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Introduction
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Swing trading is a technique used in financial trading where the trader focuses on a longer—typically several days to several weeks—trading period than a day trader, and a shorter trading period than an investment trader. As its name suggests, the swing trader will generally focus on a single swing in the price trend whether that be in a positive or negative direction. This focus on a single swing in price direction allows the trader to concentrate on forecasting short-term price trending behaviors by using techniques such as price chart analysis, oscillators, and candlesticks.

In this book we will strive to educate you on the key principles required to be a successful swing trader in the financial market: Fund management, selecting the right security to trade, price forecasting strategy, and chart pattern recognition. 

This book is designed for beginners who want to learn the skills of swing trading, with a primary focus on low risk as well as great technical strategies that will help you profit! 
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Chapter 1 - Introducing Swing Trading
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What is Swing Trading?
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As stated earlier, swing trading is a technique used in financial trading where the trader focuses on a longer—typically several days to several weeks—trading period than a day trader, and a shorter trading period than an investment trader. As its name suggests, the swing trader will generally focus on a single swing in the price trend whether that be in a positive or negative direction. This focus on a single swing in price direction allows the trader to concentrate on forecasting short-term price trending behaviors by using techniques such as price chart analysis. 
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Types of Financial Traders
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There are three main categories for financial traders: Institutional traders, retail traders, and market setters.

Institutional traders work (as the name suggests) for large financial organizations that trade in heavy volumes. Because of their financial clout, they can have a huge effect on the market’s direction. 

Retail traders are smaller in size and make relatively small trades through a broker; this is the group that beginners like you will be classified in. As a beginner, you shouldn’t need to concern yourself too much with either the institutional or the market setters, as you will be playing to different strategies to the big market traders. 

Market setters are big-time traders who will make very large trades typically outside of normal business hours because they want to set the prices for stocks and indexes. However, as a beginner swing trader, you are unlikely to be affected by the market trend setters’ influences, as you will likely be trading in lower cost stocks or options. However, if you are trading in currencies and derivatives, then market setters are an integral component of the system. This is because banks and governments will always be very influential in their currency’s trading value being maintained between ideal thresholds.

There are also three types of traders: An investment or position trader, who takes a long-term position on a stock or currency, for example, expecting to make a long-term profit; a swing trader, who takes a medium-term position, which is typically days to weeks; and the day trader, who works for a few hours at most on any given day, and closes all trades at the end of each day.

Now, all three of these types of traders require distinct skills, strategies, and tools. As we are focused only on swing trading in this book, we will confine ourselves to the swing trading niche. However, it is well worth knowing what the key differences are between the three types. An investment trader will take long-term positions only after they have done extensive research on the financial instrument in question, such as the company’s stock and its financial health. An investment trader typically works for wealthy clients or large institutions, such as fund and wealth managers. 

Day traders, on the other hand, are a mix of institutional and retail traders, as these are the ones who trade on those short fluctuations in prices. Day trading requires incredible focus, heavy financial reserves, and nerves of steel. Day trading is a high-risk environment, as things can and do go wrong very quickly—of course, they can also go very right just as quickly, so it can bring very high rewards.

Finally, swing trading falls somewhere between the highly methodical, diligently researched, and knowledge-based decision-making in the field of investment trading to the highly dynamic, frenetic, high-risk, gut-feeling decision-making of the day trader. 

Consequently, as a beginner swing trader, you can have the best of both worlds. What this means is that you will be spared some (but certainly not all) of the traditional research, stress, and high risk. However, you also do not have all of the investment security or potential high-profits, so you will also fall somewhere in between the other two trading disciplines. 



	[image: image]

	 
	[image: image]





[image: image]


Swing Trade Opportunities
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There are many opportunities and potential markets for swing trading. Probably the most popular financial markets are stocks and shares, currencies, indexes, cryptocurrencies, and options. These trading entities are called financial instruments. However, there are many others such as futures, commodities, and many types of derivatives. A derivative is a financial instrument that accumulates its value from the components that it is built upon, such as a group of diverse stocks. In short, there are no limits to the number of financial instruments that are available for swing trading. After all, the money markets are continually dreaming up new trading instruments because that is how financial markets traditionally make their money and compete with the opposition. 

In this book we will cover most of these financial instruments and their markets from the perspective of the beginner retail trader.
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How Much Do You Need to Start Trading?
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This is the first question that many beginners ask so it is important to get it out of the way early, as many beginners have unrealistic expectations. Unfortunately, the answer is often, “Well, it depends.” The trouble is it depends so much on your own expectations, appetite for risk, and the time and financial commitment you are willing to make. Generally, a swing trader will need a minimum of around $5,000 to have any realistic prospect of longevity in the market. This is not as bad as a day trader’s starting capital, as they would need cash reserves at a minimum of $15,000 to have any chance of lasting even a few months without being wiped out. 

Now, this is where there is much debate, as some will have you believe that you can begin trading on some financial markets with as little as $100 to $1,000. This is true and feasible with trading indices and currencies since typically you are not actually trading anything you own, or even partially own—you are simply betting on the market direction. An example of this is with the hugely popular Forex market, where beginners can open an account and start betting on the performance of currency pairs with as little as $100. The harsh reality is that you are very unlikely to survive for very long with that amount of capital. Realistically, even on Forex or when trading indices, you will need a minimum of $5,000 if you want to still be trading in the market in six months to a year’s time.  

Another problem you will likely encounter includes having insufficient capital, where you will be limited with the types of financial instruments and the size of the trade that you can effectively work with. For example, in equity trading you can only afford the less popular stock, or on Forex, it will force you to take smaller positions in currency trading—but that will produce meaningless profits after commissions, at the same risk as a larger bet. In short, the more capital you have the more opportunity you have, and the greater the buffer against ruin should the market turn against you.

Many people are surprised at the size of the reserve funds required, but to buy a good position regardless of the financial instrument concerned requires a hefty investment and markets can change rapidly. For example, if you have the funds to buy premier stock such as Amazon, Google, Microsoft, or Apple, amongst many others, then you have a much greater chance of success. This is because these stocks have high volatility and high volumes of sales. So even if there is a sudden drop in price there will always likely be a buyer available, perhaps not at the price you want but reasonably close to it. On the other hand, if you are dealing in cheaper less popular stocks with low volatility and low volumes then you might find getting a buyer much more difficult. Something to always remember is that in contrast to how the movies depict financial markets you cannot cry out, “Sell, sell, sell!” and magically have a buyer at hand. The inconvenient truth is you can only sell at a price if there is someone willing to buy at that price. So, if you hold positions in less popular and falling stocks, particularly if they are in the same category, such as Tech, then you are likely (if you don’t have sufficient reserves) to be wiped out very quickly indeed. 

Furthermore, that $5k is your capital and your reserve so you must only take an ideal 1% to a 3% maximum position at any time. This is to conserve your capital and to make sure that losses can be recovered more easily. This will be covered under fund management in detail in its own chapter. 

The harsh financial reality is that if you don’t have $5k that is considered to be disposable income, then swing trading isn’t likely to be for you. Certainly there are far better ways to invest your money, such as in investment trading. Having said that, if you do have ready capital that you can afford to lose then swing trading can be a very profitable way to trade in financial investments.
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Chapter 2 - Fund Management
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Preserving your fund is paramount to successful swing trading, and you must be diligent about understanding and handling basic fund management techniques. This is probably the single most important lesson that you can learn, as it can prevent you from being wiped out early on. Moreover, it can also be the difference with not just trading longevity but whether or not you make a profit. 

The basic principles for diligent fund management are straightforward, but generally rejected by most beginners in financial trading. Swing traders are no exception, and far too many beginners start out taking on so much that they cannot possible sustain if the market turns against them. It’s not unusual to see beginners investing 50% or more when buying into a position. Well, that is a recipe for disaster! So if you learn nothing else from this book, at least try to understand the necessity and basic concepts of fund management that we will describe in this chapter.
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Basic Fund Management Principles

[image: image]




It is important that when you trade in the financial markets you don’t overcommit the amount of money that you invest in each trade. This is necessary in order to manage risk because putting too much money on one position is very dangerous. This is because a poor trade can wipe out a large percentage of your brokerage trading account—your available capital fund—should the trade go the wrong way. It only takes a few poor trades without proper risk management to blow up your trading account entirely.

This is why experienced traders perform fund management in order to manage the risk. They will risk no more than ten percent, but you as a beginner should risk no more than three percent of your account per trade. It is recommended that you should actually go below that and invest one to two percent per trade at first, but feel free to do even less. The only problem is that buying suitable positions will become limited, especially with trading stocks, as they are traded in lots of 100 shares. This 1-2% limit will certainly curtail your opportunity for investing in premier stocks at that amount of capital per trade. For example, to trade in Microsoft at today’s price of $134.36 would require an investment of $13,436 (100 x 134.36). Such a single trade would require, under best practices, that you have a fund capital of a whopping $1,343,600. And this is what can put many beginners off of using the 1% rule and instead they will trade at 10%—that means they only need a capital of $134,360, which for most is feasible for such a premium stock. The rationale being that premier stocks, even if they dive by 10%, will eventually rebound but it might take six to twelve months for that to happen. In the meantime, you are stuck with overpriced stock that will tie up capital for the duration of its recovery. This in itself, though not fatal to your position, will present you with missed opportunities, as your capital is locked up, so you are no longer in a position to seize the opportunity of buying other stocks that might in the interim become available at very attractive prices.  

However, it is important to understand that it is not always the traders with the largest positions (and some of the largest profits) who will come out in front at the end of the day; it’s often the careful trader who makes the best percentage trades, by using fund management skills, that will allow them to last for a long time in the market.

Fund management is a critical skill in financial trading, as everyone will certainly have their share of loss, which is especially true of beginners. The difference between experienced traders and beginners is that the former will invest while knowing there is always the possibility that the trade may go wrong and that the stock will move in the opposite direction of what they initially forecasted. As a result, experienced traders, or rather, successful traders, will know they have no control over where the stock prices move. 
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