HEDGE - Part 1

I want to share with you a stratege that was openly shared by a website called GMT or goldenmoneytree.com, they have developed, or refined, a strategy that takes advantage of the swap rate interest. If you want to find out more about it, you may visit their site, as linked in the blogroll section of my site.

The strategy is very simple, you are taking advantage of the GBP/JPY swap, so you will do this in a ratio. You will start out by looking at the DAILY CHART of GBP/CHF and put an indicator there called Bolinger Band. Wait for the price action to reach the bottom of the Bolinger band (setting 20,2) then you will get into the market by buying 1 LOT of GBP/JPY and SELLING 2 LOTS of CHF/JPY. Due to the correlation of the currency pairs, if the market moves against you, you will be able to cover the loss with your 2 Lots of CHF/JPY, and if the market moves in your direction, and GBP/JPY usually moves about 2 times more than CHF/JPY, you will be able to cover the loss of the CHF/JPY pair. Now you might ask me, what is the advantage of this strategy since you are just hedging one another, but at the end of the day, 5:00PM EST, you will see that you will get positive interest rate from GBP/JPY ($21.00) and negative interest rate from CHF/JPY (-$4.00?) and you have a positive income of $17.00, which is roughly about 2 PIPS. 

Now if you multiply that by 5 times and 30 days, you will have about $2550.00 per month on a $25,000 investment, or roughly around 10% return per MONTH!!! Multiply that by 12 month and in a year you will have 120% return on your initial investment, and that is not even compounding your position with your profit carefully through time. If you were to compound your position by adding more lots when your balance reach a certain level (preferrably 1 extra lot every 10K, but at 5K should work out as well) you can actually make around 358% of your initial investment at the end of the year.

The best part of this strategy is that you are never naked in the market. You are always hedged somehow. You can always wait it out if the market is moving against you. Remember, this strategy is different that other strategies where you have stoploss or takeprofit limits. All of your equity or available margin is used to make sure that you don’t get a margin call, it does not matter if you are negative 200 PIPS on the GBP/JPY or positive 100 PIPS on the CHF/JPY, as long as you are still in the game, you are making interest, and you have nothing to worry about.

What most people who time their entry to the market based on Bolinger Bands have said that immediately after their entry they have seen that the market will move in their favor, so pretty soon they will be up to like 200PIPS in total and is very tempting to get out of the market. There is nothing wrong with that, and believe me, if you are making 200PIPS, cash out man! Don’t wait until the market comes back, CASH OUT.

