Next Level Order Flow
Module 10:

The Process




Disclaimer

This course is for educational and informational purposes only and should not be
considered a solicitation to buy or sell a futures contract or make any other type of
Investment decision. Futures trading contains substantial risk and is not for every investor.
An investor could potentially lose all or more than the initial investment. Risk capital is
money that can be lost without jeopardizing ones financial security or life style. Only risk
capital should be used for trading and only those with sufficient risk capital should consider
trading. Past performance is not necessarily indicative of future results.

CFTC Rules 4.41 - Hypothetical or Simulated performance results have certain limitations,
unlike an actual performance record, simulated results do not represent actual trading.
Also, since the trades have not been executed, the results may have under-or-over
compensated for the impact, if any, of certain market factors, such as lack of liquidity.
Simulated trading programs in general are also subject to the fact that they are designed
with the benefit of hindsight. No representation is being made that any account will or is
likely to achieve profit or losses similar to those shown.



The Process

The problem many traders face is the lack of a
process. They think they can have a method or system
or indicator to trade the market and be successful.
However, having a method or a system or indicator are
just the parts of the process.



The Process

When you have a process, you can swap out the
pieces that no longer work and add in pieces that do
work. Your system may one day not be productive
anymore. So, you go ahead and change it, you don't
have to abandon everything else in your trading.
Because that system is only a piece of the process.



The Process

The mistake most beginning traders make is they don't
understand the process. They think buying an indicator
IS the process. Its not. And when it no longer works in
the current market conditions, they abandon it all
together. What they fall to understand Is the indicator
IS just one step In the process.



Building a trading plan

What you need is the proper foundation. There is a
basic level of trading intelligence that you need to have
and build from.



Trading path - Mimicking

When people think they can become a successful
trader by copying exactly, its just not going to happen.
Everyone has a different risk profile, emotional
makeup, view things differently. Don’t fall into the trap
of trying to mimic exactly how another trader trades.
Everyone is different. Two traders can have the same
view of the market, but get in at very different levels
and get out at very different levels.



Trading path - Mimicking

You can't just copy a trader in the sense of trying to
become a clone of that trader. Think of it like fishing.
You see some guy catching a lot of fish and think | just
need his spot and | will catch a lot of fish too. It doesn’t
work that way. The guy may have a special bait or
knows a specific time of day the fish feed. It may have
taken him time In trial and error to know how to catch
fish at that spot.



Trading path - mimicking

Don’t try to mimic another trader because it often won't
work. You have to develop an understanding of what is
happening in the market through your own eyes and
experience. Then you can develop your own unigue
approach to the market as that is what will give you an
edge. If you don'’t develop your own unique approach
and you do have an edge it probably isn’t going to be
very powerful for you Iin the long run.



Building a trading plan

Traders don’t become successful by finding one thing
that works in the market. Successful traders take
different pieces from other successful traders and then
build their own strategies that make sense to them.



Building a trading plan
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We don’t need no stinking trading plan? Really!?

Everyone says, “you have to have a trading plan.”
Well, yeah of course. They say you have to make so
much per day. They say you have to have one or two
setups to rely on. The problem is if you are going to
trade In the long term, you know It takes more than
one or two setups to survive because the market has a
life of its own and trades in many different ways. You

have to be ready for different conditions. A standard
one size fits all will not suffice.



Trading plan

The market doesn't give you the same opportunities
every day. There are going to be days that are
average, days where everything goes right, and your
trades and profits are what you want to post on social
media and then are going to be days where everything
goes wrong. So don’t expect trading days to always go
according to plan or get too excited about a trade. The
market has a way of bringing you back to reality really
quick.




Trading plan

You always want to be analyzing the present
conditions of the market. What is happening now and
how you can react to it. You have to be able to adjust
to change and the market is always changing. You
have to be flexible. Don’t get trapped in your trading
plan that you give up the flexibility of being able to
adjust to changes in the market. What makes order
flow so special is precisely that you can really see and
understand what is happening in the market right now.
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Strategies

Throughout this course | discuss many strategies to
apply the order flow to your trading. But remember,
you don’t need too many strategies because you might
get confused at first. Take the strategies that you
understand and are easy to see and master that.
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Strategy

A trading plan and strategy are not the same thing. A
nlan is part of a strategy. Its an important part. But you
olan must include a trading strategy. A strategy will
nelp keep your emotions under control. If you don’t
nave a strategy your emotions will take over. You will
get out of winning trades too soon and take on too
much risk on losing trades. A strategy will help you
keep your risk under control.




There Is no one strategy that will work in all markets.
In other words, there Is no one size fits all because
traders face different market conditions dalily. You need
different strategies for different market conditions.
Think of it as being in sync with the market. But you
have to be able to read what is happening in the
market to understand what conditions the market Is
exhibiting. Be able to determine if a market is trending
or not.



In order to be successful at trading you need
understanding of what the other traders, traders you
are competing with, are doing. There will be times you
want to trade along side with them and there will be

times you want to trade against them.
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New information is always coming into the market and
causes traders to react by buying, selling or doing
nothing. The result is trading occurs. By comparing this
new order flow to the order flow that just happened

you can see If the new trading, the new order flow has
a positive effect or negative effect on price.
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As a trader you are just trying to make money. Don't
think you always have to hit home runs. Just get a
base hit and go from there. Where traders get lost is In
trying to trade based on what happened in the past.
The past Iis not always indicative of the future. You
need to concentrate on the present, what is happening
In the present Is going to be a lot more helpful to
determine what Is going to happen next.



Growing as a trader. Upping size

When should you up your size? A problem | see is
traders will have a spreadsheet where it shows their
gradual progression in size. After they make x amount
they go from 1 to 2 lots, then 2 to 4, etc. But often they
suffer because they are not ready for the size jump
especially If they suffer 1 or 2 losing trades out of the
gate.



Growing as a trader. Upping size

How | grew as a trader was when | am having a good
day, where | really feel in sync with the market, when
the next trade comes along, | bump up the size. A
mistake traders make Is setting an arbitrary level to up
their size when mentally they are not ready to just start
trading bigger. They haven't experienced the bigger
size and they are not used to It.



Growing as a trader. Upping size

CME Micros vs. “Prop” Trading Firms.

Amount to fund a CME micro account ~$500.
These trade with other people’'s money programs

make their money from testing you how to trade. It can
be gamed.



Growing as a trader. Upping size

A way to get used to bigger size is adding on the
existing positions that are already working for you.
Trades that are in the money. When you are in a trade
and it 1Is moving methodically to your take profit, try
adding another one. Or throw in a bid to buy a dip or
an offer to sell a rally to get another contract on to
experience It. You have to get used to the bigger size.
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Growing as a trader. Upping size

Trying to work through a predetermined trading plan
that says go from 1to 2, 2to 4, 4 to 6 or 4 to 8 could
be too emotional for a lot of traders. Get yourself used
to the bigger size. You know why? Because you may
find yourself moving up and back down your scale.
You work your way up to 8 contracts, but you are
having a rough day, you scale down to 2 or 3 contracts

until you get your head right and then you can scale
back up.



Trading path

You have to go through as many different types of
trading styles and setups as you can. Try different
things. Trade small size and see what works and what
doesn’t, but more importantly what you are
comfortable with. You have to figure out what works for
you and your personality.



Trading path

You should think of the market as an opportunity

machine. Not a cash machine. If you are afraid of the
market or a market makes you nervous then you are
not looking at the market as an opportunity machine.



Confidence

You hear a lot of people say, “in order to be successful
in trading, you need discipline.” Discipline comes form
confidence. If you have confidence in what you are
doing, then you will have discipline. Where does
confidence come from? It comes from having a trading
strategy that works.
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Confidence

When you develop a good trading strategy and plan,
you will develop confidence. Once you have
confidence then you will develop discipline. When you
have discipline, you make more money. When you
make more money, you have more confidence. It feeds
on itself, but it all starts with having a good strategy. A
strategy that makes money. If your strategy doesn't
make money, that loses money, you won't have
confidence and | guarantee you won't have discipline.



Trading path

You may have a trading style that makes very good
money, but you are very stressed all the time, that
style might not be for you. You might be better suited
to doesn’'t make as much money, but you are in a
better place emotionally. Don’t let trading ruin your life.
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Trading path

That's really where the confidence to trade comes
from. It comes from a familiarity with the market you
are trading. You know it. You know how it acts. You
trust it. You know you can make money from that
market.



Psychology

It iIs not easy for people to actually sit down and
develop their own trading philosophy. We all like to talk
about it and we often think we have one. But a trader
really needs to sit down and understand who they are,
how they trade and what their own trading philosophy
IS. Understand your own trading style. Your own
trading personality.



Psychology

You need to be in control of yourself. You cannot
control the market.



Psychology

Overtrading leads to ruin. It causes financial ruin and
emotional ruin. You must understand how many trades
a day are suitable for your trading personality. Some
traders are comfortable taking only 2-5 trades a day,
while others are comfortable taking more than 10
trades a day. What is your comfort level? One of the
ways to know your comfort level is to keep records of
your trades. The more you trade how are your results?




Emotions

What is more important than trading capital?
Emotional capital. When you start losing emotional
capital it is worse than trading capital because you
lose confidence. When you lose confidence, you lose
discipline which leads to self-destruction. The market
doesn’t crush you. You do it to yourself. You revenge
trade, you make terrible trading decisions.
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Emotions

Being prepared. When a trader Is better prepared
coming into the trading day, it makes thinking easier.
Once the market opens and trading up and down, a lot
IS happening It Is difficult to think clearly, and this
causes traders to become more emotional. When
traders become more emotional, they start to worry
and make poor decisions.

Talk about being prepared. Homework?



Emotional levels

Emotional levels in the market create great

opportunities for traders because once the emotional
trading is done, price often reverts right back through
them. Emotional buyers try to buy every break or dip.



Many traders struggle to advance their trading careers
because they really don’'t know how to understand the
market and what to look for in the market. They just
don’t know how to observe the market. Order flow
allows a trader to understand the difference between
price and value, the market conditions, Is the market
flow driven or technical driven, who the participants

are.



This concludes the Module 10: The Process.

In the next module we will discuss using order flow to
ald In your risk management.



