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T his is the first half of a two-part article introducing the Foreign 
Exchange market and how to go about trading it on an intraday 

basis. This month, I shall present the philosophy behind my trading 
style and next month we shall discuss the specific techniques that I use 
to put it into practice. 
 
Intraday FOREX Trading 
 
I’m a one-trick pony. After several years of trading stocks on both the 
US and UK exchanges and an often turbulent, but affectionate, 
romance with options trading, I have come home to the instrument that 
best suits my trading style. That instrument is Foreign Exchange, aka 
FOREX or FX, and more specifically in my case, the Cable, or the 
exchange rate relationship between the UK Pound and the US Dollar. 
 
I only trade reversals using five-minute and one-minute charts. I know 
exactly what my profit objective is and how much I will risk on every 
trade. 
 
This month, I shall discuss why I think that trend following is a flawed 
strategy and why it does not pay to tarry too long in a trade. We shall 
also take a brief look at the FX Market and I shall illustrate why a trade 
lasting less than an hour can be more profitable than having capital tied 
up in a trade for two months or more. Next month, I shall describe how 
I endeavour to identify price reversals several times during a trading 
day and predict the times at which these reversals are likely to occur. 
 
Why Not Trend Following? 
 
We are all familiar with the saying ‘Top pickers and bottom pickers 
become cotton pickers’. I disagree completely with this tired old cliché 
and I shall explain why. 
 
As trend followers know, the main challenge when designing a trend-
following strategy is how to detect when the trend has been established 
in a timely fashion. By the time a ‘real’ trend has been identified, the 
move is usually well underway and much of the potential profit is no 
longer on the table. Other decisions that have to be made are a) when 
should the trade be entered and b) where should the initial protective 
stop be placed. 
 
One of the most popular methods of entering a long trade is on the 
price break above a previous high. However, in my experience, a 
breakout is normally followed by a pullback, usually the result of profit 
taking, and very often one is sitting on a losing position almost 
immediately after entering the trade. I hate that! Of course, it is 
possible that the price will bounce back. Or, maybe it won’t. 
 
Perhaps we plan to enter the trade on the pullback? But then we are, in 
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effect, buying into a falling market. Will the moving average provide 
support? Let’s hope so. Or have we already seen the top of the move 
and we are about to be whipsawed yet again? 
 
The second problem with this type of strategy is deciding where the 
initial protective stop should be placed. We are all using protective 
stops, right? Should it be a volatility-based stop, which could place it a 
long way below the entry price, thereby exposing a relatively large 
chunk of trading capital if the trade moves decisively against us, or 
should it be placed around a recent swing low where it becomes an 
attractive target for the market makers? 
 
Furthermore, as anybody who has back-tested a trend-following 
strategy will know, incorporating a reliable method to reduce 
whipsawing provides an interesting challenge. With a trend-following 
strategy, the majority of trades will be losers; most of the profit comes 
from a relatively small number of trades. In the real world, if you miss 
any of these trades, your strategy will lose money. Are you feeling 
lucky? 
 
When trading tops and bottoms, we don’t have to worry about any of 
this. The point of entry is obvious; go long at the price low (in practice, 
a little above it) and short at the price high. The placing of the initial 
protective stop is also obvious; just below the low for a long trade and 
just above the high for a short trade. Very tight. If the stop is hit, then, 
by definition, we have not picked the low or high and, because the 
strategy has failed on this occasion, we want to exit the position right 
away. We take a small loss and watch for the next signal to re-enter the 
market. 
 
By the way, this approach should be used in all trading strategies. As 
soon as the reason for entering the trade no longer exists, exit stage-left 
immediately. Holding onto a losing position represents the triumph of 
hope over intelligence. 
 
More easily said than done? How can we identify these tops and 
bottoms? We will come to that in due course. 
 
The FOREX Market 
 
FX is the best market in the world for technical traders. 
 
The FX Market as we know it today came into being in the early 1970s 
with floating exchange rates. FX trading involves buying or selling one 
currency with the use of another. The two currencies involved in the 
transaction are known as a Pair. The largest traded Pair in the FX 
Market is the Euro v. the US Dollar (EURUSD). Other major Pairs 
include the UK Pound v. the US Dollar (GBPUSD) and the Swiss 
Franc v. the US Dollar (CHFUSD). The relationship between the two 
currencies is known as the Exchange Rate and is always changing, 
depending upon supply and demand. 
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FX is an OTC (Over-The-Counter) market, which means that 
transactions are conducted directly between any counter parties that 
agree to trade. There is no centralised exchange such as the LSE or the 
NYSE. It is the largest financial market in the world by far with a daily 
turnover exceeding $1.5 trillion, which is thirty times larger than the 
average daily turnover of the NYSE. Therefore, it provides a truly 
level playing field for the individual trader as the market is very liquid 
and attempts at market manipulation are extremely difficult. Unless, of 
course, you happen to be the Bank Of Japan. 
 
It is possible to open a FX trading account with $2000 or even less. FX 
is traded in Lots. A Lot represents $100,000 worth of currency 
although there are brokers that offer mini-lots worth $10,000 for 
smaller trading accounts. Like Futures, FX contracts are highly 
leveraged. Depending upon the broker, leverage can be as high as 
400/1. So, for example, with leverage of 100/1, you would need $1000 
in your trading account to buy or sell a contract consisting of one Lot. 
 
Currency movements are measured in pips, one of which is the 
equivalent of one hundredth of a cent. If the Exchange Rate moves a 
fifth of a cent, or twenty pips, you will have made, or lost, $200 per 
contract. Because of the leverage, a modest move of this size equates 
to a 20% profit or loss against your initial stake. During a ‘normal’ 
trading day, the Cable will move 200 pips or more. 
 
What makes FX even more eminently suitable for frequent trading is 
the fact that transaction costs are very small. The typical bid/offer 
spread on the Cable is around five pips but can be as low as three. 
Furthermore, most FX brokers offer commission-free trading facilities. 
If yours doesn’t, find one that does. 
 
The FX market is open twenty-four hours a day, excluding weekends, 
which means that anybody can trade it no matter what their lifestyle or 
where in the world they happen to be based. 
 
Why Intraday? 
 
To make money trading, we need movement or volatility. The 
volatility of a financial instrument, and the size of the resulting moves, 
determines how much potential profit is on the table? So, how do we 
calculate what that potential is? 
 
It all depends upon your timeframe. Like a coastline, a price series is 
fractal in nature. On a large scale map, the coastline of Spain is 
generally accepted to be a little less than 5000 kilometres in length. 
However, if we zoom into a part of that coastline, a number of bays 
and outcrops become visible that could not be seen in the larger scale 
map and if we now trace the length of that coastline using the smaller 
scale, we find that it is much longer than 5000 kilometres. Now, if we 
attempt to walk the length of the shoreline, the actual distance that we 
will have to travel will be much larger than that again. 
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I took a random two-month sample of intraday Cable data, which just 
happened to cover August and September 2004, and by running system 
tests using the Metastock Maximum Profit System, measured the 
potential for profit that was on the table during that period. 
 
As we know, this is purely a hypothetical measurement, as the MPS 
could never be traded, but I just want to illustrate the relative profit 
potentials of trading different timeframes. 
 
The opening price on August 2nd was 1.8211 and the closing price on 
September 30th was 1.8124. Let’s assume that we were on the right 
side of the market and short GBPUSD throughout this period. We 
would have been in the money to the tune of 87 pips. However, to have 
remained in the trade, our stops would have had to have been above 
1.8466 and below 1.7743. This represents a very large overhead. Too 
large, in my opinion. 
  
On the daily bar chart, the Cable travelled just over $30, upwards and 
downwards, during this two-month period, which represented a trading 
opportunity of around 300,000 pips. However, by drilling down to the 
hourly chart, our potential opportunity increased to 1,200,000 pips. On 
the five-minute chart, the opportunity increased to 4,950,000 pips! We 
are looking to capture as many small packets of this move as we can. 
 
Whereas end-of-day traders tend to ignore short-term volatility, when 
trading intraday, volatility, or noise, is our greatest friend. There is 
exactly the same amount of profit to be earned from a 50-pip move that 
occurs in less than five minutes as there is to be gained from waiting 
for a 50-pip move to develop over several days or weeks. The main 
difference is that, in the first scenario, your cash is safely tucked away 
in your brokerage account for most of the time. 
 
The Tools Of The Trade 
 
Next month, I shall describe the three technical indicators that you will 
need in order to successfully trade FX intraday. We shall discuss the 
best times of the day to trade and, more importantly, the times of the 
day that you should be out of the market altogether. We shall also look 
at how to plan your strategy for the week ahead. 
 
In my opinion, one of the worst aspects of trading intraday is having to 
be glued to the screen during the trading session. We shall look at a 
way of avoiding this chore. 
 
And, finally, we shall discuss the mindset that is necessary to make 
money with this style of trading. After all, that’s why we read Roy’s 
newsletter, right? 
 
See you next month. 
 
Kevin Barry 
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