio, 219
risk amount, 211–212, 220
risk and benefits of, 208–209
risk at a time, 212–213, 220
risk per trade, 213–214, 220
stops, 218–219
trading plan and, 16, 21–22, 220–222
trading rules for, 227, 228–229
trading size changes, 219–220
trading strategies and, 51–52

Multiple positions:
money management and, 214–215,

220–221
review and management of trades and,

186
too many, 196–198

Murphy, John, 43, 263

Natenberg, Sheldon, 263
New Market Wizards, The (Schwager),

263

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: JYS
ind JWBK281-Link September 17, 2008 9:17 Printer: Yet to come

272 INDEX

News events:
evaluating open trades at close of

market, 87–88
evaluating trades at opening of market,

96–97, 98
high probability trades and, 134–135
knowing market’s likely reactions to,

73–74
scenario development and, 123–125

“No position is a position,” 134, 143

Odds, getting in your favor, 145–148
Open interest, 68–69
Open positions:

evaluating at close of market, 79–89
money management and, 214–215,

223–224
review and management of, 177–185
scenarios and monitoring of, 114–122,

125–130
Opening gap, trading against, 167
Opening of markets:

checking for big overnight moves,
100–101

evaluating market action at, 98–99
knowing markets and, 97
looking for opportunities at, 101–103
making adjustments after, 99–100
news events and, 96–97, 98

Opportunities:
spotting entry points, 149–151
waiting for, 142

Option Volatility & Pricing (Natenberg),
263

Options, lock limits and, 62
Overconfidence:

discipline and, 249
risk parameters and, 204

Overnight moves:
checking for big moves at market

opening, 100–101
knowing market’s, 73
review and management of trades and,

185–186
risk and, 62
scenario development and, 113–114

Overseas markets:
checking at open, 98
knowing market’s sensitivity to, 72

Overtrading, avoiding, 191–205
game plan and discipline to follow it,

192–196
position number and, 196–200
position size and, 201–203
risk management and, 200–204

Paper trading, 248
Patterns, finding in long-term trade entry

points, 155–159
Percent of capital cutoff level, 216
Pivot points, scenario development and,

129
Pliny the Elder, 166
Points, thinking of profits and losses in

terms of, 250
Poker, example of trading plan, 18
Position size. See also Multiple positions

close of markets and, 85–86
focus and, 247
money management and, 217–218,

219–220, 221
opening of markets and, 103–104
overtrading avoidance and, 201–203
review and management of trades and,

185–186
scenario development and, 128

Practice trading, 248
Profits:

having target for, 54
letting ride, 162–163
protecting, 216–217
taking some as reward, 240, 259–260

Purchased trading systems, 46–47

Ratio of maximum loss to potential win,
144–145

Reminiscences of a Stock Operator

(Lefèvre), 156, 263
Repeated patterns, knowing market’s, 73
Reports, knowing for various markets,

70–71
Review and management, 177–189

of closed trades, 185
discipline and, 253, 254
of future trades, 182–184
game plan and, 29–30
journal and, 188–189
of markets traded in, 187
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money management and, 187
of multiple positions, 186
of open trades, 177–182
of position size, 185–186
throughout day, 184–185

Risk parameters, 200–201. See also

Money management
entry points and, 159
exit strategy and, 164
high probability trades and, 143–145,

146
limiting equity at risk, 237
market knowledge and, 62
overtrading avoidance and, 197,

200–204
in trading plan, 21–22
trading strategies and, 42

Rules. See Trading rules

Scenarios of trading, 107–130. See also

Review and management
big picture and, 108–113
day traders and, 122–123
end of day and, 113–114
entry points and, 152–154
game plan and, 27–29
market knowledge and, 107–108
news events and, 123–125
open position monitoring, 114–122,

125–130
opening of markets and, 103

Schwager, Jack, 48, 263
Seasonal patterns, knowing market’s

sensitivity to, 72
Self-destructive behavior, avoiding, 257
Sentiment, market’s sensitivity to, 74
Seykota, Ed, 48
Short positions, high probability trading

example and, 139–142
Simple methods, value of, 239
Slippage:

accounting for in risk-reward
calculations, 144

back testing and, 50
“So what?” learning to say, 250–251
Stocks:

laggards and leaders and, 70
learning basics of movements of,

60–62

Stops, 111. See also Exit strategies
evaluating open trades at close of

market, 83–85
in exit strategy, 163–164, 167–170
gray area between target and, 175
money management and, 218–219
placed in market, not mentally, 163–164
in review and management process,

178–184
scenario development and, 127–128
trading rules and, 231–232

Strategies. See also High probability
trades

entry points and, 150–151
exit points and, 161–162
using proven, 261–262

Strength, buying on, 234
Stress relief, 253–254
Style of trading, 33–39. See also Trading

mentality
focus and, 247
importance of knowing own, 35–38,

238, 261
losses and, 38–39
trading strategies and, 42
types of traders and, 34–35

Systematic strategies, versus
discretionary strategies, 44–45

Tandy, Bruce, 139, 141
Targets:

evaluating open trades at close of
market, 81–83

exit strategy and, 163–164, 173–174
gray area between stop and, 175
importance to high probability trading,

138
Technical analysis. See also High

probability trades; Scenarios of
trading

confirming fundamentals with, 236–237
market opening opportunities and,

101–103
strategies and, 42–43

Technical Analysis of Stocks and

Commodities magazine, 48, 264
Technical Analysis of the Futures

Markets (Murphy), 43, 263
Technical indicator stop, 168, 170
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274 INDEX

Technical stop, 168
Tharp, Van K., 263
Thin markets:

dangers of trading in, 61–62
time frames and, 63

Tick, knowing worth in various markets,
60

Time frames:
entry points and, 154–155
market knowledge and, 63–68
in trading plan, 22
trading rules and, 235
trading strategies and, 54–55
winning trades and, 260–261

Time of day, knowing market’s sensitivity
to, 72–73

Time stop, 167
Tips, avoiding trading on, 262
Trade Station, 23
Trade Your Way to Financial Freedom

(Tharp), 263
Traders, types of, 34–35
Trades:

having reason for every, 147, 236
importance of knowing entry and exit

points, 135–136
making to gain experience, 258
tips for winning, 255–265

TradeStation, 44, 49
Trading breaks, 217
Trading for a Living (Elder), 263
Trading mentality. See also Style of

trading
game plan and, 27
in trading plan, 22

Trading plan, 11–12, 15–23
advantages of, 17, 23
as business plan, 18–19
elements of, 19–23
example of simple, 16
execution of, see Game plan
methodology and, 15–16
money management and, 16,

220–222
overtrading avoidance and, 192,

203–204

poker example, 18
review and management of, 189
rules and, 226–227
trading rules and, 234

Trading rules, 225–240
for discipline, 228, 232–233
for entering trades, 227–228, 229–231
for exiting trades, 228, 231–232
focus and, 246
importance of creating, 225–226, 261
for money management, 227, 228–229
top 25, 233–240
using in trading plan, 226–227

Trading strategies, 41–55
advantages of, 51
building of systems, 45–50
discretionary versus systematic, 44–45
entry signal, 52
evaluating open trades at close of

market, 79–81
evaluating trades at close of market,

92–93
exit signals, 52–54
fundamental, 43–44
reexamining regularly, 50–51
technical, 42–43
times frames and holding times, 54–55
trading styles and, 42
types of, 41–42

Trading Systems Toolkit, The

(Krutsinger), 263
Trading with the Odds (Kase), 263
Trends, trading and, 230–231, 233–234
“Tuition of trading,” 35, 42

Volatility:
evaluating open trades at close of

market, 86–87
market knowledge and, 61

Volume, using to help trade, 236

Weakness, selling on, 234
Weather, knowing market’s sensitivity to,

71–72
Worst-case scenarios, preparing for,

28–29, 125–127
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