Before we look at this strategy just the following.

“Look, for example, at this elegant little experiment. A rat was putina T-
shaped maze with a few morsels of food placed on either the far right or left
side of the enclosure. The placement of the food is randomly determined,
but the dice is rigged: over the long run, the food was placed on the left
side sixty per cent of the time. How did the rat respond? It quickly realized
that the left side was more rewarding. As a result, it always went to the
left, which resulted in a sixty percent success rate. The rat didn't
strive for perfection. It didn't search for a Unified Theory of the T-shaped
maze, or try to decipher the disorder. Instead, itaccepted the inherent
uncertainty of the reward and learned to settle for the best possible
alternative.

The experiment was then repeated with Yale undergraduates. Unlike the
rat, their swollen brains stubbornly searched for the elusive pattern that
determined the placement of the reward. They made predictions and then
tried to learn from their prediction errors. The problem was that there was
nothing to predict: the randomness was real. Because the students refused
to settle for a 60 percent success rate, they ended up witha 52 percent
success rate. Although most of the students were convinced they were
making progress towards identifying the underlying algorithm, they
were actually being outsmarted by a rat.” - P64 "HOW WE DECIDE"

What | realized was all conventional trading wisdom is "wrong".
| have distilled trading into the following:

ALL YOU NEED TO KNOW ABOUT TRADING

 Price either goes up or down.

« No one knows what will happen next.
+ Keep losses small and let winners run.
« POSITION SIZE = RISK /STOP LOSS



» The reason you entered has no bearing on the outcome of your trade.

* You can control the size of your loss (skill) but you can't control the
size of your win (luck).

* You need to know when to pick up your chips and cash them in.

Expectancy = (Probability of Win * Average Win) - (Probability of Loss *
Average Loss)

You can not control the probabilities of wining or losing.
You can not control your average win size.

The only part of the equation of the equation that you can control is your
average loss size.

THE ILLUSION OF CONTROL

“Individuals appear hard-wired to overattribute success to skill,and to
underestimate the role of chance, when both are in fact present.”

[Langer, E. J., The Illusion of Control, Journal of Personality and
Social Psychology 32 (2), 311-328 (1975)]

FINANCIAL MANAGEMENT

"After a fullcycle of rise and fall after which stocks were valued just where
they were at the start, all his clients lost money (Don Guyon, 1909).

Many academic works suggest that most managers underperform "buy-
and-hold" strategy; persistence of winners is very rare, etc.

Most funds consistently fail to overperform random strategies (dart
throwing).”



OVER-OPTIMIZATION

Rats beat humans in simple games

People makes STORIES!

“Normal people have an “interpreter"” in their left brain that takes all the
random, contradictory details of whatever they are doing or remembering
at the moment, and smoothes everything in one coherent story. If there are
details that do not fit, they are edited out or revised!"

(T. Grandin and C. Johnson, Animals in translation (Scribner,

New York, 2005)

PDF here

The rat will beat you if you do not understand this.


http://www.er.ethz.ch/presentations/Illusion_of_control_Zurich_CCSS-conf19Aug08.pdf

TRADE THE SLOPE SYSTEM

BY EMATRADER

POSTED ON

WWW.FOREXFACTORY.COM

Chart set-up


http://WWW.FOREXFACTORY.COM/

Step 1:
Open 6 charts of any currency pair you would like to trade.
- Daily chart
- H4 chart
- H1 chart
- 30M chart
- 15M chart

- 5M chart

If you are trading USD/JPY your charts should look like this now.

e "uui‘l"ﬂ -
L L L

!




Step 2:
Add slope direction indicator to all charts.
Add this to 15M chart.

- Pivot point indicator

- Support and resistance levels

Now your charts should look like this for USD/JPY

USDJPY M15

USDIPY,M5 | USDIPY,M1S | USDIPY,M30 | USDIPY,HL | USDIPY,H4 | USDIPY,Daily |



How to trade this system

I’lshow you exactly how | trade. | have a day job. So | open all my trade just after 5PM EST
time. Lets says, for example, today is July 12" 2007 and its 5PM EST. | would like to trade
USD/JPY today only. What | would do, I’'llopen one position will be open for few days and I’'ll to
inter day trading on the same pair to catch small moves.

Okay, here are the steps that | would do.

Step 1: Look at the daily chart.

- 25
USDIPY,MS | USDIPY,MIS | USDIPY,M30 | USDIPY,HL | USDIPY,H4 | USDIPY,

What | see on this chart is that slope on the daily chart has changed from blue to orange
indicating downtrend.

Now what we do? Well, we will try to find the best entry point for our short position, which will be
open for many days.

Step 2:



H4 Chart also indicates at 5PM EST that the trend is down.

s 4 | USDIPY,Daily |

H1 Chart slope is positive at 5PM EST time.
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Since 30M and H1 have positive slope itis not the best time to enter in the trade. We will wait
until both these charts will have negative slope alone with H4 and daily.

USDLPY M30 BE]

.......

USDIPY,MS | USDIPY,MIS | USDIPY,M30 [ USDIPY,HL | USDIPY,H4 | LSO b |

So here we see that 2007-07-13 at 18:00 GMT the slope changed the direction on H1 chart.
On 2007-07-13 at 18:00 GMT the slope was already negative on 30M chart.

Hence, | go short on USD/JPY with 100PIP stop loss without any profit target! But just in case |
place my T/P at 200 PIPS. However, itis not likely that USD/JPY will move 200 PIPS in a day. |
will check my trade status every day at 5PM EST and move my SL/TP accordingly.

- Shortat 122.02 with 100 PIPS stop loss (Price never went above 122.37)
- Exiton 114.06
- Total profit+796 PIPS

- When to exit? Look at the chart below.



M5 | USDIRY, | USDIPY,M30 | USDIPY,HL | USDIRY,H4 USDIPY, Daily

See the slope is almost going at 0 degree (moving in range). When you see the slope is
changing direction toward 0 that’s the time to exit the trade. (Daily chart)

Trade closed on 2007-09-20
+796 PIPS in just over two month period. From one trade and one pair.
On My next document I’llshow you how to make pips from small moves.

Try iton a demo account. Let me know your comments and results.

Have a nice day!



What about all lines in agreement at 5pm eastern time ( actually a little later when Tokyo opens)
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ater immediately with 100 pip stop loss. The slope line on the Day chart has just turned red,
H4, H1, M30, M15 also red. Not very far from where H1 turned red also at significant support
level.
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What if things go wrong? With this system itis normal to place a 100 pip stop loss, but if you
look carefully you can see itis exactly at a significant resistance. Well on the H1 chartyou can
see that approximately 24 pips higher the H1 slope line changed bullish. This is where you must
exit and you do not wait for the stop to be hit.
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The most difficult of all is to enter on a deal when the previous deal did not work out (see
previous page). However by back testing the system numerous times | found them to work
about 70% of the time, in other words about 30% will be losers. Now can you tell beforehand
which ones will be losers and which will be winners? How do you become a 100% winner? By
taking them all ( winners and losers look more or less the same when you enter), how you
manage your deal makes the difference. Like on the previous page it was soon obvious that this
deal wasn't going anywhere when the H1 slope line changed color in the wrong direction. By
letting the winners run and cutting the losers short. Remember the rat.

Exits.

You can either exit when the Daily slope line goes flat or you can make use of
significant Support and Resistance levels on the 4 Hourly chart.



"Look, for example, at this elegant little experiment. A rat was putin a T-shaped maze witha

few morsels of food placed on either the far right or left side of the enclosure. The placement of
the food is randomly determined, but the dice is rigged: over the long run, the food was placed
on the leftside sixty per cent of the time. How did the rat respond? It quickly realized that the left
side was more rewarding. As a result, it always went to the left, which resulted in a sixty
percent success rate. The rat didn't strive for perfection. It didn't search for a Unified

Theory of the T-shaped maze, or try to decipher the disorder. Instead, it accepted the inherent
uncertainty of the reward and learned to settle for the best possible alternative.

The experiment was then repeated with Yale undergraduates. Unlike the rat, their swollen
brains stubbornly searched for the elusive pattern that determined the placement of the reward.
They made predictions and then tried to learn from their prediction errors. The problem was that
there was nothing to predict: the randomness was real. Because the students refused to settle
fora 60 percent success rate, they ended up with a 52 percent success rate. Although most of
the students were convinced they were making progress towards identifying the
underlying algorithm, they were actually being outsmarted by a rat." - P64 "HOW WE
DECIDE™

What | realized was all conventional trading wisdom is "wrong".
| have distilled trading into the following:

ALL YOU NEED TO KNOW ABOUT TRADING

* Price either goes up or down.

* No one knows what will happen next.

* Keep losses small and let winners run.

* POSITION SIZE = RISK /STOP LOSS

* The reason you entered has no bearing on the outcome of your trade.

* You can control the size of your loss (skill) but you can't control the size of your win
(luck).
* You need to know when to pick up your chips and cash them in.

Expectancy = (Probability of Win * Average Win) - (Probability of Loss * Average Loss)
You can not control the probabilities of wining or losing.
You can not control your average win size.

The only part of the equation of the equation that you can controlis your average loss size.

THE ILLUSION OF CONTROL




“Individuals appear hard-wired to overattribute success to skill, and to underestimate the role of
chance, when both are in fact present.”

[Langer, E. J., The Illusion of Control, Journal of Personality and
Social Psychology 32 (2), 311-328 (1975)]

FINANCIAL MANAGEMENT

"After a fullcycle of rise and fall after which stocks were valued just where they were at the
start, all his clients lost money (Don Guyon, 1909).

Many academic works suggest that most managers underperform "buy-and-hold" strategy;
persistence of winners is very rare, etc.

Most funds consistently fail to overperform random strategies (dart throwing)."”

OVER-OPTIMIZATION

Rats beat humans in simple games

People makes STORIES!

"Normal people have an "interpreter" in their left brain that takes all the random, contradictory
details of whatever they are doing or remembering at the moment, and smoothes everything in
one coherent story. If there are details that do not fit, they are edited out or revised!"

(T. Grandin and C. Johnson, Animals in translation (Scribner,

New York, 2005)

PDF here

The rat will beat you if you do not understand this.


http://www.er.ethz.ch/presentations/Illusion_of_control_Zurich_CCSS-conf19Aug08.pdf

