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rder Flow Dynamics

By Michael Valtos — www.orderflows.com

Module 10 : Risk, Money & Trade Manhagement
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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.
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Many traders think money management is the key to success.
Money management is important, but you must realize that not no
two trades are exactly alike. That is where a lot of traders run into
trouble with money management — they treat all trades the same.
The problem is they are over focused on the financial risk of the
trade and stop thinking about what is happening in the market. In
many cases it gives a trader a false security as it removes them

from the market.

“My testing has shown that this is a 69.2% winning trade with an
average profit of 3r and a loss of 1r.”
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Losing traders think in certainties.
Successful traders think in probabillities.

When you have an edge, but you don’t take trades, your edge
quickly disappears because you are trading your trading method
and the few trades you don’t take can be the difference between

success and failure.



FLOWS.COM

The only true factor of trading that a trader has control over is the
protective stop level. It is one of the most, if not the most important
part of trading. The profit potential of any trade can never be
accurately defined. Profit potential is an expectation or hope.

You can define how much you want to lose on a trade, but you can
never define potential profit.
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Difference between trade setups and trading plan.

A lot of traders fail because they think having a trading setup to look
for is all they need to be successful. But a trade setup Is just part of
the over all trading plan. A trade setup allows you to take essentially
the same trade over and over without much thinking. You still need
to apply money management, risk management and trade

management. A trade setup is the starting point to build your trading
plan around.
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Building a trading plan around a trade setup stops you from:
Trading irrationally.

Not knowing where you will enter the market.

Being unprepared.

Overtrading.

Blowing out your account.

Ok wWhE
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Not knowing where you will enter the market.

Being unprepared.

Trading irrationally.
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What Is your exit strategy?

Let winners run.

Cut losing trades short.

What Is your reason for getting out.

Scale out of trades.

Market conditions change.

Are your stops based on the market structure?

Time stops for trades that are not paying you.

Do your stops have enough space for average rotations?

N>R DN E
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Trade management mistakes.
1. No clear exit strategy.

2. Letting losing trades get ugly.

3. Taking profits early.

4. Getting greedy.

5. Stops too tight.

6. Moving stops as the market get close.

/. Stops too far.

8. Not getting out when it is time to get out.

9. Using same stop parameters for all markets and conditions.
10.Letting stops take over your market analysis.
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High probabillity trades vs low probability trades.

Low probabillity trades have a high probability of failing. One of the
many reason's traders blow up accounts is they don’t let go of a bad
trade and it follows them into their next trade.

You need a reason for every trade you take. A trap many traders fall
Into Is taking a trade and it loses, then immediately take another
trade, often without reason, looking to make it back immediately.
Don’t be that trader. Often you hear a trader say, “| made a dumb
mistake.” That is often their dumb mistake.
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A high probability trade does not mean you won’t have losing
trades. What it means Is when you are wrong, the loses will be
minimal, but the profit potential is very big.

Taking high probabillity trades requires patience and it requires a
trader to not take unnecessary trades or risk.
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In trade analysis — when you are In a trade, you must monitor it
order to maximize It.

- Is the trade working as planned? Or not?

- Is the trade moving towards the target? How close?

- Is the trade moving towards the stop? How close?

- How long has the trade been on?

- Did the trade get close to the target then back off?

Should you get out early?

Active trade management and analysis while in a trade will allow
you to make adjustments to help your bottom line.
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FLOWS.COM

Trade monitoring — As soon as you get into a trade you want to start
seeing the market move In your favor. If it does not, and instead

iImmediately starts moving against you, you probably shouldn’t be in
the trade. This Is the time a trader earns his living. You must be alert

to quick moves, but you also must be suspicious of what Is
happening in the market.



FLOWS.COM

What do | mean by suspicious? Think about it. Why did you get into
a trade? You expect the market to either continue In its current
direction or reverse its current direction. You made a trading
decision based on current market conditions, but the market is not

reacting the way it should this could be caused by an underlying
change in market conditions.



v 1 Minute i 5 & h B H w & E = Display Display Display Display Display | A ARSI

Order Flows Trader(MES 09-20 (1 Minute)), Current day OHL(MES 09-20 (1 Minute)), Prior day OHLC(MES 09-20 (1 Minute)) -UUIVE
7/10/2020 13:34:00 - 7/10/2020 14:02:00

Be suspicious - divergences

3172.50
3172.00
3171.50
3171.00

3170.50

3170.00
3169.50

v v 3169.00
1817 41

- --616 : : -—- 3% —--B{ 2 RIZEEEEE 8--mmmmmem 3168.50
a27f137][109] o [158]224] 32 0

| 30]|207128 a1 75[116 45 | 105 52 2 59 77)139 53 28 3168.00
-0 o7 | 91|s2 3208 0|z 11[ss 70 94 | 241 | 35]|a0 | 28 160 5047 | 61

v r-ote- 46 0 [198 | 238]165][161] 11 [s5 22 31 2259 30)|41 |48 166] 1.68 | 22 3167.50

0.6463 143|272 75 78|36 37|29 | 86 | 158] 50 68(43 1[0 [143] 86 38

; |57-f181]]215]106 19)o 14]o 0o 2|2 30 |75 0 66 3167.00
r- 0|43 94---0fl26-1 51 : 14 slo 72 : 2.083 [124 |99 | 18 3
| 59 139| 76| 165[101 154 98 752 3166.50

{464!107 | 113 2578 20|76 [109][63 | 6312 149 93 9

232195] 0|ss 79ll138 s0f12 1.206 71 0 198 3166.00

161/165 | 42 [108][168] 2[58  3.633 7 | 4031

146 110 10452 af|22 84 27|65 3165.50

2|96 260 [134][197] 0 |285]262

172 104 | 26 @@ 3165.00
171 1.288 16352

33 Vel REL  3164.50

1.169 315 | 132
3164.00

Delta

[Min. Defta |

© 2020 NinjaTrader, 3163.00

3163.50

13:35



Chart  WES 08-20 v 1Minute N @ h B H wm M [E = Display Display Display Display Display Y - 7(x

Order Flows Trader(MES 09-20 (1 Minute)), Current day OHL(MES 09-20 (1 Minute)), Prior day OHLC(MES 09-20 (1 Minute)) - UUIVG

7/10/2020 13:55:00 - 7/10/2020 14:23:00 ' 3172.75
r-erﬁ--' 67 39 3172.50

Be ready to go opposite direction if deemed necessary [ fzui«E R 722
[192}129 |77 99 71

28614551 19 0 3171.50
159
0 3171.00
e 3170.75
330 3170.50
234 9fl59 106
587[129]/222| 0.7358 3170.00
173]155 | 123

324( 79 | 45 3169.50
109 50 |7

77 | 1.58 3169.00
-8 176+ 39 22

e 544 231196 86 17 3168.50
f1ss | 332]237 |[147]129

77 178 74138 88 0 8 3168.00

2

0 59
42194 | 24|11 35 (|40 138 91|13 M 6
31 2

48 2053 30|41 | 48 247 40|30 30 3167.50
50 (50 68|43 1[0 |143] 85 101 |61 67
4|0 92{92 30 175 59 95 55|39 [118] 34 46 3167.00
2.083 [124 |9 | 18 17 81 1.836 o 2s)s | s
752 75 32 0 60102 125 3166.50

95 79 126 140| 86
198 124 l210]] 159] 64 3166.00
7 14031 121 46|24 3
84 | 27|65 148 83|74 21.33 3165.50
0 |285]262 97|95 77|29

379} 269| 4453 390 3165.00

16352 70|47

173191 20 3164.50
315|132 35

3164.00

Max Delta 3163.50

Cum. Delta
© 2020 NinjaTrader, 3163.00
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Monitoring a trade gets tricky for many traders because they want to
over analyze every tick when they don’t need to do that. What you
need to do Is monitor the pulse of the market.

There are three conditions you can find yourself in after getting into
a trade:

Easy — No problem, the market doing exactly what it should.

Neutral — Market spinning its wheels, not moving exactly as it
should, based on the order flow, but still moving.

Difficult — immediately against you. Comes back to break even, then
back against you. Ball out early.
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FLOWS.COM

Trade management is a form of risk management. If a trade is in the
easy stage, then that is good. The market is moving in your favor.
You can choose to add to the position. If a trade Is in the neutral
stage, you can reduce your position, tighten your stop. If a trade is
In the difficult stage the market is acting unexpectedly or you have
become uncertain of the current market condition, then you should
seriously consider getting out of the position.

Market can go from neutral to difficult fast.
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Reasons for getting out of a trade early for a loss:

1. If the market is not moving in your direction. Sounds simple. But
IS one of the most difficult decisions traders must make because it
means you are taking a loss. | expect the market to move in my
favor sooner rather than later. Depends on the trade setup as well. If
| am buying a pull back, | expect a little heat, but if it is a momentum
trade, then the market needs to move sooner rather than later. If the
trade Is against me for a prolonged period of time but hasn't
stopped me out yet, as much as | hate to, | know | have to get out.
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FLOWS.COM

Reasons for getting out of a trade early for a loss:

2. The original trade reasoning is invalidated. For example, if the
reason for the trade was to buy a stacked imbalance, but the market
IS unable to remain above the imbalance, get out. If you short
because of a bearish prominent point of control that you think is
resistance and the market rallies up to and above the bearish
prominent point of control, get out. Order flow gives you very
precise reasons for being in a trade. As a result if the trade Is not
working as expected, get out.
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Reasons for getting out of a trade early for a loss:

3. Time decay. The longer you are in a trade that is not going in your
favor (neutral stage) the reason for taking the trade is wearing off.
Many traders will remain in a trade that is not paying them in hopes

of the trade eventually working out.
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FLOWS.COM

Just about every trading method or strategy Is concerned only with
entry and exit but not with what happens in between entry and exit
where things can continue as expected, do nothing or change
drastically.

Most traders think of risk only in terms of money, but there is a time
risk as well. Time risk is a self-imposed risk by the trader in the form
of active trade management.
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Every trade that you enter into has life cycle. From the moment you
enter into a trade to the moment you exit the trade, conditions are
constantly changing, either in your favor or against you. The longer
you are Iin a trade the higher the chance something can happen that
can change the market conditions. Time Is a risk factor. The life
cycle of a trade Is imposed either by the trader or the market.
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If you struggle getting out of bad trades, run through a mental
checklist of the pros and cons of remaining in the trade. If there are

more cons than pros, then simply get out.

There are always plenty of opportunities to trade every day.
Sometimes sitting on your hands is the best trade you can make.
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When managing the risk of time a trader must be monitoring the
current market situation and ask:

- Is the order flow continuing in the direction of the reason for
getting into the trade?

- Has the order flow changed direction? Neutral? Bullish to
pearish? Bearish to bullish?

- Is the market doing what is expected or behaving differently?




FLOWS.COM

How does a trader consider the time risk of a trade?

~or example, you buy CL expecting the market to go 50 cents
nigher. Over the next hour CL only goes 15 cents higher and then
continues sideways. You were looking for a 50 cent move but only
got a 15 cent move and now there iIs no more movement. Do you
get out and book the 15 cents or move your stop up to break even
and just let the trade continue one way or another?
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Traders often try to get around the time factor by using charts that
remove time from the trading equation and essentially eliminate

time risk by using range-based charts, volume and tick-based
charts, and a few others.

Is that good or bad? The answer: It depends. There is no one

perfect chart, but there is a chart that is suits you and your trading
style.
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CL 08-20
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Volume based chart based on the amount of volume In a bar.
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Which chart to use Is a personal choice based on your own risk
tolerance.

There is no perfect chart. But there is a chart perfect for you.
In trading nothing Is one-size fits all.
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Event risk Is something completely out of the control of the trader Iin
terms of risk, but a trader must still be aware of it and protect
himself from it. Event risk has nothing to do with what you plan for,
but you still have to plan for it. For example, in soccer it could all of
a sudden rain which would change the footing on the pitch. It is an
external event you have no control over.

Trading systems generally don't take into account event risk
because they are built on large data sets of data occurrences.
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Recently a form of event risk that affect many traders is rise in
margins both at the exchange level and broker level (the ones who
offer day trading margin rates). In some cases traders were forced
to liquidate positions that they couldn’t afford. This is a form of event

risk. Something out of your control.
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What is more important? Trading method or trading psychology?
Some people say psychology is more important than having a good
trading method. But | think that is perpetuated by traders who don’t
have a profitable trading method. Think about it for a moment, If you

are a profitable trader doesn’t that give you a psychological edge
over other traders?
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Miscellaneous stuff
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People who talk about discipline, more often than not, have never
traded day in and day out. Telling a trader that they must be “more
disciplined” just shows that the person saying it probably hasn’t
traded. The market is cruel and if you are not disciplined, it will
crush you.

What you need to do is develop discipline. Its like learning to drive a
car, we all want to go fast. There are times when we go above the
speed limit, but we know how to exert discipline to keep us safe.
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Differences between trend days up and trend day down.
On trend days up, markets react less from its intraday highs than it

does from the lows on a trend day down.
On trend days down, markets can have bigger reactions from it
lows. Give positions a little more room.
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When a market is trading inside the day’s range, to maximize your
trade you should look to areas where the market can go and to
areas where the market may run into support or resistance.

Most traders have a TP and SL. But if your TP Is beyond an area
where the market may not get to, then you must understand that
and adjust accordingly.
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Why do you get into a trade to begin with? Often It is because you
have seen some kind of pattern develop in the market that you have
seen before and traded profitably. But what happens when you get
Into a trade and then the market just goes against you from the
onset? Are you just going to let it stop you out or are you going to
bail out of the trade early because you recognize it is a lost cause.

Think of chess, a chess master can tell long before the game ends if
he Is going to win or lose.
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This concludes Module 10. In Module 11 we will discuss how to use
order flow to let winners run.



