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1. General Guidelines

2. Self Assessment

3. Prerequisites And Components

4. Checklists

5. Beyond Trading Hours

Topics covered in this chapter:

• General guidelines of what a Trading Plan is and how to put one 
together. 

• How to crystallize your plan with a complete list of components or 
enhance what you already have. 

• Key areas to perform a self-assessment. 
• Learning the psychological benefits behind a Trading Plan and key 

aspects to designing a Plan. 
• Learning to build checklists for each area of the trading business. 
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Would you like to win regularly and have the confidence that you are better off than most 
people that take up trading for a living? If we go through Forex educational materials on 
the internet, we find most of them transmit a notion of how easy it is to trade. This, 
together with advertizing the potential of big gains, is what attracts most novices to start 
trading in the first place. These notions have the reverse effect on most novices because 
they simply aren’t prepared to face the markets and have no idea what to expect. When 
starting out, we rarely see the dimension of what has to be done to succeed in this 
industry.

A Trading Plan is not something to be implemented in a later stage of your career- it is 
something you need right from the beginning. It is now when you need to ask yourself 
whether you are prepared to work towards achieving a Trading Plan that will work. If your 
answer is yes, then we have a deal!

All consistently profitable traders have a plan and follow it with the sufficient level of 
confidence. If it were not for your step-by-step preparation provided by the Learning 
Center, you could become overwhelmed with the task of building a personal Trading Plan. 
But now has come the moment to take full advantage of many of the topics covered 
throughout the previous chapters and implement them into a coherent and well structured 
plan.

Right at the very start we will see the general requirements of a Trading Plan and 
understand why they are necessary.

The second section will cover a number of questions relative to motives, goals and 
expectations.

Then we will start to lay out the components of the plan in section three and four. Imagine 
there is an investor searching for a trader to manage 100K for him. Could you provide the 
investor a solid outline of your methodology and explain why that methodology will be 
profitable and how you are going to achieve the desired results? Let's face it: would you 
be able to convince him with what you've got now?

We believe the whole purpose of the trading plan is to keep you in the game. It is not 
about creating a masterpiece that gathers dust on a shelf. To be able to last in this 
business, you are going to have to focus on improving your skills each and every day and 
focus on your trading goals years in advance. This is the aim of section five, which is 
about creating healthy habits and designing a well-balanced trading routine.

The bottom line is that trading success will not happen overnight and you would do 
yourself a favor not believing someone who tells you so. Anything that is worth achieving 
takes time and your educational path should be one of constant and gradual improvement. 
This chapter takes you through, step by step, how to write an actionable, achievable and 
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profitable plan - a plan that makes your trading more consistent than than it is right now.
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1. General Guidelines

What Is A Trading Plan?

Sadly, a lot of people who start trading find success difficult to achieve. One  wonders 
what the minority is doing differently that gives them the advantage over the vast 
majority who leave the market with less money than what they had when they started. Do 
they have better strategies and systems? Is it because they have better equipment and 
resources? Or does it depend on the IQ level of the trader with success reserved for 
brilliant minds only? We believe the reason that many traders walk away with less money 
than they had to begin with is because they lack a plan.

You will surely come to realize that building a plan is going to take a lot of effort. In this 
chapter and in the following one, you will be handed a large list of elements and guidelines 
a profitable trader uses and follows. Obviously, the image we have of how a profitable 
trader works is a synthesis of what we have come to realize as the ideal characteristics of 
a perfect trader. And even though no trader in reality is perfect, guided by that image, we 
hopefully can help you work towards developing positive trading habits and have a more 
positive experience after all.

Basically, what you will be asked to do is to put all your focus and energy into doing things 
that most of the other retail traders never do. These things are, for example, keeping a 
journal, having a check list, questioning many of your beliefs and continuing to specialize 
and research, just to mention a few. Besides a great deal of energy, all these tasks require 
discipline, patience and awareness.

Why Is It So Important?

Having a trading plan facilitates your decision making by helping reduce the influence of 
your emotions and, therefore, allows you to trade more objectively. Objectivity becomes 
altered when one trades because there is money at stake, specially in pressure-filled 
situations.

A plan not only keeps you focused and aware, but it can also motivate you to achieve. It is 
a commitment with yourself and a road map to define your objectives.

By providing a framework to operate, it also assists in internalizing market action- you 
become more specialized in what you do and the way you trade. Besides, a plan is a 
means of adjusting and fine-tuning your trading as well as something to measure yourself 
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by.

Don Dawson refers to the importance of having a plan even for those who are starting 
small:

Trading is a business and you will find that the majority of startup businesses 
that fail do not have a written business plan. Just because a trading business 
can be started for about $5,000 does not mean it does not need a written 
plan to operate successfully. If you were going to open a franchise 
somewhere, you could expect to have an initial capital outlay of $100,000 or 
more and I am sure you would have a written business plan for that business. 
Do not neglect your trading business plan simply because of the smaller cash 
outlay. If anything, having a smaller account size would make having a 
trading plan even more crucial simply because you don't have much room for 
error in your capital base.

Continue reading...

It Must Suit You

A good Trading Plan is a lot more than just a list of instructions that you have written 
down for yourself. The best traders have discovered an approach that they are very 
comfortable with and confident in; however, most importantly   the plan perfectly suited 
them as individuals. Traders not only need methods that possess a reliable edge; they 
need those methods to fit who they are.

A risk-averse person, for instance, won't follow an aggressive system of pyramiding into 
positions. Most people have a different tolerance to risk and since managing risk is a vital 
part of trading we want to know what our level of comfort and confidence in relation to 
risk is.

But how can you possibly develop an approach that suits your personality and conditions if 
you really don’t know yourself? That is why the first part of assembling your trading plan 
should be to conduct a self-assessment. Some of the more important factors include your 
personality traits like patience, confidence, decisiveness, emotional stability, mental agility 
and, probably most importantly, your attitude towards money.

Besides your tolerance to risk, a good trading plan also contemplates many other factors 
including even seemingly unimportant things like how much time you have to commit to 
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your trading, your goals and expectations, and also the conditions of your working 
environment.

When traders attempt to make money in ways that don't genuinely exploit their strengths 
or that neglect their weaknesses, they often abandon their plans  because those plans 
don't truly fit who they are. Boris Schlossberg explains in his book:

Who are you? What are your strengths and what are your weaknesses? Do 
you thrive amidst chaos or require regimentation and stability? In trading, the 
answers to these questions are far more important than any setup you can 
devise. At its core, trading is a game of psychology, and no amount of 
reading, no computerized back-testing, no advanced seminar work will 
produce long-term success if your trading style is in conflict with your basic 
personality. Contrary to popular belief, successful traders do not change their 
approaches to adjust to the market changes but rather find market 
environments that best suit their inherent strengths. To market novices this 
idea may seem completely illogical. In most businesses we are taught that 
there is always an optimal way of doing things, that certain processes will be 
far superior to others. Clearly that is the case with engineering, where 
scientific rules of optimization and refinement apply to everything from car 
production to bridge building. Financial markets, however, are emotional 
mechanisms, which is why engineering-based solutions to trading inevitable 
fail.

Source: “Technical Analysis Of The Currency Market”, Boris Schlossberg, Wiley trading, 2006, 
pag. 143

Also the goals that you establish should be things that you can achieve. There is a 
difference between what's possible to attain by trading the markets, and what you really 
can do. Doubling the account in 3 months is a possibility, but will you be able to do it with 
your current level of expertise or under your present conditions? Avoid putting things in 
your plan that your mind does not conceive of as a probability because this will only cause 
friction and the entire way will be a battle with yourself. Try to be honest from the 
beginning and include only those goals that fall in line with your inner beliefs. Honesty 
with oneself can be painful in the short run, but reinforce your goals in the long run.

Keep It Simple

Another key characteristic of a Trading Plan is the ease in which you can execute it. Simple 
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approaches have proven over time to work. In the context of building a trading strategy, 
Don Dawson explains:

We have all heard of this acronym - Keep it Simple Silly [KISS]. As traders 
learn more and more about trading, a common trap they fall into is they start 
to add too many confirmations to their setups. Making your strategy 
complicated will cause you to have indecision when it is time to take action. 
Confirmations are used to add confidence to your trade. When you have to 
start looking at too many, you start second-guessing them. There is nothing 
wrong with being aware of these added confirmations, but I would suggest 
you back-test all the ones you use and take the one or two with the highest 
percentage of success and only use them. By use them, I mean have them 
identified in your trading plan as the "only" tools you will use to confirm your 
trade.

Continue reading...

Moreover, the Trading Plan shouldn't be overwhelming. Avoid picturing your trading plan 
as a detailed document containing dozens of pages because then it may deter you from 
compiling one in the first place. The reason we suggest to structure the plan into several 
parts is to make it more viable. There are parts of the plan relative to macro aspects 
which only need to be checked a few times a year, while other parts are more concerned 
with the day to day execution- the micro level- and need a closer monitoring.

Keeping the plan simple in the macro level is, for instance, key to avoiding making 
unrealistic expectations, which is one of the reasons why people become disappointed and 
fail to follow a plan.

On the other hand, keeping the plan simple on a micro level helps novices against the 
tendency they have to populate charts with a myriad of technical indicators when they 
realize that trading is not as easy as they thought it would be.

Specialize- You Can Not Learn Everything

We have seen quite many ways to make money trading Forex; and we have seen also the 
other side of the coin: there are ways to lose money as well. One sure way to lose is to 
skip from strategy to strategy, never persisting long enough to master one. There are so 
many possible ways to trade the markets, you can get easily lost trying to find one.

A completely different result is achieved when your approach is one of learning, testing, 
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practicing and mastering just one trading method. Not only your account but also your 
brain cells and nerves will be thankful if you don't fritter them away by constantly 
changing tools and methods. Design one method accordingly to the parameters of a 
personal plan and then commit to it. Soon you will reap its benefits: you gain massive 
clarity and focus about where you want to spend your time and energy.

Specializing means also refining your approach and getting into the realm of intuition- 
your trading will resemble more like an art. This topic will be covered at the end of the 
next chapter.

Conceptualize Your Methodology

Consistent profits in trading do not respond to technical knowledge only. They come from 
a particular understanding why the markets behave in the ways  they do. When you start 
conceptualizing market behavior and establishing certain hypothesis, you are in fact 
building a particular theory of the market. This is what we have done in Chapter C01 when 
building a trading system. The observation of price action leads the trader to formulate 
certain reflexions. Below are some reflexions as a means of example. Note that your 
personal inventory can be totally different:

• There are certain price levels where most traders enter positions more based on 
emotion than on technicals or fundamentals, and I want to profit from their 
mistakes; 

• When Pivot Points and Fibonacci Extensions coincide at the same price level, this 
area becomes a major decision point. Add a third technical confluence and the price 
level becomes even more decisive; 

• When the exchange rate leaves a price range very fast, very often it comes back to 
pick orders left at that level. This happens in all time frames, even on the one 
minute charts; 

• By testing several 100% technicals systems, I noticed that Drawdowns are quite 
severe- making me think that either a discretionary approach may be more 
adaptable to changing market conditions, or a combination of several mechanical 
systems designed for different market conditions; 

• In all pairs, the exchange rate never spends much time without touching the weekly 
Pivot Point. What is more, I noticed that the best liquidity is when prices return to 
equilibrium points (Pivot Points is a mean, that is an equilibrium point), not when 
they diverge from it;

• By testing the same trading system with different money management techniques, I 
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noticed that the results can differ a great deal (the Win Rate of a modest trading 
system can be much higher if a certain technique is applied); 

• There are always a continual flow of new participants into the Forex market, and 
they are generally ignorant of the way the exchange rates have behaved in the 
past. From my point of view, the same mistakes are often repeated by novices, and 
this explains why price action is repetitive in its behavior. I want to exploit their 
movements by trading counter intuitively. 

Don't delay this task further, if you don't have such an inventory, start writing one today. 
As you probably notice, the inventory list contains technical elements but also other 
observations on pure price action. But you can include fundamentals or any other theory 
as long as it makes sense to you. The list has neither to be static nor definitive - you will 
be adding, cutting and modifying along the way.

Once you have your inventory in place, write down in very general terms how you are 
going to approach your trades; how will you capitalize on certain repeating patterns that 
your particular view of the market explains. Here is where you start to postulate certain 
hypothesis, for example:

• Most of the days price breaks the high and/or low of the previous day- therefore I 
want to capture part of that breakout movement; 

• When the Fibonacci extension of 161.8% is at the same price level than any of the 
support and resistance levels of the daily Pivot Points, the breakout in price is likely 
to reach that level. 

This way, each trader builds a trading method that reflects his or her particular theory of 
the market. This particular theory, or view, can be entirely based on personal observations 
or initially by borrowing ideas from other traders. Be careful when relying completely on 
methods which are not developed by yourself because if you do not understand their 
underlying principles, the whole process will be one of mimic. Besides, you will have a 
hard time when the method appears to stop working. How will you know if it was the 
market conditions which have changed or if it is you who has changed?

As seen from the examples above, formulating hypotheses requires 
something more than just knowing how to use certain indicators; it requires a 
personal view of the markets. If you don't have one, construct one. A good 
place to start is our Forex Books section.
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2. Self Assessment

Setting goals and evaluating motives gives a realistic picture of what a trader wants to do. 
It is widely known that people with goals have a higher percentage of success than those 
without them. But this is by no means an easy task since it demands a very honest and 
focused response from the trader, specially as to what a trader can do. Therefore, in this 
section, we will focus on settings goals while conducting an assessment about traders' 
motives and conditions. This will help the person develop and improve as a trader as well.

Monetary Goals

First, you must be specific with your monetary goals and write down how much money 
you expect to make from trading. These goals will allow you to operate in a much more 
business-like manner (expected profit potential per trade, risk control, etc.). Just as with 
any business, there are many things to consider before starting up.

It is possible to experience above-average returns trading Forex. However, it is difficult to 
do it without taking on above-average risk. So what is a realistic return to shoot for in 
your first year as a trader – 50%, 100%, 200%? Or perhaps the goal should be to not lose 
money in the first year? We suggest that if you never attempted to break-even it is a very 
doable goal. Break-even, that is 0%, is not so flashy as above-average returns, but it is 
much more realistic as a return for a rookie year in the markets. In fact, if you are able to 
achieve it, you are already better off than the majority!  Below you can see a typical 
equity curve during the first decade of a currency trader:
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Once your equity curve takes off, periodical monetary goals should be set accordingly. 
These can comprise quarterly, monthly, and weekly goals. Even daily goals are needed if 
you're trading intraday.

The goals can be set in number of pips or as percentages of equity; it greatly depends on 
the money management technique you are using. It is not the same trading a Fixed Lot 
model or a Fixed ratio (see Chapter C03).

Take the time to formulate questions and write down the answers to each of them and you 
will have a much higher chance of success than those who avoid this task. For a complete 
list of questions, you can always refer to the template from the Practice Chapter D.

How many trades you need to accomplish to achieve your monetary goals is 
an important question based on a statistical figure. Setting goals like “make 
so-and-so much per week” while ignoring what is statistically viable can force 
you to overtrade because of anxiety. That is why a testing period or compiling 
a track record is so important. It will tell you if you are within your statistics 
or not.

It is imperative that you have clear goals in mind as to what you would like to achieve, but 
at the same time you have to be sure that your trading method is capable of achieving 
these goals.

Start by establishing monetary goals on a larger scale, let's say, one year or six months. 
Then think what you have to accomplish each month to get there, and, furthermore, what 
has to be done each week to reach the monthly goal. Do the same for the daily goals, if 
pertinent, and then assess if the daily goals still seem realistic after this scaling down. 
Finally, just by keeping track of your daily and weekly goals you can know if you are 
moving towards achieving your yearly goals.

If you start by looking to the end goal and working backwards you will figure out what 
type of plan you need to get there. Besides, having smaller objectives to meet along the 
way will help to accomplish the bigger ones step by step. Be flexible here as one week will 
be different from the next, depending on a myriad of conditions relative to your trading 
strategy and the markets. Finding a statistical average would be sufficient. Remember, a 
plan is more of a guideline rather than a rule.
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Motives And Achievements

Once you list out how much money you want to make from trading, write down what you 
plan to do with that money. Goals are not purely financial goals.   You may want to keep 
investing in education and become a strategist for a major broker/dealer, for example. In 
general, motives for wanting to trade can be any number of things: early retirement, extra 
income, extra time, diversifying your business activities...And the true is that when a 
trader improves, so will the financial goals.

Most people approach the markets because of the gambling aspect to trading or the 
potential gains. But if financial gain is your sole driver, then you are likely to be an early 
victim of greed and fear. The nagging desperation to make gains forces the trader to make 
mistakes like entering the market at the wrong time, taking profits too quickly, never 
allowing profits to run effectively, over trading and so on.

Those who are primarily driven by the desire to get rich become overwhelmed by their 
emotions and most often fall prey to the psychological pressures of  trading activity. In 
general, most of us want always a little more more money and that's is why it is so 
important to clearly define the motivations behind the monetary goals: it helps disconnect 
from greed and fear.

Again, much like in any other business you need a mission statement which defines your 
motivation and driver in getting into this activity. Jay Lakhani explained during a webinar 
session the importance to have a mission in the trading business:

Why not have a mission statement for your business? A mission statement 
helps to clarify what business you are in, your goals and your objectives. The 
mission statement reflects every facet of your business, for example the 
range and nature of the instruments you trade, growth potential, technology, 
and community. An effective mission statement should be able to tell your 
company story and ideals in less than 30 seconds.. For example the Bindal FX 
mission statement is “ developing a community of successful Forex traders.

Continue reading...

If you don’t have the answer to why you want to become a trader yet, then please, begin 
thinking seriously on this topic right now because it is way more important to any trader’s 
success than you first think. 

Your achievements do not necessarily have to be money-related. A valuable short-term 
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achievement may be, for example, to learn the ins and outs of the RSI indicator, or study 
a certain intermarket relationship, or even forwardtest a specific strategy for the next 3 
months. Write down your achievements for the next six months, one year or any other 
time period.

Think in these terms: several months or years from now, what will you have to show for 
that you are doing right now? If your answer is vague or you don't know it, perhaps you 
should consider thinking about it and writing it down.

Define your own future and shape your life according to your own particular set of 
priorities and principles and you will be rewarded for that. Don't let other people define 
your future or let it in the hands of chance. In the end, you’ll be the one wasting your own 
life if you don’t accomplish any goals that you find worthwhile.

Triffany Hammond helps traders making their trading goals meaningful in her 
goal planing webinar.
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Beliefs About Money

The realization of what money means for you will provide you hints about what really 
matters to you in your life. It will also be indicative of the way you expect to make money. 
It is not the same if you see it as something proportionally related to effort, to skill, or to 
opportunity. The ideas you hold about money and the material side of life will also reveal if 
you consider yourself as deserving to make money or not. The sooner you confront 
yourself with these issues, the less barriers you will find along the way. Believe it or not, 
but this is something vital to your trading career since you are dealing with money on a 
daily basis. Money will be your instrument, so you had better be aware of what beliefs you 
hold about it!

Take the time to write down your ideas and to dig into your subconscious in the search for 
your true personality in money-related issues.

Conditioned By Previous Experiences

It is frequent to see aspiring traders testing the waters with real money and 
experimenting serious losses. Is a big loss still fresh in your memory and causing you to 
feel pain or seek revenge? Or maybe a margin call? A negative feeling may also be caused 
by money lost through a money manager who didn't managed your account well, and you 
may want to understand how it could happen. There is a myriad of first experiences that 
impact our view of the market. They can be negative but also positive. Did you know that 
many newcomers have exceptional winning periods before they realize the complexity of 
trading? This is actually a phenomenon explained by Mark Douglas in his book “Trading In 
The Zone”. He points out that the initial naivete of traders makes them fearless. In a 
fearless state people actually trade much better, even though they have less objective 
knowledge about the market and how to approach it.

Interestingly, most traders are closer to the way they need to think when 
they first begin trading than at any other time in their careers. Many people 
begin trading with a very unrealistic concept of the inherent dangers 
involved. This is particular true if their first trade is a winner. Then they go 
into the second trade with little or no fear. If that trade is a winner, they go 
into the next trade with even less concern for what would otherwise be the 
unacceptable possibility of a loss. Each subsequent win convinces them that 
there is nothing to fear and that trading is the easiest possible way to make 
money.

Source: “Trading In The Zone”, Mark Douglas, Prentice Hall Press, 2000, pag.36
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In fact, many individuals with tremendous amounts of knowledge about the market still 
can't make money as traders. The majority of the time the explanation lies in the belief 
system of the individual. Therefore, make it a priority to question yourself on these issues 
and persist in doing it.

Leveraging Strengths

Many voices suggest that trading has a reasonably high failure rate. So why do you think 
you are going to be better off then most people? If you have certain attributes or know-
how that you believe separate you from most of the other players, write them down as 
well.

Concerning acquired knowledge, what are you best at doing? Is it technical analysis or a 
particular application of it? Is it intermarket relationships where you thrive best? Statistics 
may also be your forte, and since not many people know how to use them, you can have 
an edge over most traders!

Every time you see this icon, it means you are being taught that a particular 
aspect may represent a quantitative or qualitative advantage which can put 
the odds in your favor. You can choose among dozens of edges transmitted 
though the four Units of the Learning Center to build your own trading 
methods. Try to combine two or three into something unique and develop 
your particular niche.

Another way to acquire an edge is to outsource part of the analytical process, 
for example. You can do this by subscribing to our Technical Market View, 
Forex Forecasts, or Reports On Interest Rates, among many other specialized 
analysis and data feeds.

As for an edge based on a personal attribute it can be simply the determination and the 
commitment to carry out the task at hand- not many people will follow what is written 

© Learning Center – Unit D – Chapter 3 – p.16/41

http://www.fxstreet.com/fundamental/interest-rates/
http://www.fxstreet.com/technical/forex-forecasts/
http://www.fxstreet.com/technical/market-view/


Brought to you by                                       

here. In fact, by taking notes of all the aspects mentioned above you are already 
separating yourself from the majority. Well done if this is the case!

It is not easy to find special qualities that will provide us with an added edge. One way to 
do it is by thinking about your background and past experiences to see if you have 
something extra. It does not necessarily have to do with finances. Did you know that 
many analysts and traders arrived from areas where the visual detection of recurrent 
patterns is a requirement, such as art, film or photography? Engineers and people with a 
mechanical background in mechanics, for example, are usually strong system developers 
and programmers.

Discover if it was your entrepreneurial skills, your analytical skills, your capacity to 
manage money, or any other strengths which brought you to Forex and leverage them by 
shaping those skills.

Addressing Weaknesses

In this context, it is strongly recommended to research and understand not only which 
attributes the markets reward but also which ones the market punishes. The important 
thing is to avoid both underestimating and overestimating what you are really capable of 
and thus losing touch with reality. If you feel overwhelmed by this task, try to research 
and examine yourself by taking psychological tests. There are many questionnaires on the 
Internet to find your own strengths and weaknesses.

Part of the proposed self assessment is about addressing your weaknesses. Having a 
weakness in a specific area does not mean this way is blocked for you. If you don not 
understand statistics, for example, ask yourself what you can do to become stronger in 
this area. Establish a goal to enhance your proficiency in it.

Write down your own weaknesses the same way you did your strengths, considering areas 
like your discipline, self-confidence, motivation, patience, organizational skills, computer 
knowledge, mental agility, and your ability to commit to the task of building a trading 
Plan.

No one likes to evaluate his or her weaknesses, but it is a necessary evil and a decisive 
step towards gaining self-knowledge. You are the one to implement your plan so the 
decision is entirely yours if you commit to this task or opt not to. Some parts of the plan 
can be turned over to a third party, but not the awareness of one's true self.
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In this presentation, Rob will include a description of what a trading plan can 
include, how a trading plan can boost your trading to a higher level, how you 
can keep track of your progress and implementation of your plan, and much 
more (like finding big reasons for being on the Planet).

Trader's Profile

Knowing what sort of trader we are is a complex topic and for this reason there is an 
entire chapter (http://www.fxstreet.com/education/learning-center/unit-4/chapter-
1/stubborn-beliefs/) covering it.

From a psychological point of view, each type of trader responds to different sets of beliefs 
which themselves condition how we deal with randomness; how we deal with failure and 
success; what idea we hold about discipline; what cognitive bias affect our trading, and 
many other aspects.

Building your profile is a life-long task, but it requires to be tackled from the very 
beginning. If you are still struggling at making profits from trading, then consider the 
possibility that it is not because you lack technical knowledge but perhaps because you 
are simply trading in a way which is not in sync with your personality.

In more practical terms, different profiles also point to different levels of commitment such 
as time and money. A swing or a position trader will need less time to follow the market 
than a day trader, but more money (or less leverage) because of large adverse 
movements in price. In addition, a trader can have different levels of discretion or 
automation which translates into the amount of time dedicated to watching the market or 
on programming and testing.
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3. Prerequisites And Components

Here is a list of components found in a solid Trading Plan along with some prerequisites for 
building one. They are each important individually as well as collectively.

Capitalization

Determine what you are willing to invest to reach your monetary goals and be realistic 
with the numbers. Many traders try to make a living trading with an insufficient capital 
base. Being under capitalized relative to their monetary goals forces them to trade too 
aggressively. As a result, losses are severe and create unnecessary frustrations. Resist the 
temptation of taking large risks in hope of big rewards so as to avoid the resulting 
negative emotional impacts that will condition your trading afterward.

Capital Allocation

If you are trading multiple accounts, are you going to allocate your capital according to 
different levels of risk or different strategies? You may also decide to fund a sole trading 
account with a certain percentage of your investment capital, and make use of a higher 
leverage. This would be appropriate if you are using margin stops for example (see Risk 
Control Measures under Chapter C03).

Consider at this stage not only how much capital you intend to start out with but also at 
which equity level you might interject more cash if need be. If you do not feel absolutely 
confident when going with real money the first time, why not opening an account with half 
of the investment you intended to go full with and trade that amount until you are 
profitable for a certain time, let's say, three months in a row?

Budget & Costs

Consider operational expenses of different sorts in your plan. These can be for instance: 
transaction costs, data feeds, analysis tools, software and equipments, Internet service, 
educational material or coaching tuition.
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Compare your budget and costs to your trading capital and your possible earnings and 
estimate an hourly wage. Then compare with the wage from your last job- does it 
compensate?

Instruments & Currencies

A trader typically centers his trading plan on a specific instrument or currency. When 
talking Forex, this means for example, those pairs where the trader has acquired more 
knowledge and experience. Choosing an instrument to trade means you have carried out 
the necessary research and testing. Without having done this, your trading plan will have 
many unanswered questions as well as vague answers. It is imperative you ascertain how 
fertile a certain pair is for you or your strategy.

You may also think, why only trade spot Forex and not currency instruments like ETFs, 
Futures or Options? No one will master every single market and succeed in all of them. 
But unless you attempt to trade different instruments or currency pairs, you will never 
know which one is best for you.

A closer look at your track record will tell you what you thrive best at. Remember, 
specialization is necessary!

Brokers & Platforms

Choosing a reputable broker is of paramount importance and spending time researching 
the differences between brokers' policies as well.

The charting and order-entry platform are probably your biggest considerations when it 
comes to identifying the most appropriate trading tools for your style of trading. For 
example, if you need to hedge positions, then be sure the broker's platform allow you to 
do that. Or if you need to export your trading results in a specific format, ask the broker if 
that is possible. While in the case you need speed of execution to scalp the London session 
open, you probably want to trade off the charts. There are so many aspects to consider, 
and they are so dependent of your particular requirements, that listing them here would 
be not viable. Check Chapter A02 for more details on how to exercise proper due diligence 
regarding broker/dealers. With this in mind, you may have different accounts for different 
types of strategies.
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Trading Style

It is said the time horizon for finding opportunities and holding positions is what 
determines the type of trader you really are. There are advantages and disadvantages to 
these different styles and the time frames associated with them.

Day trading on intraday time frames is probably the style which requires the most 
abilities, strongest discipline, most agile analytical skills and fastest decision making. For 
example, if you cannot stomach going to sleep with an open position then you might 
consider intraday trading. In turn, intraday trading will provide you with lots of 
opportunities and action if that is what you are searching for.

On the other hand, it has its disadvantages as Sam Seiden describes:

Day trading is attractive to many individuals because of its “get rich quick” 
mindset. While some traders do very well in a short period of time, most end 
up losing money in this venture. Emotions tend to run very high when day 
trading, making rule-based execution difficult for those who have any issues 
with discipline. There is also the added difficulty of competing with market 
makers at the day trading level. Day trading is the most time-consuming 
trading style because it requires you to be in front of your computer screens 
each day while you are trading. Traders who are not good at making quick 
decisions are not likely to succeed at day trading.

The other extreme is the position trading style, which makes use of large timeframes such 
as daily, weekly and monthly. It is very hands-off because there is plenty of time to 
prepare trades, and it requires little time for analysis and trade management.

In between, there is the swing trading style, which is about holding positions for one day 
to several weeks. Sam mentions a series of advantages belonging to this style:

From my experience, swing trading is where I see the largest number of 
aspiring traders succeed. Swing trading captures the market niche with the 
least competition. It falls in a timeframe that is too large for day traders and 
too small for longer-term investors and institutions. Proper swing trading 
does not require a big time commitment. Spending an hour or so performing 
your market analysis two or three times a week will suffice.

Continue reading...
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No matter what style of trading you undertake, be sure that your personality has been 
considered - a mismatch will lead to unnecessary frictions, and a loss of money can be the 
outcome.

Time Management & Allocation

Does your choice about the style of trading reflect the time you have to devote to the 
markets? It is crucial to know how much time will you have to trade. Not much time 
available? Then adopting a short-term trading style is highly unlikely to work for you. 
Include in your plan if trading is going to be a part- or full-time venture for you by 
explaining the amount of time you are going to dedicate to your trading. Indicate also at 
what times throughout the day are you going to spend actually trading, analyzing charts, 
or learning about the market.

Allow a certain level of comfort and do not over estimate how much time you have: it is 
unrealistic to trade every minute of every day of every year in a calm state as a trader. 
And the shorter the timeframe you use, the truer this is. The smaller the timeframe, the 
easier it is to miss opportunities which triggers frustration and anger. In turn, higher 
timeframes allow more time to prepare the trades.

If you have the tendency to deeply analyze your positions, think that the very short-term 
trader can't afford to over think trades. Instead, that trader needs to react very fast to 
short-term trading patterns, and this requires mental agility. In turn, if you feel you can 
not exploit your analytical skills with intraday trading, you might try to adopt a swing style 
on higher time frames. All styles can be combined into the same plan, they do not exclude 
one another.

Have you tested at which times you (or your method) are most profitable? Is it at the first 
hours of the London session, or do you prefer to trade after news  is released in the US 
There is really no one time that is better than any other - it all depends on your 
personality and the style you adopt.

Make sure you are awake when your strategy produces the best trade results. Consider 
this aspect carefully since it makes no sense to turn your lifestyle upside down because of 
trading.

List your office hours and the holidays you plan on taking. This part of the plan will help 
you treat your trading more like a business and not a hobby. Despite being self-employed, 
traders must have discipline. Don Dawson offers the following advice:
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Identify your daily time allocation to your trading task. Trading is a very 
isolated business. Therefore, we need to have some structure of how we will 
spend our trading day. I like to identify the times of day I will do pre-market, 
post-market analysis and hours I will spend trading. Also, consider your lunch 
breaks and hours you will spend in the office each day. Trust me, without this, 
you can literally spend your life in the trading office. Make time for yourself so 
you do not get burned out by working in the office too much.

Continue reading...

Timeframes

After deciding which type of trader you are, and how you will be managing your time by 
allocating different tasks, the timeframe aspect will be an easy one. As a intraday trader, it 
will be usually 60 minutes or less as a timeframe whereas swing and position traders will 
use 240 minute, daily, weekly and monthly price data.

Perhaps the most important point is to distinguish what timeframes will be used to analyze 
the big picture and what timeframes will be for tactical trading decisions. Write them down 
in your plan and stick with them. One of the mistakes new traders commit is entering a 
trade based on the analysis of one timeframe and then manage that position in a different 
one. Unless this tactic follows explicit system rules, the traders ends up sabotaging his or 
her very own plan.

Set-Ups

Choose the set-ups you are most interested in. Do you prefer technical set-ups, like for 
example, price gaps? If so, how will you identify them and then how will you capitalize on 
them? But if you are going to use predominantly fundamental analysis, what economical 
figures are of most interest to you? Is it growth, interest rates, or employment? Describe 
how will you use that information.

Once you have done that, then start a detailed development of the strategy by 
determining if the set-ups are truly profitable. You can also look for existing strategies 
which exploit your set-up and customize them to your profile.
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What is a set-up? A set-up is the set of characteristics that enables you to 
identify a high probability trade prior to your entry trigger being hit. A set-up 
can be, for example, a price gap ocurring at the opening of the market on 
Sunday/Monday. A set-up is usually a simple and easy-to-spot market 
condition which carriers a certain potential. It is imperative that the set-ups 
are very clearly defined in your Trading Plan. Be sure to thoroughly test them 
prior to live trading in order to determine their probability of success.

Strategies & Systems

How can it be that so many traders lack confidence in their trading decisions if there are 
so many proven strategies and systems out there? The answer has to be found in the fact 
that only few people realize that adopting a trading system involves three main tasks: skill 
assessment, research and detailed development.

Once an accurate, honest skill assessment is correctly done, the trader is ready to start 
researching. Research process consists in looking at what is out there in terms of 
strategies and systems, how other traders are working today, which pairs or instruments 
have more potential, etc.

There are lots of strategies to choose from in books or forums all over the 
Internet. But you can start here at the Learning Center Testing where 
Chapters C01, C04 and D02 show plenty of examples. Explore the section 
Trading Strategies as well.

The next step is the development of the system. The process goes from market 
observation, through theorizing hypothesis, to finally formulate the rules and conditions 
which generate signals to open, close and manage positions. All these details were 
covered ni detail in Chapter C01 and should be part of your Trading Plan. However, it is 
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important during the development process that no indicator, set-up, or trading system 
becomes the central piece of your Trading Plan.

Set-ups and trading strategies are essential elements in a Trading Plan. But 
the purpose of the Trading Plan is to shift our attention to what we might feel 
inclined to do as traders, namely, search for entry opportunities, and help us 
stay out of trades. If you just follow a system but not a plan, you will 
obviously surrender to over-trading since the system is designed to generate 
buy and sell signals, while under the protective umbrella of a Trading Plan, 
you can be much more selective as to what trade opportunities meet all your 
criteria and ultimately lead you to the achievement of your goals.

As a trader gains more experience, skills are developed to new levels and the strategies 
evolve. But from the very start the rules need to be set and adhered to. As opposed to 
emotion, defined rules will guide you through the execution stage. By referring back to 
them, you can maintain  discipline and trade consistently based on your plan. These rules 
are formulated by asking questions like:

• Which technical indicators will I use? 
• How will I go about protecting my capital? 
• What type of orders will I use? 
• Which signals or conditions will bring me to exit a trade partially or completely? 
• Will I exit before my stop is hit? 
• Where and when will I take profits? 
• Where will the stop loss orders be placed and what type of stops? 
• Etc., etc. 

As part of your plan, describe an objectively definable method, one that is thought out in 
its entirety to the extent that if someone asks you how you make your trading decisions, 
you can explain it briefly. A method can always be altered and improved, but it should 
always follow the three mentioned tasks.
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Money Management & Risk Control

Money management is the most often overlooked component of a Trading Plan. Thus it is 
no wonder most who try their hand at trading go broke. They simply fail in laying out 
money management rules early on. The importance of these rules relies in the fact that 
they will help keep your capital protected while you improve as a trader. Even though your 
primary motivation is to make money, and you have certain monetary goals, protecting 
your trading capital is even more important. Only later on, the objective of money 
management becomes more centered in maximizing profits.

Failing to understand these basic rules will add you to the losing statistics in this business. 
Van Tharp, in an article taken from the Trader's Journal, writes:

Thoroughly understand your objectives and develop a position sizing strategy 
to meet those objectives. Probably less than 10% of all traders and investors 
understand how important position sizing is to trading performance and even 
fewer understand that it is through position sizing that you meet your 
objectives. Thus, the fourth step is to develop position-sizing strategies for 
each system that will help meet your objectives.

Continue reading...

The money management model will contain the rules on what the optimal  trade size and 
leverage used by the trader should be. The point here is to know what you will need to 
risk in order to reach your proposed goals. To do that, you have to chose the adequate 
technique. Remember that each trading style and strategy requires a different technique 
concerning risk and position sizing.

We suggest you read Chapter C03 carefully  where the most important money 
management techniques are outlined. Examples include the Fixed Fractional method and 
its multiples variations, as well as the Fixed Ratio, the Cost Effective and many other 
money management models.

In this part of the Trading Plan you will consider under what conditions you may start with 
a Fixed Lot model and change to a Fixed Ratio one; change time parameters in the 
Periodical Fixed Fractional; or even change the Delta factor in the Fixed Ratio if a new 
Drawdown has been registered. As you see, there are lots of creative combinations you 
can choose from.
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The trade size influences our objectivity as traders, and most people react 
differently when they're under pressure from being over-leveraged. They tend 
to be more emotional or reactive and their judgment becomes impaired. 
Especially once you begin to trade well, you will be tempted to increase your 
position sizes. We suggest to be very careful here because this is the point 
where many traders lose sight of their long term goals. Avoid the sole 
temptation to make money during the first year of your trading career and 
focus instead of developing your skills and strengthening healthy habits. 
Greed will creep in if you lose sight of your realistic goals and start risking too 
much. If the habits are still not ingrained, there is a higher probability that 
the new trader makes stupid mistakes- so be aware of that and protect 
yourself, especially during the first year. If the swinging of the equity in a 
$5,000  account causes you emotional stress, imagine a $500,000 account 
later on.

Withdrawals

Decide before you start how you are going to “collect your pay” for your work and how 
often. A percentage of the gains can do yourself a service here since you never know how 
much you are going to achieve in a certain time period. Don Dawson suggests:

Have a plan for your profits and replenishing your trading account. List here 
your plans for taking a monthly draw of your profits and how much you 
intend to keep in your account. Try not to keep too much excess cash in your 
account. What tends to happen is you will get more careless and not as 
selective with the trades you take. Keep the extra money in another interest 
bearing account where you can get immediate access, if needed. Have a plan 
on how much you will replenish your account with if it drops below a set 
minimum you have established.

Continue reading...

Taxes

Keep in mind as traders we do have to pay taxes on our gains. Either have an accountant 
estimating and calculating taxes for you or do the calculations yourself. Identify in your 
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Trading Plan how and when you will do these tasks and calculate the amounts in the 
overall gain figures.

Documenting

The act of documenting your trading activity for reference, besides adding an element of 
discipline, will also help you analyze which parts of your Trading Plan that are working and 
those which need to be adjusted.

This component is absolutely crucial to your success and an entire section is devoted to it 
in Chapter D04.

A trading journal can help the trader in many different ways. For example, it can assist a 
trader in finding the degree of emotional involvement permissible in trading, strengthening 
the beneficial emotions and weakening the destructive ones.

A Trading Plan also provides critical data on where money is being lost or made. This is 
easily detected on the equity curve or in many of the statistical figures commonly used. 
This trackrecord also allows to test different money management techniques and see 
which ones work and which ones do not. This part of the Trading Plan, if followed, will 
allow the trader to quickly see where weaknesses are and correct them.

Sourcing

With regards to websites and managing the information flow, it is important to identify 
what information you need and where you will source it. With RSS feeds, blogs and 
twitters, there is a wealth of specialized information organized in user-friendly ways and 
delivered directly to your desktop. Be careful in the selection though, taking only those 
sources you really need to trade or that are of your interest, while never interfering with 
your decision making.

These are some of the most important components and requisites of a trading plan. Our 
goal here is to give you a foundation for creating your personal plan and then allow you to 
add your own personal touches.
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Follow FXStreet News with Twitter directly to your desktop.
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4. Checklists

Having a routine makes it so much easier to follow your plan. What the routine should do 
is compile most of the daily tasks of your Trading Plan in order to ensure that every detail 
is processed methodically and efficiently. Each of the components of the Trading Plan has 
its own set of rules related to the object of their operation. The set of rules for each 
component is then converted into simple-to-follow instructions we call “checklists”.

These checklists supplement the Trading Plan in different areas of the trading activity. 
What your business routine will look like will very much depend on how other components 
of the plan are shaped, but here we are going to lay out some of the key areas.

Before The Open

It is always good to prepare your trading in advance. On the weekend, when the markets 
are closed, study weekly and daily charts to look for patterns, potential set-ups, key price 
levels or economical data coming the following days.

If your timeframe is very short-term, then checking the big picture should be done each 
day before the session starts. It cannot be stressed enough how important it is to prepare 
yourself strategically and tactically for the business. This routine will also mentally put you 
in the right frame of mind, focused on the market action. Don Dawson reminds us how 
important pre-market routines are:

Before trading starts, remind yourself that you have a trading plan that will 
not allow you to be ruined by a small number of losses, nor will you become 
rich from just a few trades. Remind yourself that one trade does not make a 
trader. It takes a series of trades to determine that. So each trade is simply 
just a small piece of the big picture.Winning or losing is not as important as 
following your plan and being able to stay in the game long enough to enjoy 
the profits of your trading.

Continue reading...

The Watchlist

A watchlist is the term that many traders use to describe a list of pairs that have met the 
selection criteria and are waiting for final approval for execution. It is a list containing 
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potential set-ups and trading opportunities. A watchlist is useful because it filters out 
those pairs where nothing interesting is happening accordingly to your system. It makes it 
easier to keep focused on a few charts only which will be monitored until you revise the 
watchlist again.

Include in your plan how you will manage the watchlist and how will you set it up. Will it 
be in an excel spreadsheet or in what format? How often will you review the watchlist to 
ensure it remains accurate?

Because trading is inherently exciting , it is easy to feel like you are missing the party if 
you do not trade a lot. As a result, you start taking trade set-ups of lesser and lesser 
quality and higher risk. Wayne McDonell explains why preparing the trades is so 
important:

Planning your trades has an immediate effect on your trading: Most of the 
stupid trades vanish. They fade out of your trading. You may miss a lot of 
trades in the beginning, as your trade planning skills are not yet fully 
developed. However, missing a trade is a lot better that taking losses.

Trade plans are like setting traps a few candles in front of price. Forex is all 
about setting traps. 

As a trade strategist, you should focus on setting a trap for price. To take full 
control of your trading:
Make price come to you. 
Take the high ground.
Build your fortifications. 
Wait for the enemy to approach you. 
Attack. 
Retreat as soon as you lose your advantage, regardless if it's for victory or 
defeat. 
[...] 
Do not start the day by opening your charts and looking for a trade. 
Do your technical analysis and start planning profit opportunities.

Source: “FX Bootcamp's Guide To Strategic And Tactical Forex Trading”, Wayne McDonell, Wiley 
trading, pags. 141-142
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Starting the Session

Now the trader sits down at the computer and turns it on. How to begin? Write down what 
you need to do first according to your system. You may need to check for market news 
and research, opinions on macroeconomic conditions affecting the pairs you plan to trade 
for the day, or look at what other markets are doing which will affect those pairs.

Depending on your style, there is a specific time at which to start trading. Since the Forex 
market has several sessions broken into smaller sessions where the volume, price and 
volatility are complete different from one another, you have to know exactly what is your 
session to trade. Take note of what the London, New York or Asian session have been 
doing since you have been away from the market.

Check for holidays in any of the major financial centers, or for seasonalities: are we in 
December with thinner markets, or is Japan closing its fiscal year? Is it Friday and day 
traders are closing positions? Is there increased volatility because of corporate earning 
seasons as released in January, April, July and October? Or are we currently experiencing 
the quite summer months?

The type of questions to include in your checklist will be defined by your particular trading 
method. A swing trader, for example, will probably not pay attention to the particularities 
of the London open, but will be concerned if there is a major economical event during the 
weekend which may lead certain pairs to gap on Monday's open.

Frame of Mind

A checklist may also be used to assess the emotional state of the trader by addressing key 
questions about the trader's behavior and routines.

Check if you are in the right frame of mind to trade. Our behavior patterns provide early 
clues on our mental state and the trader should be able to detect them in advance. If you 
know, for example, that after four consecutive losses you are more prone to revenge 
feelings, take note of it.

Keep a constant review of your mind and examine your behavior constantly. By keeping a 
detailed record in a trade journal for example, you may find signs for recognizing that an 
old behavior pattern is about to repeat itself or what triggers a certain behavior. Add new 
findings to the checklist as you find new behavior patterns and their probable 
consequences. Without this part, trading will become an uncontrollable experience where 
loss of capital will be a more likely outcome.
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Open Platforms

Go over the price charts and check for current trends, deviations from Pivot Points, 
support and resistance levels, or any other indicator's values, and mark key possible 
turning points. You may also set price alerts on preselected pairs. These are just examples 
of tasks to perform once you open the platform, as your checklist will be designed 
accordingly to your trading system.

Fill the checklist with every single action needed- it can be very frustrating to lose an 
opportunity (or lose money) just because of a small negligence.

How to create a trading plan   −   ITC Presentation  , by Rob Booker

Check Open Positions

For swing and position traders, holding positions overnight is the norm. For those types of 
traders, checking the overnight price action and managing stop orders is probably one of 
the routines to follow.

Check if the stop loss or profit target orders are still active on the broker platform and 
make sure the trade set-up is still valid accordingly to the plan. You may also check if 
there are orders pending on the platform which shall be deleted or modified.

Decision Matrix

During the trading session, you need a trading system's checklist containing the exact 
description of the conditions for the execution and management of the trades.

It is very useful to set up a so called “decision matrix” and have all the conditions scored. 
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A minimum score that a potential trade needs to reach before becoming a genuine trading 
opportunity is then established.

Ideally, this checklist should leave no room for second-guessing the signals generated by 
the system. This way, the matrix will allow you to make decisions based on the system's 
rules avoiding external variables or emotional disturbances. To make the decision matrix 
more effective, try to formulate the conditions through questions which are most easily 
processed by your mind.

The decision matrix results especially useful with discretionary trading methods where a 
certain level of ambiguity and the possibility of second-guessing the signals is possible. It 
helps to identify entries and exits ahead of time and ascertain the probability of success 
for the trade depending on the outcome of the score. Besides controlling aspects of the 
executions like timing or technical conditions, the decision matrix may also be used to 
calibrate the position size. This means that is not only related to the strategies but also to 
money management.

Reviewing Past Trades

Another checklist is used to record resultant trade details in a trading log to be  studied 
later on how to improve in each of the trading areas.

Make it a habit to analyze trades from the previous session, for example.

These are trades you have already taken note of and thoughts you have recorded right 
after the trade. But reviewing them the day after brings more objectivity when the 
emotional stress of trading no longer lingers.

This additional perspective is only possible by writing a trade log or a trade journal. More 
about these two areas in the next chapter.

Benefits

Checklists pertaining to different areas of your plan should be reviewed frequently so you 
can keep what works and change what does not. Most importantly, it will help you find out 
why certain things do not work and why others do. You have to know whether the origin of 
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a declining equity curve is in the pre-market analysis; if it is due to the fact that your 
mental state was not favorable to trading at that moment; or if the money management 
technique was not adequate.

The benefits of laying out a Trading Plan can be read in this article by Don Dawson:

For those of you already using a trading plan, I applaud you; for the others, I 
strongly urge you to create one for yourself. Ask anybody who uses a trading 
plan about their stress levels and confidence in their trading plan and you will 
see a successful trader. Once you take the thinking and emotion out of your 
daily trading, you will see remarkable results. If you have problems pulling 
the trigger to enter a trade, this could be from not having a good trading 
plan. Create a trading plan and you will be amazed at how easy it is to place 
a trade. All the anxiety goes away because you know what each move will be 
after you enter the trade. No guessing, just hard and fast rules to follow. The 
trades are actually run in the subconscious mind where things happen 
automatically.

Continue reading...
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5. Beyond Trading Hours

Besides trading routines, there are some tasks which can and should be done while away 
from the market. Novice traders spend usually too much time in front of the charts while 
experienced traders take that time to enhance their skills. Here are some tips on the 
activities you can undertake.

Do Exercise

Are you willing to do 30 minutes of exercise before the trading session begins to relax and 
clear your mind? It is known that physical exercise interrupts negative and/or recurrent 
patterns of thought. Because so many negative behavior patterns are triggered by states 
of frustration, heading off these states by proactively engaging in this exercise is 
especially effective. Here are some suggestions from Don Dawson:

It is not uncommon to feel a little excitement while you are in a trade. This is 
normal for people who enjoy what they are doing. The key is to not al low the 
excitement to creep into our physical body and cause us to tense up during 
trading. Once we get to the state of physical tension, then our emotions will 
come storming in. Remain as relaxed as possible by doing some breathing 
exercises, making sure to take deep breaths and not shallow ones that will 
create stress. If you feel this physical tension coming on, stand up and 
stretch some. Sitting for long periods of time allows our blood to pool in the 
wrong places causing the brain not to get the blood needed to function 
properly.

Continue reading...

Meditation

How will you overcome the emotional swings between fear and excitement and their 
influences on your performance? This element may be more important than it seems at 
first glance. Positive thoughts and envisioning yourself as a great trader will not do it 
alone- you need additional resources to gain awareness of your emotional states and to 
train yourself in interrupting certain emotional states before they damage your trading 
account. Meditation practices acquired through Tai Chi Chuan or Yoga are already 
benefiting a lot of traders.
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Backtesting

It is critical to backtest your ideas when you are not wrapped up in the fear of losing 
money or in the greed of making money. These emotional spirals are what keeps you from 
making money in the first place.

Many people who dislike backtesting have never done it. Why don't you just try and do it 
for 30 minute a week and keep gradually increasing the amount of time until you adopt it 
as a daily task? There are things a trader can only learn and discover when testing 
historical data. The acceleration of data processing in backtesting is critical to detect 
certain things that your mind will not detect when trading in real time.

Have you already backtested the system explained in Chapter C01? If not, in 
Practice Chapter C, we have shown you five years of backtesting results and a 
multimedia module showing many of the 300 trades comprising the test. The 
trade log is recorded on a spreadsheet you can download and use to process 
your own trades into dozens of statistical figures.

Develop Powerful Habits

Creating powerful habits is one of the keystones to the making of a successful trading 
plan. One powerful habit is to record all the questions and their answers that come to you 
and incorporate them into a written trading plan the way we have been suggesting. When 
you do not have a written plan, even though you have developed a plan, it is too easy to 
drift away and go back to old habits. Writing your trading Plan down provides you with 
something tangible. Most novice traders know what has to be done in order to achieve 
consistency in trading, but only a few are aware of what they want to do.

A written plan also helps in recognizing your bad habits and sustaining the awareness to 
change them. The structure of change seems to be remarkably consistent. First the bad 
habits have to be recognized:; it is not possible to change a bad habit unless you can 
recognize its appearance in real time. This is the reason traders keep journals in which 
they observe situations that trigger problematic patterns and the consequences of those 
patterns. For example, if your equity grows to a certain amount, it triggers in you a feeling 
of overconfidence and the consequence is usually an increasing of the position size.
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Once the bad habit is recognized, it has to be interrupted. Have a plan in place  is better 
than not knowing what to do when a certain bad habit is detected. For example, if your 
pattern is one of fear of loss after experimenting a new drawdown, you can chose to demo 
trade for the next session in order to regain confidence.

After interrupting a bad habit, it is necessary to substitute it with an effective one. The 
goal is to couple the triggers of the old bad habits with new, more constructive responses. 
Use your imagination and visualization to develop new powerful habits. The first attempts 
may require a lot of motivation and strength, but the most important aspect to make it 
work is the repetition of the whole process.

Many novice traders think it is their job to wake up each day and trade. The astute trader 
knows that every trading day offers them an opportunity to repeat old mistakes or to 
make changes upon them. Wayne McDonnel explains how he dealt with this reality:

No one was “born to trade”. No one can be a perfect trader, but you can try. 
Because I had no one to coach me and teach me how to trade forex 
successfully, I had to create the perfect trader and make that mythical trader 
my trading coach. My idea was to identify what characteristics a perfect 
trader would have and pretend I could live up to those standards. My goal 
was to keep pretending until I forgot I was pretending. My energy was then 
focused on developing positive trading habits and not on making money. It 
changed my entire outlook on forex.

Source: FX Bootcamp's Guide To Strategic And Tactical Forex Trading”, Wayne McDonell, Wiley 
trading, pag. 193

 

Personal Development

Make this area a priority and it will put you ahead of others in the long run. Van Tharp 
suggests to transform at least five aspects of our personality:

Work on yourself and your personal issues so they do not get in the way of 
your trading. This step must be accomplished first. Otherwise, it will 
interferewith each of the other steps. [It] is so important because everything 
you do is shaped by your beliefs – in fact, your reality is basically shaped by 
your beliefs. What is a belief? Every sentence I have written (including this 
one) reflects my beliefs. Every sentence that comes out of your mouth 
reflects your beliefs and your beliefs shape your reality. Who you think you 
are is shaped by your beliefs. Who you are is shaped by your beliefs about 
yourself. In addition, you do not trade the markets. Instead, you trade your 
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beliefs about the market. One of the key aspects of working on yourself is to 
examine most of your beliefs to determine if they are useful. If they are not 
useful, then find beliefs that are more useful. This is one of the key aspects to 
working on yourself. You probably will never be free of limiting beliefs and 
some aspects of self sabotage during your lifetime, but I consider this step to 
be complete when you transform about five very limiting aspects of your life 
and you feel very different about each. Once you have accomplished five such 
transformations, then I consider you capable of generally overcoming future 
roadblocks that might come up in your trading.

Continue reading...

Invest In Other Areas Of Your Life

Be sure to keep your life in balance while trying to accomplish your goals in the trading 
world. Your family, your friends, your job or anything you like to do, make sure you do not 
abandon them while you try to put the trading puzzle together. You will soon start to learn 
big trading lessons in areas where you never thought you would learn something related 
to trading, but it will happen. You mind is now prepared to reach a goal, and it will find 
clues everywhere, up to a point that you might learn more outside of your charts than 
looking at them.

You may have to remove certain things from your life to gain focus in your trading 
endeavors, but make sure these are not vital parts of your person- this would deplete you 
emotionally and create an unbalanced situation.

Are you giving yourself what you really need? Most of the time we hear from traders they 
wanted to become traders to have more time for their family, more time for themselves, 
maybe to learn something new, or to have that extra time they needed. But in most cases 
becoming a trader does not change too much one's circumstances in terms of free time. 
Do not keep yourself from doing other things you like or spending time with people just 
because of trading. That would be contradictory in the first place.

Just when you know you have everything covered to start your trading career 
or to continue the one you already have started, you find you have a few 
more questions you would like to have answered. Feel free to ask them at the 
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LC Forum.

What you have learned from this chapter:

• The probabilities of success are very much conditioned by the 
existence of a Trading Plan. 

• If you do not have a plan, you may confuse luck with knowledge. 
• A Trading Plan is comprised of several areas, and it is an ongoing 

process. 
• A Trading Plan has to suit your circumstances and your personality. 
• A Trading Plan helps you identify and accept your own personal and 

psychological obstacles in trading. 
• A Trading Plan helps you develop into being a disciplined trader. 

FXstreet.com contents:

• Goal Planning Webinar for 2010  , by Triffany Hammond 
• How to create a trading plan − ITC Presentation  , by Rob Booker 
• More to trading than charts  , by The Trader's Journal Collaborators 
• Disgruntled  , by Joe Ross 
• 3 Ways to speculate the market, which is best for you?  , by The Trader's 

Journal Collaborators 
• Five Steps to Consistent profits  , by The Trader's Journal Collaborators 
• Components of a Personal Trading Plan  , by Don Dawson 
• Checklist for Successful Trading  , by Don Dawson 
• Trading Techniques − Writing a Trading   Plan  , by Adam Rosen 
• Building a winning trading plan  , by Jay Lakhani 
• Creating and Using a Powerful Trading Plan - Part 1  , by Rob Booker 
• Creating and Using a Powerful Trading Plan - Part 2  , by Rob Booker 

Books:

• “FOREX Patterns and Probabilities”, Ed Ponsi, Wiley Trading, 2007 
• “FX Bootcamp's Guide To Strategic And Tactical Forex Trading”, Wayne 

© Learning Center – Unit D – Chapter 3 – p.40/41

http://www.fxstreet.com/forum/forumdisplay.php?f=72
http://www.fxstreet.com/education/forex-basics/forex-30day-trading-program/2009-09-09.html
http://transcripts.fxstreet.com/2008/01/creating-and--1.html
http://transcripts.fxstreet.com/2008/01/creating-and-us.html
http://transcripts.fxstreet.com/2005/09/building_a_winn.html
http://www.fxstreet.com/education/related-markets/lessons-from-the-pros-futures/2009-12-22.html
http://www.fxstreet.com/education/related-markets/lessons-from-the-pros-futures/2009-10-06.html
http://www.fxstreet.com/education/trading-strategies/five-steps-to-consistent-profits/2009-02-04.html
http://www.fxstreet.com/education/trading-strategies/3-ways-to-speculate-market-which-is-best/2009-12-22.html
http://www.fxstreet.com/education/market-psychology/disgruntled/2007-05-14.html
http://www.fxstreet.com/education/market-psychology/more-to-trading-than-charts/2009-08-10.html
http://www.fxstreet.com/education/trading-strategies/how-to-create-a-trading-plan/2008-04-04.html
http://transcripts.fxstreet.com/2010/01/goal-planning-webinar-for-2010-1.html


Brought to you by                                       

McDonell, Wiley trading, pag. 193 , Wayne McDonell 
• “Trading In The Zone”, Mark Douglas, Prentice Hall Press, 2000 
• “The Currency Trader's Handbook”, Rob Booker, 2006 
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