Notes For The “Trading With Deadly Accuracy” Forex Factory Thread

Version 1.0 - to post number 2518 / page 168 on 23/10/2012


Thread History

Thread started in November 2009.

Thread seemingly deleted in February 2011 :
http://www.forexfactory.com/showthread.php?p=4366641#post4366641

Start of new website (currently http://www.tradingwithdeadlyaccuracy.com/) in August 2011 after 5 month gap, presumably after originally being in non-commercial forum : 
http://www.forexfactory.com/showthread.php?p=4907805#post4907805

Suspect original thread was started in forex factory and then as system(s) developed originator thought of starting own site to contain more focused trading environment with videos etc.

Thread moved to commercial forum around December 2011:

http://www.forexfactory.com/showthread.php?p=5211244#post5211244

New training service launched April 2012 :

http://www.forexfactory.com/showthread.php?p=5533688#post5533688

Dazzdude is long term thread contributor who started own thread in November 2010, seemingly based largely on the ideas in WMD’s thread. 

http://www.forexfactory.com/showthread.php?p=4187293#post4187293

Dazzdude’s trading style has naturally evolved over time and as shown in later posts in their journal they now seemingly uses a combination of techniques for entry. The main approach is still to establish bias and trade off support and resistance levels as evident in either horizontal price levels or established diagonal trend lines.

http://www.forexfactory.com/showthread.php?p=5587364#post5587364
http://www.forexfactory.com/showthread.php?p=5609732#post5609732
http://www.forexfactory.com/showthread.php?p=5611680#post5611680
http://www.forexfactory.com/showthread.php?p=5611712#post5611712
http://www.forexfactory.com/showthread.php?p=5613321#post5613321

Like WMD’s thread this was apparently moved to commercial section in May 2012 and at same time they were reclassified as a commercial member, presumably for being perceived as too closely connected to WMD’s venture.


The Patterns / Trading Styles

Started off as one pattern, but others have been added so now have at least ten different trading styles / position entry techniques as will be outlined in the following sections.

Personally I don’t think it is possible to predict what price is going to do all the time, but to be successful it is only necessary to recognise one situation so long as it gives a reasonable probability of predicting future price behaviour and you can exclude the noise. Over time would hope that could recognise more and more patterns and this will allow you to see more and more of the overall picture such as this composite pattern example from the latter part of the thread :

http://www.forexfactory.com/showthread.php?p=5541336#post5541336


1. Failed Retest of Established Support/Resistance Level

Price Behaviour

This is the primary trading style and was the first introduced. Unlike some of the subsequent more speculative approaches, it is used throughout the thread and would therefore seem the most likely to give long term success.

On all time frames price has a tendency to move vertically at the start of a trend, diagonally to continue and finally horizontally at consolidation (or possibly uncertainty in next direction).

http://www.forexfactory.com/showthread.php?p=3236155#post3236155 http://www.forexfactory.com/showthread.php?p=3236312#post3236312

Not yet sure of exact relation between this observation and trading method – does this mean that should trade during trend continuation in direction of trend only and avoid consolidation periods for instance?

Posts #69 & #155 seems to suggest that need to only trade initial breakout through a S/R level and this would imply that the continuation and consolidation are part of the subsequent failed retest.

http://www.forexfactory.com/showthread.php?p=3248391#post3248391
http://www.forexfactory.com/showthread.php?p=3255762#post3255762

This later post would seem to confirm the desired relation that the initial vertical move corresponds to the breakout through a recently established S/R level :

http://www.forexfactory.com/showthread.php?p=5108747#post5108747

Another later post suggests that return to initial price movement breaking through S/R level provides best opportunity of reversal if price returns (by implication this also suggests that can also trade the subsequent untested levels formed during the continuation of trend, but they are lower probability setups - this could explain the original confusion over the observed role of price behaviour in the trading method) :

http://www.forexfactory.com/showthread.php?p=5424284#post5424284

Some further observations on trends and price movement :

http://www.forexfactory.com/showthread.php?p=4192394#post4192394

Support and Resistance Behaviour

For various reasons prices will repeatedly reach the same localised maximum and minimum values over time. These price values respectively define resistance and support levels around which it is more likely that future localised maximum and minimum will be defined by changes in the preceding price trend.

http://www.forexfactory.com/showthread.php?p=3236542#post3236542
http://www.forexfactory.com/showthread.php?p=4907813#post4907813 (video)

Expected Breakout Behaviour

If price exceeds a resistance level or becomes lower than a support level a breakout is formed. Ideally the price will then move quickly in the continuing direction. However, some breakouts are short-lived and this process can be repeated over time which will indicate that the original level is not very significant.

Following the more well-defined breakout the price will often gradually return to the original level and at that point then reverse its direction to continue the original breakout. At this point the original level will have changed its type with resistance becoming support and support becoming resistance.

Due to this behaviour it is common that orders will be placed after the initial breakout at the original level in the direction of the breakout.

http://www.forexfactory.com/showthread.php?p=3236616#post3236616
http://www.forexfactory.com/showthread.php?p=4907816#post4907816 (video)

Failed Breakout Return Behaviour

If price does not immediately return to test original level following breakout, but instead makes a partial return then the resulting price chart will appear like a hook. When this occurs any orders placed at the original level will remain until they are eventually fulfilled or are cancelled / expire. This will provide a potential spring-board for future price movements once the price returns to this level.

http://www.forexfactory.com/showthread.php?p=3236647#post3236647

Not sure about this – the same process will surely happen if the price immediately returns to the level in the expected way. However, a failed return may may be a higher probability trade because :
1/ Price will have demonstrated that it can go further in the breakout direction and this is not an extended false breakout.
2/ There is more time for orders to be placed at that level (although after too long some orders may expire or be cancelled).
3/ There may be a different buyer-seller dynamic when the price returns such as less opposing pressure. This would presumably be indicated by lower tick volumes and a more gradual return, in which case these would be the preferred trades to those which indicate a strongly returning price.

Following break-out, price making two hooks more likely to confirm to desired bounce when returning to Break Out Price (BOP) :

http://www.forexfactory.com/showthread.php?p=3308348#post3308348

If price does not reverse, still can help reduce momentum of current trend and therefore help bounce at next level :

http://www.forexfactory.com/showthread.php?p=5185865#post5185865

Trade Entry and Exit Conditions

Entry at failed return support / resistance level with aggression determined by how much confirmation required for desired bounce before place trade. 

http://www.forexfactory.com/showthread.php?p=3271680#post3271680

Optimum is at level when reduced losses due to failed bounce outweighs lost early entry opportunities.

Can confirm with price action (various bar shapes that are recognised to indicate movement in desired direction) on short time scales such as 1 and 5 minutes :

http://www.forexfactory.com/showthread.php?p=5109618#post5109618

If return to entry level is abrupt then look for evidence that level is going to hold over time before entry otherwise will get stopped-out very quickly if trend continues.

http://www.forexfactory.com/showthread.php?p=3255791#post3255791

Some common price behaviours indicating that trend more likely to reverse:

http://www.forexfactory.com/showthread.php?p=3278665#post3278665

Stop-loss set at 10x spread, with initial profit target level being the same amount taking into account the actual spread (i.e. 11x spread).

Once profit target met, exit half stake and stops moved closer to initial entry point such that unlikely to exit if price returns to original level. Expectation that even if this does occur it is more likely that another bounce will happen and the price will continue to move in the original breakout direction. If price does hit the stop-loss then you will be left with half the profit.

http://www.forexfactory.com/showthread.php?p=3237459#post3237459
http://www.forexfactory.com/showthread.php?p=3245132#post3245132

Later observations on trade entry and exit :

http://www.forexfactory.com/showthread.php?p=4966731#post4966731
http://www.forexfactory.com/showthread.php?p=5118682#post5118682

Other summaries of salient points :

http://www.forexfactory.com/showthread.php?p=5108702#post5108702
http://www.forexfactory.com/showthread.php?p=5121129#post5121129
http://www.forexfactory.com/showthread.php?p=5162803#post5162803
http://www.forexfactory.com/showthread.php?p=5166222#post5166222

General Points

Stick to strategy - “never get out of the boat”.

Look for cleanest opportunities as these will provide best chance of others doing likewise and placing the orders necessary to trigger the desired behaviour.

This touches on the topic of over-trading and the question of whether it is better to have less pips with more certainty or more pips with lower certainty (with some caveats the answer is the former as you can always increase the stake so long as you have enough leverage).

Longer time frames have higher probability of success.

Should stop-loss vary with time frame? If not then will give larger reward risk ratios as targets will generally be larger.

http://www.forexfactory.com/showthread.php?p=3237510#post3237510

News events do not significantly affect the strategy.

Not sure this is true in all cases as have observed a series of good levels successively fail in the face of major QE news driven price movements. In each case there was some response at each level which may have been enough to tempt many into trading, but the recoveries ultimately failed without sufficient profit to break-even. However, these are extreme times and this may be a lesson in not trading in the aftermath of major events.

http://www.forexfactory.com/showthread.php?p=3238672#post3238672

Need to take some care in defining turning price on retest as often not extreme price from previous resistance/support, but rather high/low price from surrounding candles, especially if many of these are coincident.

What really after is price at which the majority of people will buy/sell and thus change direction rather than the early traders. For this reason “cleaner” opportunities, i.e. those with better defined support and resistance levels will have higher chance of success.

http://www.forexfactory.com/showthread.php?p=5185717#post5185717

Supply / Demand Dynamics

Outline of how buyers and seller create demand (support) and supply (resistance) levels respectively.

http://www.forexfactory.com/showthread.php?p=3256106#post3256106
http://transcripts.fxstreet.com/2008/03/understanding-t.html (This link to a Sam Seiden’s introduction video no longer appears to work)

Misc

Seiden's video on order flows at S/R levels : to find such as this : http://transcripts.fxstreet.com/2009/10/multiple-time-frame-analysis.html

Observation on levels from Seiden’s similar approach:
http://www.forexfactory.com/showthread.php?p=4189052#post4189052

Suspect reason for failure is timing in that market returned to target price during night when might be less players – think this often happens with price drift.

http://www.forexfactory.com/showthread.php?p=3247933#post3247933

Some related points to consider from another thread.

http://www.forexfactory.com/showthread.php?p=3254445#post3254445

Consider target exit point if past S/R levels are close to desired entry point. 

http://www.forexfactory.com/showthread.php?p=3255542#post3255542

PDF Summary of WMD Posts up to #391

http://www.forexfactory.com/attachment.php?attachmentid=376943&d=1260469414

Screen capture software to mark charts :

http://www.forexfactory.com/showthread.php?p=5146257#post5146257

How to upload charts to thread if needed :

http://www.forexfactory.com/showthread.php?p=5550569#post5550569

Observation that better opportunities with support and resistance levels that have been tested several times :
http://www.forexfactory.com/showthread.php?p=5258965#post5258965

Note that the Commitment of Traders (COT) charts can provide indication of market turning points over longer periods that may act as extra information when thinking of entering or exiting a position :

http://www.forexfactory.com/showthread.php?p=5314508#post5314508
http://www.forexfactory.com/showthread.php?p=5527915#post5527915

Increased volatility improves trading opportunities as more chance that positions will go into profit quickly:

http://www.forexfactory.com/showthread.php?p=4907822#post4907822 (video)

Trend lines

During established trends use trend line formed from lower price extremes (LTL) for downward movements and upper extremes (UTL) for upward movements to establish dynamic support and resistance levels respectively. Where these lines intersect horizontal levels already determined from previous failed return pattern is where should look with higher probability to enter trade.

http://www.forexfactory.com/showthread.php?p=3278692#post3278692
http://www.forexfactory.com/showthread.php?p=3279531#post3279531
http://www.forexfactory.com/showthread.php?p=4297295#post4297295

Note that third touch of trend line often best place to take position (although previous link mentioned that 4th gives strongest response) :

http://www.forexfactory.com/showthread.php?p=5203871#post5203871
http://www.forexfactory.com/showthread.php?p=5594008#post5594008

Observations that confluence of trade entries give best opportunities :

http://www.forexfactory.com/showthread.php?p=5112666#post5112666
http://www.forexfactory.com/showthread.php?p=5128555#post5128555
http://www.forexfactory.com/showthread.php?p=5146674#post5146674

There does appear to be some evolution in the use of trend lines later in the thread with possible implication that could trade on change in price direction when price returns to trend line and suitable price action such as pin bars at that point :

http://www.forexfactory.com/showthread.php?p=5175671#post5175671
http://www.forexfactory.com/showthread.php?p=5176456#post5176456

However, this may be me reading too much into the posted charts and the plan could still be to only trade the failed retests in conjunction with trend lines :

http://www.forexfactory.com/showthread.php?p=5176495#post5176495
http://www.forexfactory.com/showthread.php?p=5186024#post5186024

Post that seems to confirm that trend lines can act as support and resistance in same way as constant price for the purposes of this untested S/R level technique (note that constant price also shows smaller reversal, but would have then been stopped out and that for substantial profit really need to use trend line).

http://www.forexfactory.com/showthread.php?p=5404279#post5404279
http://www.forexfactory.com/showthread.php?p=5022439#post5022439 (video)

Observation from Dazzdude’s trading journal that consolidation of price at trend line is indication that line will hold rather than fail when price more likely to move straight through level :

http://www.forexfactory.com/showthread.php?p=5578537#post5578537

Drawing trendlines - with and without sound & possible apologies to Guns N' Roses :)

http://www.forexfactory.com/showthread.php?p=4148443#post4148443 (video)
http://www.forexfactory.com/showthread.php?p=4145702#post4145702 (video)
http://www.forexfactory.com/showthread.php?p=4907818#post4907818 (video)

Price behaviour at trend lines :

http://www.forexfactory.com/showthread.php?p=4907821#post4907821 (video)

Consolidation of price on current side of trend line is more indicative of line holding, consolidation above and below may indicate that level is more likely to give way.

http://www.forexfactory.com/showthread.php?p=4907822#post4907822 (video)

WMD Brief of how to possibly trade break of trendline with support level and how could expect price to behave.

Actual behaviour was not far from expected, but price went quite low before showing predicted gradual curve upwards and then acceleration. Best oppertunity would have been to wait for start of acceleration?.

http://www.forexfactory.com/showthread.php?p=5164891#post5164891 (video)

Another brief and subsequent trade over a period of several days.

Eventually yielded 500-700 pips depending on how long happy to hold.

http://www.forexfactory.com/showthread.php?p=5311046#post5311046 (video)

Further similar example

http://www.forexfactory.com/showthread.php?p=5484932#post5484932 (video)

Bias

Note that often helps to have trading bias to help look for direction to trade :

http://www.forexfactory.com/showthread.php?p=5356134#post5356134

Outline of concept of bias and more clarification of role of trendlines as separate trading entities in their own rite. Other reasons for establishing bias given and how can have different biases at any given time depending upon where price is relative to bias defining entities.

Trendlines seem to have evolved further from original use at start of thread, although this could always have been the case and it is my understanding that has changed.

http://www.forexfactory.com/showthread.php?p=4935211#post4935211 (video)

Alternative Stop Loss

Original aim was to have fixed stop loss related to spread, but could be better to use recent price dynamics to define more suitable level and even move it during evolution of a successful position :

http://www.forexfactory.com/showthread.php?p=5187272#post5187272

Examples

Many real price examples throughout thread, but beware that several appear to not follow the exact pattern originally described. Some seem to just trade more simple return to S/R level without hook of failed initial return.

Ideal form:

http://www.forexfactory.com/attachment.php?attachmentid=377493&d=1260534178
http://img685.imageshack.us/img685/705/24733118.jpg
http://www.forexfactory.com/showthread.php?p=3613022#post3613022
http://www.forexfactory.com/showthread.php?p=4297295#post4297295
http://www.forexfactory.com/showthread.php?p=4296170#post4296170

With longer time-frame description:

http://www.forexfactory.com/showthread.php?p=3352493#post3352493

Interesting series of possible examples from someone else trying to understand method:

http://www.forexfactory.com/showthread.php?p=5084222#post5084222

Example of setup that did not work and how could exit and possible reasons not to take due to price structure over longer time period :

http://www.forexfactory.com/showthread.php?p=5337288#post5337288

Current thoughts from December 2011 of long-term thread contributor and subsequent response from another trader with additional description of their somewhat similar trading style. This included some of the supply / demand area ideas on higher time frames outlined by Seiden :

http://www.forexfactory.com/showthread.php?p=5232088#post5232088
http://www.forexfactory.com/showthread.php?p=5232486#post5232486
http://www.forexfactory.com/showthread.php?p=5235198#post5235198
http://www.forexfactory.com/showthread.php?p=5510837#post5510837

Further thoughts and observations from February 2012 :

http://www.forexfactory.com/showthread.php?p=5422207#post5422207
http://www.forexfactory.com/showthread.php?p=5422286#post5422286


2. Step Formations

Some observations on subsequent movement following step-line price action

http://www.forexfactory.com/showthread.php?p=3252549#post3252549
http://www.forexfactory.com/showthread.php?p=3253626#post3253626
http://www.forexfactory.com/showthread.php?p=3258529#post3258529
http://www.forexfactory.com/showthread.php?p=3258832#post3258832
http://www.forexfactory.com/showthread.php?p=3259693#post3259693


3. Time-Delayed Matching Patterns

Observed similarity between price behaviour in different currencies at different time periods. Hope is that past behaviour would be repeated in delayed currency.

http://www.forexfactory.com/showthread.php?p=3256831#post3256831
http://www.forexfactory.com/showthread.php?p=3264233#post3264233
http://www.forexfactory.com/showthread.php?p=4151474#post4151474 (video)

Does not seem this is a live trading technique, rather work in progress given small number of examples and last example of USDCHF on H4 at least did not go as hoped.


4. Price Attraction Points

Reference to thread on other price patterns where price likely to return to given value :

http://www.forexfactory.com/showthread.php?p=4297407#post4297407


5. Price Movement & Trading (SAM 1 - 3)

Price Action schematics on how price often moves in patterns and how to trade some of the common patterns. Start at first post and continue : 

http://www.forexfactory.com/showthread.php?p=4276072#post4276072

These observations seem distinct from the original untested S/R pull-back method described, although this original method could be said to be a specialisation of the so-called system 2 - boost, consolidation, boost, pull-back pattern.

Best traded on 5M and 15M time-frames with conservative Take-Profit (TP) targets (how about 50% of original boost?). This short time scale would be another reason that distinct from first strategy as that is better on longer time frames of 1H and above.

http://www.forexfactory.com/showthread.php?p=4280301#post4280301

Indicator to help identify suitable price acceleration period for boosts :

http://www.forexfactory.com/showthread.php?p=4304175#post4304175

SAM 1

Price observed to often go through movement cycles of initial acceleration (boost) followed by a period of consolidation and then finally another acceleration in the same direction as the original. Over time this will show a step-like formation, although the behaviour may only last long enough to form the first couple of steps.

http://www.forexfactory.com/showthread.php?p=4276094#post4276094

Seems that consolidation often involves some retreat in price giving a gradient to the step - does this indicate less likely to advance further? If so, should only trade flat steps.

Advice is to take trade during consolidation, but would it be better to take on breakout of consolidation in direction of previous boost - say when price goes above highest high during consolidation period?

Example :

http://www.forexfactory.com/showthread.php?p=4277524#post4277524

SAM 2

After Type-1 event of boost - consolidate - boost, if price returns to last consolidation level then look for price to rebound back in direction of last boost.

http://www.forexfactory.com/showthread.php?p=4276123#post4276123

Trading approach is to again place order in direction of original boost when the consolidation level is achieved.

This is the most reliable pattern.

Examples :

http://www.forexfactory.com/showthread.php?p=4276230#post4276230
http://www.forexfactory.com/showthread.php?p=5714389#post5714389

As ever, some question on exact entry criteria and whether should take aggressive view or wait for level to hold and possible short time-frame price action to confirm rebound.

SAM 3

This is the most complex pattern and relates to behaviour following two complete cycles of boost and consolidation, i.e. boost - consolidate - boost - consolidate. Following this pattern can have three likely outcomes : 

1. Price returns to first consolidation level, in which case enter deal assuming that will rebound.
2. Price moves in direction of boost, in which case treat as SAM 1 and place deal in same direction.
3. Price returns to first consolidation level and then rebounds to second consolidation where it pauses. Recommendation for this is to leave alone. - Surely would have traded as type 2 on rebound, so is this saying that once this done don’t trade again while this is last behaviour?

http://www.forexfactory.com/showthread.php?p=4276142#post4276142

Example :

http://www.forexfactory.com/showthread.php?p=4276239#post4276239

Interesting explanation of all three methods in different terminology :

http://www.forexfactory.com/showthread.php?p=4323833#post4323833


6. Weekly Trend Line and Price Action

Method introduced by Dazzdude rather than thread’s originator (WMD), included as has several trading examples.

Aim is to trade in direction of any trend evident on weekly bars by using well recognised candle formations such as pin and inside bars to place trades with small stops and well defined targets such as established trend lines.

http://www.forexfactory.com/showthread.php?p=5194392#post5194392


7. Fake Breakouts and Trapped Traders

Common phenomena is fake breakout when price that had previously been trading within a range moves outside of that range as if it was the start of a new trend only to then return to the range. In this instance those traders who took positions in the direction of the anticipated trend become trapped when the price goes past their entry price. If the price moves sufficiently far in the opposite direction it will force them to close the position either manually or by triggering a stop loss. At this point if sufficient positions are closed the price will receive a boost in this opposite direction which can provide a profit for those who recognise the situation.

http://www.forexfactory.com/showthread.php?p=5207846#post5207846
http://www.forexfactory.com/showthread.php?p=5207909#post5207909


8. M and W Price Formations

Although not explicitly explained, there are several mentions of M price formations and presumably the opposite W formations alongside marked up charts. From the charts such as the following the idea appears to be that the intermittent price in the M formation will act as a future resistance level, while the corresponding price in the W will be a future support level.

http://www.forexfactory.com/showthread.php?p=5553467#post5553467
http://www.forexfactory.com/showthread.php?p=5585694#post5585694
http://www.forexfactory.com/showthread.php?p=5611373#post5611373

This may be a good trading candidate due to the coincidence of S/R level and double bottom/top for the W and M formations respectively. May also be implication that once formed the immediate price trend is upwards for the W and downwards for the M once the price has past the intermediate point?


9. Price returns To Previous Day’s Open Price

Long term thread contributor Dazzdude’s current trading style seems to more be about price behaviour over longer time scales and using this to establish long or short bias which then use as a filter to take positions only in that direction. 

http://www.forexfactory.com/showthread.php?p=4187293#post4187293

In line with WMD’s general observation that in an uptrend you should buy at support and in a downtrend sell at resistance, the approach is to then look for price patterns that provide opportunities consistent with the bias. In addition to the untested S/R level pattern already outlined in strategy 1, another approach is to look to enter when price returns to the previous day’s open price.

http://www.forexfactory.com/showthread.php?p=5568196#post5568196
http://www.forexfactory.com/showthread.php?p=5569916#post5569916
http://www.forexfactory.com/showthread.php?p=5585520#post5585520

Also observation of price retesting previous day’s high and this acting as resistance with presumably same process for low and support when price falling. Monday as first day of week seems a particular target :

http://www.forexfactory.com/showthread.php?p=5568524#post5568524
http://www.forexfactory.com/showthread.php?p=5568851#post5568851
http://www.forexfactory.com/showthread.php?p=5584455#post5584455


10. Trend Line Overthrow

Break of trend line followed by subsequent retest and reversal is good trading opportunity.

http://www.forexfactory.com/showthread.php?p=4907822#post4907822 (video) 
http://www.forexfactory.com/showthread.php?p=5578706#post5578706

This is part of the “failure of a failure” class of trade setups which is widely regarded as one of the highest probability trades, possibly because it also involves trapped traders who took positions on original break who are likely to close their positions on the return to trend. This closing of positions will provide further price momentum in the direction of the trend.

Later examples :

http://www.forexfactory.com/showthread.php?p=5589782#post5589782
http://www.forexfactory.com/showthread.php?p=4948311#post4948311 (video)
http://www.forexfactory.com/showthread.php?p=5002916#post5002916 (video)
http://www.forexfactory.com/showthread.php?p=6118075#post6118075


11 Another technique, along with subsequent posts?

http://www.forexfactory.com/showthread.php?p=5581822#post5581822


Weekly Reviews

WMD now gives weekly reviews of possible opportunities and trends on their website. These are a few posted in the thread which gives some idea of how everything should fit together.

http://www.forexfactory.com/showthread.php?p=5869019#post5869019 (video)
http://www.forexfactory.com/showthread.php?p=5905874#post5905874 (video)
http://player.vimeo.com/video/50515676 (video)
http://player.vimeo.com/video/50594382 (video)
http://player.vimeo.com/video/50971070 (video)
http://player.vimeo.com/video/51428097 (video)
