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Introduction 
 
 
There’s a huge amount of hype about the forex markets. But many traders 
have yet to dip their toes into this market, or perhaps have had the odd trade, 
but are yet to find success. 
 
In this concise guide, I’d like to explain the bare facts you need to know before 
you start trading forex – without any of the fluff that will slow down your 
progress. 
 
I won’t bore you with chapters of technical analysis – I’ll just show you the 
best tools. The ones that really work. 
 
I won’t rattle on about international economics – provided you know a few 
simple rules, and you stick to them, you can keep out of trouble, so you don’t 
need to stress about what governments and central banks are up to. 
 
Instead, I will tell you which are the best markets to trade – and when. How to 
use a couple of key indicators to tell you when to trade … how far the market 
is likely to move … and how to protect yourself in case things don’t go to plan. 
 
Trading the forex market isn’t about stuffing your head full of forex facts – it’s 
about selecting the right tools and using them wisely.  
 
And that’s exactly what you’ll find in these pages. 
 
What is Forex? 
 
“Forex” is a term derived from “FOReign EXchange”. 
 
It is nothing more than the selling of one currency in exchange for another. 
Just like you’d do at the airport before you go on holiday. 
 
The forex market has built up from the practice of buying and selling 
currencies to make a profit. So investors will buy a currency that they see as 
strong, and that they believe will increase in value. They can then sell that 
currency at a later date for more than they paid for it. 
 
It is, without question, the largest financial market on the planet, with an 
equivalent of around $5 trillion changing hands daily. 
 
And it is the ultimate international playing field for investors – with one market 
going to sleep just as the next is waking up. There is always something 
happening in the forex markets, but (as I’ll discuss later) there are some times 
that are more crucial than others and I’ll explain exactly when are the best 
times to be in and out of the market. 
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The forex market used to be a closed shop to small-scale “ordinary” investors 
like us, but the growth of spreadbetting has meant that now anyone can 
speculate on currencies. 
 
If you’re spreadbetting, you’re not actually buying or selling currencies, but 
you’re placing a bet on how those values will change. What this means in 
practical terms, is that you don’t need to have $100,000 to invest to start 
making money from the forex markets. 
 
In fact, you can start trading for just a few £s. 
 
If you listen to some forex traders, they’d like you to believe that you’re 
entering the “extreme sports” of the trading world, but with a firm hand, 
currency trading can be the most reliable and well-behaved market out there. 
 
Why? Quite simply, because the currency markets are so big, so diverse and 
so liquid. If you want to watch markets where technical analysis really does 
what it says on the tin – forex is the place. Predicting the markets is really all 
about predicting herd behaviour – how traders will act in different 
circumstances. And the more traders you have – the more predictable their 
behaviour is. 
 
Plus, provided you’re trading the right currencies (I’ll explain which these are), 
then forex has a liquidity that can’t be matched elsewhere. In practical terms, 
this means that you’ll never be stuck with a currency that you can’t “sell” – 
you’ll always be able to find buyers and sellers out there when you need 
them. 
 
It’s no surprise that the forex markets are favoured by many traders as the 
best place to find trading opportunities – and profits.
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STEP 1 • Know your currencies and forex lingo  
 
 
The main currencies you’ll come across are: 
 
USD / United States Dollar (also called the “buck”) 
GBP / Great Britain Pound (also called “sterling” or “cable”) 
EUR / European members Euro (also called “fiber”) 
JPY / Japanese Yen 
CHF / Swiss Franc (also called “swissy”) 
CAD / Canadian dollar (also called “loonie”) 
AUD / Australian dollar (also called “ausie”) 
NZD / New Zealand dollar (also called “kiwi”) 
 
The major pairings of these are: EUR/USD, USD/JPY, GBP/USD, USD/CHF. 
 
Whenever you see currency pairs, the first currency listed is the “base 
currency” and the second is the “quote currency”. The figure given measures 
how much the base currency is worth against the quote currency. For 
example: GBP/USD 1.5204, means that one GBP is worth 1.52 USD. 
 
If you’re looking for size, markets don’t get bigger than the EUR/USD. This 
gives it the tightest trading spreads (and that means low trading costs for us).  
 
At the smaller end of the scale, you get into minor currency pairs and cross-
currency trading. 
 
Minor pairs include: USD/CAD, AUD/USD, NZD/USD, along with more exotic 
pairings, like the Singapore Dollar, and the Hungarian Florin 
 
Cross currency pairs are any currency pairing that doesn’t include USD.  
 
Knowing your pips from your points 
 
I hate jargon, and I hate “lingo” – if there’s one creation designed to keep 
clubs exclusive and make newcomers feel unwelcome, it’s using your own 
“speak”. To me, it’s playground mentality. 
 
For that reason, I won’t bore you with tons of forex jargon. But, if you don’t 
want to make the ultimate forex faux-pas, you’ll need to make sure that you 
never talk of the number of “points” you’ve made … 
 
Forex traders don’t talk about “points”; instead they trade in “pips”.  
 
“P.I.P.” stands for “percentage in point” – any clearer? Probably not!  
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A pip is the smallest increment in currency trading, and equals 1/100th of 1 per 
cent. In most currencies, a pip is 0.0001. So, if the price of GBP/USD has 
moved from 1.5204 to 1.5214, then it’s moved by 10 pips. 
 
There are some exceptions, and the one you’re most likely to come across is 
the Japanese Yen, where a pip is 0.01. So, if the price of USD/JPY moves 
from 98.38 to 98.58, then it’s moved by 20 pips. 
 
Reading prices and costs 
 
When you look on a trading platform, you’ll see two prices for each pair you 
want to trade. One will be the price you BUY at; the other the price you SELL 
at. The difference between these two prices is called “the spread” and this is 
the money that your broker takes as payment for running your trade. 
 
It can help to think of it in terms of when you’re exchanging money at the 
airport – if you want to buy US dollars, you’ll pay more for them than when 
you come to sell the same dollars at the end of your holiday. That’s the cost of 
making the transaction. 
 
For example, if I believe the value of the GB pound will go up against the US 
dollar, I’ll want to BUY GBP/USD. So, I check the current prices for this pair: 
1.6144 and 1.6145. The higher price is the one that I can buy at; the lower 
price is the one that I can sell at. The 1 pip difference is the cost of the 
spread. 
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STEP 2 • How to read charts 
 
 
When you look at a chart of market prices, you can usually choose from line 
charts or candlestick charts. 
 
A line chart will take its price levels from the opening or closing prices 
according to the timeframe you have selected. So, if you’re looking at a ten-
minute line chart of closing prices, it will plot the closing price for each ten-
minute period – something like this … 
 

 
 
Line charts can be useful for looking at the “bigger picture” and finding long-
term trends, but they simply cannot offer up the kind of information contained 
in a candlestick chart. 
 
Here is a ten-minute candlestick chart for the same period … 
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At first glance, it might look a little confusing, but I can assure you that once 
you’re used to candlestick charts – you won’t look back. 
 
Candlesticks are now such a familiar part of our trading scenery, it’s hard to 
believe that only 20 years ago, they were a strange and mysterious import 
from Japan. 
 
Whenever you look at a price chart, you will select a timeframe for that chart – 
perhaps it’s a minute … or an hour … or a day. 
 
Rather than simply plotting the open or close price for that time frame, the 
candlestick gives you information about what went on during that period of 
time … 

 
Having all this extra information, gives you a heads-up about market 
sentiment – and can offer invaluable clues about the way the market will 
move. 
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Plus, there are many simple patterns that emerge in candlestick charts that 
you will learn to recognize, and use to give you information about what other 
traders are thinking – and what might happen next. 
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STEP 3 • Which currencies are the best ones to 
trade? 
 
 
All currencies are traded in “crosses” – i.e. a pair of currencies, so you’re 
selling one, and buying the other. 
 
While you may have met some bloke who’d made a killing by trading the 
South African Rand, I strongly recommend that you stick to major currency 
pairs, like the EUR/USD or GBP/USD – and start with just one or two pairs 
while you’re finding your feet. 
 
Why? 
 
Here are three good reasons … 
 

1. First off, there are all sorts of currency correlations, which can be tricky 
to understand. For example, if you’re betting the that the US dollar will go 
up against the Euro, and that the GB pound will go up against the dollar – 
the pound and the euro are correlated (i.e. they both often move in the 
same direction), which means that you’re effectively cancelling out one of 
your trades with the other. 
 
Until you understand currency correlations, keep your trades simple. 
 
2. More exotic currency pairs tend to be more expensive to trade. The 
EUR/USD is the biggest, most actively traded market, and is usually the 
cheapest, costing just 1 pip on spread. 
 
Compare this to trading the US dollar against the Turkish Lira, where you 
could be paying a spread of 15 pips. This means that the market will have 
to move by 15 pips before your trade even goes into profit – it’s making 
your job of making money incredibly difficult! 
 
3. For any currency pairs you’re trading, you should also be aware of major 
news stories and economic announcements that could be affecting those 
economies. If you’ve a number of trades open in a range of exotic 
currencies – this becomes a time-consuming job.  

 
I strongly recommend keeping things as simple as possible until you’ve built 
up your confidence in forex. 
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STEP 4 • What is the best t ime to trade forex? 
 
 
Next, you need to know what times different markets open and close. This 
may sound like adding another layer of complexity, but, in fact, it will help you 
know when to focus on a currency to catch the best profits, and when things 
will quieten down, so you can take a breather. 
 
The forex markets are often heralded as “24 hour”, and it’s true that there’s 
always action in currencies. However, as a currency trader, you want to hone 
in on the busiest times, when there’s the most action for you to make your 
profits from. Watching the USD/JPY at 11 o’clock in the morning is unlikely to 
catch you the most exciting activity, given that New York and Tokyo are 
closed. 
 
Here are the main times you should be aware of: 
 
Tokyo open: 0.00 GMT 
Sydney close: 7.00 GMT 
Frankfurt open: 7.00 GMT 
London open: 8.00 GMT 
Tokyo close: 9.00 GMT 
New York open: 13.00 GMT 
Chicago open: 14.00 GMT 
Frankfurt close: 16.00 GMT 
London close: 17.00 GMT 
New York close: 22.00 GMT 
Sydney open: 22.00 GMT 
Chicago close: 23.00 GMT 

 
(Bear in mind that at certain times of year, one country will have changed 
to/from daylight saving, while another hasn’t.) 
 
Where markets overlap are your optimal trading opportunities – but bear in 
mind that activity starts up before the markets officially open. London, for 
instance, starts to hot up from about 6am. 
 
There are three main forex sessions, that overlap and follow one after the 
other: the Asian session, followed by the London session, and finally the US 
session. 
  
Of these three sessions, one stands head and shoulders above the others. 
  
London is home to most of the largest banks, used by businesses, 
government and individuals to exchange money. It is where you can find the 
maximum trading liquidity and volume in the forex market. Plus, the London 
session overlaps with key forex markets in other countries. Within the London 
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session, we have the Frankfurt session, the closing of Tokyo, Hong Kong and 
Singapore, then, around lunchtime, the US market is waking up. 
 
And when markets overlap, we get our best trading opportunities.  
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STEP 5 • Spread Betting 
 
 
One of the simplest and cheapest ways to trade the money markets is via 
spread betting.  
 
There is now a wide choice of online spread-betting platforms, such as  
IG Index, ETX, Capital Spreads, GKFX and more, that allow you to quickly 
and easily open an account and have instant access to the forex markets. 
 
When you spreadbet currencies, you aren’t actually buying or selling those 
currencies. Instead, you’re placing a bet on how the price of those markets 
will move. 
 
So, if you stake £1 to buy per pip on GBP/USD, you’re placing a bet that will 
payout £1 for every pip that the value of the GBPound increases against the 
USDollar. 
 
And, if the market moves the other way … you’ll lose £1 for every pip that the 
USDollar gains against the GBPound. 
 
To protect these positions, we’ll use automatic profit targets and stop losses – 
these are levels that we tell our spread-bet provider to automatically close our 
trades for a profit (or a loss). 
 
Trade Example 
 
In this example, we’re going to enter a BUY trade on the EUR/USD, in the 
belief that the price for the pair will go up. 
 
We will buy at 13274, with a stake of £2. 

www.igindex.co.uk
http://www.etxcapital.co.uk/mrp
http://www.capitalspreads.com/agentdirect.php?url=/apply-account&agentid=4496&utm_source=BreadandButter&utm_medium=Link&utm_campaign=BreadandButterMA
www.gkfx.co.uk
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We’ll protect this trade with a stop loss 30 pips away at 13244. This means 
that our overall risk on the trade is £60 (that’s the distance to our stop 
multiplied by our stake – 30 x £2). 
 
We’ll set my profit target also 30 pips away at 13304. This means that our 
risk-reward ratio is 1:1 (i.e. our potential winnings are the same size as our 
potential losses). 
 
When we go to place this trade on my account, our “trading ticket” will look 
something like this: 
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Once that trade ticket is set up, our trade will automatically close when either 
13244 or 13304 are reached – we don’t have to do anything else! 
 
And, as the chart shows, the price quickly moved to 13304, which means we 
could have pocketed a profit of £60. 
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STEP 6 • Your Global News Desk 
 
 
Every hour there are hot pieces of news coming out that will affect markets 
around the world. How on earth are you supposed to keep abreast of this? 
 
Often, the information being announced is well-predicted. Sometimes the 
piece of news will be already “priced in” to the market – this means that the 
actual announcement will have little or no affect – or even the complete 
opposite to what would be expected. Other times, the markets’ reactions are 
more to do with the wording of those announcements, and traders “reading 
between the lines” to gauge sentiment. 
 
Because it’s so hard to know how much of an expected announcement is 
priced-in, it is nigh on impossible to predict how a market will react. Often a 
piece of good news will send markets spiraling downwards – because it 
wasn’t as good as they’d hoped. And likewise, bad news can be followed by a 
wave of optimism, because it wasn’t as bad as expected, or because it will 
drive politicians into a course of defensive action that investors are hoping for. 
 
Knowing your PMI from your PPI, isn’t something you can pick up overnight. 
And second guessing the effects of economic news is an unreliable science 
for even the best economists, so don’t expect that you’ll be able to ride profits 
off all these figures.  
 
The timings of these big pieces of news can signal potential hiccups in the 
way you expect the markets to behave.  
 
If there’s a big piece of news pending, you may well be safer to sit out of the 
markets altogether that day.  
 
The main culprit is the US employment figures (the non-farm payroll data) – 
this is usually released on the first Friday of the month, and many traders will 
avoid placing any trades on that day.  
 
You can keep up to date with data announcements on websites like 
forexfactory.com. 
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LESSON 7 • Why you need a plan, and what 
should it look like 
 
 
Many, many people take their first steps into the markets with little or no plan 
of how much they want to risk, where they’ll take profits and how much they 
could lose. 
 
It’s all too easy to misunderstand where the decimal place is in a forex trade, 
if you’re not familiar with pips, and that’s how many novice traders find 
themselves seriously out of pocket, without meaning to take such a big risk. 
 
That’s why it’s essential to know exactly how much you’re risking. And to have 
clear criteria for getting into a trade … getting out of a winning trade … and 
getting out of a losing trade. 
 
“Managing your money” is a phrase that doesn’t carry a great deal of 
excitement. When you think of trading the currency markets, you’re probably 
looking forward to the cut and thrust of the trading process – not to sitting 
down and totting up your P&L columns on a spreadsheet! 
 
But money management needn’t be a long and arduous process.  
 
Most importantly, you need to know how much you’re risking on any trade, 
and that figure should never be more than 1–3 % of your overall trading fund. 
 
This means that if your trading fund is £5,000, and your risk level is 2%, you 
should be risking just £100 on a trade. This does not mean that your stake 
should be £100. To calculate your stake, you should divide your total risk by 
the distance to your stop loss. So, if your stop is 50 pips away, then for a £100 
risk, you should be staking at £2 per pip. 
 
Your trading routemap should cover the following information … 
 
• What are my criteria for entering a trade?  
• What markets do I trade?  
• What are my criteria for exiting a winning trade? 
• What are my criteria for exiting a losing trade?  
• How much will I risk on a trade?  
• What times do I trade?  
• How will I monitor my results? 
 
Until you know the answer to each of these questions, you shouldn’t be 
placing a trade. But don’t worry, we’ll cover each of these things over the 
coming lesson s …
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STEP 8 • How to protect your trades 
 
 
With all trading, it is essential to have an exit route in place if things don’t go 
according to plan. 
 
So, if the trade moves against you, you need to know where you’ll cut your 
losses. The best way to do this is to set up an automated “stop loss” on your 
trade. This means that if this level is hit, your trade will be automatically 
closed, with the result of you having limited your losses. 
 
As we’ve discussed, it’s advisable to risk no more than 1–3% of your fund on 
any trade, so that should be the maximum loss you would incur if your stop 
loss was hit. 
 
Here’s an example … 
 

 
 
On the chart above, I’ve entered a SELL trade on EURUSD at 1.2999, 
believing the price will fall. However, I want to protect myself in case I get it 
wrong. To do this, I place an automatic stop loss on my trade at 1.3169 
 
This will automatically close out my trade if the price moves 170 pips in the 
wrong direction. 
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Knowing where to position a stop loss takes a little practice and I’ll show you 
some tricks using support and resistance levels in Step 13. But what’s 
essential is that you limit your risk on all your trades. 
 
To calculate how much you’re risking on a trade, it is the distance to your stop 
loss multiplied by your stake. 
 
So, on the example above, if I’m staking at £1 per pip, my maximum risk on 
the trade is £170.
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STEP 9 • When to open a trade 
 
 
Traders use a variety of tools to tell them when to open a trade: fundamental 
analysis, technical analysis and price action. 
 
You can build your own trading strategy based on the tools that I’ll give you 
here, or you can follow the various strategies that are promoted by other 
traders (usually at a charge). 
 
As I mentioned earlier, fundamental analysis is following market news, 
economic data, politics, and more. This is a highly complex art, and in this 
guide I’ll be looking instead at technical analysis and price action. 
 
While it is good to be aware of fundamentals, my advice to any novice trader 
is to keep out of the markets when big news stories or announcements are 
imminent. 
 
Over the coming pages, I will show you how to build your “routemap” – this is 
the set of rules that will tell you: 
 
- what technical or price action signs will cause you to open a trade 
- how you will protect that trade with a stop loss 
- how much you will bet on that trade 
- and how much profit you can make from that trade 
 
Of course, no technical or price-action signal will get it right every time (which 
is why we use stop losses). Trading is about getting an edge, which means 
that you need to be right enough of the time to make more than you lose on 
the occasions that you’re wrong. 
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STEP 10 • Using support and resistance  
 
 
The first technical tool I want to show you is probably the most important one 
for any trader: support and resistance. 
 
As prices move up and down on price charts, you’ll notice that there are some 
places where prices move quickly up or down, and other places where they 
seem to “get stuck” – either bouncing back in the direction they came from, or 
just causing some “congestion” before continuing in their original direction … 
 

 
 
This is very normal price behaviour, but these areas of congestion aren’t 
random – they will often happen where the price has been stuck in the past – 
this is called areas of support and resistance. 
 
Support and resistance are probably the most widely used and important 
concepts in trading.   
 
In a practical sense, a support level is a price at which buyers come into the 
market, in the belief that they're getting in cheap - and thereby increasing 
demand and pushing up the price.   
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Resistance is a price level at which traders sell - believing that the price is 
high. This selling price pushes the price down.  
 
And we can draw imaginary lines on our price charts for support and 
resistance like this … 
 

 
 
In technical trading books, you can find lists of rules about drawing in lines of 
support and resistance. 
 

1. The market needs to get rejected at least twice for it to count as 
support/resistance. 
 
2. The more often your level is tested, the more valid it becomes. 
 
3. The more recently a level has been tested, the stronger its support or 
resistance. 
 
4. If support is broken, that level becomes resistance. Likewise, is 
resistance is broken, that level becomes support. 

 
These rules are all well and good, but … I often find myself ignoring them! 
 
What’s important about your support and resistance lines is that they are 
useful to you. So when you draw them – think about how you will use them. 
 
A support or resistance line is there to tell us that the price has hit this level, 
and then reversed or consolidated at it. It might be a “one-touch” market top 
or bottom. Or it might be a level that the price has repeatedly pushed against 
with many, many touches. 
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Ideally, we’d have two contact points – the more contact points you have (ie 
the more times the price has bounced off that level) the stronger the support 
or resistance becomes. But this doesn’t mean that single touches should be 
sidelined. 
 
You can also give yourself some discretion about just how “wide” your lines 
are – support and resistance are rarely found at exact numbers, and viewing 
them as “areas” of support and resistance, rather than “levels” can be helpful. 
 
Using support and resistance for trading signals and strategies 
 
So, how do you apply these in your everyday trading? 
 
One of the most popular ways to use support and resistance lines in trading is 
for breakout strategies. As you can see on the chart above, often when a 
price “breaks out” of its consolidation area, it’ll move quite far and quite fast – 
and it’s these moves that the breakout trader is interested in. 
 
So, the breakout trader will look for a price that’s consolidating right now – a 
price that’s stuck … 
 

 
 
And when that price breaks out of the “stuck” range – our breakout trader will 
pounce – placing a SELL trade (in this example) to take advantage of that big 
downward move. 
 
One important point to note with breakout trades … see how after the 
breakout, the price bounces back and “retests” the support line?  This is very 
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common with breakouts, and can cause novice traders to doubt their skills 
and jump out of a trade too early. Hold your nerve – when the price bounces 
off the old support (now resistance) line – it just makes that level stronger. 
 
Or, alternatively, for a really rock-solid breakout signal – wait until the price 
‘retests’ that level before you get into the trade. This means biding your time 
(and sometimes, it’ll mean missing the move altogether), but it should give 
you a high percentage of winning trades.
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STEP 11 • Using moving averages 
 
 
When prices aren’t consolidating – they are moving, either up or down. And 
when a price is on the move in a particular direction, it is said to be “trending”. 
 
Judging a market trend is very important to traders – as these are the moves 
we want to be trading in the direction of. When the price is trending upwards – 
we want to be buying. When it’s trending downwards, we want to be selling. 
 
But spotting trends isn’t always as simple as it might sound. Because we need 
to be aware of when the trend might be over, so we don’t get caught out by 
direction changes. 
 
The next piece of technical analysis that I want to show you will help you to 
identify trends – to know when they are about start, and when they are 
running out of steam. 
 
These lines are called moving averages, and they are one of the simplest and 
most powerful pieces of technical analysis a trader can use … 
 
When you look at the charting package from your broker, there should be an 
option to put moving averages on your chart – and it’ll ask you what number 
of periods you want that moving average to be based on …  
 
 A simple moving average is created by adding up the closing prices of “x” 
number of periods, and then dividing them by “x”. So, a 200-period MA is the 
average closing price over 200 periods (candlesticks); the 50-period MA is the 
average closing price over 50 periods … and so on. 
  
The lines these figures plot onto a chart will show us trends, with the daily 
“noise” of price wobbles taken out. A 20-period MA will show the short-term 
trend; the 50-period MA will show the medium-term trend; and the 200-period 
MA will show the long-term market trend. 
 
Because moving averages are created by looking at past data, they are what 
are called “lagging indicators” – i.e. they tell us about what has happened, 
rather than about what is going to happen. But that doesn’t mean that they 
can’t help us to make a judgment on what the price might do. 
  
When a price is in an uptrend, it is most likely to be sitting above the moving 
average line. When it’s in a downtrend, it’ll be below the moving average. 
  
Therefore, when a price crosses a moving average line – it suggests that a 
trend change has occurred. This is called a moving average crossover, and is 
one of the most basic technical signals a trader can use. 
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However, I want to show you a more powerful crossover signal, that shows 
how two moving averages are better than one … 
 
In this example, we have two moving averages on my chart: the 10MA and 
50MA. For a signal to SELL, I’m going to wait for the 10MA to move below the 
50MA. For a signal to BUY, I’ll wait for the 10MA to move above the 50MA … 
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STEP 12 • Price action & candlestick patterns  
 
 
Here I want to show you an extra pieceo f the jigsaw that will get you into the 
best trades (and keep you out of the weaker ones). So, when the price breaks 
through your support level … or your moving averages crossover … you won’t 
panic and rush into a trade, but will press the BUY or SELL button at exactly 
the right moment. 
 
The answer is found in the candlesticks: don’t enter until you have 
confirmation in the candlesticks. 
 
Basic confirmation of direction 
 
If you’re entering a trade beause of a breakout or because of a moving 
average crossover, don’t act immediately on the signal. Instead, wait for a 
candlestick to close in the right direction. 
 
This may meant hat you miss out on part of the move, bit it will eliminate a lot 
of false breakouts. 
 

 
 
 
Important candlesticks 
 
If you do some research on price action and candlestick patterns, you’ll find 
lots of different formations to watch out for – many of which have very little 
predictive success in picking good trades. 
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Here I want to show you two key candlestick types, which I believe are the 
most powerful. But please don’t use these in isolation – what’s crucial when 
reading candlesticks is finding the right candlestick in the right place!  
 
1. Hammer or shooting star 
 
A hammer candlestick has a small body and a long lower wick. The shooting 
star has a small body and a long upper wick. 
 
When we find these on a chart, they mean that the market is ‘indecisive’. But 
when we find them at a key area of support or resistance – they are a big clue 
that the market is about to change direction. 
 
At an area of support, we should look for a hammer … 
 

 
 
At an area of resistance, we should look for a shooting star … 
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2. Engulfing candles 
 
An engulfing patterns consists of two candles, where the second candle has a 
different colour to the first, and is larger, engulfing the entire body of the first 
candle. 
 
Engulfing patterns can be bullish (indicating that prices could go up) or 
bearish (indicating that prices could go down) … 
 

 
Again, watch for these at key areas – they are your clues that the market is 
about to make its move. 
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STEP 13 • Posit ioning profit targets and stop losses  
 
 
So, you’ve placed your trade … all’s going well, and you’re showing a nice 
profit. 
 
What next? 
 
This is a good position to be in, but it’s all too easy to miss out on profits 
because you’ve closed a trade too soon, or because you waited too long, the 
market turned back, and your profits turned into a loss. 
 
The safest way to take profits is by attaching an automated profit target to 
your trades. This will automatically close your trade as soon as that price level 
is reached. 
 
You should also do the same with your stop level. This will be the maximum 
you’ll allow the price to move against you before your trade is automatically 
closed for a loss. 
 
You need to consider a lot of the same issues when placing profit targets and 
stop levels. Of course, you want to make it as likely as possible that your profit 
target is hit, and as unlikely as possible that your stop loss is hit … But, at the 
same time, you don’t want your stop too far away (too much risk) or your profit 
target too close (too little profit)! 
 
Here’s how to balance the act … 
 
So, where should we put that target? 
 
There are some important things to remember when placing a target … 
 
1. Match the profits you’re looking for to the average kind of moves that 
market makes within the timeframe you’re trading. 
 
Be realistic. While it would be lovely to make 100s of pips from every trade, if 
you’re doing short-term day trading on a 10 minute chart, it’s unlikely that the 
market will move that far.  
 
Likewise, if you’re looking at 4-hourly or daily charts, you should be aiming for 
a bigger move than 20 pips. 
 
2. Look at those support and resistance levels and put your profit targets 
within them. Don’t expect the market to move through a key level so it can hit 
your target – accept that it’ll improve your chances of success if you go for 
less. 
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3. You don’t need to take all your profits in one go. You can split your trade 
into two halves – closing one at a first profit target, and the other at second 
profit target. This can help you to gain confidence while you’re learning how 
far you can expect the market to move. 
 
And where should we put our stop level? 
 
1. Again, with stop levels we should consider how far the market is likely to 
move. It’s very frustrating to have our trade closed out for a loss by a little 
market wobble, so we don’t want it too close. But we also don’t want to put it 
too far away, leaving us vulnerable to big losses. Look at the market you’re 
trading and how much it wobbles around. 
 
2. You’ll also want to consider support and resistance levels, but this time you 
want to put your stop loss well out of reach, so that the price would have to 
move through a key level to hit it. It’s very common to place a stop loss just on 
the far side of a key level of support or resistance. 
 

 
 
 

 
 
 
3. Dynamic stop losses: stop levels don’t have to stay the same. You can 
move them as your trade progresses to reduce the risk on that trade. For 
example, if you’re already halfway to your profit target, you could move your 
stop loss up to your entry level – that way you’ve zero risk on the trade (and 
that’s a great feeling for a trader!) However, never move a stop loss further 
away, increasing the risk on your trade. 
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Here’s an example of how you can combine an intelligently placed stop level 
with two profit targets and then moving that stop level up, as you take profits 
to reduce your risk … 
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STEP 14 • Following the trend 
 
There’s an old saying in trading that “the trend is your friend”. 
 
And, like most clichés, there’s a great deal of truth in it. Markets spend most 
of their time either trending or moving sideways, and relatively little time 
making significant U-turns. So, if we’ve got a market in a trend – we should be 
rubbing our hands in glee, because this is where we can really cash in. 
 
We often hear trading “gurus” telling us that we must be contrarian in our 
investments and we must “buck the trend” – they’ll tell you that you should be 
buying when everyone else is selling … or selling when everyone else is 
buying.  
 
But believing that you can judge the bottom – or top – of a massive 
fundamental move is like searching for fool’s gold. When there’s a big move 
like this, the money is to be made by following the trend rather than trying to 
move against a fast-flowing stream. 
 
These “gurus” will tell you that once a trend is established – it’s too late, 
you’ve missed the profits. This simply isn’t the case. When a good trend is 
underway, there’s usually plenty of distance for it to run that allows investors 
to jump on board and accrue some profits. 
 
As long as you’re not greedy, looking for too much profit on a trade – then this 
is the safest and surest way to play the market. 
 
So, how do we know when we have a trend? 
 
There are probably as many answers to that question as there are traders in 
the forex markets, but the tool I recommend is the moving averages that we 
looked at in Step 11.  
 
You can use two or three moving averages, but even just one will give you a 
good picture of which way the market is heading … 
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What I tell myself, is that I’ll only trade in the direction of the moving average – 
so if the moving average is trending upwards, I’ll be looking for Buy trades; 
and if the moving average is trending down, I’ll be looking for Sell trades. 
 
If the moving average lacks direction – this might be a wise time to sit out of 
the markets. 
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STEP 15 • The secrets to success 
 
 
• It’s easy for the forex trader to feel overwhelmed by the scale of the 
instrument they are trading. You’ve got more charts to watch than your 
computer can handle, you’ve got economic reports being fired at you from 
every corner of the planet, and the small matter of world politics to bear in 
mind. So make it easier on yourself – start nice and small.  
 
• Take one of the major currency pairings, and add a little technical analysis – 
you don’t need to start with anything fancy.  
 
• Start out with demo trading, while you’re finding your feet – this will enable 
you to trade without risking a penny of your money. This will allow you to get 
the hang of trading techniques, but what demo trading can’t teach you is how 
you’ll feel when your money is on the line – will you panic and close trades at 
the slightest whiff of a loss? Or will you be reckless with your money, and risk 
too much, too fast? 
 
• When you do start live trading, start with very small stakes. 
 
• NEVER risk more than 1–3% of your trading fund on one trade. If you’re not 
sure how much that is – then don’t place your trade.  
 
You can calculate your risk by multiplying your stake size by the number of 
pips to your stop loss. This figure should be no more than 1–3% of your 
overall fund. 
 
• Have realistic expectations of how much money you can make with your 
trading. Consider what annual return you could get in the bank (maybe 2%) … 
and look at what the top hedge funds are making (30%) … and aim to get 
somewhere between those figures.  
 
• Accept that there will be losers. If you want guaranteed returns – you’ll need 
to put your money into the bank. If you want the opportunity to do better than 
that, then you’ll have to accept that there are risks involved. There is no 
trading strategy that wins all the time – there will be losses along the way. And 
the uncomfortable fact about losses is that they don’t come evenly spaced 
between winning trades – they can come in losing runs, which (if you’re not 
staking sensibly) will wipe you out. And even if you are staking sensibly – 
these losing runs can still be painful.  
 
• Don’t let the market give you sleepless nights. If trading is becoming too 
stressful, it’s a sure sign that you’re staking too high. Cut your risk levels 
immediately. 
 



	  
	  

	   36	  

• Only trade with money that you can afford to lose – but treat every penny of 
it as preciously as if it were your last!  
 
• Keep a record of all your trading – this is how you will learn and improve. 
Look back over your trades to evaluate what works and what doesn’t – this is 
the only way to improve your results. 
 
And in trading, you should never stop learning and improving your skills. 
 
Good luck … 
 

 
 
Mark Rose 
Trader’s Bulletin 
 
P.S. For more information on price action trading, and to sign up for my 
weekly tutorials and newsletters, please check out the Trader’s Bulletin 
website here: www.tradersbulletin.co.uk 
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Glossary 
 
 
gapping: Where the market trades through a level specified by an order, 
jumping in price. Market gaps usually occur in volatile markets. 
 
going long: This is also called a BUY bet, and is how we make money from a 
rising market. 
 
going short: This is also called a SELL bet, and is how we make money from 
a falling market 
 
guaranteed stop loss: With a traditional stop loss, a trader may suffer from 
slippage, but a guaranteed stop is always filled at the price the order was 
given at. A price is normally charged for this security. 
 
margin requirement: The amount required to place a trade on credit (a 
margined trade – when you are trading with borrowed money). 
 
profit target/limit: When entering a trade, you should have some idea of how 
far you expect the price to move in your favor. Based on this, you will set a 
profit target for your trade. You can set your trade to automatically close when 
the profit target is reached. 
 
slippage: This happens when markets are moving fast and your broker isn’t 
able to buy or sell at the price you’ve requested. It relates to entry and exit 
levels and is the difference between where you want your order to be filled, 
and where the order was actually filled. If the stop loss order is to sell £5 of 
EURUSD at 1.3320 and is actually filled at 1.3318, then the 2 points is 
slippage.  
 
spread: The difference between the buying price (offer) and the selling price 
(bid). If the EURUSD bet is quoted at 1.3318–1.3319 – the spread is 1 point. 
 
stop loss: A predetermined price you enter on your Trading Platform to limit 
the maximum amount of points you can lose on an open trade. It is the price 
at which a position will be closed to protect against further loss. If the price 
moves against you and touches your stop loss, your order should 
automatically close. 
 
trailing stop loss: This is a dynamic type of stop level that you can set 
automatically on your trading platform. As your trade moves into profit, the 
stop loss will move with it, locking in profits. 
 
 


