Forex Strategies Revealed – Advanced System 1 – The Midnight Strategy
Original Strategy by Edward Revy: Reformatting / Updating by Colin Young

Are you ready to dedicate your midnight hour to Forex trading? 
If so, this strategy can be your winner!!!
Trading strategy setup:

Currency: 
GBP/USD or any other.
[See Notes section]
Timeframe:
Daily
Indicators:
 - Clock_v1_3

 - Auto Pivot


[using Monthly Pivots]
 - Acceleration_Bands
[Shows trend ‘power’]
 - in&out


[Identifies Inside Bars]
 - ADR

 - Pattern_Recognition_Master_v3
[Shows Reversal Patterns]
 - Fibonacci Monthly – Major Up/Down Trend
[Yellow]
 - Fibonacci Weekly – Recent Major Up/Down Trend
[Green]

 - Support / Resistance / Trend Lines where identified
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This system is based on the fact that most of the time you won't find same size candles for 2 consecutive days on a daily chart.

What does this mean for us? Price is moving steady either up or down with almost no price "noise" which is always present on smaller time frames.

Trading Rules:
Filtering for Lower Probability Trades

Like all strategies, there are times when losses will be hit…sadly…but we can try to ‘predict’ where these can happen and take action to prevent it. For example, look at the following chart:
[image: image2.emf]
Fortunately, there are studies that can predict price's turning points, giving good hints on the nearby price "battlefield zones".

These helpful tools are:

 - Fibonacci levels
 - Support/Resistance levels on daily, weekly and monthly charts
 - Trend lines 
If we combine these 3 major tools then we have a ‘map’ of safe and risky trading intervals, and we can base our entry / exit decisions on these.
For this strategy I use monthly pivots very simply as guideline: when price comes to be close to one of the pivots and I don't have a position open I can choose to wait for the market to pick a direction in which it wants to trade. 

I hope this helps. It sounds somewhat general, but that's the way it is: if I see the candle bouncing off the pivot and suggesting a reverse, I set a trade accordingly; if the market passes through the pivot and moves on I continue trading in the same direction.

The primary weapon here is monthly Pivot points.

The Pivot Point level itself is, as a rule, a big battlefield zone you don't want to end up in. 

Then other pivot levels R1, R2, S1, S2 play their role too.

The rules I use are as follows (monthly pivots):

#1 Expect a battle at pivot levels, don't be involved.

#2 When I'm in a trade and see any of the monthly pivot points nearby, I set my profit target at those levels. In simple words, I want to exit and escape an upcoming battle...

#3 To be more specific, here is the rule I created not so long ago. Once a daily bar hit any of the pivot levels, exit if you were trading, then notice bar's high and low values - that's going to be a "no trade zone" for the future. All next price bars that close inside this zone are not valid to trade upon. Do not set new orders till a fresh daily bar Closes outside (e.g. above/below) the high/low values established for "no trade zone".

#4 Fibonacci levels if found close to Pivots, always strengthen market support/resistance around such levels. I look to set Fibonacci study on weekly and monthly charts. However, as we know, it isn't always clear what tops and bottoms to connect for the study. I look for the clear and obvious setups. If I don't see one, it is fine, and I survive without Fibs.

Entry Rules:

When a new candle starts on your platform, examine the bar that has just finished and note the OHLC.
If the price bar (including shadows) is less than 90 pips long we will not open new trades the next day. (This is our requirement for GBP/USD pair, it can be changed/adjusted for other currency pairs).

Keep in mind that some volatile months will differ from other quiet months, so it will always be an approximate value. I came up with 90 pips for GBPUSD after an extended period of tests, so, after you take 1/2 of the daily average range, look back at historical data and adjust the value if needed.

If price bar including shadows is less than 90 pips for GBPUSD, it means that we have a small price range to work with the next day. Unless you know the trend and choose to trade in one direction only, I suggest you avoid trading. 

Why?

Because, according to the strategy rules we need to set both order Buy and Sell above and below the previous candle. Chances are high that we'll have both orders triggered as well as both stops triggered, since the price range of 90 pips is a very tight one.

If the previous day’s bar turns out to be an Inside Bar:

[image: image3.emf]
be cautious about entries the following day. While an Inside bar candle implies a good breakout opportunity the following day, it can also be a dual whipsaw breakout - a break in both directions - the most unwanted scenario for our trading system, therefore we don’t trade off of these candles.
If we've chosen to trade the next day, we place our orders as follows:

[image: image4.emf]
One more rule regarding stops:
When we are in a trend and we encounter a really tall candlestick - the market has exploded in one direction - is it highly recommended the next day to put your stop loss to 50% of the length of this tall candle rather than keeping a stop far behind. 
What is a ‘really tall candlestick’?

ALSO: If you had two open orders running or can do partial closing of positions, take some profits out and let the rest run.

These additional pips for entries and stops can also be adjusted once you learn the behaviour of a chosen currency pair over the time.

Money Management:

On average, 6-7 out of 10 are winners. I can also have 8 out of 10, but, for example, 3 of them could eventually turn into break even trades. On the other hand, when I have a loser it sometimes can be a small loss, but it can also occasionally be a large one, which does cancel some of the gains... It is Forex and risks no one should ignore. Overall I'm very satisfied with this strategy.

Money Management is down to individual preference, however, my preference is to never risk more than 4% of my account on any trade.

I use the same fixed lot size for every trade I take until my account grows to certain amount. After that I increase the value of the lot and trade until I reach new highs. If I get a significant drawdown, the lot size is lowered again.

I never move my stop further away when I'm wrong. I trail my stop every day based on the rules described in the strategy. I take profits when I have >100 pips, however, I don't set my profit target to 100 pips. I come every midnight to check on profits. Then, if I have, for example, +160 pips already I say "thank you", close my position, and place my orders for the following day according to the rules.

For Example, let’s look at 05/02/2010:

	Account Size
	$16,250
	Should be in USD

	1% of above
	$163
	Can be 1, 2, 3, or 4%

	Entry Price
	1.5754
	Per Entry Rules

	Stop Loss
	1.5547
	Per Entry Rules

	Number of Pips Risk
	207
	ADR Indicator shows

	USD per pip
	$0.79
	Rounded 2dp

	Lot size for trade
	0.08 Lot
	Rounded 2dp

	
	
	


An alternative money management approach would be to enter with two trading positions, where the first one will be closed once we are +100 pips in profit, while the second one will be left to run till we get stopped out, thus allowing us to collect everything the market is willing to offer.

I would suggest taking a half of the average daily range for a chosen currency pair as your approximate target.

Psychologically, setting a TP ahead brings piece to a trader's mind. Setting a target of 100 pips in advance is a good and practical method, but it will only work for those, who won't cry later about exiting too early and missing out few extra pips. 

I like the idea of setting a predefined Profit Target, especially if you're running two orders (as described in the original rules). 

Also if you are able to identify Support/Resistance levels nearby, you can set an accurate Target and be relaxed knowing it will probably be reached.

Choosing a profit target for the day becomes easier when you know a daily range average for a particular currency pair.

For example:

GBP/USD daily range average is 180-200 pips

EUR/USD daily range average is 110-120 pips

USD/JPY daily range average is 80-90 pips

USD/CHF daily range average is 120-130 pips

Take about 1/2 of the range to get a value of minimum pips targeted.

Also we can take consideration of the power of the trend. The Acceleration Bands indicator (Settings: Factor 2.0, smPeriod 20, smMethod 2) gives a visual indication of the strength and acceleration of the trend.
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Once we have 1 (but better 2 candles to be on the safe side!) closed outside Acceleration Bands, chances are high we're looking at an accelerating trend.

We can definitely take advantage of this, for example, by increasing our lot sizes, and we could also set our orders in only the preferred trend direction.

Ongoing Trade Management
Now, when one of the orders is filled – stay in the trade for the whole day. 
I leave the pending opposite order open for that day’s trading. However, at midnight, when we review the end of day candle, it must be deleted as it has become invalid. A new order according to the new candle data should be set.

At midnight with the new daily candle open, adjust your orders and stops according with the previous daily candle following the same routine.

Keep your trading position open until you get >100 pips (or >50% of ADR), then you may close current position to reward yourself. Rewarding is a very powerful tool, use it. 

Now, once in a trade we trail our stops. If a new candle comes to be >90 pips, we happily adjust a trailing stop to it. 

If, however, candle is less than 90 pips, there are two options:

a) adjust stop to the last candle no matter what. Recommended after a tall candle has been seen the day before this short (<90 pips) candle bringing good amount of pips along.

b) adjust the stop to the middle of the last but one candle, allowing some room for price to move once it spikes outside a short candlestick; and then, hopefully, the trend will continue. This approach is RECOMMENDED if no substantial pips have been gained so far.

Quick Exit Rules:

Close your current open position (with either profit or loss) if a daily candle becomes a Doji candle or is “almost” a Doji. 
[image: image6.emf]
What we mean by "almost" is that for the true Doji you need open price = close price, while "almost Doji" can have some distance between open and close (but no more than 10 pips).

We know that a doji candle signals a possible trend reversal. At your own risk you COULD place only one order in the direction of anticipated trend change but only if a doji > 90 pips.

Also: close your open trades if you've met a Shooting Star candlestick in an uptrend or a Hammer candlestick in a downtrend.

[image: image7.emf][image: image8.emf]
Note: It looks worth back testing, but when a Shooting Star or Hammer appear, a trade in the REVERSAL direction rather than the trend direction looks more profitable.

I very much prefer exiting on Friday before the market close to staying over the weekend.

If I'm:

- in profit (any amount of pips) - I exit,

- break even - exit,

- having a small loss (max 5 - 25 pips) - exit,

- having a larger loss - depends on the situation. I would then sit and look at the market once again trying to figure out what might be the tendency over the weekend. Then I make a decision. Usually I would not give up just yet, I find the most logical place to put my stop loss, I set it and let the market decide my fate.

If your ‘normal’ stop is too distant, additional market analysis may help.

Answer these questions: 

1.
What are nearest support/resistance levels? 

2.
Where are monthly pivot levels located?

3.
Where are Fibonacci levels? 

4.
What trend lines do you see?

5.
and, finally, what is the ADR for this particular currency pair?

A Worked Example:

Let’s look at the screen shot now and examine our trading in greater details:
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Next is a detailed candle-by-candle explanation of the trading on the chart above.

We will number candles starting form 1, so number 1 is a circled candle.

1st candle (high – low = over 90 pips) which allows entries the next day. We set entry orders.

2nd candle – the price didn't get above or below the 1st candle, no orders filled. Midnight: the 2nd candle is over 90 pips long, we're going to reset orders according to the 2nd candle’s high and low. The second candle is also an Inside bar, so if we decide to trade, we should keep in mind that our risks at this stage will be higher.

3rd – our buy order is filled. Midnight: day ended negatively, but didn't trigger the stop loss, we keep our position open and adjust stop loss below the low of the 3rd candle and minus additional 3 pips. The 3rd candle is also less that 90 pips long and we wouldn’t trade the next day except that for now we have already one position running.

4th – went in profit and we rewarded ourselves closing position at the end of the day with just over 100 pips (you can actually set your target lower than that, or use 2 entry orders as suggested above).

5th – no trading as price didn’t exceed previous candle boundaries. Midnight: candle #5 is less than 90 pips + it is an Inside bar, thus we are not setting any orders for the next day.

6th – we didn’t trade it and for a good reason – price managed to get below and above the previous candle’s high and low, which would have hit our stops, in worst case - twice. By the end of the day we re-evaluate the charts and it is a good time to set new trades.

7th - entered Long, our stop loss was below the low of candle #6, this trade is a reward again – more than 150 pips, so we lock it in. At midnight we set new orders again.

It is important to lock your profits at least partially – the reason is that we move our stop order every day.

8th – no trading opportunities. Midnight: candle #8 is less than 90 pips + an Inside bar (IB) again, means we are not going to trade the next day.

9th - no trading and we were very right about it. Midnight: #9 candle is long enough for us to set targets for the next day.

10th – no orders triggered. Midnight: #10 candle is long enough, but is again an Inside bar, it is risky to trade, looking at previous days traders are now obviously indecisive about the trend. Decide per your own risk appetite.

11th – no trading, but if we did, the day would have ended with a small profit.

12th – no orders triggered. An IB again.

13th – no trading. At midnight set new pending orders.

14th - Bought, but closed negative for the day, although the candle was bullish. We stay in a trade.

15th – we are almost at break even, but nothing to earn, we stay in a trade, stop loss below the latest daily candle.

16th – we got stopped out (not a problem, you shouldn't be worried about such negative days), a short position is filled soon after on the same day. One day later it'll become profitable and so on...

Notes:
Here is the thing about trading with more than one pair when your account grows: when you trade one pair, you become an expert in this pair, you can read and sometimes predict/feel what reaction and pattern the pair is likely to develop next - it works to your advantage, you also keep focused on a single price action and don't lose the idea of why and when you should enter or wait for a best chance to trade.

When you add one more pair, the load doubles. For me it means I have to write down everything I want to remember about the pair: why I decided to get in or wait; what I need to watch for; what are my goals and stop options. There is a lot of writing if I don't want to lose an edge on trading while switching in between pairs.

So get a notebook and start keeping notes :)

When you add another pair which is not correlated, as you said, you'll have your risks diversified; however, it won't necessarily mean that your final profits will be higher than if you just trade one pair.




+ Spread (3.4 pips on GBPUSD) = +10








I have rounded entry / exit to +/- 10 pips based on spread sizes











- Spread (3.4pips on GBPUSD) = -10








