Eventually it dawned on me, that it didn’t matter if the market was going up or down,
every day we had a 100 + tick range [high — low]. All you had to do was look at a simple
daily bar chart. It was right there in front of your face. Forget opinions, forget the news,
forget everything but price. It’s right there staring me in the face, this simple fact that we
get these moves each and every business day.

For over 10 years, I traded Swiss and S&P’s [trading began in April 1982] using a simple
break-out of the opening range. In Swiss, [ would wait after the open for the market to
establish a 10 — 15 tick range. When it broke the range I would go with it no matter what
the circumstance. My stop and reverse was on the other side of the range. I knew from
experience the market had a very high probability of making at least a 100 + range for the
day. All I had to do was ignore the pit BS, the 5 minute bar-chart technical failures, and
stick to my guns. 50 — 100 tick gains per contract soon became the norm.

Well, we certainly don’t live in this trading world now. Openings and closings as well as
getting stuck overnight are all pretty much things of the past. In essence, everybody that
trades now is a local. The key question is: Can we transfer anything from this “Golden
Age” [from a local’s point of view] era to the present day, that will give us an edge in
initiating our trades inside the VWB method? The answer is a loud YES.

CHAPTER 2
BLESS THE DATA

‘There are lies, damned lies, and then statistics.’

One of my college Finance professors.

For a myriad of reasons, today’s Swiss Franc has lost its volatility luster, and it isn’t
anything like it used to be. Yes, it can still zip around, but its days putting in multi-
hundred pip ranges, each and every day, are gone. In its place is GBP/USD, and it is the
currency pair of choice for me. It moves today like Swiss used to 20 years ago.

Is it possible to profitably trade a market and not know anything about its trading
characteristics, or personality? I have given this question much thought over the years
and the conclusion that I have come to is that it is very possible. But, armed with a little
knowledge, it can be a lot more profitable than ignorant bliss.

The following table is for GBP/USD since it is the main pair that I trade. However, I keep
this data for all the currency pairs that I trade and the S&P 500. It is very easy to do in
Microsoft Excel. Following the table is an explanation of each column. Since I trade
futures, the data represents the nearest GBP/USD futures contract. However, if you
choose to trade spot GBP/USD the data would be slightly different but not anything
significant.
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Column A is the date.

Column B is the high of the day in the lead month futures contract.

Column C is the low of the day in the lead month futures contract.

Column D is the range for the day [high-low] in the lead month futures contract.

Column E is the 20 day moving MEDIAN [not average] of the range. This number means
that 50% of the last 20 day ranges are above and 50% of the last 20 day ranges are below.

Column F is just a dummy column with a star in it so that we can easily keep track of 20
days without actually having to count back every single day. This allows my secretary to
do the Excel calculation quickly. The BPZ5 indicates that the December futures contract
of GBP is the lead month and the data is for this contract. BPH6 indicates March 2006
contract data.

Column G is the open for the day in the lead month futures contract.

Column H is whether the open is nearer the high [H] or the low [L] of the day in the lead
month futures contract.



Column I is the difference in ticks [or pips] from the open to the nearer of the high [H] or
low [L] of the day in the lead month futures contract.

Column J is either yes [Y] or no [N] the days range of the lead month futures contract
equaled [or surpassed] the 20 day moving median within 5 ticks in Column E. Note: In
Row 101 and 102 the totals are listed for the dates shown in the table. There are 74 dates,
and 42 of them hit the 20 day moving median within 5 ticks while 32 did not. This is a hit
ratio of 57%.

Column K [Row 103] is the median number of ticks, of all 74 dates listed, of Column I.
The number 30 means that 50% of all the dates had a high [H] or low [L] under 30 ticks
from the open and 50% were higher.

Column L lists the number of pips for all the days that the futures contract high [H] or
low [L] was greater than 30 pips from the open. Row 103 gives the median value of all of
these which is 47. This means that, of the times when the market is farther than 30 pips,
50% of the time it’s between 31 and 46 and the other 50% of the time it’s greater than 47

pips.

Column M lists the number of pips for all the days that the futures contract high [H] or
low [L] was greater than 47 pips from the open. Row 103 gives the median value of all of
these which is 63. This means that, of the times when the market is farther than 47 pips,
50% of the time it’s between 48 and 63 and the other 50% of the time it’s greater than 63

pips.

Column N lists the number of pips of the days when the market’s range does not come
within 5 pips of the 20 day moving median. Row 103 is the value of the median misses,
which equals 29. What this means is that when the market’s range does not hit the 20 day
moving median, 50% of the time it will miss by less than 29 pips, and 50% of the time it
will miss by more than 29 pips.

So, what does all this data mean?
Well, here comes a shocker.
THIS DATA IS THE BASIS FOR A DAY-TRADING MODEL.

Yes, that’s right, a day-trading model, because when the market gets to the outer fib
numbers, you have to have a plan for the exhaustion reversal day that sets up your entry
into the trade.

It’s important that you see how I interpret this data and integrate it into the VWB game-
plan, but I fully expect some of you to run with this and set up your own day-trading
model. After all, you should be able to trade a market that, day-in and day-out, has a
range of 130 + pips. You also know that half of all days have the open under 30 pips
from the high or low of the day. From here, the data tells us it’s a move up or down to the



range. You also know that when the market misses the range it does so by 29 pips 50% of
the time. I could go on, but this is not a file for day-traders.

Let’s assume that GBP/USD is trading at a lower fib line and we are looking for that
reversal day to initiate a long position. The market opens, goes down 25 pips and makes a
new low for the move, and then starts to rally. What can we learn from the past [Table 1]
to help us right now in setting up this trade? Well, the first thing is, can the market trade
up past 30 pips from the open? Can it go past 47 pips from the open? Because, if it can, it
then has a low probability, for the day, or reversing and going lower [anybody remember
the marble game?].

CHAPTER 3
TATOOING YOUR EYELIDS

‘And men still grope t’ anticipate
The cabinet designs of Fate;
Apply to wizards to foresee

What shall and what shall never be.’

From the “Hudibras”, part iii, canto 3.

I don’t pay much attention to technical indicators [RSI, MACD, Moving Averages, etc.],
especially in shorter time frames under the 1 hour candle [or bar]. They are notoriously
unpredictable and from my years of experience lead many people down the wrong path.
Now that all of us trade online, the banks and large hedge-funds “gun” these indicators
practically every single day. As many of you have found out: Is it as easy as going to
Border’s and buying a technical analysis book, opening an account somewhere, start to
trade, quit your day job, and hire accountants to count the money you’ve made?

There are three (3) concepts in initiating a position in the VWB model that are of extreme
importance. They are the criteria upon which I base my entry into a position. If I could, I
would permanently place them under your eyelids so that you would always have to see
them, and by default could never forget them. They are all equally important, and they
should be used in conjunction with each other when determining optimal entry.

Trading is NEVER an exact science. By its very nature it can never be this because if it
were somebody would have all the money in the world within 5 years. I could write
another 500 pages and include 1,000 examples of different market scenarios where one
time the first concept was obvious but the other two weren’t. Next time all three concepts
show up and the trade is a slam dunk. Then, you get a situation where a little bit of the
three are there but not as strong as in the last sentence. Then ... You get the idea.

All of the examples I use are from GBP/USD, but you should realize that the same
situation will materialize in the e-mini S&P futures contract and your other favorite
currency pairs.



