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    Introduction




    It is well known and generally accepted that in about 80% of the time, the financial markets are moving sideways. If you are a day trader then you will probably not agree, but if you take the time and zoom out to a high enough timeframe you will find out that this is actually true. The financial markets just do not have it in their nature to make a new historic high or a new historic low too often. Most of the time they move up and down repeatedly, without going higher past the historic high or lower past the historic low. This is a range bound market.




    Ranging markets are the things that give the most headaches to forex traders. The majority of traders out there trade with the trend, they have a trend following system and they wait for that system to provide them signals or setups to enter into the market and trade. When the trend ends or stops for a period of time, those trend following systems start to give false signals and the trader has a good change unfortunately to lose all the profits previously earned. Or, in a best case scenario, they can judge for themselves when the trend has ended and just decide to play it safe and stay out of the market for a period of time. This is obviously better than the first option but it is still not good enough. A market moving sideways usually offers excellent trading opportunities as long as you are able to identify in a very early stage the trading range and then read the price action to enter and exit the market. The ability to recognize when the trend ends and a trading range is just beginning to develop can be the difference between success and failure in forex trading. Knowing how to spot a trading range in its early stage will not only keep you out of losing trades but it will also give you an edge as you will start to trade successfully when the market moves sideways and often times make even more profits than trading with the trend.




    This is what this book provides, a range trading system for the frequent time periods when the forex market moves sideways in a tight range. The system is based solely or reading the price action, it doesn’t use any technical indicators or anything resembling technical indicators. All of this being said, let us move on to the actual trading system.




    



  




  

    
Spot a Trading Range Early with Price Action





    First of all, in order to be able to do this you must first have knowledge from a technical point of view of how to differentiate between a trending market and a ranging one.


  




  

    Trending versus Ranging Market




    If you look at any forex pair on any timeframe you will see that when price moves strong in one direction it makes strong impulsive moves followed by smaller correctional moves that are pointing against the direction of where the pair is clearly going. That is a trending market with a clear direction and determination of the pair to go up or down. Let’s see an example of such a trend.
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    As you can see, in a trending market, in this case we have a down trending pair, the trend has a clear down direction but after those impulsive moves down, it stops to take a breath and correct itself. This generates smaller counter trend moves. After the correction phase, the trend down resumes and goes further down. This type of price movement generates swing highs and swing lows in the market. The points in the diagram above marked as LH are the lower highs or swing highs of the trend and the points marked as LL are the lower lows or swing lows of the trend. An impulsive move in the direction of the main trend is every strong move down in this chart that starts at a LH and ends at a LL. A correction move is every small counter trend move in the chart above that starts at every LL and finishes at every LH. Let’s see the same trend again to illustrate this.
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    An important thing to always consider when judging a trend and trying to correctly label its highs and lows is the degree of the moves. Please notice in the example above that I have only labeled as LH and LL the price moves of roughly the same size or amplitude or degree. Those smaller moves inside the bigger moves are not relevant to our main trend. Let me illustrate this.
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