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      THE EVERYTHING® GUIDE TO DAY TRADING

      Dear Reader,

      This book was written as a guide for people who are beginning to learn the art and science of day trading. While I have shied away from giving specific advice as to how to make your account grow with every trade, I have tried to include some of the subtleties of reading the economy, studying the markets, and structuring trades in general.

      Day trading is a form of banking that goes way back to the beginning of organized markets. The most famous traders in history are the Italian bankers of the Renaissance. They traded in a market that was independent of the kings and monarchs of the time. The most profitable day trading the Italian bankers engaged in was with currencies and letters of credit. As the markets developed, other day trading opportunities came about in the Netherlands, Paris, and London.

      It is my hope that you feel the same sense of connection to history as I do when you engage in the art, science, and mystery of day trading in the world's financial markets.
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      Welcome to the EVERYTHING® Series!

      These handy, accessible books give you all you need to tackle a difficult project, gain a new hobby, comprehend a fascinating topic, prepare for an exam, or even brush up on something you learned back in school but have since forgotten.

      You can choose to read an Everything® book from cover to cover or just pick out the information you want from our four useful boxes:e-questions, e-facts, e-alerts, and e-ssentials. We give you everything you need to know on the subject, but throw in a lot of fun stuff along the way, too.

      We now have more than 400 Everything® books in print, spanning such wide-ranging categories as weddings, pregnancy, cooking, music instruction, foreign language, crafts, pets, New Age, and so much more. When you're done reading them all, you can finally say you know Everything®! 
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      Answers to common questions
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        [image: illustration]
      

      Urgent warnings
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      The Top 10 Tips for Successful Day Trading

      1. Learn to think of day trading as a business, and enter into each trade for the purpose of building up your cash account.

      2. Learn how to use margin successfully — enough to leverage your cash balance but not too much to cause too much movement in your account.

      3. Learn to use the 2% rule and pyramiding techniques to limit the risk in your account.

      4. Learn to group your open positions into buckets of sectors that share the same market indicators.

      5. Use both long-term and short-term timeframe technical charts to get a feel of where the market has been, where it is, and where it is going.

      6. Know how to walk away from your trading desk after having a really good day in the markets.

      7. Learn how to set up profitable trades when the world's stock markets are going strong, and how to reverse these trades when the markets are weak.

      8. Have your entry points and exit points planned before you trade by using take-profit and stop-loss orders.

      9. Look at your day trading profits on a per trade basis, all the while remembering that it is your monthly average that makes or breaks your day trading career.

      10. Know that different sectors are hot at different times of the year. Develop your market knowledge of these sectors at the beginning of these seasons to help you spot day trading opportunities easier.

    

  
    
      

      
      Introduction

      ELECTRONIC SECURITIES DAY TRADING is actually a form of banking that can trace its roots back to the Renaissance. In those times, the bankers of Italy would discount banknotes and perform the much-needed function of exchanging currencies. This exchanging of currencies usually involved the issuing of a note of the needed currency that could be drawn against the issuing bank's foreign office. Information back then was hard to get, and the banks that could get advance notice of the exchange rate between the two currencies could make additional returns on currency deals.

      Other advances in the concept of organized markets include the successful development of the stock exchanges in the Netherlands, Paris, and London. The markets were not without their flaws however, most notably marked by such events as Holland's Tulip Mania, the South Sea Bubble, and the stock market crash of 1929.

      These events have been studied by many, and have resulted in many positive developments in trading on the exchanges. Further events in the evolution of day trading include the birth and proliferation of derivatives and the trading of futures on electronic platforms.

      Another recent notable event was the end of the Bretton Woods system of currency pegging by mutual agreement. Its end in the early 1970s brought about an era of floating currencies. These floating currencies were mainly traded by merchant and investment banks until the widespread use of the Internet, which allowed the retail private market participant to day trade in her account.

      It is true that day trading securities with a personal computer and the Internet is a relatively new idea. Personal computers are only a few decades old, and the Internet didn't become accessible to most everyone until the mid-to-late 1990s. It also took time for computer programmers to develop software that was sophisticated enough to handle the rigors of day trading in a fast-moving market.

      Not only has technology developed to allow the private person to day trade, the brokerage business itself has changed. Gone are the days when the only place you could buy and sell securities was with a full-service broker. These full-service brokers are still around today, but there are even more choices available if you are looking for a no-frills, discount broker in which to do high volume trading. This has also been good for the retail day trader, as transaction costs have come way down, and are now in the range of under $10 per trade for equities at a deep-discount firm to over $100 per trade for equities at one of Wall Street's big full-service firms.

      The adoption of a deep-discount firm may relieve the cost burden of frequent trading, but it will deprive you of a much-needed element to your day trading career: information. Information was a key element to the success of the banks of the Italian Renaissance. It was also a key element in the meteoricrise of one of the world's great banking families: the Roths childs. Both banking groups sought out, collected, and used information to enhance the profitability of their endeavors. As you leave the world of the private bank and enter the world of the retail day trader using a deep-discount broker, there is an added need for guidance and information.

      This book will give you the guidance and information you will need to successfully begin a career of day trading.

    

  
    
      CHAPTER 1

      
      Introduction to Markets and Trading

      Mastering day trading takes knowledge. In order to thrive and do well with day trading you first have to know the functions of the markets, some of the commonly day traded financial products, and a bit about brokerage basics. Next you'll have to learn who some of the major players in the market are and where you fit in the mix. Lastly you'll have to know about some of the developments in modern trading and how to go global with your day trading business.

      
Day Trading and the Knowledge Factor

      When someone mentions to you that they are a day trader, it may conjure images of someone sitting behind multiple computer screens showing blips of red and green information. You might also have visions of that person screaming buy and sell orders into a phone with a stock market television news station blaring in the background. You could also have thoughts of the huge quantities of money your friend must be making; or worse, when the market is going down, the huge sums of money your friend is losing.

      You might be asking yourself, how do they do that? Or, how can they understand enough about those red and green blips to make a living at day trading in the market? You might go as far as to ask your day trader friend a question as to what stock he recommends. He might surprise you by answering that he only trades index futures, commodities, or things with a very exotic sounding names such as “FX.”
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        Keep in mind your goals of what you would like to get out of learning how to day trade as you read this book. Relate the information and the lessons presented in the book to your short-, medium-, and longterm goals of being successful at day trading.

      

      If you want, you too can learn to day trade. With a little practice, you could even build up your account to the point that you are making a steady profit with your day trading activities. Better yet, you could get to the point that you are drawing a salary against your account, and are ready to day trade full time. At this point you will be truly on your way toward having a successful day trading business.

      Day trading can be very enjoyable, very exciting, and very profitable. Day trading is like no other business. There are very few requirements other than a computer, Internet access, and a place to trade. The key ingredient to a successful day trading business is knowledge. In fact, knowledge is often the most important element in day trading. The more you know about studying the economy, reading the markets, and spotting trends on the charts, the easier time you will have looking for set-ups, and getting into and out of trades profitably. It will take time to learn the day trading business, but you will find the time pays for itself in profitability and job satisfaction.

      
Functions of the Markets

      Wherever markets have been, from the earliest money exchange houses to the most sophisticated electronic exchange, organized markets serve basic functions. Price setting is one of these functions, since the value of a security, whether a bushel of corn or a share of stock, is only worth what someone else will pay for it. Throughout history, the world's bourses (the world's meeting places and pits for trading securities, foreign exchange, or art and numismatics) have provided a place where buyers and sellers could meet and establish this price.

      The markets also provide a forum for price discovery, or finding out the going rate of an item that is to be transacted. Prices are based upon what others have paid for the same item in previous exchanges; this price discovery is a form of asset valuation. Asset valuation serves as a method of determining the value of property or claims on property without the actual sale of the property. To arrive at an effective valuation, the two pieces of property must be similar in nature, quality, and quantity.
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        Don't be fooled! The actual reason the equities markets such as the New York Stock Exchange exist is to have a place where companies can come to market and raise money for their businesses. This is referred to as the primary market. Once a stock is sold for the first time, it then enters what is called the secondary market.

      

      This similarity of nature, quality, and quantity is evident in the futures market and where each contract is 100 percent interchangeable with a contract of the same product throughout the world. A contract for 100 ounces of gold is the same as 100 ounces of .999 fine gold throughout the world. The same is for a corn contract, a wheat contract, or a copper contract. This uniformity is very prevalent in organized exchanges; i.e., your share of IBM is the same as someone else's share of IBM.

      Another function of the markets is to provide an opportunity for traders to profit from arbitrage. Arbitrage is the act of simultaneously buying and selling the same security on different markets in order to profit from the momentarily and fleeting difference in price. With arbitrage, you short the higher priced security and go long the lower price security, and close out both orders at a profit when the prices of the two converge at an equal price. In theory, arbitrage does not exist: All markets that are fully functioning have equal pricing, and all market facts are known by all participants. In reality, opportunities to make money on the price differences of securities between markets do exist, however fleeting. Other functions include giving the world's companies an arena to raise capital for the continuation of their lines of work or for expansion. This capital-raising often means a company's issuing of new stock or new tranches, or large orders to be placed with institutional investors. Tranches are often bundled together to have the same financial characteristics, and are often sold in units of $1 million or more per order. The money raised by issuing stock is put directly into the coffers, or the cash accounts of the issuing company, and in exchange for money, the buyers of the stock receive an ownership stake in the company. The last function of the world's financial market includes offering the individual an opportunity for investing and profiting from the short-term fluctuations in price, commonly referred to as day trading.

      
Commonly Traded Products

      Trading in the foreign exchange market goes back to the 1300s and 1400s when people would travel between countries and bring back the gold and silver coins of foreign lands. These people were unable to use the different countries' coinage in their own countries, as the shopkeepers and merchants in the home countries were unfamiliar with the weight and fineness of the gold and silver content.

      The process of measuring, weighing, and testing for fineness is an ancient process, and often led to the money changer exchanging the foreign coinage for a local coinage at a discount to the actual gold or silver weight and fineness of the coin. The process was carried further throughout history to the Florentine bankers of the Renaissance discounting bank notes, up to the adoption of the Euro as the common currency of many European nations. Foreign exchange trading is done in the spot market, in the futures market, and with custom-made, interbank derivatives such as forwards and swaps. A forward is much like a future, where a contract is signed to buy a financial asset in the future at a set price, but in the case of forwards, the contract is custom made between the parties and is not freely tradable on an exchange. In the case of swaps, a custom made contract is entered into with the obligation of both parties to trade securities (usually FX) at the beginning of the contract and return like securities back to the original owners at the end of the term by “re-swapping” the exact or like securities. Swaps and forwards are done off of the exchange, are for very large and irregular amounts, and are usually arranged between the world's largest banking institutions and hedge funds.
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        The currency markets are by far the largest market in the world with over $3 trillion traded daily. Compare that to the size of the world's equity markets, which are valued at around $30 trillion in total. The size of the world derivative market is difficult to determine due to the pricing system inherent to derivatives.

      

      The equity markets are a source of another set of frequently traded products, stocks, and exchange traded funds (ETFs).

      Stocks are an ownership share of a company, and the stock market can trace its roots back to the Dutch East India Company in 1602. The Dutch East India Company was formed by Dutch businessmen; they sold shares in their company that were fully negotiable. In other words, the shares could be traded on the exchanges in Amsterdam.

      Following this, there was the development of the joint-stock company in London in the late 1600s. Today, stocks are traded in most every major financial center in the world. ETFs are a relatively new concept, with the diversification qualities of mutual funds and the inter-day tradability of stocks. These ETFs are much like a basket of securities that trade as one security. They are especially useful for trading baskets of stocks and indexes that would not be otherwise accessible to the average trader. This would include access to foreign stock indexes and emerging market indexes.

      The trading of commodities goes hand in hand with the trading of futures. Futures trading involves the trading of an electronic form of a written contract to buy or sell an underlying product at a set price at a set time in the future. They were used in the Renaissance to ensure merchants that profits would be made on an incoming shipment of goods before the shipment would arrive. Both parties agreed on the selling price, and a contract would be signed that would commit the merchant to sell the product to the holder of the contract at that price when the shipment arrived. In this process, the merchant could arrive at a price that would insure the profitability of the shipment of goods, and the holder of the contract could lock in the cost of the goods used as raw materials in his product. In the sixteenth century, contracts were made on the future catches of herring that fishermen had not yet caught. These too served to lock in the profits of the fishermen and lock in the expenses of the buyers who needed the herring. Fast-forward to the modern day — this leaves you with the modern exchanges where commodities such as copper, gold, wheat, and coffee are traded in standardized and uniform contract sizes. There has even been the advent of equities index futures and futures whose values are directly tied to the weather.

      
IPOs and Brokerage Basics

      When a company first wants to raise money in the market it will go to an investment bank and employ the investment bank to organize an initial public offering, or IPO. IPOs are usually the first attempt by a successful privately held company to raise cash for expansion by selling shares of itself to institutional investors and the public.

      A valuation of the company is made, and the number of pieces of the company will be offered as well as an initial offering price. After much number crunching and legal work, the investment bank will go on a “road show” to promote and test the waters of public interest in the company. Sometimes the investment bank will take presale orders for blocks of shares for its best customers, usually institutional investors and hedge funds.

      When the shares are first offered to the public, the company is in the process of going public. This going public is the dream of many business owners across the globe, as the cash that can be raised by such an IPO can be dramatic, and of course, a company's original owners will retain a certain number of shares for themselves. If they are not already millionaires, many business owners become millionaires overnight with the introduction of an IPO.
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        Don't bet on getting into any Initial Public Offering at the beginning. You can rest assured that the investment banks keep the best IPOs for their best clients. Any IPO that would be available to a normal retail customer would most likely not be worth getting into in the first place.

      

      In order to buy a security you would need to have an account with a brokerage firm. There are two types of brokerage firms: the full-service firm and the discount firm. Opening an account with a full-service firm will give you access to a licensed representative who is trained in securities selection and the setting up of trades. She can offer you advice as to how the economy affects your trading as well as steer you into trades that offer the best profit potential. Most full-service firms allow you to trade almost all classes of securities from equities to futures to foreign exchange, and can also offer competitive interest rates on the unused cash portion of your portfolio.

      Another advantage to full-service firms is the access to proprietary research reports on every asset class imaginable, some even going as far as to offer entry and exit points for profitable trading. Access to the long-term economic reports that are issued by the broker can also be a key element in successful day trading.

      The second type of brokerage firm is the discount firm. Discount firms offer the same back office, order entry, and market access as a full-service firm. The only difference is that you will not have a representative to speak with, and most likely the discount firm will not offer its own research, but will rely on outside sources for this critical information instead.

      
The Players

      There are several main players in the world of trading. In the first group are the investment banks and the hedge funds. While investment banks offer IPO services, corporate finance, and brokerage accounts, some trade on their own accounts and with their own money. This type of trading is called proprietary trading, and can offer an investment bank a healthy return on the capital involved, often adding dramatically to its bottom line. In fact, there are times when the markets are doing exceedingly well that an investment bank will shrink the amount of resources that it is investing in its traditional lines of work, and invest heavily in proprietary trading. This shifting of resources from one profit center to another is quite common with the world's major banks, as is the shifting back into more fee-based and conservative lines of work, such as advising, when the market is performing poorly.
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        There are many types of hedge funds in the investment universe. In fact a hedge fund is only limited in its investment style by the imagination of its fund manager. Some funds have the goal of stability at the cost of returns, and there are others who have high returns as the goal of the fund.

      

      The other members of this large group are the hedge funds. Hedge fund managers are often very entrepreneurial and share in their funds' profits. The fees that a typical fund manager can expect to receive are 2 percent of the gross amount managed annually and 20 percent of the total profits, paid out quarterly. These large percentages offer a very strong incentive for a hedge fund manager to know his market, and trade for maximum profit. They often have a large percentage of their own assets invested in the fund, and are sometimes the hedge fund's major shareholder.

      Sophisticated computer programs and mathematics are a hallmark of these funds. Other common threads in the hedge fund world include advanced degrees from Ivy League institutions and a high degree of secrecy. Because hedge funds lay outside the normal investment arena, they are somewhat unregulated, and there are different legal requirements to manage a hedge fund than the management of other investments such as mutual funds.

      The other main players are central governments and their central banks. These banks can and often do intervene in the currency markets to stabilize or change the value of their home currency. These are the major players in the foreign exchange world. Because of this, when a major central bank is intervening in the market, the market will move. This is because the entire force of those governments' financial reserves can be called into play to change the direction of a home currency. When a central bank makes a move in the market, it will usually be reported in its public statements.

      Other market participants include mutual funds and other institutions. Mutual funds and institutions such as endowments and pension funds buy and sell large amounts of securities as a whole, and account for much of the trading volume of the exchanges.

      Lastly, there is the independent investor and trader. An independent investor usually has a buy and hold strategy of selecting securities and holding them for the long term. Independent traders are the group of people who day trade in their privately held accounts with their private money. They are the only ones to share in the profits derived from day trading.

      
Modern Trading and Going Global

      The invention and proliferation of the Internet brought the world of online trading to the average person. Before this, a trader would place a call to his or her broker and place a buy or sell order. Now, a day trader can open up an Internet connection virtually anywhere in the world and have access to her account, check her balance, and monitor her positions. Some of the newest technology allows access to an account with a truly portable, mobile device.

      This introduction of online trading was coupled with the deep-discount broker to give birth to the modern day trader. Technology has gotten better and cheaper, and competition in the brokerage world has lowered transaction costs. The combined effect is to make the conditions required for a profitable day trading business. There have been advances in the security of online accounts, including encryption, passwords, and key codes. In the beginning, many people had concerns with doing business on the Internet. This is not a concern as much anymore.

      The hours that the markets are open have also changed from the early morning to the early afternoon to after-hours trading to a truly twenty-four-hour market in some sectors. Not only have some sectors gone with twenty-four-hour trading, with the introduction of the Internet, there is greater access to the international markets, allowing for a truly global marketplace.
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        Don't be put off by the thought of opening up an offshore account. Contrary to recent news, they are not illegal. What is illegal is when a U.S.-based holder of an offshore account does not report to the IRS the fact that the offshore account is held by the tax filer.

      

      You can invest in foreign stocks, foreign indexes, and the indexes of developing parts of the world. This global investing can be done with an ETF in a U.S.-based brokerage firm, or for a truly global experience, you could open up an account at one of the international firms. These international firms are known as offshore brokers. These offshore brokers are in some ways easier to set up, but are in some ways a bit more difficult to get money into and out of.

      Of course, if you open up an offshore account at one of the many investment houses available, you would have to fill out a special tax form and file it with the U.S. IRS, indicating that you are the owner of an account that is held outside of the United States and its territories. Not to worry, though, as the form is easy to fill out, and can easily be handled by a CPA or tax attorney.

      Popular jurisdictions for offshore accounts include Luxembourg, Switzerland, Austria, Cyprus, and the Isle of Man. These accounts would offer you access to the markets and investment products that would be unavailable with a U.S.-based account.

    

  
    
      CHAPTER 2

      
      What Is Day Trading?

      As you consider a day trading career and lifestyle, you should first learn how day trading differs from investing. It would also help if you had a good grasp of some basic economic, banking, and day trading terms as well as a general knowledge of the differences in trading methods. Finally, you will see how a typical day trader spends a good day, as well as how a bad trading day might unfold. Overall, this view will help you determine if you might enjoy and succeed at day trading.

      
Day Trading Defined

      In order to consider if you would like to be a day trader, you will first have to know what day trading is, and what it means to be day trading the markets as opposed to investing in the markets.

      Investing

      In order to get a good grasp on day trading the markets it will help to look at its exact opposite: investing in the markets. Investing in the markets usually involves some sort of thought as to your entire overall financial present and future. For example, you might determine that you are thirty five years old, have a long time left on a mortgage, a baby on the way, and three months emergency money stashed away in a savings account. With planning, you determine that you will need to save $500–$650 a month put away in a brokerage account and invested at a growth rate of 8 percent to reach your goal of retiring early and sailing around the world on a catamaran. With analysis, it is possible to choose the proper mix (diversification) of stocks, bonds, and mutual funds that combined will produce the required amount of return for your risk level. With this predetermined plan of where to invest, you would most likely invest enough with each paycheck to add up to the dollar amount needed to reach your goals. You would use the dollar cost averaging method of buying at regular intervals, at high points of the market and at low points of the market.

      
        
          
            [image: illustration]
          
        

        The method of dollar cost averaging in the day trading world is called pyramiding (or the pyramid method). Pyramiding is entering and exiting trades with three equal dollar amounts in order to smooth your average position cost and selling price. This buying and selling method is a form of safe position management.

      

      This dollar cost averaging technique would lead to the second method commonly used in investing: buy and hold. The buy and hold philosophy is one of buying a security, whether it be a stock, bond, or mutual fund, and holding it for the long term, usually five to seven years or longer. Since five to seven years is usually considered the average length of a market cycle, the theory is that you would capture the full benefits of the upward movement in the market within this time. At the end of the market cycle, you would sell, and rotate the sales proceeds into the opposite investment vehicle to capture its gains for that product's full investment cycle. As bonds usually do well when stocks are doing poorly, you could start in a bond fund, ride it to the top of its value (the end of the market cycle), sell, and switch to the opposite, a stock mutual fund.

      Day Trading Is Really Micro Investing

      The theories behind proper and profitable investing can be applied to day trading. You would first look at the amount of money you have in your trading account, and how much margin you have available. You would then determine where you would like to be in the future. For example, you determine that you would like to make enough money day trading this month to pay for your expenses, the car payment, and the condo payment. You would add up how much you would need in dollar amounts and divide it by four to make weekly goals.

      Let's say that the condo payment, car, and expenses add up to $1,600. Divided by four, you realize that your profit goal is $400 per week, and divided further, your goal is $80 per trading day. You would basically make this your ultra-short-term investing goal, i.e., micro investing. You would use your brokerage account and product diversification to make a series of purchases to build positions using the same philosophy as investing's dollar cost averaging. You would also use the philosophy of buy and hold, but with that of a day trader's perspective of buying and holding for minutes and hours, and at the most a few days (the average length of a market's ultra-short-term movements in one direction). Using the same theories of investing, such as goal-orientated investing (pay bills), risk reward (diversification across and within sectors), dollar cost averaging (building positions during the day), and buy and hold (minutes, hours, or days), you would think of day trading as micro investing your way to a higher net worth.

      
Trading Terminology

      To begin your day trading career, there are a few words that you should be familiar with. These terms are used throughout the day trading world, and a firm understanding of them will help you read fundamental analysis reports and technical charts, as well as study the financial markets, economics, and day trading. Although this will serve as the extreme basics of a vocabulary list, your knowledge of the terms associated with the markets and day trading will grow naturally as you gain experience in day trading.

      
        ECONOMIC AND BANKING TERMS
      

      

      
        
          
          
        
        
          
            	
              Advancing Market

            
            	
              An average upswing in market prices across an entire sector

            
          

          
            	
              Analyst

            
            	
              An investment professional who makes comments and predictions about a company, industry sector, or the entire economy

            
          

          
            	
              Appreciation

            
            	
              The growth of the value of a security over time

            
          

          
            	
              Auction Market

            
            	
              Trading securities through brokers and dealers to get the best prices for buyers and sellers

            
          

          
            	
              Balance Sheet

            
            	
              The financial accounting of a company's assets, debts, and equity. Is frequently used as one of the tools to assess a company's financial health

            
          

          
            	
              Bear Market

            
            	
              A steady, long-term downward trend in a market or sector

            
          

          
            	
              Beta

            
            	
              A mathematical measurement of risk in relation to the entire overall market with a beta of one being equal to the market's risk. For example, a stock might have a beta of 1.5 would have 150% the risk of the overall market, and a stock with 0.25 beta would have 25% the risk of the overall market

            
          

          
            	
              Bull Market

            
            	
              A long-term upward trend in a market or sector

            
          

          
            	
              Central Bank

            
            	
              A government established bank that issues currency, holds reserves of other banks, and administers policy

            
          

          
            	
              Economic Report

            
            	
              Statements issued through government entities and research departments to make comments on the economic health of a business sector, geographic region, or entire country

            
          

          
            	
              Fundamental Analysis

            
            	
              The use of a company's financial statements to predict future cash flows and stock price

            
          

          
            	
              Technical Analysis

            
            	
              The study of charts to predict the future price of a security or overall market

            
          

          
            	
              Market Indicator

            
            	
              Factors that are used to accurately predict the direction of markets

            
          

        
      

      After you learn the economic and banking terms, the next terms to learn are the ones directly related to day trading:

      
        DAY TRADING TERMS
      

      

      
        
          
          
        
        
          
            	
              Going Long

            
            	
              A term used to state you have a trade that is set up to make money when the security or sector is moving upward

            
          

          
            	
              Margin

            
            	
              A form of credit in a brokerage account used to purchase securities

            
          

          
            	
              Net Profit on a Trade

            
            	
              The amount realized from a transaction, minus the transaction fees, minus the price of entry, leaving the overall profit on the trade

            
          

          
            	
              Order Entry

            
            	
              The method that an online trading terminal uses to actually purchase or sell a security

            
          

          
            	
              Shorting

            
            	
              A term used to state you have a trade that is set up to make money when the security or sector is moving downward

            
          

          
            	
              Unrealized Profit or Loss

            
            	
              The profit or loss that you would make on a trade if you closed the trade at that exact moment

            
          

        
      

      Additional economic, banking, and day trading terminology knowledge can be developed through the study of your brokerage firm's research reports and by reading the daily news wire services.
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        Most brokerage firms offer an “education” section that includes complete lists of the thousands of words used in the investment, banking, and day trading world. Other sources of complete terminology lists include investment and banking dictionaries as well as investment dictionaries that are electronically embedded directly into some trading software.

      

      
Day Trading versus Position Trading versus Hybrid Methods

      Whether buying stock and selling it when it goes up, or selling stock and replacing it when it goes down, the idea of trading remains the same: The money you make is the price difference at which you are in and out of the trade. However, there are different strategies to trading, and one of the differences is the length that you, as the trader, are holding the stock, exchange traded funds (ETF), or commodity. This is called the time in the trade.

      Day Trading

      In day trading there are two basic types of trading styles, with the first being day trading in its purest form. A trader will ride the movement of the stock market, futures market, or foreign exchange market with very little regard as to where the medium- and long-term trends are heading. She will rely on technical analysis (a system of reading charts off a computer screen) in an attempt to spot short- and very short-term movements in the sector being traded.

      Sometimes the trader will trade only in the beginning of the trading day or only at the end of the trading day. These are usually the times of the heaviest market activity as traders and investors all over the world are actively managing their positions. The beginning of the day marks the time at which traders are reacting to news that happened overnight, and the end of the day is the time that market participants are making adjustments to their portfolios in a reaction to the early part of the day.

      If you were a pure day trader you would begin the day with Your account invested in 100 percent cash. You wouldn't have anything in your accounts other than cash and your available margin, which is a form of a credit card for buying stock or other tradable sector. You would buy and sell in your account all day or all night, moving in and out of many, many trades during your work day. You would add to your account with gains and subtract to your account with losses. Before you ended your day, after just a few hours or after the closing bell, you would close out all of your positions and return to 100 percent cash. You would start the next day with cash again, with more or less than the preceding day according to your profits or losses.

      Position Trading

      The second method of trading that works well is position trading. With this method, you accumulate more and more of a particular trade over time. To start, pre-determine your trades by doing economic, accounting, financial, and technical chart research. Consult other traders to see what they are thinking. You might speak with your full-service broker to see what his investment bank's research department thinks. Then, use computer charts showing hourly and daily price movements, not five- and thirty second price movements. Make a case for the trade and start building it: this is your position. As the trade sells off and moves lower, you buy more, using the adage buy on the dips. In the end, sell off your position at the highest possible range of its long-term movement.
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