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Introduction
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Swing trading is about taking a short-term position in the market whereby you identify recurring patterns in a stock price line, and then use that to your advantage to ride the wave and make a profit. It can be described best as the middle ground between the highly hectic and stressful world of day trading and the much more academic and studious approach of position trading. It can be said to be the best of both worlds as you don't have the stress of making a quick decision as you have the time to think things through. You can, for example, look at the recent data to see if you are trading on the correct side of the market, which is always a good thing. But as you also don't have the time and resources available to the position trader you do not get too caught up in your research which can lead to procrastination. Whereby the more you study a company's stock, the more confusing it becomes as you are trying to make sense of conflicting indicators which leads to analysis paralysis. 

In swing trading, however, you are working on positions that last more than a day but in most likelihood less than a week, as you should focus on only one leg of a swing. That means you have the luxury of time to research and hone your strategy but not too much time to over think things.

Swing trading is, therefore, for many, a happy medium between day and position trading where you do have the opportunity to research and make informed decisions, but at the same time, you are looking for quick entry and exit points within a trade that makes you a profit on that price swing. After all, this is the core principle of swing trading; you study a trend then find a good low-price entry point, and then you ride the wave till the crest and quickly exit pocketing the profits.

Swing trading, however, is not easy, it requires that if you want to be successful that you perform diligent research and use wisely the subsequent knowledge you have discovered. This information is found through your fundamental and technical analysis – it is your analysis of the fundamentals of the company that makes you want to trade their stock, but it is the technical analysis that lets you manage and safely exit a trade. Establishing a careful strategy that takes into account, not just making profits, but by importantly managing potential losses.  Never lose sight of the fact that wise account management and preservation of your capital is what will keep you in the game. Therefore, in this book, we strive to provide you with good advice and best practices that will enable you to build a sensible strategy that enables you to stay on the right side of the market.

With these good intentions in mind, we will give you, through the course of this book, profound advice on trading strategies, capital preservation, risk management, and position sizing. But it is not all doom and gloom because we will also show you how to identify emerging high-performing stocks and when and where to enter and exit a trade so that you optimize your profits. We will also show you how to lock-in your profits while you continue to ride the wave to even greater profits.

Swing Trading is by no means easy, but if you follow the advice in this book you will firmly have put the odds on your side, you will be confident in trading with the correct strategy in the market as well as in balancing your risk and reward dilemma - and you can’t really ask for more than that.
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Chapter 1 – An Introduction to Financial Trading
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What are the Basics of Financial Trading?
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In this introductory chapter, we will aim at getting you acquainted with the way the financial markets work and get you familiar with some of the terms and phrases that are commonly used in financial trading. If you are an outright beginner, you should read this chapter, or you may find later references to things like stock-loss orders or financial instruments too confusing. However, for those readers who are well acquainted with financial trading, you can skip this chapter.

There was a time when trading in what is called financial instruments – stocks, futures, options, and currencies - was an activity for only the wealthy. However, in recent years the financial markets have been transformed into platforms of wealth generation for many segments of the population. This has come about through the advances in data communications, trading technology as well as the advent of low-cost online stock brokerage services. These technological improvements have enabled the financial markets to open up to anyone with sufficient capital that wishes to buy or sell futures, options or shares.

However, although the stock market has opened up and technology has revolutionized the trading methods the underpinning core principles, and fundamentals remain. Therefore the market exists as a place for shares to be bought or sold for investment or speculation. Investing is done with the expectation that in the future, the company’s stock will be worth more than the original investment. This does not mean that it is altruistic far from it as it is meant to be an informed decision made with full expectations of future profits - for you. When you invest, your money is meant to be put to work by the company to increase the stock value that can be realized as profit for you at a future time.

Speculation, on the other hand, is more like gambling. Speculators will buy stock with the hope that they can soon sell it at a higher price. This creates liquidity in the market. However, an important distinction between investors and speculators is that investors are generally more informed about the processes that create the underlying value as they are in it for the long haul. Speculators, on the other hand, are more interested in the price itself and in the shortest time for realizing a profit.

How are Stocks traded?

When a company decides to go public, it makes its shares available to public investors who can then trade them with other investors. Traditionally these shares were traded on the trading floor in a stock exchange such as the New York and London Stock Exchanges. However, the trend today for the low-volume, low value, retail traders is to move to virtual trading platforms hosted on the internet where trades transactions occur online over high-speed connections and each transaction is recorded electronically. This type of trading is referred to as over-the-counter trading.

However, regardless of whether the trading market is real or virtual, they are still considered to be secondary markets. This is because the trade of a company’s stock is being conducted without the participation of the company. The market is, therefore, a meeting place – physical or virtual - where those wishing to sell their shares can find potential buyers. It is important to understand the underlying concept here that when you buy shares on the stock market, it is not the company that sells you the shares. Your money is not going back to the company. For the company has already sold those shares to the present shareholders. Instead, you are buying the share from some existing shareholders that are willing to sell. Likewise, when it comes your time to sell it is not the company or your broker that is buying them – it is to other 

Investors who are in the market to buy. This is important to realize as often will be the case in a sudden price downtrend sellers will outweigh buyers. In this case, going by the basic rules of supply and demand prices must drop to a level where a buyer can be found and in a falling market finding a buyer may not always be easy.

Today, many stock exchanges around the world are linked together via high speed private fiber-optic communications links to facilitate speedy and efficient trading. These traditional exchanges are heavily regulated to ensure fair play and fair pricing. However, with the rise of the internet a new style of the virtual stock market has come about, and these may be more loosely regulated. These virtual markets are termed over-the-counter exchanges. Although most of these are reputable virtual exchanges more akin to bulletin boards their shares can be considered a higher risk. This is because the over-the-counter exchanges often do not demand or enforce the stricter criteria for listing of stock that the bigger traditional exchanges insist upon. For example, traditional exchanges will often require that a company meets certain conditions regarding company value, profitability and that it has been in business for a certain minimum number of years. The traditional exchanges will do this to protect their reputation and their clients from rogue companies with often zero assets issuing frankly worthless shares.

The trading of shares on a stock market is typically through an auction process where buyers bid and sellers make offers. When there is a match between a bid and an offer a trade is made. Hence, a market consists of the bid to buy and an offer to sell, which is often referred to as an ‘ask.’ The buyer is making a bid at the price he wishes to buy at, and the seller is offering the price they wish to sell. The range of difference around the bid and offer prices is called the spread. The narrower the price spread and the larger the number of unmatched bids and offers then the larger the liquidity of the stock. Additionally, if there are many open (unmatched) buyers bids and sellers offers (asks) at a good range of prices, then this provides good depth. A general characteristic of good stock markets and also good shares is that they will tend to have small spreads, high liquidity, and good depth.

Many investors do not deal in individual company shares; instead, they are interested in current stock indexes. These are the aggregate prices of a selection of a variety of stocks. The movement of an index is the net effect of the individual price movement of each of the stocks in the group. For example, the S&P 500 is a market index of the 500 largest companies in the U.S. However some indices can be specific to certain market sectors such as technology firms. 

Finding a Brokerage

Historically, share trading was performed by licensed brokerage firms or brokers who make the actual trade on behalf of their clients typically through their traders buying or selling the stock on the open outcry trading floors of the major exchanges. The clients would typically be wealthy individuals that wished to play the market and trade in shares. Today, the bedlam of the open outcry trading floor is a thing of the past replaced by high-speed trading platforms that have brought an element of detachment from the trading mechanics but does little to relieve the analyst’s stress levels.

Technology advances have brought about a wide selection of real or virtual brokerage services offering competitive trading commissions and transaction rates. However, the traditional brokerage service once only available to VIP clients still exists today. These concierge-style services are still targeted at the wealthy investor and take the form of a “full-service” whereby the broker offers for a fee, research, expert analysis, and advice tailored to the VIP client’s requirements. However, for the traders with only limited funds, there are now many online brokerages that offer discount services by executing the trades.

As the adage goes, you get what you are willing to pay for and so it is with selecting a brokerage. So you are well advised to shop

Around, for a broker with the advent of electronic trading. Many online brokerages, as well as executing traders, are offering some level of research and opinion at low commissions that will suit the most budget-conscious beginner.

Buying and Selling Stock

The actual mechanics of trading shares is the same around the world regardless of the type of broker you use. The first step is to get a stock quote. There is a wealth of information within a stock quote. For example, there will be included along with the current highest bid and lowest offer (ask) prices it also tells you of the last price that was traded. Moreover, there will also be information on the number of shares being traded which is referred to as a volume. If the stock quotes are obtained online, they are often based on real-time data. Online quotes also often include attached charts and additional historical share trading data.

Stocks quotes are identified by using a device called a ‘ticker symbol.’ This is a representation or abbreviation of the company’s name using between one or more, usually up to five, capital letters. For example, the ticker symbol for Facebook is FB, Apple is AAPL,​ and Alphabet’s Google ticker is GOOG or GOOGL depending on the type of stock you want to buy.

Types of Orders

After you receive the stock quote and it has been duly analyzed the next step is to determine the type of trade you wish to make. This is done via one of two main methods – albeit there are other less common types of order, but for now, we will stick with the two main types. The two types of order that you must be aware of are, market orders and limited orders. The former will strive to fulfill your order for the number of shares at the lowest available price. The latter will only fulfill your order for available shares at the price you stipulate. To understand the difference and how this can affect you in practice let us take a closer look into how the market order works. 

Market Orders

In this scenario, you want to buy 100 shares of Facebook at the best market price. On receiving the stock quote the price shows the following:

Bid: $139.80 (100), Offer: $140. (50), Last: $139.95 (250). 

What this tells us is that the last shares traded were sold as a lot of 250 shares at a price of $139.95 and it also indicates that there are currently only 50 shares on offer at the currently available lowest price of $140. But our market order is for 100 shares.

Now if we consider that along comes another trader who then places 100 Facebook shares onto the market at an asking price of $140.05 now your market order would buy the 50 shares at $140. And go onto purchase 50 more at the next best price of $140.05.
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