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Chapter 4:

Strategies

FX Strategy
Develop winning strategies

A strategy is a set of rules which you will follow – manually or 
automatically it adds up to the same definition.  The strategy is how you will 
trade your fx account.

Run multiple strategies

One strategy never works.  It may work some of the time, or even MOST 
of the time, but never ALL the time.  If there was a strategy that worked all the 
time, none of us would be trading, we would be investing in that strategy.

Also, what gives electronic markets such volatility is the disagreement of 
positions (traders having opposite strategies), i.e. I want to buy and you want 
to sell.

How can you do this, when you have 1 account?  Develop a strategy for 
each pair – a EUR/USD strategy, a EUR/CHF strategy, and a GBP/JPY strategy, 
each with conflicting rules.  Just by nature of this approach, it is statistically 
less probable that you will lose money.  Randomly, as long as you chose 
uncorrelated strategies, you should be at least net flat, even if you don't know 
what you're doing.

Refco EUR Sunday

Before the demise of Refco, there was a small pattern of EUR/USD going 
up every Sunday before the rest of the FX markets came in.  Sometimes it was 
10 pips, sometimes 50.  Never 100.  Sometimes it would stay up for an hour, 
sometimes 5 minutes, but it ALWAYS went back to the open before 6pm NY 
time, when other markets were coming into the market.  The reason this 
happened is irrelevant, the significant point is it happened every Sunday for 3 
months!

Small patterns can determine simple strategies.



Fibo Money Management Strategy

Money management can be more important than price action.  For the 
most obvious example, being right 10 pips on 1 lot is peanuts but on 1000 lots 
is great.  So it's not about pips, it's about position size.  During a big move, 
you don't know where the EUR/USD will end up – where will it stop?  

Assume in this example you are trading 100,000 USD, but in 10,000 
increments.  You start by shorting – pick any level you think may be the top. 
As it goes up, you continue shorting using fibo levels to determine your size. 
1, 2, 3, 5, 8, .. and so on.  The amount in price the euro will need to retrace, in 
order for your position to be profitable, is constantly decreasing, as your size 
increases.  But it is increasing as the price is going up, thus creating a higher 
probability every time that the currency will retrace.  If you have 1:1 odds for 
your 1 lot, you have 2:1 on your 2 lot, and so on.





Triangulation

There are many arb strategies commonly known in the banking fx trading 
community which date back to the roots of fx market making.  Triangular arb, 
for example, exploits the difference between 3 crosses.  For example a move in 
EUR/USD implies a move in EUR/CHF and USD/CHF but those other 2 crosses 
need to be sold and reflect the move in EUR/USD.  Markets are so liquid today 
that these arb opportunities are very rare, and your trades may anyhow be 
rejected if you find one.  However, you can play 3 currencies against each 
other which can give you net positions in the currency you really want to play. 
Some platforms will display net positions in USD, JPY, etc.

Quiet market scalping in a channel

This is a common strategy, and like it or not, there is no other way to 
trade if the market is dead.

During this above time period of 2 days, it would have been possible to clear 
the 15 pip difference 8 times, for a total of 120 pips.  Doesn't sound like much, 
but this is the chance to increase the levereage.  In this case, you can feel 
comfortable taking 10x position, multiplying your potential to 1,200 pips, on 1 
cross.  Of course that is your theoretical maximum.  Realistically, you shouldn't 
START with 10x lots, start with 2x or 3x, then, only as you have a profit, 
increase your trade size every time you reverse.  Have a % stop large enough 
to make it through the fake breakout on the bottom, and to get taken near the 
top which is a real breakout.  With all the stops this strategy could net 1,000 or 
800 pips using the chart shown, in 2 days.

Automatic Strategies

There are many platforms and ways to code and test any strategy quickly 
using script languages such as MetaQuotes, Intelliscript, or EasyLanguage. 
Each was designed with traders in mind, that you don't have to be a 



programmer to code a successful strategy.  While this is not exactly easy, still, 
you can find a programmer on the internet who may code your strategy for 
$100 or $200.

Once you have this, you can do valid backtesting of your strategy to see 
how it would have worked in many market conditions.  This is a very powerful 
tool, as it will calculate exact points rather than a trader manually backtesting.
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