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Preface
 About the author
 Malcolm Pryor is a member of the Society of Technical Analysts in the UK andhas been designated a Certified Financial Technician by the InternationalFederation of Technical Analysts.
 He is a director of a consultancy practice, and is an expert at several games,including bridge where he has held the rank of Grandmaster for over a decade.
 What this book covers
 This is a book about financial spread betting. Although spread betting startedway back in the 1970s, recent years have seen an explosion of interest, withincreased demand for the product and new betting firms entering themarketplace. It is easy to open an account, and many people now have doneso. Unfortunately, it is not so easy to make money.
 What do successful spread bettors do that is different?
 This book has been written to try to answer that question.
 Who this book is for
 This book is not for–
 • complete beginners, it assumes a basic understanding of how spread bettingworks;
 • people who think there is easy money out there, just waiting to be pickedup;
 • those who want to spread bet for the adrenalin rush, irrespective of theresults.
 Rather, the book has been written for people who want to have a serious go atspread betting, managing costs and risks, and who recognise that it will takesome skill and effort.
 If you are one of those people, this book will be of interest to you whether youhave a spread betting account now, had one in the past, or are thinking ofgetting one in the future.
 xi
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It is perfectly possible to spread bet just using the telephone. However, in thisbook I am assuming that all readers have a computer connected to the internet.
 How this book is structured
 Imagine a mountain called Spread Betting. Our mission is to climb it.
 There are three key stages to climbing a mountain:
 1. first a Base Camp must be established;
 2. from there the journey up the mountain face begins; and
 3. finally one makes an attempt on the summit.
 This book reflects this three stage approach and is divided into three main parts.Let’s expand on this a little.
 We start with an Introduction which reviews some of the benefits of spreadbetting and highlights its current impressive growth.
 Part I
 In the first Part of the book, we set off to reach Base Camp. We review how toselect a spread betting firm. We look at the hardware and software requirementsto run a spread betting account and other resource requirements such as pricedata, information and web sites. We look at the timescales for making spreadbets. We survey what winning spread bettors bet on and the types of instrumentavailable. We review how the spread betting firms make their money, coveringsome controversial issues, including how prices are set, how competitive themarket is, and whether the firms hedge our bets. We examine 10 common andreally expensive errors spread bettors make. We highlight the importance ofstop losses. We examine in detail the various different ways in which we canenter and exit bets and when to use each type of order. Finally we deal withsome of the practical issues to do with running a spread bettng account.
 We are now ready to climb the face of the mountain called Spread Betting.
 Part II
 In Part 2, we start to climb the Mountain. We outline various strategies that wecould select for spread betting. We take a detailed look at the first strategy,betting on a trend, covering the basic concept, timeframes, identification oftrends, weekly shortlists, daily set ups, entry triggers, position sizing, profit
 xii
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taking and re-entry. The next two strategies are then covered, betting onreversals, and in and out within a day; and we follow up by outlining a numberof delta neutral strategies including pairs trading, arbitrage and hedging.
 We are now ready to make our assault on the summit.
 Part III
 In Part 3, we set off on the route to the summit. We highlight the importanceof the individual spread bettor in the equation, and we look at how the mostsuccessful spread bettors stay in control through planning, record keeping,regular reviews and various techniques of risk management. Part 3 concludeswith a chapter on developing a winning attitude and a chapter on continualdevelopment.
 Supporting web site
 The publisher’s web site supporting this book can be found at:www.harriman-house.com/financialspreadbetting
 The author’s web site can be found at:www.sparkdales.co.uk
 xiii
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Introduction
 What’s special about spread betting?
 It probably won’t come as a surprise that I am a fan of spread betting. Itsattractions include–
 Spread betting is very straight-forward
 The mechanics of entering or exiting bets are straightforward. Since this issupposed to be a relatively advanced book on spread betting, for the most partI will assume everyone is familiar with the basics of how spread betting works.The firms’ web sites and marketing literature provide easy to followexplanations of the mechanics. (In case you feel you need a refresher, somebasic bets are illustrated and basic terms explained in the Appendix).
 Open to everyone
 You can open a spread betting account with just a few hundred pounds.
 Credit available
 Spread betting firms often allow credit facilities – although these may beunsuitable for some people.
 Exposure to a wide range of markets
 You can bet on commodities, interest rates, bonds, stocks, indices andcurrencies – all of which can be traded from the one account. And if that’s notenough there is also betting on sports and politics – it seems like you can beton almost anything today.
 Ability to go short
 You can bet on stocks falling in price. Before spread betting came along,shorting stocks wasn’t easy for ordinary investors. With spread betting,shorting is as easy as going long. Shorting is not a natural activity for manynew traders, but trading without shorting is like trading with one hand tiedbehind your back.
 xvii
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 xviii
 No Tax
 You make money and you don’t pay tax on it – that can’t be bad! However,there is a double edged sword here in that if you have trading losses you can’toffset your losses against any capital gains you might have elsewhere. Also, thetax advantages are not much use if you don’t make any profits, or if yourprofits are less than the capital gains threshold.
 Low transaction costs
 No stamp duty and no commissions! These costs can really mount up if youactively trade the underlying instruments direct. However, you will generallyfind the spreads in spread betting are higher, offsetting some of the advantagesregarding stamp duty and commissions.
 Remove currency exposure
 With some firms you can bet on, say, a US stock in pounds per point ratherthan dollars per point. So you don’t have to worry about the dollar going up ordown in addition to worrying about the price movement of the instrument.
 Sophisticated trading platforms
 Most spread betting firms have invested heavily in their trading platforms,which offer sophisticated risk and account management tools, charting, analysisand news as part of the service.
 Leverage
 Spread betting can offer extreme leverage. For instance, you can bet on anindex, or on one of the larger FTSE 100 stocks, with only 3% margin.
 Let’s take BHP Billiton as an example, with the stock trading at 1100p. You canhave exposure to the equivalent of £1100 worth of BHP Billiton stock with just£33 of money in your account. Or £11,000 worth of stock with £330. Or£110,000 worth with £3,300. But with such leverage comes high risk, which isone of the topics we look at later.
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Introduction
 xix
 Overlap and convergence of betting products
 Recent developments in sports betting are now starting to spill over into thefinancial spread betting world. In sports betting there are three ways to bet:
 1. fixed odds betting (e.g. the traditional bet at the bookie’s),
 2. betting exchanges (where in general the odds are more favourable thanusing a bookie, and where you can get to play the bookie by laying as wellas backing results), and
 3. sports spread betting.
 In the financial arena, betting exchanges haven’t as yet taken off, but could doone day; fixed odds betting, particularly in the form of binary betting, isgrowing.
 This book is mainly about financial spread betting. We do take a quick look atexchange betting and binary betting, but don’t spend a huge amount of timeon them; in the case of exchange betting because it hasn’t got going yet in thefinancial arena, and in the case of binary betting because the product range iscurrently fairly limited (major indices are well covered for instance but notFTSE250 stocks), the upside is too limited, and it is too difficult to get aconsistent winning edge. We do look briefly at some innovative fixed oddsbetting products which have potential. But our main focus is on financialspread betting.
 One million spread bettors
 Spread betting is growing rapidly. One recent estimate put the number ofcustomers at between a quarter and half a million, with expected growth to inexcess of one million over the next 5 years.
 Climbing the spread betting mountain
 You can peer at the Summit of the Spread Betting Mountain in the distance anddream of riches, but if you spread bet without knowing what you are doing youwill be like a climber setting off to climb a mountain with no preparation, noprotective clothing, no equipment and no guide. This book won’t guarantee yousuccess but I do hope that it will plug some of those gaps.
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Part 1 – Base Camp
 If we want to climb the mountain called Spread Betting, our first task is toreach Base Camp. Getting to Base Camp means we will have the requisitebackground knowledge and resources to start spread betting. More specifically,we will know how to select a spread betting firm; we will have identified theresources we need by way of hardware, software, price data, information andweb sites. We will have formed a view on what underlying instruments we wishto bet on, and have an understanding of the various spread betting products onthe market. We will have respect for the dangers of spread betting andunderstand where many spread bettors go wrong. We will have enhanced oursafety by appreciating the merits of stop losses; and we will have a goodunderstanding of the various methods of entering and exiting bets. When weget to Base Camp we will already be better equipped than many spread bettors.
 3

Page 25
						


Page 26
						

Choosing ASpread Betting Firm
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Before we start to spread bet we need a spread betting account. This chapterprovides a little background to the spread betting market and then looks at howto select a spread betting firm. If you are an experienced spread bettor withmore than one account you may find you know most of this material and canwhizz through it.
 Origins and growth of the market
 IG Index – the first spread betting firm
 The first spread betting firm was IG Index, who set up a facility in 1974 forpeople to bet on the price of gold (when there were restrictions on buying goldoutright). They also introduced betting on a number of other financialinstruments.
 Over time, other firms entered the market and the range of the futures-styleproducts on offer expanded. Sports betting was also introduced. The spreadbetting market expanded rapidly from the end of the 1990s as both demand(new customers) and supply (new spread betting firms) increased.
 Deal4free introduce rolling daily bets
 The market changed somewhat when the firm currently trading as CMC Marketsentered it (trading at that time as Deal4free). Firstly, because they had an openand aggressive strategy of undercutting the other firms’ spreads and, secondly,because they marketed a new product, the rolling daily bet. Rolling daily betsare settled each day, but the positions are automatically carried over to the nextday (“rolled over”) until closed with interest being charged or credited on adaily basis as long as the bet remains open. As well as the tight spreads,customers using these new products got increased transparency, given that theDeal4free price was clearly based on the cash price in the market, rather thana price adjusted for future interest and dividends.
 In the last few years there have been a number of further new entrants to themarket so that at the last count there were a couple of dozen firms offeringspread betting services.
 This increase, combined with increasing customer sophistication, has resultedin a much more competitive market, which has had a number of beneficialconsequences for the customers. Spreads have tightened, and are continuing totighten, as customers are increasingly willing and able to switch accounts.
 7
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Trading platforms have improved significantly and service quality, seen ascritical, has improved.
 On a personal note, I have preferred over the years to have accounts with morethan one firm. In fact, with many of them. It is helpful to:
 • see who is currently offering the tightest spreads,
 • keep up with new product offerings, and
 • make sure I can always place the bets I want in the volume I want.
 I have occasionally found that one firm won’t take any new bets on a particularinstrument, for whatever reason, while another firm is still open for business inthat instrument.
 Selection criteria
 Choosing a spread betting provider will depend to some extent on yourpersonal preferences. In particular, these preferences will impact on theweightings you put on the main criteria:
 1. range of products,
 2. are the specific products you want available?
 3. tightness of spreads,
 4. general functionality, such as quality of order automation (e.g. stops),
 5. trading software/web site – quality of extras (e.g. news, fundamentals,technicals),
 6. quality of phone trading service,
 7. quality of trade execution, back office and customer service, and
 8. additional benefits (e.g. interest paid on funds in the account).
 For my own betting, two of these criteria stand out as being significantly moreimportant than the others-
 1. Specific product (rolling daily bet)
 I want a specific product to be available (the rolling daily bet product), sincethat is my favourite type of instrument. This is my preference. Maybe in yourcase it is the binary bet product that is most important, or the less commoncommodity futures products, or something else.
 8
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2. Size of spread
 The tightness of spreads is critical to me, since that has a big impact on mystyle of trading over the course of a year. The trading software is of coursealso important, however I could personally live with an inferior platformthat had tight spreads in preference to an all singing all dancing platformwith inferior spreads.
 The back office and customerservice support has in myexperience been helpful andreliable from all the firms I havedealt with.
 Once in a while one of the firmsembarks on a marketing campaigngiving away freebies.
 The 6-Stage Plan for opening an account
 There are six key stages to work through when opening a spread bettingaccount-
 1. Inspect the marketing literature and advertisements; the larger firmsadvertise regularly in the weekly investment magazines.
 2. Look at the web sites to see which ones you like best and check productranges.
 3. Check out the size of the spreads.
 4. Talk to current users to get their feedback. You can also get some idea bylooking at comments on internet bulletin boards – although do be carefulhere, one disgruntled client can make a lot of noise, whereas satisfied clientstend to keep quiet.
 5. Visit the spread betting firm – most will show you around their shop, andyou can pick up the vibes.
 6. Open more than one account, for flexibility.
 There are a few additional points that may be important for some traders andnot others, such as-
 9
 1 Choosing A Spread Betting Firm
 At various times customers havereceived PDAs, free bets, andchampagne. By all means enjoythem if you get them, but baseyour selection on all the criteria,not just the giveaways.
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• minimum account size – varies from £100 to £5000;
 • availability of credit facilities;
 • margin structure – varies from 1% with one firm for some indices up to 20%or more for smaller stocks with another;
 • quality of training material; and
 • ability to practice on a dummy account or with very small bet sizes in areal account – at the time of writing one firm (Finspreads) allows bets of 1pper point for an initial period.
 Directory of spread betting firms
 A directory of spread betting firms can be found in the appendix to this book.
 We now know how to select a spread betting firm. The next chapter looks atmore setting up issues: computer requirements.
 10
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2Getting Set Up – ComputerHardware And Software

Page 33
						


Page 34
						

This chapter looks at the spread bettor’s computer requirements. If you haverecently purchased a computer and consider yourself well versed in operatingit you may want to speed read this section.
 Back in the early part of the last century some of the greatest traders that haveever lived, such as Jesse Livermore, made fortunes betting on the movement ofstocks and commodities. The technology they had to help them was primitiveto say the least: paper charts, the ticker tape of the most recent trades,telegrams, phones, prices written up on a board on the wall as they camethrough on the tape. It is possible that people today make money out of spreadbetting without a computer, but I am prepared to bet their numbers will besmall. If you can get an edge just looking at paper charts, that’s great. But formost of us the computer is an essential tool for spread betting.
 Hardware
 The good news is that computers get more powerful every year, and alsocheaper.
 You have an existing computer
 If you have an old or low spec PC you should check with any potential spreadbetting firm you are applying to what the minimum computer specificationthey need for you to use their software.
 Having phoned around all my current spread betting accounts, it would appearthat 0.8 GHz processor, 256 KB RAM, plus 100 MB free disk space is about themost any of them say they need you to have.
 Several of the firms add that they require the PC to be Java enabled, and severalothers require Flashplayer (from Macromedia). But if you get a CD off them thisis likely to get sorted during the software download, and even if it doesn’t it’sno great problem to fix.
 An old PC I recently abandoned (which, needless to say, appeared very highpowered when I bought it in 2000!), had a very low spec by today’s standardsbut has been fine for all my spread betting, real time data and end of day datadownloads.
 So, if you already have a computer that’s connected to the internet and you’rehappy with it, then in all likelihood it will be fine for online spread betting. On
 13
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the other hand, if you’re thinking of buying a new computer anyway, somenotes follow.
 Recommendation
 If you have an old computer that seems slow, sometimes just adding morememory (RAM) can significantly speed the computer up.
 You’re thinking of buying a new computer
 Computer technology is racingahead, but it is being driven bythe requirements of multimediaas computers morph intoentertainment centres. Bycontrast, the computingrequirements for trading are verymodest. And the real cost of computers today is very low, such that if anyperson finds their cost significant or worrying then there’s a strong argumentthat they shouldn’t be spread betting.
 Having recently upgraded from an ancient PC to a more modern laptop, I hadto update my knowledge a little bit. The spec I went for: a laptop with 2.6 GHzSpeed, 1600 MHz BUS, 1000 KB Cache, 1024 MB memory, 100 GB storage plusmost of the extras and a bit of software thrown in. This is way more than Iactually need for spread betting. But in a couple of years anyone reading thiswill no doubt be amused at such a low spec.
 Recommendation
 The two key recommendations I would make are-
 1. Don’t skimp on the on the computer’s memory (RAM). Get at least 1GB ofRAM and 2GB if you can afford it.
 2. Don’t necessarily buy the cheapest computer, or the one with the best deal.There are other factors, besides price, that are more important. For example,if you are not confident with your computer skills, then it is a good idea tobuy a computer that offers good after sales support.
 To cut to the chase, it is virtuallyimpossible to buy a computer today– even at the lowest prices – that isnot powerful enough for spreadbetting and active trading generally.
 The Financial Spread Betting Handbook
 14
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2 Getting Set Up Computer Hardware and Software
 15
 References
 Some web sites with information on buying computers:
 compreviews.about.com/cs/desktops/bb/aabybdesktops.htm
 www.infohq.com/Computer/computer-buying-primer.htm
 www.css.msu.edu/PC-Guide/PC-Guide1.cfm
 Internet connection
 Today, having a computer with no internet connection is like owning a car ina country with no road network.
 Ideally, you should have a broadband internet connection. Not that spreadbetting requires it, it’s just much more convenient. Where I live, no one hasbroadband, so I have to make do with a miserable 56K max phone line. If youare in this boat, fear not, most things seem to work OK. But obviously if aspread betting firm gives you a choice of an internet download to get theirtrading platform (likely to take well over an hour at that speed) or a CD in thepost, take the CD!
 References
 • Broadband Checker (www.broadbandchecker.co.uk) – good quickexplanation of broadband
 • ADSL Guide (www.adslguide.org.uk) – test your connection speed
 General software
 Some general software recommendations
 • MS Office (including Word and Excel). Excel is particularly useful forportfolio monitoring. If you don’t want to pay the high price for MS Office(approx £300), then MS Works is OK, but much better is OpenOffice(www.openoffice.org) which has 99% of the functionality of MS Office butis free.
 • AVG Anti-Virus (www.grisoft.com). Norton and McAfee are the leadinganti-virus programs, but AVG is just as good, with less annoyances and isfree.
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• Spybot (www.spybot.info). Keep track of spyware on your computer.
 • CCleaner (www.ccleaner.com). Great, free utility that deletes all those filesthat gunge up Windows computers (i.e. temp files, cookies, deleted files etc.)
 Backing up
 Amazingly, I still come across people who have lost all their data becausetheir computer died. This really shouldn’t happen, as today backing up is verycheap and simple. A couple of methods to consider-
 1. Back up regularly onto CD or DVD if you have a CD burner.
 2. Buy an external hard disk and back up onto that. These hard disks plug intoa USB port and work just like an ordinary hard drive. Go towww.amazon.co.uk, and drill down to “Electronics & Photo › ComputerPeripherals › Drives & Storage” for a quick overview of the range and pricesfor hard drives.
 Postscript
 We now have a spread betting account and a computer. But there are otherresources we need before we can start, which we look at in the next chapter.
 16
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This chapter looks at further resources we may need to spread bet: tradingsoftware, price data, information and web sites.
 Trading software
 Cost issues
 I have made an assumption on hardware that in today’s world pretty nearlyeveryone who is going to spread bet is going to have a PC, so in a sense the PCisn’t an incremental cost for the spread bettor.
 When it comes to trading software on the other hand, costs start to be a factor.You should consider software costs to be part of your overall spread bettingprofit and loss account. So if you only have £500 in your spread bettingaccount you are going to find it much harder to make a profit if you spend£450 a year on software and related data downloads. And yet good softwarecan help you win.
 Vicious circle or what?
 Apart from costs, the other key factor to consider with software is what wewant to do with it.
 Functionality
 First up, we want to make spread bets and to monitor them. The good news hereis the spread betting firms’ software comes as part of the service, and inaddition to providing the means to make the actual bets online, and to managethem, most of the firms provide a wealth of extras on their sites. You shouldtake a tour of the sites to get a feel for what is on offer for each firm’scustomers. This tends to include: news, access to some fundamental data,technical analysis and market prices. If you have a small account and want tokeep all costs to a minimum, you could get by with just using your spreadbetting firms’ sites, supplemented with access to one or two of the free financialweb sites outlined later in this chapter.
 But we can do better by spending money on trading software.
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Trading software programs
 Here is a list of some the major trading software programs around-
 • Equis (www.equis.com)
 • eSignal (www.esignal.com)
 • ShareScope (www.sharescope.co.uk)
 • SimplyChart (www.simplychart.com)
 • Updata (www.updata.com)
 Personally, I use ShareScope, which I describe in some detail below.
 ShareScope
 Most people find that they need access to specialist software facilitatingdetailed analysis of end of day historical data. The charts in this book wereproduced using a program called ShareScope. Under prices applicable whenwriting this chapter, the cost of the end of day service is £14 per month after aone off £79.95 joining fee. For this you get the software (and free upgrades),historic data going back a decade or more in some cases, plus a download eachtrading day of the latest prices.
 I have been using the ShareScope software since 2001 and have found that theadditional analytical capability that it gives me is well worth the annual costs.Specifically, what I get from it over and above what I can get from the free sitesincludes the following:
 1. easier to navigate round all the instruments, (e.g. can flick through allconstituents of the FTSE 350 one at a time with one keystroke per stock);
 2. more flexibility in sorting instruments (e.g. by volatility, today’s pricechange, market cap);
 3. easier to switch timeframes (e.g. from daily to weekly to monthly at a keystroke);
 4. easier to customise chart styles (e.g. candles, point and figure, bar charts);
 5. more comprehensive set of indicators (over 60);
 6. easier to vary parameters of indicators;
 7. easier to personalise specific charts (e.g. draw support and resistance, trendlines, add notes etc)
 20
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8. more flexibility in creating portfolios of instruments;
 9. much faster response, since once you have downloaded the data thesoftware is off-line; and
 10. more flexible filtering system (i.e Data Mining).
 Having looked at software, next on our shopping list of resources for spreadbetting is price data.
 Price data
 With ShareScope, effectively you buy the software first then you pay a regularfee for receiving price data. This is typically how all the trading softwareproviders operate. So far, we have looked at end of day data. But there is alsomore expensive data available for those that need it – intraday price data.
 This comes in two main types:
 1. delayed – data is usually delayed by 20 minutes.
 2. real time – data is streamed to you computer in real-time with no delay.
 Delayed vs. real time intraday data
 With either you are able to look at intraday patterns and trends on a muchsmaller time frame than a day; commonly used timeframes are hourly, halfhourly, 15 minute, 10 minute and 5 minute. On a 15 minute chart for instanceeach bar represents 15 minutes of trading.
 How expensive is intraday data?
 A number of the spread betting firms supply real time data for free for accountholders (although sometimes the data is based on their prices rather than theunderlying market); you can get delayed intraday data for free from a numberof web sites; you can also get intraday day via the trading software programsmentioned earlier in this chapter.
 Let’s have a quick look at the costs of buying this data from a software supplier,using ShareScope as an example:
 1. delayed intraday data costs £28 per month (compared with £14 per monthfor end of day),
 2. real time data costs £84.95 per month.
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So, why get intraday data?
 Three main reasons.
 1. If you are betting in day trading mode, betting on small intradaymovements, you must be able to spot trends and patterns that occur duringthe day. In this case you almost certainly need real time data, since a 20minute delay may mean you are late spotting key developments. You hadbetter have a big account and be very skilful, otherwise the costs of this datawill be impossible to overcome.
 2. You may find that understanding the intraday trends and patterns helps youfine tune your entries and exits on the longer time frames e.g. daily.
 3. If you have real time data, with live bid and ask prices, you can keep areality check on the prices from your spread betting firm.
 With these last two reasons, you have to be clear that the potential benefits areworth the costs.
 My personal solution
 Mainly for the second and the third reasons (listed above), my personal solutionto this issue is as follows:
 1. Delayed intraday data
 For an extra £14 per month I have delayed intraday data from ShareScopewhich allows me to look at 10 days of 30 minute charts, 15 minute charts and5 minute charts, and thereby fine tune my entries and exits. I calculate that theimprovements in timing I obtain comfortably cover the costs; plus I get someadditional functionality in the software thrown in.
 2. Real time data
 I have an account with myBroker.com, an online broker, which provides realtime data and a range of other facilities for a little over £400 per year. Withthis I can see the current “yellow strip” (the range of best bid and best offer inthe market place) and I won’t place bets on a market order with any spreadbetting firm if they are significantly out of line with this. I will either place alimit order to get the price I want (or pass on the bet), or I will use another firmwho are more in line with the yellow strip.
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Penny pinching?
 Yes indeed, and over the year it comes to a lot of pennies, certainly a lot morethan the costs of the real time data. I also find the myBroker.com real timeportfolio monitoring functionality excellent. I key in to it my trade plan eachday, with notes of potential entries, stops and targets, and can set audio andemail alarms for when any of these get triggered.
 Your solution
 You have to do the sums for your own situation.
 A small account can’t absorb significant data costs – no problem, you can winwithout them.
 For bigger accounts, you need to work out whether the potential gains for yourstyle of trading outweighs the costs. For many people they won’t, so don’twaste money on delayed or real time data if it’s not going to improve youroverall profit.
 Level 2
 For a further outlay you can obtain Level 2 data.
 Here are some of the more useful pieces of information which come with Level2 on the London Stock Exchange:
 1. Last traded price (plus trade type and time and volume for the trade).
 2. Price and type of the last 5 trades (plus volume and value of each trade).
 3. Highest and lowest prices of the day.
 4. VWAP – volume weighted average price of today’s trading (this isparticularly useful since it helps understand where within the day’s range thebulk of trading has taken place).
 5. Buy and sell volume (how many shares are being offered on the order book).
 6. Yellow strip (the best buy and sell prices, the number of orders at thoseprices and the volume of shares available).
 7. Analysis of the order book (two columns showing buy and sell orders andquotes at each price, showing volume of shares available) – you can eithersee all the orders, or (my preference) see a summary where only one line perprice is displayed. The advantage of this is that you can see how many
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unfilled orders there are above and below the current price, whether thereare any imbalances which might in the very short term push the price up ordown.
 For ShareScope customers who already pay for intraday data (delayed or realtime) it costs an extra £25 per month.
 Once again, the key thing is to compare benefits and costs – will the benefitsof Level 2 data outweigh the incremental costs? For many spread bettors(including myself) the answer will be no. However, there are a growing numberof traders who find they can harness the power of this information to improvethe timing of their entries and exits enough to justify the costs.
 What to do if you are away from your PC
 There is one more topic to cover on price data.
 You have worked out what data you want downloaded to your PC. But whatabout when you are not at your PC? What if you want to know what is goingon when you are nowhere near your PC? There are several solutions to thisproblem:
 1. Going away for a long time? I personally prefer to exit all bets, so I don’tneed the data. It’s good to take a break, I am unlikely to be able to managemy bets properly while I am away, and if they go against me it spoils theholiday; at the very least if I keep any bets open I will ensure that every bethas an automated stop loss on it.
 2. For shorter periods, again automated stops allow you to exit even thoughyou are unable to monitor the bets personally.
 3. Most firms are happy for you to phone in occasionally to check prices; makeit clear you are not intending to trade and don’t call in too often.
 4. If you can get internet access then you can check prices on the internet(don’t forget to take your login/password with you!).
 5. Data downloads to phone or PDA are possible and with some firms you canalso trade from them.
 6. You can phone in to some data providers – and to at least one spread bettingfirm – and get prices without having to talk to anyone. Speech recognitiontechnology is used in some cases.
 24
 The Financial Spread Betting Handbook

Page 46
						

Information
 As we found for software, so it is for information – there’s some free stuff outthere, and there’s stuff you pay for. Again, as for software, treat anyinformation you pay for as part of your spread betting profit and loss, makesure the benefits outweigh the costs, and if your account size is small you willhave to be economical. Here is a view of how I personally navigate my waythrough this.
 Free stuff, web sites
 The source of the free stuff is, as before, the spread betting firms’ sites and thefree parts of the various financial web sites out there, some of which I list inthe next section.
 Magazines
 As general background material Isubscribe to three weeklymagazines (Investors Chronicle,Shares and Money Week) and onemonthly one (Traders’). This costsme about £350 per year, and Isuspect I could make do with justTraders’ plus one of the weekly magazines. The Investors Chronicle and Sharessubscriptions also cover access to parts of a couple of useful web sites. Ipersonally don’t bother with a daily paper.
 Newsletters
 There are hundreds of advisory letters and subscription based web sites outthere, and it’s not my style to pay money for that kind of thing. I prefer to packmy own parachute, in a manner of speaking.
 OK, there is one exception here that proves the rule. I subscribe to JohnMurphy’s newsletter from the stockcharts.com web site, which comes outseveral times a week and covers key inter market trends primarily from a U.S.perspective. It costs me about £100 per year at current exchange rates. Anumber of John Murphy’s books are featured in Part 3, in my list of the twentyfive books I have learnt the most from. I also receive a number of free daily andweekly emails.
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Web sites
 There are a large number of web sites devoted to financial information, trading,news and so on. Some are subscription based, others are free (although withsome of them you do have to go through the process of signing up as a memberfirst.) For my style of trading I don’t spend a huge amount of time trawlingthrough web sites, and my needs for price data are filled through mysubscription based software. So the list of web sites I use for spread betting isvery small.
 Web sites I use regularly
 • www.moneyam.com – I have access to this by virtue of being a Sharesmagazine subscriber and I mainly use this site to look at reports on breakingnews, for example company results just out or interest rate decisions.
 • www.stockcharts.com – I subscribe to the John Murphy newsletter which isaccessed via this site, I also find the free parts of this site helpful, particularlythe charts on overall worldwide market trends.
 Web sites providing free charts and prices
 • www.advfn.com
 • www.bigcharts.com
 • www.ft.com
 • www.marketwatch.com
 • uk.finance.yahoo.com
 Sites I use of more general educational interest:
 www.iitm.com – The site of Dr Van Tharp and contains references to his variousbooks and training material; you can sign up for a periodic newsletter of greatinterest to traders.
 www.sta-uk.org – The site of the Society of Technical Analysts.
 26
 The Financial Spread Betting Handbook

Page 48
						

Postscript
 This has been quite a detailed chapter. Now we have a spread betting accountand a computer and we have selected a range of other resources. We know thatwhatever we spend on these other resources forms part of our overall spreadbetting profit and loss account; and therefore before we spend our preciousfunds on software, data, subscription web sites, magazines or newsletters wemust think carefully whether we will gain from them more than they cost.
 But what are we going to bet on?
 That’s what we look at in the next chapter.
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 This chapter runs through the many types of instruments available to bet onand discusses some of the things winners are looking for when they decidewhat to bet on.
 Although individual stocks and stock indices are popular with the spreadbetting community, there is a very wide range of potential instruments to beton.
 Some spread bettors restrict themselves to just trading one type of instrument,for example FTSE100 shares. But if your trading system depends on, say,trending markets, it’s sensible to look at a wide range of instruments. Ifstocks are trending you can bet on stocks. If stocks seem range-bound, butseveral currencies are trending well, you can bet on those currencies. Currenciesunclear? Maybe oil or gold or some other commodity is moving.
 Markets
 The available instruments generally fall into the following categories-
 1. commodities
 2. currencies
 3. indices
 4. stocks
 5. other
 I describe these in some detail below.
 1. Commodities
 Historically, oil and gold have been popular bets. Customer interest incommodities is on the increase and most firms will be positioning themselvesto offer commodity related bets if they haven’t done so already. The maincategories of commodity that you can bet on are-
 • precious metals (e.g. gold, silver, platinum),
 • industrial metals (e.g. copper, zinc),
 • oil related (e.g. Brent crude),
 • agricultural (e.g. wheat, corn),
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 • livestock (e.g. pork bellies, cattle), and
 • tropicals (e.g. soya beans, coffee).
 Some firms allow bets on commodity related indices, such as the ReutersJefferies Commodity CRB price index.
 When betting on commodities it is essential to know:
 1. What type of underlying contract the spread betting firm is basing their priceon (e.g. futures based or spot, UK based or US based, £ or in $).
 2. What unit the spread betting firm is using for bet size (e.g. £ per ounce). Thiswill usually be based on the underlying contract, but you should alwayscheck.
 2. Currencies
 Interest in currencies has grown over the last few years, and most firms haveeither introduced or will be introducing currency bets. The more obviouscurrency pairs are the most popular, and spot is more popular than forward-
 • USD/JPY – dollar yen
 • EUR/USD – euro dollar
 • GBP/USD – sterling dollar (sometimes called ‘cable’)
 • EUR/GBP – euro sterling.
 But there is a much wider selection than that. Check out the web sites.
 I hesitate to mention this in a non-beginners’ book, but traders do occasionallyget their currencies back to front, for instance selling GBP/USD when theyexpect the dollar to decline. Write out the bet first to avoid basic errors likethis.
 As with commodities, make sure you know what unit the firm is using for betsize. For instance, cable is usually in pounds per pip (or basis point), whichmeans if you expect the dollar to decline and buy GBP/USD at 1.6222 at £1 perpoint your account will move up or down £1 every time GBP/USD moves by0.0001. Your bet size is equivalent to buying £16,222 of the underlyingfinancial instrument.
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 3. Indices
 All the firms do these, and all the old favourites are available on a futures or acash market basis, (e.g. FTSE 100, Dow Jones Industrials, Nikkei, CAC40, DAX).Again, usually there is a much wider selection available, which you can see onthe web sites.
 A number of the firms use colloquial terms for some of the indices, for instancecalling the Dow Jones Industrials “New York” or the DAX “Germany”.
 4. Stocks
 Most firms do all the FTSE 100 constituents. Some do the FTSE 350 constituentsas well. Not all do smaller stocks, and of those some have a minimum companysize limit based on capitalisation (e.g. £50 million). The bigger firms do thelarger overseas stocks.
 What is available to bet on is, generally speaking, expanding – for the latestinformation always check with the spread betting firm. If there is somethingyou want to bet on but can’t find it listed on the web site, some firms will beprepared to give you a quote on the phone nonetheless.
 5. Other
 Several firms allow you to bet on options (call or put). This should strictly befor the experienced, and watch out with UK options. The spreads in theunderlying market are scary and inevitably they filter through to the spreadbets. (I am looking forward one day to meeting someone who makes a regularprofit out of spread betting on options. Maybe they are out there somewhere,but I’ve never met them.)
 You can bet on bonds and on interest rate futures with a number of firms.
 You can bet on the VIX (the Chicago Board Options Exchange Volatility Index)with a number of firms. The VIX is calculated from a weighted basket ofoptions on the S&P 500 index, and is widely used as a barometer of marketsentiment.
 Some firms have in the past provided their customers opportunities to invest inupcoming initial public offerings by offering a grey market in shares of a newmarket listing.
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 Several firms offer bets on sectors within the UK stock market.
 Several of the spread betting firms have moved into the fixed odds bettingarena, or its equivalent the binary bet.
 There are a wide range of non financial bets available including sports bets andhigh profile one offs – such as the number of seats won by a particular partyin an election, or the number of weeks a prime minister has remaining in No10. You could at one stage bet on housing indices with IG Index.
 In general, the spread betting firms are on the look out for new areas ofcustomer interest, and if there is something that the customers are going towant to bet on they are likely to want to offer it.
 The 3 key tests
 There are three things to look for when picking which of the many instrumentsto bet on: volatility, liquidity and the spread.
 1. Volatility
 Some instruments have a tendency to move much more than others, and, verysimplistically, that is really what we mean by volatility in this context. It mightsound an obvious thing to say, but when you make a bet on something youwant it to move after you have made the bet.
 Mean reversion
 Volatility tends to be mean reverting. In other words, the level of volatility inan instrument fluctuates – after a lot of movement the instrument is likely tohave a more stable period and vice versa, and so the prevailing volatility tendsto return to the historic average. You can see this visually if you put a studycalled Bollinger bands on your charts; the width of the bands expands andcontracts as the volatility of the instrument increases or decreases over yourselected time frame.
 Volatility of different markets
 Volatility varies by instrument too. There are various measures for calculatingthis volatility, for instance with ShareScope end of day data you can get acomparative measure for all instruments using the standard deviation of thenatural logarithm of (current close / previous close) multiplied by 100. The
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 result is a number that can be compared to any other instrument that hasvolatility calculated in the same way. Below is a table of volatility levels for arandom selection of instruments to give an idea of how volatility differsbetween the them. A higher figure means greater volatility.
 Table 4.1: volatility levels for a selection of markets
 Note: The popular perception is that currencies have a high volatility, but this
 Name Code Volatility
 Regus Group PLC RGU 6.17Autonomy Corporation PLC AU. 4.75ARM Holdings PLC ARM 4.58PartyGaming PLC PRTY 4.25Corus Group PLC CS. 3.82Cookson Group PLC CKSN 3.22Sage Group (The) PLC SGE 2.75British Airways PLC BAY 2.46BHP Billiton PLC BLT 2.44Vodafone Group PLC VOD 2.39FTSE Fixed Line Telecommunications NMX6530 2.21HBOS PLC HBOS 2.09Barclays PLC BARC 1.99Silver (LBM) $ S$ 1.78Tesco PLC TSCO 1.68Hang Seng HSI 1.64BP PLC BP. 1.63DAX (Xetra) DAX 1.56Nikkei 225 NIK 1.42Land Securities Group PLC LAND 1.27S&P 500 GSPC 1.12Dow Jones Industrial Average DJI 1.09FTSE 350 Construction & Materials NMX2350 1.09FTSE 100 UKX 1.07Gold (LBM) $ G$ 1.05USD/AUD - Australian $ per US$ USDAUD 0.69GBP/USD - US $ per £ GBPUSD 0.53GBP/EUR - Euros per £ GBPEUR 0.45
 Source: ShareScope data
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 is not the case, as can be seen in the table. What does have a high volatility arecurrency trades which are often very highly leveraged (i.e. it is the trade andnot the underlying instrument that is volatile).
 Using the ShareScope methodology, if an instrument has a volatility reading of1.5 this implies (assuming the future is in line with the past) that there is a 95%chance that a daily change in the price of the instrument will be less than 3%of the price. However, it is not important to understand the details of thesecalculations; the benefit of these volatility figures is that they give us astraightforward comparative ranking of the volatility of each instrument.
 In general, I prefer the higher volatility instruments for spread bettingbecause they are on average likely to move further quicker. So, withreference to the above table, I would prefer betting on say Corus Group PLCthan on Land Securities. We will revisit this table after we have looked at theother two key tests.
 2. Liquidity
 It is safer betting on instruments where the underlying instrument (the share,commodity, currency, or other asset that you are betting on) has good liquidity– in other words, it is heavily traded.
 The danger of betting on an asset with little liquidity is that you can get caughtout if you need to exit in a hurry. Suppose you are long of a small cap stockand it moves against you. You want to exit. But if everyone else trading thatstock that day has the same idea as you – they want to exit – you can find thestock has a violent move down.
 Generally there is plenty of liquidity in indices, FTSE 100 stocks, the largerFTSE 250 stocks (especially if traded via SETS), the major currency pairs (e.g.dollar yen, dollar sterling, sterling euro) and the major commodities (e.g. goldand oil). I prefer to stick with the more liquid instruments because I want to beable to exit my bet slickly and relatively painlessly when I have to.
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3. Spread
 The bigger the spread (difference between bid and offer prices) the more successwe need with our bet just to reach breakeven. If we are aiming to catch quitesmall moves of say 5%, or even less, it is going to make our life a lot harder ifwe lose 2% on the spread.
 This is another reason why I stick with the bigger, more liquid instruments –they tend to have tighter spreads. I reject many potential bets because I amjust not interested if the spread is more than 1% on a round trip basis (i.e.½% on the entry and ½% on the exit).
 On a rolling daily bet on a FTSE 100 stock you should be getting close to theyellow strip – which should be a lot less than a 1% spread.
 As an example, I have just been quoted 1996p-1999p for Reckitt Benkiser – a3 point spread, and 2137p-2139p for Anglo American, a 2 point spread. Theseare spreads of 0.15% and just under 0.1% respectively. These sorts of spreadshelp keep the costs of your betting down. At this game, it pays to watch thecosts.
 Putting it all together
 Here is our volatility table again, but re-sorted with some extra columns: asnapshot of spreads for each instrument; the spread expressed as a percentageof the price; and the volatility expressed as a multiple of the spread percentage.We want to bet on volatile instruments with low spreads, so we are looking fora high ratio in this last column.
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Table 4.2: comparison of spreads to volatility
 Name Code Volatility SpreadSpread as a% of price
 Volatility tospread
 multiple
 Cookson Group PLC CKSN 3.22 549.25/50.00 0.05 64
 DAX (Xetra) DAX 1.56 5864/66 0.03 52
 HBOS PLC HBOS 2.09 1009.00/.50 0.05 42
 British Airways PLC BAY 2.46 422.00/.25 0.06 41
 Hang Seng HSI 1.64 17227/34 0.04 41
 FTSE 100 UKX 1.07 5958/60 0.03 36
 Corus Group PLC CS. 3.82 399.25/.75 0.13 29
 S&P 500 GSPC 1.12 1310.2/10.7 0.04 28
 Dow Jones IndustrialAverage
 DJI 1.09 11449/54 0.04 27
 GBP/USD - US $ per £ GBPUSD 0.53 1.8872/75 0.02 27
 Barclays PLC BARC 1.99 664.00/.50 0.08 25
 BHP Billiton PLC BLT 2.44 1027/8 0.10 24
 Tesco PLC TSCO 1.68 373.50/.75 0.07 24
 Nikkei 225 NIK 1.42 16230/40 0.06 24
 USD/AUD - Australian $ perUS$
 USDAUD 0.69 0.7685/87 0.03 23
 ARM Holdings PLC ARM 4.58 114.50/.75 0.22 21
 Autonomy Corporation PLC AU. 4.75 408/09 0.24 20
 BP PLC BP. 1.63 598.00/.50 0.08 20
 PartyGaming PLC PRTY 4.25 115.25/.50 0.22 19
 GBP/EUR - Euros per £ GBPEUR 0.45 0.6788/90 0.03 15
 Land Securities Group PLC LAND 1.27 1906.75/08.50 0.09 14
 Regus Group PLC RGU 6.17 102.75/03.25 0.48 13
 Sage Group (The) PLC SGE 2.75 242.50/43.00 0.21 13
 Gold (LBM) $ G$ 1.05 635.2/35.8 0.09 12
 Vodafone Group PLC VOD 2.39 114.50/75 0.22 11
 FTSE Fixed LineTelecommunications
 NMX6530 2.21 3082/90 0.26 9
 FTSE 350 Construction &Materials
 NMX2350 1.09 4316/26 0.23 5
 Silver (LBM) $ S$ 1.78 12.98/13.05 0.54 3
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 Bear in mind this is just a snapshot at one time, based on one firm’s prices.
 Nevertheless, there are some interesting points when we look at the figures.
 • Indices score well here despite having lower volatility, because the spreadsare so low. They might not move as fast as other instruments but it costs usless to get in and out of them. For that reason they are of particular interestto spread bettors just starting out.
 • At the other end of the scale, the sector bets and precious metal bets withthe firm that supplied the quotes do not look so attractive – the spreads arewide in comparison with the volatility.
 • Stocks vary widely – interestingly the perennial favourite, Vodafone, istowards the bottom end of the table, spread bettors might be better off witha stock with greater volatility or a less expensive spread.
 • Currencies are somewhere in the middle.
 Differences between the spread betting firms
 There is much common ground between the firms as to what you can bet on.
 They will all do indices. Almost all will do the main commodities, FTSE 100stocks and major currencies.
 Then there also some differences. Some are keener than others on the smallerinstruments. Occasionally we have seen an innovative instrument, such as theIG Index housing market bets, where you have been able to bet on themovement of house prices. And, as we have seen, most firms are happy todiscuss potential bets with you even if they are not on the official menu.
 Note: with the market evolving continually, information on specific spreadbetting firms may date quickly. If there is something you want to bet on, orsomething you want to know about the firms, you should check with the firmswhat their latest product offerings are. The quality of information on the websites is in general very good.
 Summary
 I am perfectly happy to bet on indices, UK stocks, overseas stocks, commodities,interest rates or currencies. A fairly high proportion of my bets happen to havebeen on FTSE 100 and FTSE 250 stocks, but then I tend to follow these quite
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closely for other reasons such as investing in ISAs and SIPPs. Some people aremore comfortable with the currencies, others with indices.
 It really doesn’t matter which you focus on, provided you are comfortable withthe instruments you are dealing with; and that they have the three essentialqualities of relatively:
 1. high volatility,
 2. good liquidity, and
 3. small spreads.
 Postscript
 We now have a spread bet account, a computer and various other resources; wehave an awareness of the types of instrument we can bet on and some of thekey things winning spread bettors are looking for when deciding what to beton.
 We next need to look at the different types of spread bet on the market.
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This chapter runs through the various types of bets available in the market.
 Let’s assume we know what we want to bet on – we have decided that we wantto place a bet on the FTSE100 stock BT Group PLC. There are still more choicesto be made. There are at least five different instruments we can select to makebets on BT.
 1. futures style
 2. daily
 3. rolling daily
 4. binary
 5. betting exchange
 Note: these last two instruments are not strictly spread bets, but are mentioneden passant. These are discussed in more detail below.
 Types of betting
 1. Futures style
 This is where spread betting started.
 Futures style bets usually expire on a quarterly basis (March, June, Septemberand December) and there are usually up to two quarters open at any point intime – the near quarter (expiring in 0 to 3 months) and the far quarter (expiringin 3 to 6 months). Note, not all firms offer the far quarter. But some offerquarters even further out. For example, if the date is 3 January, most firms willquote prices for contracts expiring in March and June, and some may evenquote for September and December.
 The pricing of the spread bet is based on the underlying futures price which willrarely be the same as the spot price because of the cost of carry. (For moreinformation on cost of carry see: http://en.wikipedia.org/wiki/Cost of carry). Ifthe spread bet was not based on the futures price there would be an arbitrageopportunity.
 So, the spread bet price reflects a number of factors -
 1. The current price of the instrument in the cash market or its equivalent.
 2. Risk-free interest rate.
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 3. Yield. In the case of some instruments (e.g. commodities) there is no yield.In the case of stocks this would be dividends (adjustments up or down forany dividends in the period to expiry – down for longs and up for shorts).Effectively, if you are going long of a stock you can enter your bet morecheaply if dividends are due in the period as you are receiving the benefit ofthe dividends up front; and vice versa if you are going short.
 4. Spreads in the underlying futures market (if there is one).
 5. Additional spreads imposed by the spread betting firm.
 At expiry, the futures premium (reflecting the cost of carry) will have convergedto zero, and so the futures price (and spread price) will converge to the spotprice.
 BT Group PLC is currently trading in the cash market at 248.75/249.00.We have about two weeks to go to the next futures expiry day, and thefutures style spread bet is currently priced at 248.75/249.75. So, if we golong now there is an extra 0.75p built into the futures style spread bet.
 What does that represent?
 There are no dividends due in the period, so it represents interest costs.It is about 0.3% of the price. If you convert that into an annual interestrate it is about 7%.
 2. Daily
 Daily bets are straightforward. They are based on the cash market, or itsequivalent, and expire at the end of the day.
 With the cash market for BT Group PLC at 248.75/249.00 I have just tested thepricing with one of my spread betting accounts and got a quote for248.75/249.00. That is what we want, no additional spread imposed on thesetypes of bets by our spread betting firm. Bear in mind that this (good) situationwill usually only arise with the most popular instruments (e.g. FTSE 100 stocks)and with the spread betting firms who are most competitive on pricing.
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 3. Rolling daily
 Since their introduction a few years back, rolling daily bets have increased inpopularity to the extent that they are now the preferred vehicle for a largenumber of spread bettors. They are based on the cash market or its equivalent,but instead of expiring at the end of the day like daily bets, they automaticallyroll over to the next day.
 Compared with futures style bets the pricing is much easier to comprehend – itis the cash market adjusted for any additional spread the spread betting firm isadding, and you can see exactly what that price is if you have access to realtime cash market data.
 The elements of interest and dividends, instead of being incorporated into theprice up front (as with futures style bets), are dealt with on a day by day basisin the following way-
 Long positions
 • Interest you pay: the closing price of the instrument is adjusted upwardseach day by a factor based on the overnight interest rate plus 2 to 3% (variesby firm).
 • Dividends you receive: the closing price of the instrument is adjusteddownwards overnight to reflect the amount of the dividend per share.
 Short positions
 • Interest you receive: the closing price of the instrument is adjusted upwardseach day by a factor based on the overnight interest rate less 2 to 3% (variesby firm).
 • Dividends you pay: the closing price of the instrument is adjusteddownwards overnight to reflect the amount of the dividend per share.
 So, effectively you are paying overnight interest plus 2 to 3 % on longs,receiving overnight interest less 2 to 3 % on shorts, and either receiving orpaying the full value of any dividends issued depending on whether you arelong or short.
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 Let’s have a look at BT Group PLC again. With the cash market at248.75/249.00 the quote for a rolling cash up bet was also at248.75/249.00.
 What happens if we open this bet at 249.00 and hold it open for acouple of weeks?
 Each day we roll it over we pay an interest charge in the form of afinancing adjustment. With the spread betting firm in question thefinancing charge on up bets is based on overnight interest rate plus 3%,which works out in this example at just over 7.8%.
 Comparison with futures style bets
 Not that different from the futures style spread bet, I hear you say. You are rightfor this two week timeframe.
 Except for one critical difference.
 If we decide to exit our bet, the spread on the rolling cash bet is only 0.25p,but the spread on the futures style bet is 1.00p. It is 4 times more expensivehere to exit the futures style bet if we need to. This is the main reason why Iprefer rolling daily bets.
 4. Binary
 In contrast to regular spread betting, binary bets at expiry only have twopossible outcomes (hence the name). A positive outcome which is priced at 100,or a negative outcome which is priced at 0. Up until expiry the price of the betwill fluctuate according to the assessment of the spread betting firm, and thevolume of business being received by the firm at various price levels.
 Let’s take an example of a binary bet which is for the FTSE 100 to close up onthe day. Let’s say that the FTSE is marginally up at lunch time. The price of thisbinary bet might at this point be 55-50. You think the FTSE will close up andyou buy at one pound per point. This means that if you hold on to your betuntil expiry and the FTSE does close up on the day your position will close at100 (i.e. you will win £45: 100-55 x £1), but if the index ends down on the dayyour position will close 0 (i.e. a loss of £55: 0-55 x £1). With most firms you
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 can close out your bet at any point in the day at a profit or a loss as the binarybet prices fluctuate.
 Note: It is worth pointing out that binary bets and fixed odds bets are notregulated by the FSA, whereas spread betting is.
 We will mention binary betting later in this book when we look at getting inand out of bets within a day. However, my preferred vehicle for most bets, andthe main focus of this book, is financial spread betting.
 5. Betting exchange
 In recent years a new way to bet has developed. Betting exchanges have beenformed which effectively allow you to make bets directly with other punters –eliminating the need for a spread betting firm to make the prices for you. Theseexchanges are particularly popular for sports betting, where there are strongviews but also often a high degree of uncertainty or disagreement as to thebasic facts such as which football team has the best players or which golfer isplaying best at the moment. At the time of writing, while exchange betting isbecoming increasingly popular for sports betting, it hasn’t yet caught on in thesame way for financial betting. For that reason I don’t spend much time on thisform of betting in this book, however there is a brief discussion of the subjectin the appendix.
 Differences between the spread betting firms
 At the time of writing, between a third and a half of the firms have addedbinary (fixed odds) betting to their product list. All provide the futures stylespread bets. Over half offer rolling daily bets.
 It is likely that these differences will become smaller in the fairly near future.Firms will not be able to ignore the popularity of the rolling daily bet products,and more firms can be expected to enter the binary betting arena.
 Postscript
 We now have a spread betting account and appropriate resources to operate it,we know the range of instruments available to bet on and the types of betavailable in the market.
 But what timescales do spread bettors operate on?
 The next chapter explores this issue.
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This chapter explores the timescales used for spread betting. Spread bettorsusually have one timescale that they feel most at home in. If you know yourown mind on this issue, you might prefer to speed read the chapter.
 The categorisation of timescales here is subjective but I have divided it into thefollowing–
 1. extremely short timescale
 2. short timescale
 3. medium timescale
 4. long timescale
 5. very long timescale
 We shall now look at these in more detail below.
 1. Extremely short timescale
 This is defined as less than a day – we make a bet and close it the same day.For this timescale the daily bet product is an obvious choice, as is the binarybet. The most popular underlying instruments here tend to be indices or themost volatile stocks.
 In Part 2 we look at a number of strategies specifically for this timeframe,looking at UK stocks. For some spread bettors this timescale will be too short.On this timescale we need quick reactions, precision timing and excellentdiscipline to be successful; we need to be able to exit slickly when things don’tgo in our favour. We also need real time data, a large account (to absorb thecosts of the data) and a large amount of time available each day to monitor ourtrades.
 2. Short timescale
 This is defined as one to three days – typically we make a bet and close it outby the weekend. For this timescale the rolling daily bet is the obvious choice.Again, for many spread bettors this is a little on the short side.
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3. Medium timescale
 This is defined as a few days to a few weeks – typically three to thirty tradingdays. This is a popular timescale for spread betting with rolling daily bets. Wemake a bet, protecting it with a stop loss, then give it a little time to come good.Once the instrument has made a move, and loses momentum, we exit the betand look for more promising material elsewhere.
 This is really the heartland of spread betting, and from my perspective accountsfor over 75% of all my bets.
 4. Long timescale
 This is defined as thirty days to three months. This is where the futures stylespread bets come more into their own. If we know we want to keep a bet openfor three months (we expect a persistent trend, or we need to give our bet a lotof time to come good), then the futures style spread bets work out a littlecheaper than the rolling cash bets in total cost of carry. This is because they usebase rate in the cost of carry calculations rather than the higher overnight ratesof interest. However, if we need to exit early, they are much more expensivethan rolling daily bets due to the much wider spreads.
 The two tables show various scenarios betting on ARM Holdings PLCwith the underlying price remaining constant at 114p. In each scenarioin the first table an up bet is placed just after the quarterly expiry. Theillustrative prices were taken using the best prices quoted from a sampleof three firms. In each scenario in the second table a down bet is placedjust after the quarterly expiry.
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One can repeat this sort of experiment many times, and of course theresults will vary by firm and by instrument. A few importantobservations from the tables above:
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 ScenarioSell after onemonth
 Sell after twomonths
 Sell afterthree months
 Rolling cash entry 114.25 114.25 114.25
 Rolling cash cost of carry 0.72 1.44 2.18
 Rolling cash exit 114.0 114.00 114.00
 Rolling cash total costs 0.97 1.69 2.43
 Futures style entry (cost ofcarry included)
 116.00 116.00 116.00
 Futures style exit 114.50 114.25 114.00
 Futures style total costs 1.50 1.75 2.00
 Rolling cash better or worse? Better Better Worse
 How much by? 0.53 0.06 0.43
 ScenarioCover afterone month
 Cover aftertwo months
 Cover afterthree months
 Rolling cash entry 114.00 114.00 114.00
 Rolling cash interest received onshort position
 0.16 0.32 0.48
 Rolling cash exit 114.25 114.25 114.25
 Rolling cash total costs / (profit) 0.09 (0.07) (0.23)
 Futures style entry 114.75 114.75 114.75
 Futures style exit 115.50 115.00 114.00
 Futures style total costs / (profit) 0.75 0.25 (0.75)
 Rolling cash better or worse? Better Better Worse
 How much by? 0.66 0.32 0.52
 Table 6.1: Up bet – rolling v futures-style comparison
 Table 6.2: Down bet – rolling v futures-style comparison
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1. If we know for certain we are going to hold right through to the nextquarterly expiry it is better to use a futures style bet.
 2. For bets held for one or two months it is better to use a rolling cashbet.
 3. If our timeframe is up to three months it will probably work outcheaper to use rolling cash bets when we factor in the fact thataround half of our bets will be losers which we will have to exit wellbefore the three months is up.
 4. Interestingly, even if our bet goes nowhere for three months we makea small profit on a down bet whichever type of bet we take out, dueto interest received. However, that interest received is a lot worsethan putting the money on deposit, so there will have been anopportunity cost for us. And the spread betting firm will still havemade a profit out of us since the rate of interest they earn will bemuch higher than the rate they pay us.
 5. The figures for rolling cash bets depend on getting good tight spreads– in this case just 0.25 at a 114.0 underlying price; this is available,but not from all firms.
 5. Very long timescale
 Defined as over three months.
 In the past, this was not a very common way to use spread betting. However,there are a number of products on the market to cater for the longer term spreadbettor. Six monthly futures-style spread bets are an obvious example, and oneor two firms have products even further out than six months.
 With these longer term products it might be possible to use spread betting asan alternative to holding an instrument in an online broking account, althoughthis has yet to catch on.
 Here are some possible scenarios.
 Bear in mind that if we use a spread bet to gain exposure to an instrument weonly need a small amount of margin, and the rest of our funds can earn interestin a savings account.
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In these scenarios we will assume–
 • long: ARM Holdings PLC
 • time horizon: 1 year
 • market price at purchase: 114p
 • total exposure £10,000
 • market price at sale: 130p
 • premium for a quarterly bet with 1p for rollovers : 2p
 • premium for a 6 monthly bet with 1.5p for rollovers : 3p
 • net interest earned in a savings account : 3%
 No doubt these assumptions, valid at the time of writing, will change over time.
 Table 6.3: spread betting v direct share investment comparison
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 Scenario
 Long via aquarterlyfutures-stylespread bet,rolled over 3times
 Long via a sixmonthlyfutures-stylespread bet,rolled over once
 Purchase stockvia online broker,no capital gainstax
 Purchase stockvia online broker,capital gains taxallowancealready fully used
 Purchase / betopening
 (10000) (10000) (10000) (10000)
 Spread on initialpurchase
 (175) (263) (15) (15)
 Commission onpurchase
 0 0 (12) (12)
 Stamp duty 0 0 (50) (50)
 Cost of rollovers (263) (131) 0 0
 Sale / bet closure 11404 11404 11404 11404
 Spread on sale 0 0 (15) (15)
 Commission on sale 0 0 (12) (12)
 Profit before tax 966 1010 1300 1300
 Capital gains tax 0 0 0 (520)
 Net interest earnedvia savings account
 270 270 0 0
 Profit after tax 1236 1280 1300 780
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Spread betting – a long-term buy-and-hold instrument?
 There are many assumptions in this analysis. The point is to draw attention tothe misconception that spread betting is only short term. If we can use theleverage of spread betting and stick the balance of our funds in a savingsaccount, plus get good spreads on our spread bets, it is possible to get close tothe total return of investing in an online broking account on a before tax basis.And, needless to say, the post tax position is even better. This is not the waymost people think about spread betting, but this may be an importantdevelopment in the future.
 Postscript
 We now have an understanding of the timescales spread bettors operate on. Butthere are criticisms of spread betting – we need to tackle a number of thesehead on before we go any further.
 56
 The Financial Spread Betting Handbook

Page 78
						

7Pricing And Hedging

Page 79
						


Page 80
						

This chapter tackles a range of controversial issues which have cropped up inthe spread betting arena over the years.
 Do they really want you to win?
 This is a controversial subject – there are a couple of schools of thought–
 1. The “they want you to win” argument: which not surprisingly, tends to beimplied in the marketing literature of the spread betting firms, and is basedon the notion that all spread bets are hedged by the firms – so if you winthey don’t lose, you’re happy and you bet again.
 2. The “they want you to lose” argument: which is based on the notion that thefirms’ profits have to come from somewhere and that is very probably us –the punters. Think casinos…
 It is worth stepping back for a moment and looking at the business model of aspread betting firm. It is clearly a good model – there is no doubt that a goodspread betting firm can be very profitable. A quick glance at the public figuresreleased by quoted spread betting firms shows they are cash machines.
 Let’s look at the various sources of profit.
 Interest
 First up, interest. As an example, let’s take the popular rolling daily bet. Andlet’s assume the rate charged on long positions is the overnight rate plus 3%,and the rate given on shorts is the overnight rate minus 3%. Let’s assume anovernight market rate of 4.75%, and that the firm’s credit standing allows it toborrow and lend at that rate. Let’s also assume that all bets are hedged and thatif the customer is long the firm also has to go long and has to borrow at theovernight rate to fund the purchase of the hedging instrument, or go short ifthe customer is short.
 This is looking very attractive from the viewpoint of the spread betting firms.
 • if the customers are long, the firms lend money at 7.75% and borrow at4.75%
 • if the customers are short, the firms pay out interest at 1.75% and get paidat 4.75%.
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Admittedly there are transaction costs to consider, and actual interest rates willdiffer slightly, but one could build a successful banking business with figureslike that!
 Spreads
 Next, spreads. The firms for the most part add an additional spread on to themarket spread. And, with their purchasing power in the market, they will beable to trade well within the market spread when they need to hedge. Theonline stock broking firms can make money by charging a small commission,then giving the customer a price just inside the market spread. So it should beeasy to make money just from the spreads, if the spread betting firms tradewithin the spread but charge their customers outside it.
 Hedging and position taking
 Finally, hedging and position taking. If, for a spread betting firm, half thecustomers are long an instrument and half the customers are short theinstrument, they don’t need to hedge. The profit for the winning customers willbe paid by the losing customers, and the spread betting firm will make moneyfrom the spread and from the interest.
 If the spread betting book is not balanced and the customers have a net longor short position, the spread betting firm can hedge the net position. Or, if theyare confident in their trading skills and believe their customers are wrong intheir net position, they can take the decision not to hedge. In this case, if thingsgo as they expect, they will win, while on a net basis their customers will lose.Each and every day they monitor their customers’ net positions and decidewhether to hedge or to trade against them. If they have a skilled trading teamthe trading team will be a major source of profits in its own right.
 Add all this together and you get a seriously impressive profit-making machine.
 From a personal viewpoint, I have absolutely no problem whatsoever if aspread betting firm decides to take a view and not hedge its customers’positions (i.e. take a trading position on them).
 If it does this, so what?
 It doesn’t affect whether I personally win or not. And that’s what matters to me.On the other hand, I am concerned about the interest rate I pay on longs or geton shorts and about the size of the spreads; because that does affect me.
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As a customer I want the spread betting firms to make money. Because this issuch a profitable market for the spread betting firms there is competitionamongst them for our business. Which means in the longer run tighter spreadsand better rates of interest, as customers become more sophisticated and moreprone to switch to a more generous firm. The firms will continue to make goodprofits but the winning spread bettors will find they have made a little moreout of their spread betting at the end of the year.
 How spread betting firms work out their prices
 The relevant questions to ask here are–
 • Is there an underlying market?
 • How transparent is it?
 If there is an underlying market, then all the firms will have the same startpoint. And if it is transparent then not only all the firms, but also all thecustomers, will potentially be able to know where the underlying market istrading.
 Price based on the underlying market
 Take a simple example: a daily bet on a UK stock. The UK stock will be tradingin the underlying market, with a known spread. The firms’ quotes for bets onthis stock will in general be directly linked to the spread in the underlyingmarket. At the time of writing most of them will be adding a small percentageto the offer and subtracting a small percentage from the bid (i.e. creating awider spread), but the quotes will in principle move in line with the underlyingmarket. There are however some differences between the firms in the speed withwhich their betting quotes react to changes in the underlying market, the fastestbeing just a fraction of a second.
 Reality may be different from the official prices
 However, in practice it is a little more complicated than this.
 Sometimes the spread for an instrument in the underlying market is misleadingin that the order book is tiny for the spread quoted, and in practice if you wereto deal in the underlying market you would get worse prices. And the firms’quotes for bets on the instrument reflect the reality rather than the officialbid/offer spread in the underlying market. Sometimes the spread betting firms
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will have preferred market makers with whom they hedge, and will use thosemarket makers’ spreads as a base for their quotes for bets. These spreads maydiffer slightly from the official bid/offer spread in the underlying market.
 Are spread prices ever skewed?
 A concern with many spread bettors is whether the firms skew their prices inline with market trends – adding to the offer price when the customers aregoing long and lowering the bid when they are going short.
 This is particularly worrying if you are trying to exit in a hurry. The bad newsis that, if you read the small print, most spread betting firms are entitled tochange their spreads as they see fit. Just as a bookie shortens or lengthens theodds as the punters place their bets. The better news is that, with increasedcompetition amongst the spread betting firms, and increased sophisticationamongst the customers, in today’s market a firm would have to be very carefulabout adopting such tactics as a matter of routine. If word got out customerswould be quickly moving their business elsewhere. With rolling daily bets it isobvious when a spread betting firm’s prices get out of line with the market.Sharp day traders would have the opportunity to take advantage of the skewedprices to take trades in the opposite direction.
 The solution, as is often the case with spread betting, is to have more than oneaccount to retain flexibility. Be prepared to vote with your feet.
 If there is no underlying market
 Where there is no underlying market, then the firms will have to provide theirquotes using skill.
 Take the example of a binary bet on the position of the FTSE 100 at 12 noontoday. Although the bet is clearly based on the FTSE 100 and we can all knowwhere it is trading right this second (let’s say it’s 11 a.m. now) there is nounderlying instrument for a 12 noon FTSE 100. So the spread betting firm willhave to set the quotes for the binary bet using whatever parameters they believeare appropriate. They might move their bid and ask prices during the next hourbased not only on how the FTSE moves but also on how the customers bet.That’s just like a bookie. That’s also what happens on a betting exchange, whereyou can get to play the bookie.
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Futures style bets
 The prices of futures style bets have on occasion caused great confusion tocustomers. The basic approach is as follows-
 1. If there is an underlying futures contract for the period (e.g. an oil future)then the spread betting firm will probably base its quotes for bets on theprice of the underlying futures contract.
 2. For a financial instrument (e.g. a stock) that has no related futures contractin the underlying market, then the price will be based on the forward price.This is the current cash price of the stock adjusted for dividends in the period(if any) and interest (using a standard approach to pricing futures contracts).For example, for an up bet, the formula is Current cash price - Dividends tobe received in the period + Interest. In effect, with an up bet you get thebenefit of the dividend you would be due in the period up front (i.e. it is builtin to the price you pay to gain exposure to the stock), but you also have topay interest, reflecting the fact that you are not paying for the stock in fullup front.
 As transparency declines
 As transparency declines, inevitably there is greater opportunity for the spreadbetting firm to run their portfolio more like a traditional bookie.
 For instance, let’s take a small cap stock where there is no futures contract, thatis currently trading in the underlying market at 500-502. The calculations forcost of carry (add interest subtract dividends for a long, vice versa for a short)come to say 10p, and with a wider spread the firm initially quotes 510-514p.And many customers decide to go long. The firm will probably just hedge here(buy the appropriate amount of the underlying instrument), but certainly in thepast they might also have widened the spread so new up bets would becomemore expensive. Let’s say to 510-520p.
 Repeating an earlier point, it is a good idea to have more one than account –so you can compare quotes between the firms.
 How competitive is the market?
 The answer is: increasingly so. It is a standard principle of economics thatlucrative industries with relatively low barriers to entry will attract newentrants – which is exactly what we have seen in the case of spread betting.
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Competition amongst the spread betting firms in the last few years in particularhas produced noticeable improvements for their customers, such as–
 1. reduced spreads,
 2. much improved trading platforms,
 3. new popular features introduced by one firm are soon copied by the others(e.g. rolling daily bets), and
 4. improved quality of service.
 As an example of how the spreads have improved let’s look at a simple exampleof the FTSE 100.
 Nowadays the firms with the best spreads are able to quote a 2 point spread fora daily or rolling cash bet. For instance, our volatility table earlier showed thebet quoted at 5958-60. After hours the spread widens to say 4 points. Futuresstyle bets for this instrument have a 5 point spread for the near quarter (as Iwrite this it is 2 weeks away – earlier in the quarter the spread was 6 points).
 Contrast this with a few years ago when the first firm reduced its spread to 6and the pack were at 8 to 10.
 This reduction in spreads has not been confined to indices – stocks and foreignexchange spreads in particular have also benefited.
 Do they hedge?
 We looked at the concept of spread betting firms hedging or not hedging theircustomers bets when we looked at their business model. We saw that it waspossible for a spread betting firm to make profits (or losses) by keeping at leasta portion of the customers book unhedged.
 But what actually happens in real life – do they hedge or don’t they?
 The answer is: yes and no.
 Some spread bettors have a naïve view that as soon as they place an up bet onVodafone at £20 per point, the spread betting firm is going to rush out and buya two and a half grand CFD to hedge the position. But put yourself in theposition of the spread betting firm. About 10 seconds later someone who has theopposite view as you will be placing a down bet on Vodafone. So why hedge?
 There are three obvious factors for the spread betting firm to consider in thedecision whether to hedge or not:
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1. Size
 Basic cost/benefit analysis suggests that for small bets the costs of hedgingwill be greater than the probable risk in running with the small exposure onyour bet.
 2. Overall net position of customers
 It is common sense that the firm will want to hedge the net position on arolling basis, rather than hedge each bet individually; risk management is ahighly skilled endeavour, and a good risk manager will look not only at thenet long or short position on individual instruments but also at thecorrelation between instruments; one could manage exposure at a sectorlevel for instance rather than at an individual stock level, to take one verysimple example.
 3. Risk view
 Whether the firm is going to take a position on an instrument, by nothedging. I will repeat that I have no problem at all if the firm does this, theyare taking a view on the market which doesn’t affect my position.
 So yes, they do hedge, but not as much as everyone thinks.
 Future developments – a wish list
 A very simple wish list–
 1. Better spreads please, and more generous terms on interest.
 2. I will switch business to the first firm to offer guaranteed yellow strip onrolling daily bets (no rollover commission, no re-quotes) and Libor plus 0.2%or minus 0.4%.
 Thanks
 Postscript
 We have been travelling some while and have just crossed some difficult terrainon our way to Base Camp. We have a spread bet account, a computer andappropriate additional resources. We know what we can bet on and the typesof bet available in the market place. We are also aware of some of thecontroversial issues which have cropped up in the spread betting arena over theyears.
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But what about our fellow spread bettors? Are they all winning? Is there a loadof easy money to be made now?
 If you are taking the trouble to read this book you probably already know theanswers to those questions; quite a few spread bettors stumble as they start toclimb the mountain. It is worth taking a look at some of the more commonways they go wrong.
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In this chapter we look at ten common and expensive errors people makespread betting and at ways to avoid them.
 1. No edge
 An easy way to lose money fast is to spread bet without an edge.
 What’s your edge?
 Don’t know? If you don’t know what your edge is then it is highly probable youhaven’t got one. And if you haven’t got one you probably aren’t going to win.
 An edge at spread betting is a methodology which if repeated over time can beexpected to net you a profit. For example by generating either a high frequencyof wins, or a high ratio of average win size to average loss size, or acombination of the two.
 We look at a range of strategies which can give you an edge during the courseof this book. It is worth pointing out at this early stage that you can get an edgefrom a variety of sources – superior entries, superior exits, superior money orrisk management. You can even get an edge by knowing when to stand asideand not bet at all. Overall, the most durable edges will have a little of all of these.
 There are two good ways of proving to yourself that you have an edge–
 1. Can you explain your edge by writing it down?
 2. Can you measure it?
 This requires planning… [Of which, more later.]
 2. No planning
 Which leads us on to another source of failure at spread betting: having noplan.
 It is often quite a surprise for the beginner to learn how much planning moresuccessful spread bettors actually do. Plans come in many shapes and sizes.Winners often have some sort of annual plan, plus a detailed short-term plan(e.g. a game plan for the next week), plus detailed trade plans for the next day,as well as written details of their trading methodology and rules.
 A common symptom of someone having a go at spread betting lackingadequate plans is that they become heavily reliant on tips. Since they have notworked out their own method of determining which bets to take, they eagerly
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drink in tips from the weekly magazines, television, daily papers, bulletinboards, web sites, newsletters, work colleagues, friends, or anyone they meetwho happens to have a tip. There is absolutely no shortage of tips for those whowant them. Trouble is, most tips providers don’t have a record much better than50%, and with some you are actually better off taking the other side of theirtrade recommendations.
 And most tips only suggest an entry – what about the exit, money management,and risk management?
 If you are at the stage where you trade primarily on other people’s tips, chancesare you are not winning.
 3. Wrong bet size
 You might think that if you know when to enter a bet and when to exit it, youare there. Far from it! Since you will have losing as well as winning bets, it isabsolutely essential to get the size of your bets right.
 Paul is a hardworking salesperson who has only fairly recently set up anaccount with a spread betting firm. He has £2000 in his account, and hasjust about got the hang of using the spread betting firm’s tradingsoftware. He has recently become bullish on the mining stock BHPBilliton and has decided to place an up bet on it. The stock is currentlytrading at 1070p, and Paul opens the bet online first thing in the morningat 1070.25p for £50 per point. He reckons the stock should get up to1100p, which will net him about £1500.
 After an exceptionally busy day at work, when he next goes online at4.00pm to see how much money he has made. Unfortunately, all themining stocks have had a bad day and BHP Billiton is down 14.25p at1056p (bid price) – he has lost £712.50.
 He receives an email from his spread betting firm explaining that heneeds to put more money into his account if he wants to keep his betopen. He has lost just over 35% of his £2000 spread betting funds in oneday. Paul decides to cut his losses at this stage, and closes the bet.
 Over the next 6 trading days BHP Billiton does indeed reach 1100p asPaul had hoped, but he has lost money on the bet.
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What went wrong?
 Paul didn’t work out in advance the point at which he would decide hisbet was wrong, in fact he only considered the upside. Spread betting isa percentage game, and you always need to consider the downsidebefore you place a bet. Just as importantly, Paul’s size of bet wasludicrous in relation to his account size. It is always a good idea to workout what your bet is equivalent to if you were buying or selling theinstrument outright. Multiply £50 by 1070.25p, and we see that Paulbought the equivalent of £53,512.50 of BHP Billiton stock – over 26times his account size.
 We look at bet sizing in some detail in this book, but a good rule ofthumb is that the amount you lose if you are wrong shouldn’t exceed 2%of your account. In Paul’s case, he should have decided in advance thathe would get out of the bet at a certain point if it went against him –let’s say that he decided that point was 1045p. That’s an adverse moveof 25.25p. 2% of his account would be £40, and to keep the loss on anadverse move to £40 or less he could in fact only afford £1 per point onthis bet.
 This case study is a good example of a phenomenon called overtrading.Overtrading comes in several shapes and forms and often results in thedestruction of an account. In this case it was one bet that was way toobig for the account. Overtrading also occurs when the total number ofopen bets is too big for the account. And when the frequency of bets istoo high for the account.
 4. No risk management
 In Case Study 1 we see an example of betting with no exit plan in place. Thisis a recipe for losing money fast. Before any bet is made you need to decidewhere you will enter the bet, where you will get out at a loss, how much tobet and where your initial profit target will be.
 In this game you have to play good defence, and manage the downside as wellas you manage the upside. The sad reality is that many people go into spreadbetting expecting easy money and focus almost exclusively on the upside. Thenthey mismanage the downside, suffer a few horrendous losses and eventuallygive up. Risk management entails having clear exit points for all your bets so
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no individual loss can get out of control; it also entails keeping your totalexposure under control. To win at this game this is essential.
 5. Mistiming exits
 It is a common belief that winning at spread betting is mainly about enteringbets well. So if one could just find a better system for making bets (for example,the diligent search for the elusive ten-baggers), one could win more. Manypeople spend money on books and on courses to improve their bet placing.
 In practice the reality for most people is that they could make a far biggerdifference to their overall performance if they spent an equivalent amount ofeffort on improving the timing of their exits.
 Sally has had a spread betting account for more than a year and hasmade a reasonable start at it. She works as a computer programmer andalthough she has a demanding job she is able to monitor her bets atfairly regular intervals during the day. Jane is an accounts clerk who hasseveral spread betting accounts and is now making almost as much outof spread betting as she does from her accounts job.
 They both enter the same two bets on 8 Feb 2006: short Rank at 265p(£19 per point) and short Morrison at 187p (£26 per point), with theequivalent of approximately £5000 on each bet.
 Jane places automated stop losses on the 2 trades at 277p and 193prespectively; and has initial profit targets for both bets at a ratio of 2:1to her risk, i.e. at 241p for Rank (265 – (2 x 277-265)) and 175p forMorrison (187 – (2 x 193-187)).
 Sally prefers to monitor her bets during the day without an automatedstop, but agrees that 277p and 193p are indeed about the right levels forstops.
 The Rank bet doesn’t do too well initially: at one point getting up to276p, but not enough to trigger Jane’s stop or to cause Sally to get out.On the 14th trading day of the bet they find they are breakeven for thefirst time at one point in the day, and on the 15th trading day the betgoes slightly into profit. Sally decides it’s time to exit and covers nearthe close at 260.5p producing a profit of £85.50 (19 x (265-260.5)). For
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Jane nothing has happened yet to prompt her to close the bet. Rankdeclines over the next 3 days, and on this last day there is an increasein volume combined with a late recovery in the stock which suggests toJane its time to bank profits, which have achieved her target. She coversat 238p producing a profit of £513 (19 x (265-238)).
 The Morrison bet is no good at all.
 Jane’s automated stop is hit on day 4 and she is out for a loss of £156(26 x (193-187)). She has no problem with this – some you win and someyou lose, so best keep the losses small and the wins big. £357 up overallon her 2 bets.
 Sally on the other hand is in trouble. She didn’t exit the Morrison betwhen it hit 193p and then watches anxiously as it touches 199p fivedays later and finally gaps up to 204p the next day on big volume. Shegets out at 205.5p for a loss of £481 (26 x (205.5-187)). Overall loss onher two bets £395.50.
 Same two bets, yet one person wins well, the other loses. One took abig win and a small loss, the other took a small win and a big loss.Day in day out, this happens all the time with spread bettors, and thelong term winners are the ones who can exit losers promptly and runtheir winners.
 There are two costs to holding on to losers as Sally did. Obviously youlose money; but you also lose confidence and this has a knock on effecton your subsequent performance.
 What’s worse than hanging on too long to a loser? Adding to it. Youwon’t win if you keep on adding to your losers. For example, you boughtVodafone at 130p and it’s down to 122p, so you want to buy morebecause it’s even cheaper?
 Wrong!
 You’re thinking like a value investor – not a trader. If it’s not showing aprofit, don’t add to it.
 In a similar vein, if you decide it’s time to cut back on your exposure,and you have three bets, two winners and one loser, most people willcash in one of the winners and hope the loser will “come good”. Farbetter to get rid of the loser, and see if the winners do even better.
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6. Out of control
 When we place a bet, it might win, it might lose, or it might break even. Thereis no way we can know which of these outcomes will materialise at the timewe make the bet. If we have an edge, over the long run our betting will havea positive expectancy, but any one bet could be a loser. We play the odds, tryto avoid errors, and let our edge play itself out. It’s very similar to playingpoker.
 Does this mean we are just buying a lottery ticket and hoping for the best?
 Far from it, and we need to control everything that can be controlledthroughout the game of spread betting. Losers tend not to be in control (as canbe seen in Case Study 3).
 John, who works in advertising, had a few initial successes when heopened a spread betting account seven months ago, but for the last fewmonths it’s been mainly downhill. He wants some advice. I look at hiscurrent trades, and to get the conversation going, ask him why he is longthe dollar. “Long?” he queries, with a puzzled look, “I am short thedollar, it’s going down”. I show him the statement and he looks shocked.He tends to phone in his bets rather than using the online facilities, andit is becoming clear he called this one in the wrong way round. This wasmore than a week ago, he never checked the statement, and if it was thespread betting firm’s mistake it’s getting pretty late to try and sort it. Hecalls the firm, they go back to their tapes and it eventually emerges hedid call it in the wrong way round. Better get out of that one then.
 I follow up by asking him why he is long Rexam, it has been a good betfor the last couple of weeks, but he has no record and no immediaterecollection of why he entered the bet. Then he remembers, he likes touse a number of indicators including stochastics and RSI and they bothappeared oversold at the time. Does he have a profit target or a stop onthe Rexam bet? Well, sort of, but it’s not written down anywhere, andseems to involve a bit of gut feel.
 What about a trade plan for today? Nothing official, but oil has pulledback to a support level around $60 and he reckons it should be back onits way higher soon.
 74
 The Financial Spread Betting Handbook
 Case Study 3

Page 96
						

What will specifically trigger this trade?
 No answer. John gets an urgent call and we agree to get going again inhalf an hour. When we regroup I discover that John has in the interimcalled in an up bet on oil. Same question as before: what specific triggeris there for this trade? “It has to go up” he asserts, with some confidence.I ask him how much margin he has now in his account, he can’t tell me.He repeats his views on oil.
 No planning, no monitoring of the account, no real methodology forentries or exits, too much reliance on gut feel. All basic errors, no realcontrol. John has got to get back to basics before he has got any chanceof winning in the long run.
 7. Not in tune with the markets
 Sometime in early 2002, when the bear market in stocks was well underway, Iwas attending a conference and got talking with an analyst with one of thespread betting firms. He mentioned that over 90% of his customers were stilllong. About 8 or 9 months later I met him again at another conference, and thenews was his customers were still well over 50% long. Many of them wouldhave been nursing big losses. They were no doubt just getting the hang of theshort side when a new bull market started in March 2003.
 There are studies going back to the 1930s which show that most people have abias to the long side. It may sound obvious, but if the market is going down wewant to be mainly short, and if it’s going up we want to be mainly long. Manyspread bettors lost money from 2001 to early 2003 because they didn’tadjust their approach to stay in tune with the overall stock market direction,which was obviously down.
 8. Running before walking
 If someone came up to you and said they were taking a course in dentistry overthe weekend and setting up as a dentist next week, you wouldn’t believe them,and you certainly wouldn’t want them anywhere near your teeth. But plenty ofpeople come into spread betting expecting to be able to pick it up over aweekend and start winning straightaway. Perhaps you are thinking, there is nocomparison, it takes years of learning and practice to become a dentist, whereasspread betting is easy.
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The reality is that while it doesn’t take nearly as long as becoming a dentist, itdoes take time to learn to win consistently at spread betting. You have todevelop an edge that is right for you and then you have to learn how to use itwith real money. If you try to run before you can walk you can lose a lot ofmoney very fast. There have been a number of estimates made by writers andjournalists on how many people win overall at spread betting in their first year;the figure is almost certainly a lot less than 50%, and probably quite a bit lessthan 25%, with some people even suggesting a figure below 10%. That isbecause you can get nearly everything right and still lose if you get one majorthing wrong such as bet size or risk management.
 It is best to assume that it will take a good year to become proficient at spreadbetting, and to keep bet sizes low while in learning mode. There is no substitutefor experience and practice, and in the end the real teacher is always the marketitself.
 9. Emotionally unstable
 Some people are just not cut out for spread betting. It can be a rough ride attimes. In my day job I can have a bad day and I still get paid. In spread bettingI can have a bad day and I might lose more than I earn in a day in my day job.What is worse, I might have done nothing wrong either. My entries were wellthought through and executed exactly as planned, stops all in the right place,bet size right, everything done according to the book; but the market movesagainst me and I lose.
 This comes with the territory I am afraid. If this is going to upset you, thenspread betting might not be for you. If you have an edge you will win in thelong run, but you will have to endure some losing periods (draw downs) as sureas night follows day. You need emotional stability to get through that. Peoplewithout that stability are going to find the game too stressful. There is an oldsaying:
 scared money can’t win
 Note: If you are a gambler by nature, then be very wary of spread betting. Ifyou find that getting the adrenalin rush from placing a bet is more importantto you than winning, you should stay well away from spread betting. Winnersget their kicks outside spread betting, they are playing the game to win.
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Equally, you have to be able to take the rough with the smooth. You are goingto get both in spread betting. If you get a big high from your wins and getdepressed when you have a loss you are going to be on a permanent emotionalroller coaster, and spread betting is going to mess you up.
 10. Not taking responsibility
 For many people it is very hard to accept full responsibility for their spreadbetting results. All sorts of excuses come out for losses. A common scapegoatis the spread betting firm itself: maybe the spread was a bit wider than usual,or there was some slippage on the automated stop. Or maybe an article thatbecame the basis of a bet was a bit misleading. Or a book on trading that wehave been reading hasn’t been producing the results we expected. Or a tip wehave used hasn’t worked out. Or we have had some bad luck. As long as theexcuses keep pouring out we are running away from the real issue which is howto improve our spread betting performance.
 Winning spread bettors tend to have a different attitude. They accept thatwhatever triggered their potential interest in a specific bet and whichever firmthey used to make it, in the end the result they got was down to them. They arein control of their spread betting and fully responsible for its results.
 Postscript
 For the first time on our journey to Base Camp we have had a glimpse of thereal danger we will face on the Mountain Spread Betting. It has just beenbrought home to us that people perish on the Mountain. In the next chapter wewill look at an essential piece of safety equipment, the stop loss.
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In this chapter we take a good look at the stop loss.
 Cart before the horse?
 We haven’t even placed a bet yet, and here we are about to discuss one way ofexiting them! But for many losing spread bettors the two following simple rulescould improve their performance significantly–
 • Rule One: Always determine before you place your bet the point at whichyou will exit the bet if it goes against you.
 • Rule Two: See Rule One.
 But there’s no such thing as a free lunch. In spread betting there are often tradeoffs. Potential advantages are often partially offset by potential disadvantages.This is particularly noticeable as we look at the stop loss.
 Stop or no stop?
 Let’s address the basic question here –
 what is the purpose of stop losses?
 Simply, their purpose is to…stop losses! To be more accurate, their purpose is tostop big losses, to limit the size of a loss to an amount which fits in with ourapproach to risk management.
 You will occasionally read articles in investment magazines written bysomeone who is strongly opposed to setting stop losses; they might tell a storyof how one of their investments dropped past the level a stop loss would havebeen at and then recovered nicely to earn them a bumper profit. You shouldignore any suggestion of trading without stop losses for the following reasons:
 1. You are probably not making long term investments with your spread bets.A value investor would often treat a drop in price as an opportunity to buymore. For instance, the legendary Warren Buffett probably doesn’t use stoplosses – but he is not trading.
 2. For trading short term it is essential to place a cap on any one particularloss; if a bet is going against us more than a pre-defined amount we wantto exit and redirect our spread betting funds to more promising areas. Wedon’t have time to wait like a value investor for the instrument to turnaround.
 3. Spread betting is a leveraged product; this means losses as well as gains aremultiplied. It is important therefore to keep them under control.
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So, the stop loss is a predetermined point at which we will exit a bet. We canplace an automated stop with our spread betting firm or we can track progressof our bet ourselves and take action when the stop loss point is reached.Whichever technique we use to implement the stop loss the basic rule isstraightforward: for every bet we have open we must know the point at whichwe will close the bet because it is moving against us.
 We use stop losses so that when we are wrong on our bet we take amanageable loss, preserving capital for the times we are right on our bets.
 Two caveats on stop losses
 1. Having an automated stop in place doesn’t guarantee we will be able to exitat our stop price. If the market is moving fast we may suffer slippage (i.e.get a worse price than our stop price). This can happen for a variety ofreasons; if everyone else is trying to exit at the same time the market will bemoving fast and will move against us in the time between the point our stopis triggered and the point when our bet is actually closed. Or the price of theinstrument may even gap right past our stop point (this can happen whenmarkets gap open in the morning).
 2. We should focus on establishing appropriate stop losses for our style ofbetting and implementing them properly. But even if we do this right,sometimes we will get stopped out of a bet, only to see later that the betwould have been successful if only we could have hung on a bit longer.That’s one of the trade offs we mentioned.
 Near or far?
 Losing spread bettors focus too much on how to enter a bet rather than thisessential decision of where to place the stop loss for best effect.
 But how do we decide where to put stops?
 We want to put them far enough away so that we don’t get stopped out byrandom movements in the market; but near enough to keep our losses smallwhen we are wrong. Too near, and we will take a lot of small losses and killpromising bets too early, too far away and our losses will be too big.
 What are random movements?
 It’s worth pointing out here that the study of stop levels can be very complex;whole books could be written about just this. And there are many different
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ways of calculating optimised stop levels. We illustrate here a straightforwardand practical method to keep the stop levels beyond random movements.
 Let’s take the example of a bet we expect to last two or three weeks. We candefine random movements (or “noise”) as the amount on average theinstrument fluctuates each day. Let’s take the example of the US index, theS&P500. My software calculates a figure called the Average True Range (ATR)for each instrument, which averages the range between the high and the lowprice of the day over a number of days set by the user. The ATR for the S&P500is currently 12 and the index level is at 1294. Suppose we want to enter a downbet at 1294, expecting to keep it open for a couple of weeks. Our stop shouldbe set at least 12 above 1294 (i.e. at least at 1306). More practical would be touse a multiple of the ATR, say 2, and set our stop 24 above i.e. at 1318.
 The more volatile instruments have relatively high ATRs and therefore requirestops further away in percentage terms than the less volatile instruments.
 For example, ARM Holdings PLC currently has an ATR of just over 3, which isabout 3% of the price; whereas the S&P ATR of 12 is only about 1% of theprice.
 Automated or mental?
 If we automate our stop losses by programming them into our spread bettingfirm’s trading platform we know they will be executed when the price reachesthem; we will not be called upon to make a decision.
 If we just make a mental note (or written, or typed) of the stop loss point, wewill have some flexibility to manage our way out of the bet when the stop losspoint has been reached; on the other hand we may mismanage this and get aworse price, or worse still, override our stop and reset it somewhere else.
 It takes excellent personal discipline to use mental stops as opposed toautomated stops. Best practice is to automate them provided you are dealingwith liquid instruments. However be careful with automated stops on less liquidinstruments – you may find you have been stopped out by a short term priceaberration.
 83
 9 Keeping Losses Small The Stop Loss
 For example, with UK stocks I automate stops on FTSE100 stocks,currencies and indices and on the biggest 20 or 30 of the FTSE250stocks. For smaller stocks I automate only if the distance from the stopis more than 2.5 times the average daily price range of the stock.
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Instant or delayed?
 Automated stops are executed instantly. If you have a mental stop, you have afurther decision, whether to act on it instantly if it gets hit, or to manage yourway out. Be very careful with trying to manage your way out, the mind playsall manner of tricks on people – especially at those times when things are goingwrong.
 In general, if you have done your research right and found the correct place toput your stop, according to your betting methodology, then when the stop pointis reached, get out!
 Techniques for placing stops
 Technical analysis can also be useful for placing stops.
 I will illustrate this with an example of a down bet on the FTSE100. The indexclosed at 5858 on 7 Sep (see chart below).
 During the following day a rally takes it up to 5898, which is when we decidewe want to place a down bet.
 Where would our stop loss go?
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 There are many different techniques for setting stops, including–
 1. Average True Range
 2. Support and resistance
 3. Moving averages
 4. Highest high or lowest low
 5. Money stops
 These five techniques are described in some detail below.
 1. Average True Range
 The chart shows the 10-day ATR at 54, so taking twice the ATR and adding itto the 7 September close our stop would go at 5966. If we used just one timesthe ATR it would be closer, at 5912. Our loss would be smaller if we got stoppedout, on the other hand we would be more likely to get stopped out. Trade-offs!
 2. Support and resistance
 Support is where price stopped falling in the past, resistance is where it stoppedrising. It is logical to put stops the other side of support (for an up bet) orresistance (for a down bet). Effectively we are treating the support or resistancepoint as a barrier. When price reaches the barrier we are expecting it to bounceoff it and reverse direction. If the barrier is penetrated we take that as asignificant warning sign and exit our bet. You can see on the chart thatFTSE100 has turned down twice from just below 6000, so we could put our stopjust above the thick black line representing resistance on the chart, say at 6010.
 Support and resistance are referred to on several occasions in this text, and abrief further explanation of this important concept is included in the Appendix.
 3. Moving averages
 Moving averages can be used to place stops – we can for instance place a verytight stop just above the 10 day moving average (the wavy line on the chart).The average is currently at 5919 so we could place our stop at say 5930.
 4. Highest high or lowest low
 We can use the highest high of the last x days as a stop (for a down bet) or thelowest low (for an up bet). For instance we might decide that we want to exit
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our down bet if price moves above the highest high of the last 5 days. That is5991, so our stop could go at 5992.
 5. Money stops
 Some people use money stops – they set their stop at a point which limits theirloss to a certain amount of money. Some people argue against money stops,preferring to identify a logical place on the chart to put a stop first and thenlink the size of their bet to the stop point, rather than identifying the stop pointdirectly from the bet size; but people who use money stops generally believethey work well. In this case, let us say we always bet £2 per point on theFTSE100 and always limit our loss to £200. That means we can risk 100 pointsfrom our entry point of 5898, so our stop would go at 5998.
 Other techniques not illustrated here include using trend lines or indicators tosignal an exit.
 This table below summarises where our stop would go, by technique.
 We seem spoiled for choice. Different approaches suit different people.
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 Type of stop Stop level
 Average true range x 2 / x 1 5966 / 5912
 Resistance 6010
 10 day moving average 5930
 High of last 5 days 5992
 Money stop 5998
 My personal preference is to use a blend of techniques for settingstops. However, I usually give precedence to support and resistanceon the chart and try to place my stops just beyond thesupport/resistance. So my stop on this down bet on the FTSE100 is at6010. And it is automated in the spread betting firm’s trading system.If buyers push the price up to there, beyond the resistance, it will be aclear sign that my down bet was a mistake. I will want to get out of thebet immediately – and since the stop is automated the system will dothis for me without any manual intervention on my part.
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One more useful approach – the time stop
 Once we have decided on our stop loss, there is another discipline we can addto manage the bets that don’t work out. The stop loss takes care of the bet thatgoes in the wrong direction for us, but what about the bet that goes nowhere?The solution here is a mental stop called the time stop.
 Time stops are useful – we stipulate acertain period of time after which wescrub the bet if it hasn’t gone into profit– the theory being that if a bet has gonenowhere after that period of time it istying up betting funds that could be put to better use elsewhere.
 Two tips
 Tip #1
 Whichever technique you decide to use it is best not to place stops exactlywhere everyone else has also placed them. Market makers love to push the pricejust beyond where (they know) all the stops are and then back again, making aquick profit as all the stops are triggered. Avoid:
 • round numbers such as 500, 6000; and
 • the exact level of a very obvious support/resistance level.
 In both these cases, put the stop just a little bit further away e.g. 503, 6030, oran extra 0.5% beyond the support/resistance.
 Tip #2
 Know what triggers a stop with your spread betting firm; some use actualmarket prices, some use their own prices, some use the bid or ask price ratherthan the market price. Some offer you a choice, I always use the underlyingmarket price if possible.
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 I use time stops. For instanceif a bet has gone nowhere for aperiod of 10 days I get out.
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Moving stops
 Once you have set your stop loss, when – if ever – do you move it?
 The rules here are simple.
 Rule 1
 If the bet goes against you, never move the stop further away from your entryposition.
 Typical scenario for the losing spread bettor – take the example of the FTSE100down bet we looked at above. Stop set at 6002. Price moves to 5999.
 First thought: “My stop is about to get hit.”
 Second thought: “It’s a good trade really.”
 Third thought: “Let’s move the stop to 6020.”
 Fourth thought (a few days later after the stop has been moved, then eventuallyhit at 6020): “This isn’t a good bet after all, I really wish I had got out earlier.”
 Result: a bigger loss.
 Rule 2
 If the bet moves in your favour then you can start moving the stop nearer tothe current price.
 This is called trailing the stop (or using a trailing stop loss). It is a valuable toolfor the spread bettor. We will have more to say on the trailing stop loss in PartTwo.
 At this stage let’s look at how one can trail a stop loss using each of the fivetechniques above.
 1. ATR stop, trailed
 Let’s say we used two times ATR as our initial stop. We simply recalculate thestop from the latest close as the bet moves in our favour.
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2. Support / resistance stop, trailed
 Using the example of the FTSE100 bet, let’s say a new resistance level formedat 5940. Then we would move our stop to just above 5940.
 3. Moving average stop, trailed
 As the moving average moves in the same favourable direction as our bet, wemove the stop to a new point just beyond it.
 4. Highest high / lowest low stop, trailed
 If we are using the highest high for 5 days as our stop for a down bet, then asthe highest high becomes lower as our bet starts winning, then we move thestop down.
 5. Money stop, trailed
 If we are using a money stop we recalculate it from each new close as the betmoves in our favour.
 Overall result: when a bet moves in our favour we move the stop. After a while,the stop reaches a point where we can do no worse than breakeven. A littlelater, the stop reaches a point where we are guaranteed a profit. And so on. Wecan keep a bet running for a long time if it continues to work for us, trailingour stop behind it.
 Postscript
 After stop losses, one thing remains before we reach that first haven of BaseCamp, and that it is to get a thorough understanding of order types.
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This chapter discusses the important area of spread betting order types. If youthink there is only one way of entering or exiting a bet think again!
 If you are fairly new to spread betting you may find this chapter a littleconfusing – and just when you thought you had got it all taped. Hopefully bythe end of this chapter you will be comfortable with all the different ordertypes.
 I will be illustrating the various order types with the following example–
 • We have one bet already open which we intend to close: an up bet on goldwhich is trading currently at 635.5.
 • Plus we want to open an up bet on the Dow Jones Industrial Average (DJIA)currently at 11451.5.
 Market order
 The simplest and most obvious order type for most people is the market order.A market order can be used to enter or to exit a bet. With a market order weare saying that we are happy to accept whatever the market’s prevailing bid oroffer price is.
 Let’s say we are away from our PC and have to use the old fashioned techniqueof phoning in to our spread betting firm. We ask for a quote on gold and get635.2/635.8; we say we are selling and therefore we sell at 635.2. We then askfor a quote on DJIA and get 11449/11454; we say we are buying and thereforewe buy at 11454. We could also have carried out these tasks online, usingmarket orders.
 Limit order
 We can also specify that we wish to buy or sell at a more favourable price thanthe current market price. This is a limit order. This means we have to wait untilthe market moves to that more favourable price before we buy or sell. Theadvantage of this is we get a better price if the market does indeed move thatfar, but the risk is that the market may never move that far and we will not getfilled (i.e. we will end up without the order being executed).
 Let’s say we want to close our up bet on gold only if it reaches 648.0 We canplace a limit order to sell at 648.0. And we want to buy DJIA at a better pricethan it is currently; we place a limit order to buy at 11425. Most spread bettingfirms offer two types of limit order–
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1. GTC: Good Till Cancelled, if we choose this type, our two orders will sit inthe firm’s trading system indefinitely unless we cancel them or the limitprice is reached. If gold reaches 648.00 our bet will automatically beexecuted and our gold bet sold, and if DJIA reaches 11425 an up bet willautomatically be opened for us.
 2. Good for the day: if we choose this type the orders will be automaticallyclosed at the end of the day if the limit prices have not been reached.
 Stop order
 Alternatively we can specify that we wish to buy or sell at a less favourableprice than the current market price. This is a stop order. People new to thisgame sometimes find these stop orders a little surprising.
 Why would we want a worse price?
 Using the stop order to exit
 By now you are hopefully convinced of the merits of stop losses. We use a stoporder in the spread betting firm’s trading platform to set our stop loss to betriggered automatically. The stop order says “if my bet deteriorates to this point,get me out”. Using our example of gold let’s say that if gold goes down to620.00 we will take that as a sign that our up bet is not working. We thereforeset a stop order at 620.00.
 Remember, we also just set a limit order to exit if price improves to 648.0. Wecan have a limit order and a stop order on the same instrument. If we do thatin this example we are cashing in at 648.00 and bailing out at 620.00.
 We have got gold surrounded!
 The only problem is, if we are not watching the market, we might find goldgoes up to 648.0 and down to 620.0; we sell at both prices and therefore endup short. [There is a solution to this problem offered by some firms, which isthe OCO order, discussed later in this chapter.]
 Using the stop order to enter
 We can also use the stop order to enter a new bet, at a worse price thancurrently. Eyebrow’s raised? Did we just say at a worse price? Surely we wanta better price than now?
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Let’s construct a scenario using our DJIA example. Current price 11451.5. Webelieve a move upwards is likely. However, rather than just taking a punt andentering immediately we decide we will wait for DJIA to give us a positive signthat it’s time to enter an up bet. We decide that the sign we are looking for isfor DJIA to exceed the high price of the previous day, which is 11461. So weset a stop order to buy at 11462. This means that no trade is executed while theDJIA remains below 11462, but as soon as the Index hits that level, then thetrade is executed as a market order – i.e. go long at the prevailing offer pricein the market.
 We have a trade off here – we have entered at 10.5 points worse than thecurrent price, on the other hand we have let DJIA prove itself by setting off inthe right direction for an up bet. [We will be covering this principle in depth inPart2.]
 Guaranteed stop loss order
 Here is a variation on a theme.
 Many people new to spread betting are worried that if they put a stop into thefirm’s trading system there is no guarantee their bet will be closed exactly atthe stop point. The market may be moving fast at the time and some slippagemay occur on their stop order; or the market may gap past their stop. Theseconcerns are understandable, since either of those things may occur; howeverthe impact of them is very rarely as much as people fear, provided one sticksto the more liquid instruments.
 But for those who want to purchase peace of mind the spread betting firmsprovide the guaranteed stop loss order – at a cost. The guaranteed stop lossorder is put in place at the same time as a bet is entered, and the firmguarantees that the bet will be exited at no worse than the price at which thestop loss order is placed. The trade off cost for this peace of mind is however asignificantly worse spread.
 Back to our example. The quote for entering the DJIA guaranteed stop loss betis 11444.5-11458.5; a 14 point spread for an index. Why pay away a 14 pointspread on a highly liquid instrument like DJIA when you can get a 2 to 4 pointspread on a simple rolling daily bet and put your own stop in? It would surpriseme if the number of winning spread bettors who use guaranteed stop lossorders is that large.
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More recent innovations in order types
 Recently, more sophisticated order types have been introduced by some of theinnovative firms. These include:
 Contingent order
 One order is only put in place when another has been triggered.
 Using our DJIA example, let’s say we want to enter an up bet on a stop orderif the price reaches 11462. But at the same time, if our up bet is triggered wealso want to put a stop loss in place at say 11360. A contingent order allows usto do that. There are effectively two orders in the trading system–
 1. order one: buy on a stop at 11462;
 2. order two: sell on a stop at 11360.
 Order two is linked to order one and contingent on order one being filled; iforder one is not triggered, order two won’t be either.
 OCO order (one cancels the other)
 With an OCO order (once cancels the other) there are effectively two orders heldin the trading system, linked to each other. If one order is triggered the otherone is automatically cancelled.
 This solves the problem we looked at earlier: we had a stop order to sell on ourgold up bet at 620.0 (in case the bet moved adversely) but also had a limit orderto sell at 648.0 (in case the bet moved favourably). An OCO order in thissituation allows both orders to sit in the system simultaneously and to be linkedto each other. If our stop order at 620.0 is triggered, the limit order is cancelled;if our limit order at 648.0 is triggered our stop order is cancelled.
 Take profit stop
 This is a cross between a contingent order and a limit order. A predeterminedpoint may be set to exit at a profit. This point can be established after openinga bet or it can be linked in advance to a limit or stop order to open a bet.
 If we applied a Take Profit stop to our gold bet at 648.0 this would work exactlyas a limit order to sell placed at that point.
 With the DJIA example, let’s say we decide to enter on a stop order at 11462;we could also, in advance, place a Take Profit order at say 11670; the Take
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Profit order would only be triggered if the stop order to enter the bet hadalready been entered; this is similar in concept to a contingent order.
 Trailing stop
 This allows a stop loss to be automatically moved as the market moves infavour of the bet.
 The spread betting firm Global Trader is the only firm at the time of writing tooffer this facility – the trailing stop can be initiated, edited or removed at anytime while the position is open. The trailing stop facility can also be applied toGuaranteed Stop Losses.
 Let’s look at our up bet on DJIA. Let’s say we open the bet with a market orderat 11454 and decide at the same time that we want to run a trailing stop losson it. We decide the distance from it to set the initial stop – let’s say we set it11360 (94 points away); and we decide the increments that we wish to triggerthe trailing stop – let’s say we choose 10. The net result will be every time thebet moves 10 points in our favour the stop will be automatically moved up 10,to stay 94 points away. When DJIA trades at 11464, our stop will be moved to11370. When DJIA trades at 11474 our stop will be moved to 11380. And so on.Our stop will never be moved down (once it reaches 11380 for example it canonly be moved up, never back to 11370).
 An excellent facility and one which I hope will be introduced by other spreadbetting firms in due course.
 Stop limit order
 We don’t have these yet in spread betting, but hopefully it will only be a matterof time before an innovative firm introduces them.
 Normally, when a stop order is activated, it becomes a simple market order –i.e. buy (sell) at whatever the prevailing offer (bid) is in the market. But a stoplimit order is a stop order that becomes a limit order when activated. Thisallows for greater control of the order. The purpose is protection from thosetimes when the market is moving so fast that when a stop order is activated,the market price is quickly far away from the stop level price.
 With the DJIA example, if we set a stop limit order to enter an up bet at 11462,then nothing will happen unless the price gets up to 11462 (just like a stoporder). However once the stop point of 11462 is reached, our order istransformed into a limit order. So we will either be filled at 11462, or not at all.
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Are some orders better than others?
 Each type of order can be useful at different times and for different people.
 Orders for opening bets
 • If you feel you have to open a bet right now for whatever reason you willprobably use a market order. You will open a position, even if not at thebest price that could have been achieved.
 • If you feel that you can get a better entry price than the current price, youwill use a limit order. Such orders may be used if your trading methodologyrequires very precise entry and exit prices. The obvious danger is that pricewill never get back to the level of the limit order, and you will miss out onthe trade.
 • If you want price to set off in the right direction, or to break through somecritical level on the chart, before you enter then you will use a stop order.
 • If you want to set a stop loss simultaneously with entering the bet (and youare not using a market order) then you will use a contingent order.
 • If price is currently in a range and you want to go either long or shortdepending on whether the instrument breaks up or down out of the rangethen you will use an OCO order.
 Automated orders to enter come into their own if you don’t have the time tomonitor the markets intraday. The spread betting account will be on auto pilotand will enter the bet for us in our absence.
 Orders for closing bets
 • If you have mental stops, rather than automated stops, you will probablyexit using a market order. Your discipline has to be good, otherwise you findyou ignore the mental stops and suddenly run up an excessively large loss.
 • If you have a target in mind for exiting at a more favourable price you willset a limit order to exit.
 • If you feel you should automate the stop losses then you will set them usinga stop order.
 • If you want to have in force both a stop order (automated stop loss) and alimit order (to exit after price has improved for us) then you will use an OCOorder.
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Once again, automated orders to exit come into their own if you don’t have thetime to monitor the markets intraday. Great for busy people.
 Summary of order types
 Here is a table providing an overview of the order types we have looked at.
 Table 10.1: summary of order types
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 10 Spread Betting Order Types
 Order type Use for entries Use for exits Comments
 MarketEnter now at prevailingmarket price
 Exit now at prevailingmarket price
 Many people only usethis type – worthlearning to use othertypes
 Limit
 Enter at a morefavourable price thanthe prevailing marketprice
 Exit at a morefavourable price thanthe prevailing marketprice
 The risk is that the morefavourable price nevergets reached
 StopEnter at a worse pricethan the prevailingmarket price
 Exit at a worse pricethan the prevailingmarket price
 Most often used for stoploss purposes
 Guaranteed stopEnter now at prevailingprice with a guaranteedstop in place
 Stop entered at time ofentry
 Expensive route toplacing a stop loss –learn how to use the“ordinary” stop facilities
 ContingentOnly execute this orderif another linked order isexecuted
 Only execute this orderif another linked order isexecuted
 Most common use is toplace stop lossautomatically andsimultaneously when alinked entry is triggered
 One cancels the other(OCO)
 Whichever of two linkedorders is executed, thencancel the other one
 Whichever of two linkedorders is executed, thencancel the other one
 Most common use is toplace orders to exit bothabove and below thecurrent price, one as astop loss, the other totake profits
 Take Profit Stop Not used for entry orderExit at a morefavourable price
 Similar in principle to alimit order
 Trailing Stop Not used for entry orderTrails an automated stopaccording to apredefined algorithm
 Great innovation, butvalue depends onflexibility of algorithm
 Stop LimitWhen price reaches acertain level, place alimit order
 When price reaches acertain level, place alimit order
 Not yet available, butwould be very useful
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What’s on offer in the market?
 Pretty well all the firms offer, in addition to market orders, automated limitorders and stop orders. Contingent orders and OCO orders are relatively newdevelopments and have provided some of the newer entrants to the marketplace with a chance to offer something new which adds real value. Due to thecompetitive nature of the market place we can expect most participants torespond in due course to the new developments by ensuring their range ofavailable order types matches customer demand.
 It is worth pointing out that the sophistication of order types in spread bettinghas at least temporarily outclassed that available in the UK from stock brokingfirms.
 Postscript
 This has been a complex chapter, and you will be in a minority if you haveabsorbed all the points in one go. Knowing the pros and cons of the differentorder types and when to use them is important. Many spread bettors just usemarket orders to enter, and don’t automate their stops. They mostly don’t getas far as Base Camp.
 The final chapter in Part One deals with a range of practical issues to do withrunning a spread betting account.
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In this chapter we deal with some practical issues in running a spread bettingaccount, under the headings of
 • order placement,
 • automated stop losses,
 • dispute resolution, and
 • account funding.
 If you are very new to spread betting you may want to skim through thischapter noting what issues are covered, read the ones which are currentlyrelevant to you, and then return to the chapter at a later time.
 Order placement
 Placing orders online
 Write down all the bets you are planning to make before you place them, andthen also write them down as you place them. Make sure you have writtendown the instrument, the bet size and whether you are a buyer or a seller.
 Why?
 Writing them down beforehand gives you a check list to make sure you makeall the bets you intend to make (and nothing else). Writing them down as youmake them allows you to check them against your pre-prepared checklist andlater to check they have all been processed correctly and to ensure all yourrecords are up to date.
 Your prepared checklist is particularly important if you are placing large betsand decide you want to place them across more than one firm, or place themover a period of time. You will be able to know at any point in time how muchof your total planned order you have already placed. If you are placing ordersacross several firms make sure that you write down the firm used for each orderas well as the instrument, the size and whether you are a buyer or a seller.
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One click or two?
 Some firms give you a choice of–
 1. “one click”: places the order immediately you click on the button to placethe order.
 2. “two click”: adds an intermediate step; you first indicate what order youwant (first click) then your order is summarised and you have to click againto confirm it (second click) – your order is only placed on the second clickand if for some reason you fail to make the second click you won’t haveplaced a bet.
 Re-quotes
 A re-quote occurs online when you decide to buy or sell an instrument basedon the price you see on the screen, and then back comes a message telling youthat the price is in fact different.
 Frustrating!
 With some firms you don’t get re-quotes. The price you see on the screen is theone you get if you take the bet. With other firms you do get re-quotes.
 Let’s look at the various reasons you could get a re-quote:
 1. The market is moving fast and the price in the underlying market has movedagainst you; this happens – it’s a fact of trading life.
 2. The market is moving fast and the price in the underlying market has movedin your favour; this also happens – although seemingly not so often!
 3. The underlying market quote, on which the spread betting quote is based, isbased on relatively small size and if you were dealing in the underlyingmarket you would not be able to get the existing quotes for all your order.In other words, you would move the market with your order; this can happenwith larger orders, or when the market is very quiet. Possible solutions hereare either to subdivide your order and place it at different times; or to putin limit orders to ensure you get the price you want.
 I personally always use “two click” order placement if it is available – Iwant that intermediate step in there to check the bet is the one Iintended. “One click” is obviously faster but I prefer less risky to fasterin this case.
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 4. A variation on the last point, a number of other customers are trying tomake the same bet as you, so in aggregate your total order exceeds theorders sitting in the underlying market place; so in aggregate the customers’orders would move the market, and the re-quote reflects this. Same solutionas for the previous point.
 5. The firm has decided to add something to its spread now it knows whetheryou are long or short. The spread of the bet is in effect out of line with theunderlying market, either skewed in the direction you are going, or justwider both ways. This is the irritating one, but as competition increases, thefirms that do this regularly will find their customers starting to use otherfirms. You will perhaps recall that in the chapter on resources I mentionedthat I have a data feed that gives me the live prices of the underlying market.As a result I am always able to compare the spread betting quote with theunderlying market. If the re-quote is unacceptable to me (i.e. too far off theunderlying market) I generally refuse the re-quote and try again a shortwhile later; or put in a limit order for the price I want. I don’t usually missout on the bet because of this, but if I do it’s usually no big deal. I move on.
 Placing orders on the phone
 Most spread bettors place their orders online these days rather than phoningthem in. It is a lot easier for most people.
 But there will be times when, for whatever reason, you don’t have access toonline facilities and you want to place bets over the phone. This should be astraightforward process. However, there a few tips which should help preventany accidents–
 1. Write down what bet you want to make before you make the call; from timeto time people get themselves in a muddle on the phone and say somethingdifferent from what they intended – you are less likely to do that if you arereading from your pre-prepared script. Make sure you have written downthe instrument, your bet size, whether you are buying or selling and theorder type.
 2. Make sure you have your account details with you before you make thecall; you will be wasting your time and the dealers’ if you try to place a betwithout those details.
 3. Be aware that your call will usually be recorded.
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4. Also be aware that the dealers can’t give you any advice, so don’t wasteyour time or theirs trying to get some.
 5. Speak deliberately clearly and slightly more slowly than usual during thecall.
 6. When you get through to the dealer first of all ask him or her to quote forthe instrument – clarify what size you want but don’t reveal whether youare buying or selling. Keep the request for a quote short and to the point.Here is an example: “please can you quote me for October Vodafone, £100per point”.
 7. You will then get a quote from the dealer, which will usually just consist of2 numbers. If you are not sure you have heard it properly ask the dealer torepeat it, but bear in mind quotes are time sensitive so try not to wastetime. You need to be fully familiar with what the two numbers you receiverepresent – the lower number is what you sell at and the higher number iswhat you buy at. An easy way to remember this is you will always be usingthe number which is worse for you! You need to decide quickly if you wantto accept the quote or not.
 8. If you decide to accept the quote then read from your script adding theprice you have just received. For instance, if your Vodafone quote has comeback 130-131, and you want to buy, your script will say Buy OctoberVodafone £100 per point, and you will say to the dealer, “ Buy OctoberVodafone at 131, £100 per point”.
 9. If on the other hand you decide not to accept the quote then just say,“Nothing there”.
 10. If you have accepted the quote make sure the dealer reads back to you thebet you are making and check the bet against your pre-prepared script –the dealers are trained to double check your bet with you so this shouldhappen without you prompting, but it is essential. If there is anydiscrepancy sort it out there and then.
 11. Keep your written script until you can check the transaction has gonethrough to your account correctly either online or via a statement orconfirmation.
 12. If when you check the transaction you believe there has been an error onthe part of the dealer, phone the customer service or help desk as soon asyou spot it. If you do this straightaway and your bet has been incorrectly
 106
 The Financial Spread Betting Handbook

Page 128
						

processed they will be able to identify this by listening to the recording ofyour phone call.
 13. If you made a mistake and phoned in a bet incorrectly, then unfortunatelythat’s your problem not theirs – don’t expect the spread betting firm toundo the bet.
 14. Also if you make a bet on the phone you won’t be able to change yourmind after the dealer has confirmed it with you; if you realise instantly thatyou have made a mistake you are going to have to close the bet in the usualway and it will cost you the spread plus or minus any movement in theinstrument before you close the bet.
 Does this all seem a bit cumbersome? It is in fact straightforward, but youmight find it is worth practising with a couple of very small bets to getcomfortable with the process; and writing down the bet before you phone indoes give you an extra safeguard against accidents.
 Certain times of the day...
 Are certain times of the day better for placing spread bets than others?
 Out of hours
 First of all, out of hours. You will find some firms are open 24 hours and alsoallow you to make bets when the market for the underlying instrument isclosed. In general you will find the spreads increase in this situation, and youmight be better off placing an automated order to be executed in the nextperiod when that underlying market is open.
 Market open
 For smaller stocks, including many of the FTSE350 stocks, the spreads tend tobe wider at the start of the day, particularly if the order book is very thin. Youmight well find that you can get better spreads and better prices in theafternoon. Be particularly wary of the first half hour to hour of the trading dayin this regard. You will also find that if you have an automated stop on suchan instrument and it is too close to the price it may get hit in the first half hourbecause of these wide spreads.
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Lunchtime
 Some markets tend to go quiet at lunchtime, and this can be a good time toplace bets. An instrument may have had a good run during the morning,reaching the point at which you want to enter a bet, but drift slightlydownwards during lunchtime as potential buyers who might put upwardpressure on the price are occupied elsewhere. You can test this theory for theinstruments in which you are interested if you have intraday data.
 End of day
 A lot of people use the end of the trading day to close or open bets, so forinstance between 4.00p.m. and 4.30p.m. in the UK stock market can be hectic.You might occasionally find it harder or slower to get through on the phone tothe spread betting dealing room at that time, although I have not noticed anydeterioration in online trading.
 Close of US markets
 9.00p.m. This is when the US stock markets close, and I like to keep a check onwhat has happened irrespective of whether I have any bets open on US stocks,as there is often a knock-on effect on UK and European markets the next day.
 Automated stop orders
 This section is about stop orders that you enter into your spread bettor’s tradingplatform – to be executed when you may not be watching the market. Theseare distinct from stops that you mentally track that prompt you to then inputmarket or limit orders.
 Compulsory stop losses
 One or two firms are starting to insist that their clients automate their stoplosses.
 The approach at Capital Spreads and at Global Trader, for example, is to insistthat a stop loss is formally in place on every trade. The upside here is that youare forced to use the stop loss discipline. The downside is that you do not havethe discretion to use a mental stop.
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Prices used for stop losses
 Different firms use different prices to trigger a stop loss. For example, some use:
 • the bid and offer prices in the underlying market;
 • the actual trades in the underlying instrument; or
 • their own bid and offer prices. In this case, because the firms’ spreads aregenerally wider than the underlying market, the stop could be triggeredwithout the bid or offer price in the underlying market ever reaching thatlevel.
 Other firms even give you a choice of how you want your stop triggered, on astop by stop basis. The important point is to know the ground rules for the firmyou are using.
 Market maker activity
 Be aware that in the underlying markets (on which bets are based) marketmakers are often well aware of where there is a likely to be a bunch of stops.
 For example, if a stock has a well-established resistance line at 100, then it’squite likely that there could be a bunch of stop buy orders around that level(some of those could be stop losses for short positions, and the rest stops toopen long positions as the stock breaks up through the 100 level). If market-makers know that there are a bunch of stops on a stock at 100p, the stock isrising and they want to acquire the stock, then they might initially force themarket lower through some large sell orders, get the price down to 100p, pickup a load of stock at 100p and then let the stock continue its upward path.
 For that reason it is sometimes wise not to put your stops in obvious placessuch as at round numbers e.g. 100p.
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Spread betting firm activity
 A variation on the above theme.
 You might be concerned that if you have a stop with a spread betting firm itmight get taken out by them even without the underlying market trading there.Over the years there has been occasional speculation that this might be a causefor concern. There are four points to mention here–
 1. In today’s competitive market a firm would be concerned about acquiring areputation amongst its customers for this sort of activity.
 2. In a good spread betting firm’s business plan retaining customers is likely tobe a priority, since acquiring new customers is expensive.
 3. Spread betting is regulated by the FSA, and the firm would not want anunhappy customer complaining to them about this sort of activity.
 4. Each firm should have a compliance department, which is there to sort outanything like this – have a look at the section on dispute resolution below.
 Order cancellation
 If you have automated stop and limit orders held for you by your spread bettingfirm, there is one critical point–
 In general they do not get automatically cancelled if you exit a bet, even if youonly put them in originally because you had a bet in place.
 They are usually held as separate and distinct orders on the system. Forexample you may have a sell stop in place to protect you from an adverse moveon an existing up bet; if you close the up bet via a market order, don’t forgetto also remove the sell stop; otherwise you may shortly become the proud butsurprised owner of a down bet on that instrument.
 Dispute resolution
 Once in a while you may find you have a disagreement with a spread betting firm.This has been a very rare occurrence for me personally over the years, howeverit is worth knowing what to do if you do have a dispute. The procedure is–
 1. The first port of call is the customer service desk or help desk. Don’t try tobypass them, because they will be able to resolve most problems. If for somereason they can’t resolve the issue, then
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2. each firm should have a compliance department. If they can’t resolve yourdispute,
 3. the next stop is probably the MD. And finally,
 4. you can refer your complaint to the Ombudsman and the FSA.
 My personal experience has been in three areas.
 Firstly, back in the early days, when most bets were placed over the phone, Ihad a number of bets which were not as I thought I had made them. Every oneof those issues was resolved by the helpdesks of the four firms involved, andresolved promptly and courteously. In each case, except one, a dealer had madean error and the transaction was adjusted back to what it should have been. Inthe other case it was a little ambiguous and they gave me the benefit of thedoubt.
 The second area involved an automated stop which had been triggered in thefirst few minutes of trading and it looked to me like the market hadn’t actuallytraded where the stop was. The helpdesk on this occasion put me straight on tothe dealer who had triggered the stop and we walked through all the trades thathad actually occurred in the underlying market. I realized that although he hadbeen a bit quick on the trigger, he hadn’t done anything wrong technically andthat there would be no point in complaining to the compliance department.This was a small stock with a lot of volatility and I realized that for this stockI either needed in future to keep the stop a lot further away or I needed tomanage the stop on a manual basis. So I learnt something from the experience.
 The third area involved a stop on the FTSE 100 where
 1. the stop was at a round number, where potentially a lot of other spreadbettors had placed their stops, and
 2. there had been an unusual spike in the prices of the spread betting firm,apparently not mirrored in the underlying market or in any other spreadbetting firm’s prices, but just enough to take out my stop then retreat backto the “normal” level.
 The spread betting firm were fully covered by the small print in the wording ofthe contract. I was fortunate enough to learn two things from this experience.I learnt at first hand that it can be dangerous to put stops exactly where a lotof other people have put their stops. And I learnt I needed to switch mybusiness to another firm.
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Funds transfers
 Most firms have online funds transfer facilities. To use these you will need todesignate a bank account for transferring funds to and from your spreadbetting account. If you prefer not to use such online facilities then funds canbe transferred into your spread betting account in several ways: you can sendin a cheque, or most firms will be able to process a debit card transaction onthe phone. Most of them will usually take credit cards, but this tends to attracta transaction charge which seems a pointless waste of money. To get yourmoney out you can also phone in to have a cheque sent to you.
 Keep abreast of your margining position
 On the general topic of money in your account, it is essential to keep on top ofyour margin position. If you are surprised by a request to put more money intoyour account, you are not fully in control of your betting. You should alwaysknow what your total margin requirement figure is and how much you havegot to spare in your account. Also bear in mind that there are variationsbetween the firms in how they calculate your total requirement for margin –some will offset winning and losing trades, some will take into account anyautomated stops you have in place, some will take into account the mix andconcentration of your positions. Know the ground rules for the firm you areusing!
 Postscript
 This chapter has covered a fairly diverse set of issues. It was best to get themon the table up front, but equally you may find some of the points raised worthcoming back to later.
 Congratulations!
 As we set off to climb the mountain called Spread Betting, we are approachingBase Camp. We now have knowledge of
 • both the advantages and the risks of spread betting
 • how not to do it, by looking at some of the most common pitfalls
 • what the spread betting firms offer
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• what we can bet on and the types of instruments available
 • timescales for our bets
 • the choice of firms with which to open an account
 • we have opened at least one account
 • selected the resources we need by way of hardware, software andinformation
 • we understand the importance of stop losses for spread betting
 • we have done our homework on order types.
 Congratulations on getting this far. You have already got a lot further thanmany people.
 Sadly though, Base Camp has a high drop out rate. Some people never quite getthere, others get there, lose a bit of money and give up. Others still try to bypassit and find themselves lost on the mountain with no support. Often this isbecause they don’t have any strategies for entering and exiting bets. And that’swhat we start looking at in Part 2.
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PART 2
 ClimbingThe Mountain
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Part 2 – Climbing The Mountain
 Now we start our journey up the face of the mountain.
 This is where we have to put all our equipment to use. Now we need to choosewhat strategies we will use to determine which bets we will place. If we are tobe successful and make our way up the mountain we need our strategies to giveus an edge. This is the main substance of Part 2.
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Finding A StrategyThat Works For You
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In this chapter we take a broad view of the types of strategy which are possiblewith spread betting. Types of strategy include trend following, counter trendand delta neutral. But first we take some time out to consider the individual’spreferences, and to confirm the role of technical analysis in our thinking.
 What do you like?Before we look at any strategies take a few moments to consider your ownpreferences. Here are five areas to think about:
 1. Length of bets
 What timescale are you mostly likely to feel comfortable operating in? Are youattracted or appalled by the idea of getting in and out of a bet in the same day?Or does a month seem a long time to hold a bet? Are you likely to be with themajority of spread bettors who operate in the medium timescale (four to thirtydays)?
 2. Available time
 How much time do you have during the day to monitor prices and take actionon your spread bets? The very short timescale (intraday) and the short timescale(one to three days) require significant time input, and are therefore not verypractical for someone with a busy day job.
 3. Resources
 How good are your hardware, software and data feeds? Forget intraday betsunless you have the appropriate resources and an account size which can affordthem.
 4. Discipline
 How good are you likely to be at the essential risk management tasks such assetting and observing stop losses? Counter trend strategies require greatdiscipline in getting out promptly at the appropriate time.
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5. Experience
 Beginning spread bettors dream of nailing turning points, catching the bottomsand tops. The reality is that trend following strategies are easier for thebeginner; find a trend that has already started, then follow it. If the trendcontinues after a bet is placed it can compensate for sloppiness in the timingof the bet.
 It is worth taking a short break at this point to reflect on these five areas.Consider where you stand on each of them, and whether you have any clear cutpreferences at this early stage. As an example, many people conclude at thisstage that they are going to give the intraday betting a miss for the time being.
 Technical analysis is excellent for spread betting
 What is technical analysis?
 Here is a definition of technical analysis–
 “Technical analysis is the study of market action, primarily through theuse of charts, for the purpose of forecasting future price trends”.
 Technical Analysis of the Financial Markets, John J Murphy
 Why is technical analysis excellent for spread betting?
 By studying recent market action we can better understand the forces of supplyand demand affecting it. Are buyers or sellers stronger? And are they gettingeven stronger, or are they beginning to weaken? Is it the buyers or the sellers thatwill be dominant during the period for which we are considering opening a bet?
 Why we won’t be using fundamental analysis
 In the long run prices are driven by fundamental factors. But long run here isusually beyond the timescales for spread betting. Valuation anomaliesidentified by investment analysts can take months to years to play out. Thetimescale for spread betting is usually hours, days or weeks. So, for instance,we won’t be looking at the staple diet of the stock market fundamental analyst:earnings, growth, sales, profit margins, return on equity.
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The raw data of technical analysisTechnical analysis can seem a little esoteric. But the raw data of technical analysisis straightforward. For any period of time we care to look at there are only alimited number of pieces of data that form the basis for the subsequent analysis.
 For example, take a stock – let’s use the example of a daily chart. For each daythe raw data we use to form the chart are: the opening price, the closing price,the highest price of the day, the lowest price of the day, and the volume ofshares traded. If you have charting software you will no doubt be familiar witha whole host of indicators, oscillators, trend lines, moving averages and so on,and also perhaps be familiar with a range of patterns which some analysts lookfor on the charts, such as head and shoulders patterns, double bottoms,triangles and so on. These are all derived from a combination of one or moretypes of the raw data of open, close, high, low and volume.
 The two most common ways of representing this data on a chart are the barchart and the candlestick chart.
 Example of daily bar chart
 Each bar represents one day’s action. The top of each bar is the highest pricereached on the day, the bottom is the lowest price. The horizontal lines on eachbar are the opening price, on the left, and the closing price, on the right. Thevolume is usually shown as a histogram beneath the price bars.
 Here is a chart showing 3 months of daily bars for the house builder Persimmon PLC.
 Chart 12.1: example of a bar chart
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Example of candlestick chart
 Each candle represents one day’s action. The top and bottom of each candleshow the highest and lowest price achieved on the day. The wide part of eachcandle show the range between the closing and opening price. If the close ishigher than the open, this wide part is white, if the close is lower than the open,this wide part is black. (Note, some software packages use different colours, orallow you a choice).
 Here is a chart showing exactly the same 3months of daily bars for thehousebuilder Persimmon PLC.
 Chart 12.2: example of a candlestick chart
 Generally, candlestick charts are easier on the eye, and most people – once theyhave started using them – stick with them, preferring them to bar charts.
 And a reminder: all the many and various techniques of technical analysis arederived ultimately from the fairly simple data shown in a candlestick chart.High, low, open, close and volume.
 The basic choice: trend or countertrend strategies?
 Once we have decided that we will be using technical analysis to inform ourspread betting decisions, we still have to think through how we want to use it.
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 And this will depend a lot on our own personal risk profile and personality. Wefirst have to decide whether we want to trade with or against a trend.
 Trading with the trend
 If we trade with a trend we have a number of key steps to take–
 1. identify a trend
 2. find a suitable way of entering the trend
 3. identify the point at which we will deem the trend to have at leasttemporarily ended, and establish an appropriate exit point based on ourrisk management rules
 4. determine bet size
 5. identify an initial profit target
 6. ensure the potential reward versus the potential risk is acceptable
 7. ride the trend
 8. move our stop loss points as appropriate
 9. pyramid (add to our position) if appropriate
 10. identify an appropriate exit point after riding the trend
 If we trade with a trend we will be entering established trends. Some of thetrend will by definition already have taken place–
 • in an up trend we will buy high and sell higher
 • in a down trend we will sell low and buy lower
 If we trade with a trend and get our timing wrong we might get baled out of apoor entry as the trend eventually catches up.
 But there is rarely just one trend for a financial instrument. Trends operate ina large number of timeframes. For example, while the trend on the weekly chartmay be up, the trend on the daily chart may be down, with trends on the hourlyand five minute charts neutral and up respectively.
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Trading against the trend
 If we trade counter to the trend we have another set of key steps to take–
 1. identify key support or resistance that is likely to halt any existing trend
 2. identify an appropriate entry point
 3. identify the point at which support or resistance will fail and we willtherefore exit
 4. determine bet size
 5. identify an initial profit target
 6. ensure the potential reward versus the potential risk is acceptable
 7. ride the counter trend movement
 8. move our stop loss points as appropriate
 9. pyramid (add to our position) if appropriate
 10. identify an appropriate exit point after riding the counter trend movement
 If we trade against a trend we will be taking positions against a dying or deadtrend just before it reverses–
 • trading against an up trend we will sell high and buy low
 • trading against a down trend we will buy low and sell high
 If we trade against a trend we have to be super quick if we are wrong since thetrend will continue to erode our account balance.
 As a basic principle of risk management it is usually safer to trade with thetrend, and if we trade against a trend it is safer to have a longer term trendon our side. For example, if we bet on resistance stopping an up trend on thehourly chart we are safer doing this if the trend on the daily and weekly chartsis down.
 We will be looking at using spread betting both to ride trends and to bet onreversals of trends; we will also be looking at some intraday strategies.
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Or delta neutral strategies
 There are also a number of strategies available for those that prefer to eliminatetrends from the equation. A delta neutral strategy is one where the success ofthe strategy is not dependent on the overall upward or downward movement ofthe market.
 We will be looking at a number of delta neutral strategies, including pairstrading, arbitrage and hedging.
 Master one strategy first
 It might appear tempting when presented with a large range of potential spreadbetting strategies to have a go at all of them. This is unlikely to be successful.It takes time to become proficient at any of them. Some of the most successfulspread bettors only have one strategy, but they know it inside out and theyexecute it well, day in day out, repetitively. It might even seem boring. But itis right for them. They know their risk profile, they know their area ofcompetence and they are cashing in.
 Jack of all trades and master of none.
 That’s the opposite of what we are aiming for here.
 Postscript
 In this chapter we have thought about our preferences, taking into account fivekey areas, we have adopted technical analysis as a tool to help us, and we havetaken an overview of various spread betting strategies. We are ready to startwith the first strategy: betting on a trend.
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In this chapter and the next two we look at our first strategy for spread betting,betting on a trend. In this chapter we outline the concept, then look at ways ofidentifying trends. In the second of these three chapters we combine a numberof the ways of identifying trends and illustrate how one can build amethodology to go from trend identification to bet selection. In the last of thesethree chapters we look at various practical issues to do with betting on a trend.This is a long and involved section of the book, covering topics which could(and indeed often has) taken whole books to cover. Don’t be surprised if it takesseveral readings before you get to grips with it fully.
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Basic concept – using spread betting to ride a trend
 Here is an example of a stock in an uptrend. The stock is the mining companyKazakhmys. Note the thick black lines underneath the prices, this is whereprices fell to and then turned back up. Each time we get a turning point it is ata higher level than the time before. We are looking at higher lows.
 Now note the thick black lines above the prices, this is where prices rose to andthen turned back down. Each time we get a turning point it is at a higher levelthan the time before. We are looking at higher highs.
 One of the classic definitions of an uptrend is
 a series of higher lows and higher highs
 Please note this is only one of several different ways of defining a trend, andwe shall be looking at others later in this chapter.
 Figure 13.1: an uptrend, Kazakhmys
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The converse is also the case. One of the classic definitions of a downtrend isa series of lower lows and lower highs. Here is an example of a stock in adowntrend. It is the food producer Northern Foods.
 Figure 13.2: a downtrend, Northern Foods
 In the period that these two graphs covered (which is just three months) theprice of Kazakhmys increased by over 40% and the price of Northern Foodsdecreased by just under 40%. Even without the leverage of spread bettingsubstantial profits were available from being long Kazakhmys and shortNorthern Foods during this period.
 If we can identify stocks that are trending either up or down we can aim tohop on board and ride the trend. This is a very simple concept, but effective.
 From a personal point of view, over three quarters of all the bets I place areattempting to do just that.
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However it is not quite as straightforward as one might think at first sight.Trends always look obvious after the event, but we have to find them as theyare happening, not afterwards. Also, a trend can potentially reverse at any time,so we must be fully prepared for this risk. If we hold on stubbornly after a trendhas reversed we can damage our account very quickly. And again, some trendsstop without reversing, the price just goes nowhere. If we are on board hopingto ride the trend and the trend peters out with the price going nowhere we wantto get out and look for more promising bets elsewhere.
 So even when we have successfully identified a trend, we still need to find agood place to enter; and use appropriate risk management so we keep lossessmall if the bet goes wrong and exit promptly if the trend stops.
 Break outs or pullbacks?
 Go back to those charts of Kazakhmys and Northern Foods, and look again atthe thick blacks lines one more time.
 One way of getting on board the trend might be to wait for the trend to confirmits power by breaking through one of those black lines – the ones above theprices in the case of the uptrend (Kazakymys), where the trend breaks throughresistance, or the ones below the prices in the case of the downtrend (NorthernFoods), where the trend breaks through support. If the trend is powerful enoughto smash resistance or support like, that it is showing that the balance ofprobability is for that trend to continue. That’s a simplified view of a breakout.But there is a problem with break outs – you get quite a few false break outs,where after breaking resistance or support, the trend reverses back instead ofcontinuing.
 An alternative is to enter on a pullback. In an uptrend, we wait for prices to godown a bit, and then hop on board the trend as they start to go back up again.In a downtrend, we wait for prices to rise a bit, and then hop on board the trendas they start to go back down again.
 Whether you prefer to enter on break outs or pullbacks depends a lot on yourpersonality and betting style. In this book our primary style will be to enter onpullbacks, and we will have an advantage that we will be able to clearly definethe point at which our bet is not working, and thus control our risk.
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How to identify trends
 We have looked at a classic definition of a trend – higher highs and higher lowsfor an uptrend and lower highs and lower lows for a downtrend. And using thatdefinition we could trawl through all the financial markets we are interested into find possible candidates for a bet. Powerful trends tend to be very obviouson the screen. A quick visual inspection of a chart of each instrument mightgive us, in a very straightforward way, a useful shortlist of trending financialinstruments.
 For instance, no one looking at this chart of Tate PLC could be in much doubtthat the trend for the previous 6 months had been powerfully up.
 Figure 13.3: an obvious uptrend, Tate
 However there is a wide range of technical analysis tools which can also assistin the task of identifying trends, and you will find that many spread bettors willhave their own favourites – tools which have worked for them in the past andwith which they have become fully familiar. I will mention some of them below,however, first, some caveats..
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Some caveats regarding technical analysis
 Any technical analysis tool is only that – a tool to assist decision making, notan infallible guaranteed producer of riches. If you are hoping there is onespecial tool out there that will automatically produce spread betting profits,then you are going to be disappointed.
 The sheer number of possible tools and techniques is quite daunting. But don’tfeel you have to learn them all, just find a few that you are comfortable using.There is a diminishing return as you add more and more technical analysis toolsand techniques to your arsenal. For instance if you are currently using ten ormore indicators to help your betting decisions that is probably too many. Someof them will probably overlap and others will give you confusing andconflicting signals.
 After those important caveats, what follows is a selection of the many technicalanalysis tools people use to help them identify trends. This is far from acomprehensive list. The purpose of it is to show you that there are alternatives,and to encourage you to experiment a little if this is all fairly new to you. Laterin this chapter I will show you a number of techniques that have worked forme. And towards the end of this book I will mention a number of books whichI have found particularly valuable in developing my understanding of what isright for me and what isn’t.
 In the end it is up to each spread bettor to select techniques to include in theirbetting methodology that suit their betting style and beliefs about the markets,and what is right for me may not be right for you. You are going to have tomake your own choice.
 Moving averages
 There are many techniques involving moving averages. For example, we candefine an uptrend as–
 • price being above a particular moving average; or
 • we can add a further requirement that the moving average must also besloping upwards; or
 • we can use two moving averages and define an uptrend as the shortermoving average being above the longer moving average (for instance the 50day moving average being higher than the 200 day moving average); or
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• we can use three moving averages and define an uptrend as the movingaverages configured with the shortest above the middle average, and themiddle average above the longest average. For instance we can define aninstrument as being in an uptrend when its 20 day moving average is higherthan its 50 day moving average and the 50 day moving average is higherthan the 200 day average.
 Once we have defined our uptrend, entries can be triggered by varioustechniques. For instance, we can enter a new bet when –
 • price moves above a moving average; or
 • price pulls back to a moving average; or
 • a shorter moving average crosses upwards over a longer term average.
 If we are examining a downtrend then the techniques are the exact opposite.For example, we can define a downtrend as price being below a particularmoving average, or we can add a further requirement that the moving averagemust also be sloping downwards. And so on.
 This may sound quite complicated, but in practice it isn’t, and moving averageshave been used for a long time both by spread bettors and other traders.
 Moving average aficionados tend to uniquely analyse each financial instrumentthey are looking at – so each instrument might have its own optimised movingaverage parameters. But over the years a few standards have emerged–
 • for the longer term stock market investor a 50 and 200 moving averagecombination is popular;
 • for shorter term traders a 5 and 20 day combination, also a triplecombination of 4, 9 and 19 days.
 But the people who use moving averages most successfully tend to do their ownresearch into which moving averages or combinations of moving averageswork best for the instruments they are trading.
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Here is that graph of Kazakhmys once more, with a fifty day moving averageadded – notice that the moving average points up and that price stays above itexcept for one day; the pullbacks to the moving average would in this casehave been good opportunities to enter an up bet on this stock.
 Figure 13.4: moving average, Kazakhmys
 Oscillators
 There is a group of indicators (called oscillators) which are useful foridentifying relatively high or relatively low prices (overbought/oversoldsituations) when there is no marked trend. However some of this group can alsobe used to define a trend; for example, the very simple Rate of change indicator(which just compares today’s closing price with the price x days ago, expressedas a percentage). If the Rate of change indicator is above 100, this means thattoday’s price is higher than the price X days ago and we assume we are in anuptrend, if it’s below 100 we assume we are in a downtrend. Entries can betriggered by the indicator crossing the mid (100) line. This approach tends to
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lead to many failed trades when the trend is not clear, as the indicator crossesback and forth across its mid line. Using another approach, assuming we haveidentified an uptrend, we wait for the indicator to pull back to the midline andthen use this as an opportunity to get on board.
 Here is an example of this second approach. Note that in this example thesoftware labels the Rate of change indicator as “Momentum”. 10 days is used inthis example as a (fairly common) setting (i.e. we are comparing prices withthose 10 days earlier).
 Figure 13.5: Rate of change, Tate
 The example shows part of the powerful uptrend in Tate PLC which we lookedat earlier. In the early part of the graph we are defining the instrument to be inan uptrend because the Rate of change indicator is above 100. The two arrowsshow two good points to have entered an up bet in Tate, where the indicatorpulled back to around 100. The trend slowed down at these two points allowingmore passengers to get on board but the indicator never went below 100. Thelater point marked by an ellipse is different because the indicator fell below100, casting at least temporary doubt on the continuing strength of the trend.
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12-month high or low
 We can make an assumption that if a financial instrument makes a new highor new low for the last twelve months it must certainly at some point have beentrending up or down, and it is useful to keep a list of which instruments haveachieved this.
 Here are two examples–
 Figure 13.6: 18-month high, British Airways
 An 18 month chart of British Airways, which has recently made a new high forthe last 12 months, and indeed has continually been making new highs overthe last few months. Visually it is obvious it has been in a powerful uptrend.
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Figure 13.7: 12-month low, Plasmon
 A chart of Plasmon PLC, making new lows which, equally obviously, has beenin a downtrend.
 ADX
 There are a number of indicators specifically designed to identify trends. Oneof the oldest of these, the ADX seems to be more widely used in the US than inEurope for some reason. The ADX is an indicator that attempts to measure thestrength of a trend. [An overview of how it is constructed is included in theAppendix.]
 There are two possible approaches to using this indicator for identifying trends.
 1. We look at the level of the ADX indicator – the higher the level then thestronger the trend. For example, some users treat an ADX level of 30 as thecut off – above that shows the instrument is trending. But there is one morebit of the jigsaw: two linked indicators must also be in the right position,DI+ must be above DI- for an uptrend, vice versa for a downtrend.
 2. We require the ADX indicator to be rising; usually with a minimum level aswell, say 20. So, the ADX indicator must be above 20 and rising. (When theADX indicator starts to fall this can be a sign that a trend is losingmomentum, and prices may consolidate or even reverse).
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If we use the ADX indicator as a trend identifier, it is important to rememberthat it is not infallible. It won’t identify all trending instruments, and it issometimes sluggish in indicating that a trend is over, but it does a fair job as afilter. Most of the instruments it identifies as trending will be trending, and theones it misses we may pick up with other techniques (or they can be safelyignored).
 Figure 13.8: ADX, Man Group
 Here is a chart of Man Group, with a 14 day ADX indicator added. The verythick line is the ADX, the thin line DI+, and the dotted line DI-. Note that ManGroup was in a powerful uptrend during this period, and that the ADX levelwas above 30 throughout.
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Trend lines
 You will recall one definition of an uptrend was a series of higher highs andhigher lows, with a downtrend being a series of lower highs and lower lows.Some analysts like to join the dots, as it were, and draw trend lines.Traditionally, analysts connect the–
 1. higher lows in an uptrend; the uptrend is deemed to be in place as long asprices stay above the trend line.
 2. lower highs in a downtrend; the downtrend is deemed to be in place as longas prices stay below the trend line.
 Near the trendline is deemed to be a good place to enter a bet.
 The art of drawing trend lines is to determine which higher lows or lower highsto connect.
 Give a chart to ten analysts and you could easily get ten different trend lines!
 Figure 13.9: trend line, Sainsbury
 Here is an example of a trend line in action. In this chart of Sainsbury we cansee an uptrend in place, and a trend line has been drawn under the higher lowswhich occurred during this uptrend. Note that price action seems to bounce offthe trend line every time there is a pull back, and during this period, pull backsto the trend line were good places to get on board with an up bet. These pullbacks are marked with arrows.
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Point and figure charts
 Point and figure charts have a small but dedicated fan club – but given howpowerful these charts are the fan club should be much bigger. [I will refer youto one of the best books on this charting technique later.]
 Point and figure charts are particularly good at identifying consolidation areasand break outs from consolidation areas, either the start of a new trend or thecontinuation of a trend that has taken a rest.
 Figure 13.10: point and figure, Kazakhmys
 Here is a point and figure chart of Kazakhmys, which covers a period similar tothe one we looked at before. Note the long rising column of Xs as the stock breaksout of a consolidation area and produces the dramatic rise in price we saw before.Also note that at the far right of the chart the stock is consolidating again.
 Relative strength
 Relative strength (not to be confused with the Welles Wilder indicator RSI) issimply how an instrument has been performing relative to another. If, forexample, a stock has been outperforming the FTSE 100 Index by 15% or moreover the last three months, while it is not guaranteed that it has been in trendmode (it may have been static while the FTSE has declined) it is a pointer towardsa possible trend and at the very least we would want this stock to be on our radar.Similarly, if a stock has underperformed the FTSE by 15% or more over the lastthree months, we will want to have it on our radar for a possible down bet.
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Here are a couple of graphs, one showing an outperformer, the other showingan underperformer.
 Figure 13.11: relative strength, International Power
 Figure 13.12: relative strength, British Energy
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Relative performance versus the FTSE100 is shown on the charts by a thickblack line. The scale for the relative performance is given on the right axis.Notice how in both cases the relative performance of the stock coincided witha trend.
 Visual inspection
 Visual inspection of a chart – it is easy to dismiss this one if you are hookedon indicators, but some of the best trends just jump off the screen or page atyou. If prices are obviously much higher on the right of your screen than onthe left, and have been progressing roughly in a straight line, odds are you havespotted an uptrend; and you can apply the same logic for a downtrend if theyare obviously lower. Have another look at the Tate graph again (p.139).
 Don’t forget: a good rule of trading is KISS - Keep it Simple Stupid. It’s veryeasy to get carried away – particularly with technical analysis – and devise anover-complex trading system.
 Postscript
 In this first of three chapters on betting on trends we have explored the basicconcept and looked at various techniques for identifying trends. In the nextchapter we will put some of these together and look at a methodology to gofrom trend identification to trade selection.
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In the last chapter we looked at various techniques for identifying trends. Inthis chapter we are first going to combine some of them. Then, moreimportantly, we are going to put together a logical way to go from trendidentification to trade selection. The point of this chapter is not to provideanyone with an easy route to riches. In fact, if you are looking for that you arereading the wrong book! The point of this chapter is to illustrate how one canconstruct a methodology for trade selection.
 In this chapter you will examine one methodology out of many possibilities.Every successful spread bettor has a methodology for trade selection. But theyhave all developed their own, over time. The ultimate point of this chapter is toprovide some pointers to any spread bettors who either haven’t yet got amethodology or haven’t got one they are happy with.
 Developing your own methodology for trade selection may sound like a lot ofhard work. And in many ways it is. It requires research, experimentation andhard graft. It is a fact of life that to win at spread betting requires confidence:confidence in yourself, and also confidence in the system you are using.
 It is an interesting psychological point that one can only have the requisiteconfidence if the system has been fully internalised and tailored to theindividual. It has to be your system and it has to fit your personality and riskprofile.
 But I hear some voices of dissent here.
 Why can’t we just copy someone else’s system which has been proven to work?
 At some stage, if you haven’t already, you will come across people offering tosell that sort of thing to you. It might seem like a good short cut. Unfortunately,most of these short cuts lead to dead ends. Usually, if the short cut seems toogood to be true, it is.
 One highly successful US trader is said to have taught his system to a group ofup and coming traders. After a few months he checked to see how many ofthem were following it. Not one! Every single one had taken the basic systemand adapted and modified it.
 Combining techniques
 As we saw in the previous chapter there are a wide range of techniques fortrend identification. Here is one possible combination of techniques. It is justone combination out of many. It is one that has worked for me personally, butit is not provided as a foolproof way of making money. If anyone offers you
 149
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that, be on your guard. It is provided in the context of illustrating some of thethought processes that go into developing a successful methodology for makingmoney out of betting on trends.
 Our combination of techniques for this chapter will be the following: apotential candidate for a trend-following trade will be defined as anyinstrument which fulfils one of the following three criteria–
 1. daily ADX indicator being 30 or above (using a 14 day setting);
 2. making new 12 month high or 12 month low; or
 3. outperforming or underperforming the FTSE 100 over the previous 3months by 15% or more.
 It is of course possible that some instruments will fall into two of thesecategories, or indeed all three.
 Simplifying trade selection – the weekly shortlist
 What is a weekly shortlist? It is a list we prepare on a weekly basis that includesall the instruments which fulfil the selection criteria we have adopted.
 Why have a weekly shortlist?
 There are two related purposes to preparing and working off a weekly shortlist.Firstly, we are attempting to ensure that all the instruments which we want tokeep on our radar are there; and secondly, we are throwing everything else out,so we don’t get sidetracked or waste our time on anything else. The weeklyshortlist enables us to focus our time and effort on areas which according toour betting methodology give us the best chance of success.
 From the above we would compile each week a shortlist comprising the threeelements we discussed.
 1. ADX
 Over the weekend we go through the instruments we follow and pick out allthose with an:
 • ADX reading 30 and above, and DI+ greater than DI- (long candidates forthe next week), and
 • ADX reading 30 and above, and DI- greater than DI+ (short candidates forthe next week).
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We can do this in one of two ways: visual inspection of a chart, then addingthe relevant instrument to a list (ideally using a portfolio function on ourinvestment management software); or using computerised search facilities.
 The visual inspection approach is better for many people since it has a valuableby-product: by looking at many charts we gain a better gut feel for the currentstate of the markets. And it is not time consuming – for example, whizzingthrough all 350 of the FTSE350 stocks to pick out the ones with the appropriateADX readings should take little more than half an hour with the right sort ofsoftware.
 2. 12-month highs and lows
 We identify all those instruments making new highs and new lows for the lasttwelve months during the week. We keep these on our radar for a month. Wehave one portfolio of new highs and another of new lows.
 3. Relative strength and weakness
 To identify instruments that are outperforming or underperforming theFTSE100 by 15% or more over the last three months there are the same twomethods mentioned regarding ADX – visual inspection of a chart containing aplot of relative strength (it is essential here that the relative strength over theperiod is quantified on the chart); or the employment of a computerised searchfacility. Once again, and for the same reason, visual inspection is preferred.Again this is a very quick weekly routine.
 The shortlist
 Let’s emphasize what we are going to do with these shortlists: we are going touse them to identify potential trades. And the amount of time we are going tospend on instruments that are not on our shortlists is how much? That’s right,zero.
 How big are these lists going to be?
 Well, they vary in size depending on what the markets are doing. As anexample, at the time of writing, out of the FTSE350 stocks, about
 • 70 had ADX readings over 30,
 • 70 had made new highs or lows in the last month (but there was an overlapof 50 between them and the ADX list), and
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• 50 were either under or over performing by 15% versus the FTSE100 (again,with a large number of these appearing on one of the other two types of list).
 So, between these three types of list we have picked up all the stocks we havepotential interest in and, just as importantly, we have filtered out the rest.Instead of having to trawl though 350 stocks we have narrowed our searchdown to less than 100. When this particular market goes quiet, sometimes thenumber of stocks on our three types of list can go down to in total as little as30 out of 350.
 Note: these listing techniques can be applied to whichever markets you follow:US stocks, Japanese stocks, indices, commodities, whatever.
 Simplifying trade selection – identifying daily set ups
 So, we now have a list of potential candidates for a bet, our weekly short list.
 Our next step is every day to identify from this list any instruments that displaycharacteristics which indicate we may want to place a bet imminently. This iscommonly referred to as a “set up”. Set ups only come from our short list, butonly a few candidates from our short list are in set up mode at any point intime. We define specific parameters for identifying set up conditions based onour betting methodology. We will shortly give an example of a set up, and thepredefined conditions which lead to it. But first, let’s double check what we aredoing at this stage.
 From the instruments in our weekly shortlist we are now, on a daily basis,limiting the ones we are going to follow for the day to a much shorter list. Weare looking for specific predefined parameters based on our bettingmethodology. We believe that, over time, limiting our bets to just thoseinstruments which display those parameters will give us an edge.
 Once we have identified instruments conforming to our specific predefinedparameters, what do we do with all the other instruments on our weekly shortlist? Yes, right again, we completely ignore them for the day! We arestreamlining our workload and providing focus and direction to our bettingefforts.
 Filtering the list down to a manageable few
 Using the FTSE350 as an example, from a starting point of 350 stocks we havealready reduced the number we have potential interest in for the week to let’s
 152
 The Financial Spread Betting Handbook

Page 174
						

say 100; but the number we track on a daily basis will be much less than that.Typically it might be about ten, once in a while it might be as many as twenty,and sometimes it might be just one or two. Or even zero (not very frequently,but it does happen). And if it’s zero, no problem. We take the day off so far astrading is concerned. We don’t try to make bets just for the sake of it, werestrict ourselves to situations where, according to our methodology, webelieve we have an edge.
 So what set ups do we use?
 Once again, there are many possibilities out there. Technical analysis hasgenerated a huge number of techniques for trade selection, countless indicators,moving averages, mathematical formulae employing concepts such as theFibonacci series of numbers, plus more exotic stuff including Elliot wave, Gannsquares and angles, and even astrology. It is easy to get overwhelmed by therange of choices. The good news is you only need to find one that works foryou, and set ups using complicated methodology are not necessarily any moreeffective than the really simple ones.
 One critical point at this juncture.
 We are at this stage identifying set ups. There is no guarantee that any of theseset ups will actually result in a trade. A set up is only a potential trade. Oncewe have identified our set ups we need something to happen to cause us tomake a trade – a trigger. We will examine triggers shortly.
 Example set up
 In this chapter we will select one of the simplest possible set ups. From ourweekly shortlist of instruments we will identify all those in an uptrend whichhave pulled back for between three and seven days from a two month high; orall those in a downtrend which have risen for between three and seven daysfrom a two month low.
 What are we doing here?
 We are identifying instruments which we have defined as being in an uptrendor a downtrend and which have now had a minor correction in the oppositedirection. We are using this minor correction as a potential opportunity to geton board the trend.
 Why these parameters?
 The logic for these parameters is as follows–
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1. For an instrument to be on our weekly shortlist it already has to have someof the hallmarks of a trending instrument, such as a high ADX reading, orover/under performance versus a benchmark such as the FTSE 100.
 2. Including a recent two month high or low in the parameters increases theprobability that we are dealing with a trend still in force.
 3. We are looking for a real correction rather than just random noise in themarket, so we put in a minimum time for the correction to take place – inthis case we have selected three days.
 4. We are looking for minor corrections rather than major stops in the trend,so we put in a maximum time for the correction to take place – in this casewe assume that if the correction lasts more than seven trading dayssomething more substantial than a minor correction is taking place, and weno longer want to be involved.
 Example: BPHere is an example of a set up using the above methodology.
 Figure 14.1: example set up, BP
 These parameters are ones which have worked in the past for me;however you may decide that they are not for you, and that otherparameters will work better.
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 BP at this point has been on our weekly short list of stocks in an uptrend withan ADX reading over 30 and DI+ greater than DI-. It has recently made a twomonth high. It has had a minor correction within our parameters, it has beenpulling back for four days. It is at this stage only a potential bet – we still needa trigger to take the bet.
 Taking the trade – entry triggers
 Our set ups are only potential bets. For them to go from being potential bets tobeing actual bets, we are looking for an entry trigger. In this type of bet ourentry trigger needs to be a sign that the correction is over and that the originaltrend has started again.
 Once again, there are many possibilities for determining what we want ourentry triggers to be, and once again we will use a simple but logical one.
 In an uptrend, our entry trigger to convert a set up into an actual bet will be ifthe price of the instrument exceeds the highest price of the previous day. In adowntrend, our entry trigger to convert a set up into an actual bet will be if theprice of the instrument goes below the lowest price of the previous day.
 Once the trigger point has been reached there are several possibilities for thetiming of the actual bet–
 1. We can set up in advance an automated entry on our spread betting tradingplatform (since we already know the exact point of our trigger the nightbefore). This is ideal if, for instance, we have a busy day job and won’t beable to watch the markets during the day; we will find out whether we madeany bets later.
 2. We can place our bet manually either via the trading platform or via thephone as soon as we become aware the trigger point has been reached.
 3. We can attempt to fine tune the entry if we have intraday data and the timeto look at it, finding slightly more favourable entry points once the triggerpoint has been reached. If we try to be too clever though we may find thatthe trend suddenly reasserts itself strongly and whizzes past the trigger pointat a rate of knots, and we end up missing out on the bet.
 Let’s return to the example of BP, which has pulled back for 4 days from a twomonth high.
 The highest price on this fourth day has been 686p, that will be our triggerpoint, and we will place an up bet on this stock tomorrow if the price gets up
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to 686.25p. We will make an assumption that if price descends after our bet hasbeen triggered to below the lowest point of the pullback, then we have made amistake, the pullback is not yet over, and we will jettison the bet. So if we placea stop just under the lowest point of the correction (which is 676.5p), let’s sayat 673, our stop will be 13.25p away. We will set our initial target for the betat the highest point of the move before the pullback. That highest point of themove before the pullback is 723p, which is 36.75p above our trigger point.
 Potential 36.75p reward if the stock gets to its recent high again, while risking13.25p – a ratio of 2.8 to 1. That’s fine – a common benchmark is that this ratioshould be at least 2 to 1.
 Postscript
 In this chapter we have built a methodology for moving from trendidentification to actually betting on a trend.
 We have selected a way of identifying trends; we have chosen a way to shortlisttrending instruments on a weekly basis; we have selected a way of identifyingset ups from that shortlist on a daily basis; and we have chosen how we willidentify trigger points, stop loss points and initial targets, noting that we wantat least a 2:1 ratio of potential reward to risk.
 We haven’t however quite made the bet yet, since there is one critical ingredientstill missing.
 How much are we going to bet?
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We concluded the last chapter having reached the point where we hadidentified a bet we wanted to make. This chapter deals with the critical issue ofhow much to bet. It is a short chapter, however it is one of the most importantin this book. Miss your footing on this part, and you are in for a serious fall.
 Taking the trade – the right size of spread bet
 We have now reached the point where one of our set ups has reached its triggerpoint. We have made the decision that we are going to place the bet.
 How much should we bet?
 Here are the steps to work this out:
 Step 1
 Determine the price at which you will come to the conclusion that you arewrong – when you will consider the odds of the correction continuing aregreater than the original trend getting going again, at least in the near future.In other words, decide where you will put your initial stop loss.
 Note: in the case of BP you have already decided that a logical place to put astop loss would be at a point a little bit beyond the furthest point of thepullback. If the price goes past the furthest point of the pullback you willassume the pullback is now not yet over, and who knows how far that pullbackwill continue – so you get out to preserve our capital for other more promisingbets.
 Step 2
 Work out (in the appropriate unit) the distance from your trigger point to yourstop loss point.
 The appropriate unit is whatever your spread betting firm treats as being worth£1 when you bet (i.e. UK shares are £1 per penny, currencies are £1 per pip). Itis of course essential that you know how this is calculated by your spreadbetting firm for any instrument on which you bet.
 Step 3
 Determine the maximum percentage of your spread betting funds that you areprepared to risk on any one bet. A commonly used rule of thumb is that thisshould not exceed 2%.
 159
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The easiest way to understand why these figures are so low (and many peopleare amazed they are so low) is to consider the downside.
 Extreme example case: you risk 50% per bet of your starting capital. Obviously,get two wrong in a row and you are wiped out.
 Less extreme case (but still very dangerous): you risk 15% per bet of yourstarting capital. Even if you get 50% of your bets right you can still get a runof 5 losses in a row; indeed if you bet often it is almost certain that you will atsome point. So, after 5 losses in a row, risking 15% per bet you will have under50% of your spread betting funds left, and now you have to double your moneyjust to get back to where you started. Not clever.
 If you are risking just 1% of your starting capital per bet, even after 10 lossesin a row you are only down about 10%, and can recover. In the first one to twoyears of spread betting, when a high percentage of people fail to break even,and when the broad objective is to learn to play the game well while preservingfunds, it makes sense to risk less than 1% on each bet.
 Step 4
 Work out the actual amount in pounds that you will risk on each bet based onthe percentage figure you have determined above.
 Step 5
 Divide the amount you are risking (as per step 4) by the distance between yourtrigger and your stop (as per step 2) – that is how much you should bet inpounds per point on the instrument.
 Step 6
 As a cross check, multiply the pounds per point (per step 5) by the current priceof the instrument, that shows how much the bet is equivalent to if you werebuying or selling the underlying instrument. If it turns out to be more than youraccount size, you have probably made an error in your calculations.
 160
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That may sound complicated, but it becomes routine. Like driving a car, a lotof things that initially seem tricky become easy to get right with a littlepractice, and getting your bet size right is essential to survival in the spreadbetting environment.
 Here is a worked example which should clarify things. You will use the BPexample you looked at above.
 Step 1
 You have decided that if the price drops to 673p, the correction willprobably be continuing further and you will want to exit.
 Step 2
 UK shares are quoted by spread betting firms in pounds per point – apoint is a penny for UK shares; the distance between your trigger pointand your stop loss point is 13.25p (686.25 – 673); you will have 13.25points risk.
 Step 3
 Let’s assume you have £5000 in your spread betting account and havedecided you will risk 1.25% on each bet.
 Step 4
 1.25% of £5000 is £62.50 – that is what you are prepared to lose on abet on BP if you are wrong.
 Step 5
 Divide the total amount you are prepared to risk on this bet (from step4) by the points risk (from step 2) and this tells us how much you canafford to bet on BP: £62.50 total permissible risk divided by 13.25 pointsrisk is 4.7, so you would want to place an up bet of £4 per point (£5 perpoint if you want to be daring and round up 4.7 to 5)
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 Step 6
 As a cross check, £4 per point times the entry trigger price of 686.25p –you have exposure to the equivalent of £2,745 worth of BP stock, lessthan your account size, so no obvious error in your calculations.
 Summary
 For those that like simple formulae, here is a summary of what we aredoing–
 Let R = your Risk Capital
 Let P = PerCent of Risk Capital you have decided to risk on each bet
 Let E = your entry price
 Let S = your stop price
 The amount to bet per point is–
 for longs: (R x P/100) / (E – S)
 for shorts: (R x P/100) / (S – E)
 Substituting the figures from our example above, we get–
 (5000 x 1.25/100) / 686.25 – 673 = 62.5 / 13.25
 = 4.7
 The question of whether to stage the entry
 There is one other point to raise on the subject of bet size.
 Once you have decided on the appropriate bet size, do you enter the whole betin one go?
 Or do you start with a smaller amount and then pyramid (add to your position)as the bet moves in your favour, gradually bringing the total bet up to yourpredetermined level? Many successful spread bettors operating in the timeframes we have been discussing are happy to decide on their bet size up frontand then enter it all in one go. This is certainly the simplest approach and
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 removes the complications of dividing the bet up into parts. If the bet is splitinto parts you have to decide on your rules for entering each part. Whatpercentage is each part going to be, and what are the rules for deciding how toenter each part? For many people this is one level of complexity too far – sothey decide on their appropriate bet size and place the bet in one go.
 Postscript
 This has been a short chapter, but one of the most important. Now, finally, youhave identified a bet you want to make, and have determined the right bet size.You place the bet. You are in! You have an open bet.
 Now what?
 The next chapter looks at how you decide when to get out of the bet.
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 At the end of the last chapter we finally placed a bet. This chapter looks atwhen to get out.
 There are four scenarios to consider:
 1. the bet goes against us;
 2. the bet goes nowhere;
 3. the reason for the bet disappears; or
 4. the bet goes our way.
 Just before you read this chapter, you might want to check you are completelycomfortable with stop losses [explained in Part One], and the related materialon order types.
 1. The bet goes against us
 We decided what to do here before we entered our bet. We decided on our stoploss point in advance. If price reaches our stop loss point, we get out. Either wehave set an automated stop loss or, if not, when price reaches the stop loss pointwe place an order to exit online or phone the spread betting firm to place it.
 That’s what winning spread bettors do.
 Losing spread bettors, on the other hand, often decide not to exit at this point,and just move the stop loss further away. This is one of the hallmarks of the losers.
 2. The bet goes nowhere
 This is where a time stop can be useful.
 Our spread bets need to performfavourably for us within areasonable time scale. They are notlong term investments, friends orpets. If they don’t work, chuck them out. Decide how long you are going to givethem to perform, then if they don’t, fire them!
 3. The reason for the bet disappears
 When we place a bet it should be for a reason, and the reason will be in linewith our betting methodology. If the reason disappears and the trade is no
 I exit any bet which hasn’t gotgoing after 10 trading days.
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 longer valid per our methodology, it’s time to reconsider. For example, if wehave bet on an instrument because it has been on our weekly shortlist ofinstruments with an ADX reading over 30 and then conformed to our set upand entry parameters, we would want to reconsider if the ADX reading fell backbelow 30.
 “Reconsider” – what does that mean?
 It means looking at the recent price action and determining an exit strategy. Ifthe instrument has been milling around going nowhere we probably want toscrub it immediately. If it has been oscillating within a range we may want toset a limit order to exit near the favourable end of the range. If it looks like itmay be starting a trend in the wrong direction, then let’s get out urgently. If itlooks like it still has a little further to go in the right direction then we willprobably want to move our stop loss in close behind it, so we try to get whatis left of the favourable move but are able to exit promptly on the first sign oftrouble.
 4. The bet goes our way
 Trade offs
 Once we have placed our bet with a stop loss in place we hopefully have thedownside covered. But what about the upside?
 How do we decide when to take profits?
 Here, as often with spread betting, there are trade offs. If we take our profitsquickly we bag a winner, but we rob ourselves of any further upside. If we keepour bet on for longer we run the risk that the profit will disappear, or evenworse turn into a loss. The differences between winning and losing traders arevery marked
 • Losers tend to bag a profit at the first opportunity for fear of it disappearing;meanwhile hanging on to their losing bets desperately hoping they willcome good.
 • Winners tend to get rid of the losing bets promptly, meanwhile hanging onto their winning bets and riding them for as long as possible.
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 Exiting at targets
 One solution is to exit at predetermined targets.
 While this doesn’t let us ride a winner all the way, at least it enables us to baga profit that is large enough to compensate for the risk we have taken. We can,before we make the bet, decide how many points we are risking, how manypoints we will get if we win and, critically, ensure that the relationship betweenthe two is appropriate.
 What is appropriate?
 A fairly standard figure that is used is 2 to 1 minimum (reward to risk); butmany traders prefer to use 3:1, partly to allow for slippage and partly to filterout borderline bets.
 The difficulty with this approach is that we are limiting our upside on the bet.Once in a while we could potentially get a winner that doesn’t just produce areward of 3 times our risk, but runs and runs until it produces a reward of 20times our risk. Why rob ourselves of the opportunity to get one of those reallybig winners? Exiting at targets comes into its own if a market is oscillatingbetween a couple of points without trending up or down. But if we are bettingon a trend we want to give ourselves the potential upside of a massive win.While still protecting ourselves from losing too much of the profit we havealready got to date.
 The solution is simple and elegant. We move our stop loss point as the betmoves in our favour. We employ a trailing stop loss.
 The trailing stop loss
 We met the trailing stop loss in Part One. A trailing stop loss is a stop loss thatwe move nearer to current prices as the bet goes in our favour. It is a superbtool for maximising our upside while continually controlling our downside.
 Many of the issues we looked at regarding stop losses in Part One apply also tothe trailing stop loss–
 • Do we hard code it or have it as a mental stop?
 • How close should it be?
 • On what price do we base it?
 • Is it an instant stop or delayed?
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 Whatever we decided were the answers to these questions can be applied alsoto the trailing stop. But there is also a lot of flexibility with the trailing stoploss.
 We can base it on a different approach to our initial stop loss. For instance, wemight use a support and resistance stop for the initial stop loss, but then use amoney stop for the trailing stop loss. We might say, for example,
 • Once in profit we will trail a stop so that the difference between the latestclose and the latest trailed stop is always 1% of our betting funds. Or,
 • Trail a stop so that 50% of the maximum profit achieved on the bet to dateis preserved if the stop gets hit. Or,
 • Trail a stop a certain percentage away from the most favourable point thebet has reached since we entered it.
 We can vary the distance of the trailing stop from current prices depending onhow we feel about the bet–
 • If we think the trend is coming to an end, or some of our favouriteindicators are flagging up a potential reversal, we can move our trailing stopmuch closer.
 • If we think the trend still has a long way to go we can be more lenient,keep the trailing stop a fair distance away, and give the bet more room tobreathe.
 • If we have a predetermined profit target, when we reach that target we canmove our trailing stop closer, rather than just exiting. That way, we preservemost of the profit we would have achieved if we just exited at our profittarget, while still maintaining our position should the bet move still furtherin our favour.
 There is one golden rule for trailing stops–
 Once moved, they should never be moved back to a less favourable price.
 Here is a chart of the recruitment firm Michael Page, which shows a trailingstop loss in action.
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Figure 16.1: trailing stop loss, Michael Page
 An up bet was entered on 6 Mar 2006 (ADX reading over 30, DI+ greater thanDI-, recent 2 month high, 4 day minor correction, and on the 5th day priceexceeded the previous day’s high). The entry was via a stop order at 310p.
 • The first thick black line is the initial stop, placed below the low of the minorcorrection at 299p.
 • On 8 March a higher low was established, providing potential support.
 • The initial stop was replaced on 9 March with the first trailed stop just belowthis new low, at 306p (second line). The stock then really took off.
 • On 22 March a new higher low was established and the trailing stop wasmoved up just below this new low, at 333p, thereby locking in a move ofjust over 7% in this instrument (third line).
 • The stop was hit on 27 March, and the bet was over.
 [But it was au revoir not adieu, as we will see in the next chapter on re-entries.]
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Warning signs
 A big move in our favour can be a warning sign that we should exit.
 Surprising?
 If, for instance, a stock moves 15 to 20% in our favour in just one day, the oddsare it will subsequently need a period of time to absorb the move, so we mightbe better off cashing in and trying our luck elsewhere.
 Further technical analysis
 In addition to specific indicators and patterns that they use to generate entryand exit signals, most experienced spread bettors using technical analysis keepa watching brief on the charts of the instruments on which they have open bets.It takes a little while to build up your toolkit for this watching brief, but someof the tools you will come across as you explore technical analysis more deeplyinclude:
 1. Indicator divergence
 This is where the patterns on the price chart do not tally with the patternsin the indicator.
 2. Volume divergence
 This is where the amount of trading in the instrument tells a different storythan the price action. For example, with stocks, an upside break out isgenerally considered more likely to continue if it is accompanied by anincrease in volume; if there isn’t an increase in volume it is a warning signthat the break out may fail.
 3. Candlestick patterns
 There is a wealth of information to be gleaned from interpretingcandlesticks, a technique which goes back several centuries.
 Imagine you are a doctor, and your open bets are your patients. They may lookhealthy, but you will want them to undergo a series of tests before you confirmthey are OK. Technical analysis gives us the tools to conduct those tests.
 We look at some of these topics a little more in the chapter on betting onreversals.
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In the meantime, here is an example featuring both indicator divergenceand candlestick patterns. Learning to recognise these patterns is verysimilar to learning a foreign language. You start haltingly with a phrasebook, and it all seems very difficult. With practice, it gets easier.Eventually you achieve a degree of fluency.
 Figure 16.2: exiting a trade, Reed Elsevier
 An up bet on Reed Elsevier PLC had been entered on 29 Aug 2006: theinstrument had made a new 12-month high, then pulled back for 6 days;the bet was entered via a buy stop on the 7th day when price moved upthrough the high of the 6th day of the pullback.
 • 5 days into the bet, price reached a new 12 month high, and thetrailing stop was moved up while keeping the bet open. Further gainswere made and the trailing stop moved further up.
 • Warning signs that the up move might be coming to an end wereprovided first of all by a divergence between the price action and theaction of the 10 day Rate of change indicator (labelled Momentum onthe chart). The price action was up, but the indicator was makinglower highs. The thick black lines on the chart show this divergence,
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 and the arrows point to occasions when a new 12 month high wasachieved without the indicator achieving new highs. These warningsigns were just that – not a signal to exit, but a warning to bevigilant, and keep the trailing stop close to the price action.
 • A further warning was provided on 20 October when a bearishcandlestick formed, a shooting star, where, after a rally, both openand close were near the bottom of a day with a wide trading range.
 • The combination of shooting star and indicator divergence providedsufficient evidence to conclude it was time to close this bet withoutwaiting for the trailing stop to be breached. Bet over.
 • However even if those warnings had not been heeded, another wasprovided on 27 October when another bearish candlestick patterncalled a Bearish Engulfing Pattern formed near the level of the top ofthe previous shooting star. This pattern is highlighted within theellipse on the chart. This should have been a wake up call for anyonestill long of the instrument.
 Postscript
 In this chapter we have looked at when to exit a bet, under four scenarios,covering adverse neutral and favourable situations.
 Our spread betting account is now operational.
 When we got stopped out of our bet in Michael Page we said it was au revoirnot adieu. In the next chapter we look at what that means, when we look at theRe-entry.
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Sometimes, after we exit a bet, it becomes a good idea to re-enter it. This iswhat this chapter is about.
 For less experienced spread bettors it can be a real wrench to exit a bet. It canfeel like you have just lost a friend, particularly if this friend has been good toyou and made you money. So, often they hang on too long, ignore the stopsignal and end up turning a nice profit into an ugly loss.
 It is a mark of the successful spread bettor that they exit promptly when theyget the signal to exit, and then, if conditions are right, they are happy to re-enter the bet later.
 Let’s look at that graph of Michael Page from the last chapter once more. Wehad just exited our up bet on 27 March because our stop loss (at the third thickblack line) was triggered.
 Figure 17.1: re-entering a bet, Michael Page
 But on 30 March there is another buy signal: ADX above 30, DX+ > DX-, minorcorrection of 7 days, price rises above the high of the 7th day.
 We are back in!
 We place our initial stop below the low of the correction, then trail the stop asthe bet starts working in our favour. At the right hand edge of the chart (3 May)we are still in the bet with our trailing stop fairly close to the current price.
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So we were out of this instrument from sometime on 27 March to sometime on30 March.
 What did we achieve?
 We protected ourselves in case that move down on 27 March was the end ofthe uptrend. We banked the profit that we had at that time, but that still didn’tstop us from participating in the uptrend later.
 Sometimes exiting and then re-entering an instrument costs us a few points.We are a bit worse off than we would have been if we had stayed with the firstbet throughout. But those points represent well spent insurance.
 In this case our technique for re-entering was to look for the same type ofsignal that we use to enter any other bet. In practice that is my preferredapproach, However, like all aspects of designing spread betting systems, thereis scope for modifying the rules, if we believe we can improve the system bydoing so. Some spread bettors devise different rules for re-entry than for theoriginal entry; for instance using more flexible rules for re-entry if the originalbet produced a significant profit. For me, this is overly complicated. I stick withthe same rules for entry and re-entry.
 Postscript
 This has been a very brief chapter, looking at one specific issue: how to re-entera bet after being stopped out. We now have under our belt a strategy, bettingon a trend, which can earn us money in our spread betting account. We couldsurvive with this one strategy alone, and for many spread bettors – includingmyself – this strategy generates significantly over half of all their bets.
 But it is useful to have more strings to one’s bow, and therefore in the nextchapter we look at the second strategy, betting on reversals.
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We have completed our look at Strategy I, betting on a trend. This chapter looksat another strategy: betting on reversals. We look at four techniques within thisgenre:
 1. buying support and selling resistance,
 2. betting on candle patterns,
 3. betting on gaps, and
 4. betting on divergence.
 1. Buying support and selling resistance
 As prices drop, eventually they may reach an area where we expect the fall tostop, an area where prices have stopped falling in the past. We can place an upbet in the hope that the fall will reverse. We are betting that a support zone willhold.
 Similarly, as prices rise, eventually they may reach an area where we expect therise to falter, an area where prices have stopped rising in the past. We can placea down bet in the hope that the rise will reverse. We are betting that a resistancezone will stay in force.
 This is a safer strategy if the trend in a longer time frame is in the direction weare betting. If we are wrong in the short term, maybe longer term forces willstill bale us out.
 But not all support zones or resistance zones are equal.
 Here are the factors that make a support or resistance zone stronger:
 1. The number of times support or resistance has repelled prices in the past;the more times it has held, the more powerful it is.
 2. Volume at the support/resistance zone: the more trade volume that hastaken place at the support/resistance zone, the greater the number of marketparticipants who will have a vested interest in the behaviour of prices at thezone.
 3. The wider the support / resistance zone, the more likely it is to hold.
 In general, the most obvious support and resistance zones are the best to beton. You want them to be obvious so that other market participants act on them,like you.
 181
 18 Spread Betting Strategy II Betting On Reversals

Page 203
						

The other key feature of support and resistance zones is that once broken theytend to reverse their role. A support zone once broken tends to become aresistance zone and a resistance zone once broken tends to become a supportzone.
 Here is a chart of BP from early May 2005 to early May 2006, which brings outsome of these points.
 Figure 18.1: support/resistance zones, BP
 The two lower thick black lines represent a support zone between 600p and613p; the two higher thick black lines represent a resistance zone between 670pand 685p. At the far left of the screen we can see that 600p was at one stage aresistance area, but once resistance was broken it reversed its role and becamesupport. This was seen on 26 August, when a fall in prices was halted. Between19 October and 23 October prices descended once more into the support zone,but eventually the support zone checked the fall again. At this stage the supporthad worked several times and looked reliable.
 up…
 So, on November 11th, when prices once more reached the support zone an upbet was placed at 614p. The stop on this bet was placed at a point where thesupport could have been deemed to be broken, at 595p.
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 down…
 By now the resistance zone shown by the two upper thick black lines hadformed and taking that into account the up bet was closed on 23 November at665p, and a new down bet entered.
 up…
 The down bet was closed slightly early at 614p on 16 December and a new upbet entered.
 down…
 This up bet was closed on 16 January at 665p and a new down bet entered.
 out…
 This latest down bet was stopped out since it looked like the resistance wasbeing broken, although in fact it would have worked if held a little longer.
 At the far right of the chart prices are currently above the former resistancearea which is potentially reversing its role to become support (although thiswould be negated by a fall below 660p).
 These bets illustrate what can be done if clear and effective support andresistance zones can be found. Up bets can be placed at support and down betsat resistance, and this can carry on as long as the support and resistance zonesappear to hold. It resembles a game of table tennis with the ball being knockedfrom one end of the table to the other.
 2. Betting on candle patterns
 We looked earlier in the chapter on exiting our bet at how candlestick patternscan provide warning signs that a trend is running out of steam. The patternscan also be used to enter bets.
 As we discussed before, it takes some while to learn to read candlestickpatterns, but they are well worth the effort. The two books I have found mosthelpful in this area are both written by Steve Nison, and are referred to in PartThree.
 A number of the candlestick reversal patterns tend to act as support orresistance, once formed. We have already looked at betting on support or
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resistance holding, and we can use these candlestick reversal patterns as avariation on this theme.
 For this purpose I focus on a small number of patterns, the ones which in myown betting have been consistently profitable–
 • patterns acting as potential support: bullish engulfing pattern, morning star,and
 • patterns acting as potential resistance: bearish engulfing pattern, eveningstar.
 It is possible to bet on many of the other patterns, but these are the ones I like.
 Here is an example of betting on the potential resistance of a bearing engulfingpattern holding.
 Figure 18.2: candlesticks, HSBC
 • On 27 February HSBC gapped up, and traders who were long of the stockwere no doubt pleased.
 • On 28 February the stock again gapped up, but it was all downhill after that.By the end of the day HSBC had formed a bearish engulfing pattern, withthe day’s “real body” (the range between the open and the close) fullyengulfing the “real body” of the previous day. Potential resistance hadformed at the high of the two candlestick pattern, 994p.
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 • Four trading days later, on 6 March, this high was tested again, and, bettingthat resistance would hold, a down bet was entered at 996p. A tight stop wasplaced at 1010p, just clear of the round number. There was one further testof resistance a few days later, but then the stock really took off on the downside.
 • On 22 March the stock gapped down, and this provided a subsequentopportunity for an additional down bet, which we look at in the nextsection.
 3. Betting on gaps
 Again, another variation on the theme of betting on support or resistanceholding.
 Gaps (also referred to as windows in candlestick terminology) are areas wherethere is no overlap between the prices within two consecutive time periods.Price has opened above the high of the previous time period and stayed aboveit for the whole period; or price has opened below the low of the previous timeperiod and stayed below it for the whole period.
 In the HSBC chart (p. 185), note in particular the gap that opened on 22 March:price opened below the low of the previous period (21 March) and stayed therethroughout the period (22 March).
 The area marked by the upper and lower boundaries of the gap, once formed,tends to provide potential support (if it is a gap up) or potential resistance (if,as in this case, it is a gap down).
 Referring back to the HSBC chart once more, 8 trading days after the formationof the gap, price reached the upper point of the gap at 979.5p; betting that thepotential resistance of the gap would hold, a new down bet on HSBC wasentered at 980p, and the bet moved swiftly into profit.
 4. Betting on divergence
 As we saw in the recent chapter on exiting bets, classic indicator divergenceoccurs when price does one thing and the indicator does somethinginconsistent. For instance, price makes a new high, but the indicator fails tomake a new high. In our chapter on exiting bets on a trend we used this as awarning sign that the trend might be losing steam. Indicator divergence canalso be used to enter a bet.
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Indicator divergence as a technique for entering trades gets a lot of press intechnical analysis books and in some trading courses, but from a personal pointof view I have not found it reliable enough for my trading style and riskpreferences. Often the divergence is temporary, and the bet ends up losing money.I am happy to use it as a technique to exit, less happy as a technique to enter.
 There is one exception, for me, one divergence technique which has produceda lot of profit. That is divergence in the Rate of Change indicator, for up betsonly, using a fairly high setting (for instance 30 days). I look for price to makea new low and for the indicator not to make a new low. I then look for theindicator itself to form a bullish pattern such as a break of a previous high, ora trend line break, or the indicator achieving a three month high. This type ofsignal only occurs once in a while, and accounts for less than 10% of all mybets. But when it works it tends to produce relatively high profits, since in effectit gets me in right at the start of a new trend.
 Here is an example which produced a profit, the FTSE250 stock GCap Media,which had suffered a major decline in price for an extended period.
 Figure 18.3: divergence, GCap Media
 • On 5 April GCap made a new low of 217p; but the 30 day momentumindicator at 88.577 printed a higher reading than its low for the precedingthree month period of 84.558 achieved on 15 February, therebydemonstrating divergence from price.
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 • On 18 April the momentum indicator reached a level of 97.03, higher thanany reading over the preceding 3 months, generating a signal to enter an upbet.
 • An up bet was entered shortly after the markets opened on 19 April, at 225p(there was some minor slippage and this price was marginally higher thanthe day’s high). A fairly wide stop was placed just below the three month lowof 217p, at 216p. The bet was losing by the close on the first day but overthe next two trading days the stock took off, rising to 262.5p.
 • After a gain of over 16% in just 3 trading days, profits were banked thefollowing day when the stock started to mark time. The exit was fine tunedlooking at intraday charts (half hour charts).
 Postscript
 By the end of this chapter we now have two strategies for entering bets: bettingon a trend, and betting on a reversal on reversals. Both of these strategies tendto result in bets which last a few days to a few weeks. In the next chapter welook at a different timeframe altogether, where we usually exit the bet the sameday we enter it.

Page 209
						


Page 210
						

19Spread Betting Strategy III – In
 And Out Within a Day

Page 211
						


Page 212
						

This chapter looks at betting on a very short timeframe – in and out of a betwithin a day. You may already have decided that this is not for you, in whichcase skim through this chapter, just to get a feel for what some of thecompetition is doing.
 You need the time to do this
 Back in the dot com boom day trading became very fashionable, particularly inthe US. Some Nasdaq stocks were growing exponentially, and people weregiving up their 9-to-5 jobs to trade them. Some of them are now back in their9-to-5 jobs – a little or a lot poorer.
 If you are planning to make bets where you are in and out of in a day, bear inmind that this requires more time on your part than longer term bets. Sometypes of day trading require you to be at your screen throughout the day, andfor many people this will seem like hard work.
 Another important point about day trading: you will have to be significantlymore skilful to profit consistently. Your average gain when you win will bemuch smaller than if you play a longer term game, but your spreads will notnecessarily be much smaller. You will also almost certainly have to covercertain incremental costs such as intraday data.
 With this proviso in mind, there are nevertheless certain situations where it ispossible to profit from intraday bets. Particularly if you relax the traditionalrequirement that you have to close all bets before the end of the trading day,and as a result can hold a winning bet overnight to take advantage of furthermovement on day two.
 Finding intraday bets
 As always, we want to restrict our betting to situations where we have an edge.There are two ingredients here–
 1. We will only bet in certain defined situations; we won’t just take a puntbecause we think something should go up or down.
 2. We are unlikely to be successful if we do not have access to intraday data.
 Betting on opening gaps
 An opening gap occurs when the prices at the open are beyond the range of theprevious day, either higher than the high or lower than the low.
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There are many opening gap strategies, both trend and counter trend. Forexample, bet that an opening gap –
 1. is the start of a new move;
 2. will get fully filled, prices will come back to touch the extreme of theprevious day’s range;
 3. once touched, will provide support/resistance for a move in the direction ofthe gap; or
 4. once filled, will start a new move in the opposite direction from the gap.
 I use a variation of (4). I only look for opening gaps in the instruments whichI have on my weekly shortlist for betting on a trend. I then look for a gap inthe opposite direction to the current trend, and if the gap starts to get filled, usethis as an opportunity to bet on the current trend reasserting itself. Because thegap in the opposite direction may be a longer term warning sign, I tend to usevery tight stops on the bet, and also trail them aggressively, which often getsme out within one or two days.
 Here is an example. We look at several days of action with the FTSE 250 stockEMAP PLC. There are two charts to look at. The first is a daily chart, the storybegins on the day marked with an arrow, 23 November 2006. The chart runs upto 29 November.
 Figure 19.1: opening gap, EMAP (daily)
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The second chart is a 15 minute chart showing the five trading days 23-29November.
 Figure 19.2: opening gap, EMAP (15-min)
 • No bets were taken on 23 November. However the stock was on the weeklyshortlist of up trending instruments (the ADX indicator was at 30 or above– as shown on the chart; and DI+ was greater than DI-, not shown). Thelowest price recorded on 23 November was 821.5p.
 • On 24 November the stock gapped below 821.5p, opening at 820.0p anddescending lower. Within just a few minutes price had got up to the previousdays low, and the gap had filled. The stock moved up in price during the dayclosing at 834.0p. Although the ingredients were all there for a bet (stocktrending up, a gap lower and a filling of the gap), this set up was all overbefore the completion of the first 15 minutes of the trading day, and onlythe nimble would have bagged the bet.
 • As luck would have it, a second set up in this stock materialised just twodays later, on 26 November. The stock on this day gapped below theprevious days low of 824.0p, opening at 819.5p and descending as low as816.0p. Once again the gap was filled, as the stock rose to 824.0p; however,this time the process took longer giving the spread bettor more time to getorganised to place an up bet. A bet was entered at 824.0p, with a stop justbelow the opening price of 819.5p, at 819p.
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• After just under a couple of hours the stock had reached 838.5p, but thenstalled for a while. This was an area where the stock had consistently stalledover the previous 7 or 8 days, and so, since this was only ever intended asa very short term bet, the bet was exited, at 836.0p. 12p profit, with an initialrisk of 5p. – a 2.4 to 1 ratio (that’s reasonable).
 Betting as company results come out
 Obviously, if we are betting on intraday movements we want the instrument toget moving after we have bet. It helps if we can predict that there will be acatalyst for a potential move. One such catalyst is the release of news for astock; in particular the release of trading updates or results.
 We can compile a list of stocks known to be releasing results – both InvestorsChronicle and Shares list these for the following week. Then, on the day, we sitglued to our screens, monitoring the prices.
 We want action, and we are probably going to get it.
 One key point: it is not whether the results are good or bad that really matters,but what the market’s reaction is to the results. The results may be fantastic,but if the market was expecting something even better the price of the stockmay well fall. Similarly the results may be dreadful, but if the market wasexpecting even worse and everyone who was going to sell has done so already,the price will rise.
 Sometimes the stock goes initially in one direction, then turns around and goesin the opposite direction. Just because the stock rises for the first two hoursdoesn’t necessarily mean it is going to finish the day up.
 But we will get action.
 Our game here is to tune in to the direction the stock is going in the first coupleof 15 minute bars then jump on board if it continues in the same direction,trailing tight stops during the day and jumping off if the trend pulls back toour stop.
 Here is an example, the technology stock CSR.
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Figure 19.3: trading company results, CSR
 On 2 May CSR, as scheduled, provided a trading update. Sales, market shareand profit were all higher than analysts’ expectations; as a result the stock wasvery much in demand. It was not necessary to know this to place a bet, the priceaction itself showed the way. Having closed the previous trading day at 1209pwith a high for the day of 1258p, the stock got off to a flying start on 2 May,opening at 1273p.
 • After two 15 minute bars, it was up to just under 1300p. At 8.31am itcleared 1300p and an up bet was entered on a market order. It was clear thatquite a few other people wanted to go long of this stock at this time, andthere was some slippage on the order, which was filled at 1305p.
 • The stock raced up to 1380p, then at 10am it pulled back for about an hour,allowing a trailing stop to be placed at 1359p.
 • By 11.30am it had cleared 1400p, and after the short consolidation periodwhich followed the trailing stop was moved to 1395p.
 • The bet was held overnight, in case the stock moved further the nextmorning, but the trailing stop was hit before 8.30am.
 • The total move captured was from 1305p to 1395p, 90p, representing 6.5%of the purchase price.
 Note: a few days later the stock continued its upward move without us; it isimportant not to get worried by that when one is betting on intraday movementsas here; one takes a piece of the action and then moves on to other things.
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Betting on false break outs
 A break out above resistance or below support tends to get noticed by a lot oftraders. A lot of people pile in, hoping to cash in on a new trend. But if thereis no follow through to the break out, and price crosses back within theboundaries of the resistance/support, many of the traders who rushed in whenthe breakout occurred will be nursing losses and keen to exit. This can providemomentum to a price move in the opposite direction from the breakout.
 If we want to bet on a false break out, it helps to try to stack the odds in ourfavour. Assuming we will observe the false break out on intraday charts, let’sincrease our chances of success in one of two ways–
 • We look to have the longer term trend in our favour. We bet that a breakout to the downside is false when the longer term trend is up, and vice versa;this brings us back to our weekly shortlist. We look for false break outs inthe opposite direction to the longer term trend on instruments we have onour weekly shortlist.
 • We look for longer term support and resistance at the same point as thepossible false break out on our intraday charts, increasing the chance that ifit is broken the break will be only temporary.
 Here is an example of longer term support kicking in and enabling a bet to bemade on a false break out.
 Figure 19.4: false break outs, Unite (daily)
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Figure 19.5: false break outs, Unite (15-min)
 First look at the 6-month chart. The thick black line shows that the roundnumber 400p acted first as resistance and later, once broken, as support for thisstock. Notice also that on 3 May price dipped below 400p but closed above it.
 Now look at the 15 minute chart covering the period 28 April to 8 May. Seehow price dipped below 400p on 3 May just after 1.00 p.m. A break of majorsupport such as this would have tempted some people to short the stock, butthe attempts to short all fizzled out in a few hours.
 Knowing that the longer term support was strong at 400p, a stop order for anup bet was placed at 401p. Simultaneously, a conditional stop order was placedas a stop loss at 393p (as protection should the up bet get filled). Businesscommitments prevented any possibility of following the stock’s progress duringthe rest of the day (and in any case there was no need – the orders were inplace, automated), but the up bet was filled during the afternoon. There was noartificial constraint that the bet had to be exited by the close of play eventhough this was essentially a very short term bet, so the bet was still open thenext morning. After its brief foray below 400p the stock took off to the upside.Stops were trailed aggressively at roughly 1.5% below the price as it moved up,and the bet was eventually closed at 429p on 8 May.
 Note: although this started out as a very short term trade, the trailing stopsallowed us to stay in the trade for 4 trading days, taking advantage of theupside while continually managing the downside.
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Betting on blow offs
 Once in a while, everyone long of an instrument will head for the exits at thesame time. This is often triggered by bad news, such as significantly worse thanexpected results. We see massive volume in the instrument and a massive dropin price. There is a commonly used phrase in the U.S. to describe thisphenomenon – a blow off. Once everyone who wants to exit has sold, usuallyduring one trading session, there is no one left to sell, and with no sellingpressure the price rises. However after the first rally it is quite common for priceto fall again as new buyers take profits, often getting quite close to (testing) thelow of the blow off day.
 One strategy to take advantage of a blow off day therefore is to enter an up betwhen we believe the blow off is over, with an initial protective stop just belowthe low, trailing tight stops during the rally since we expect it to fail at leasttemporarily. Another strategy is to ride the instrument back down again as thefirst rally fails.
 These types of bet are rare, but when they occur they provide the opportunityfor huge gains. Here is one example from late 2004, the oil stock Cairn Energy.
 Figure 19.6: trading blow offs, Cairn Energy
 Having been above 1500p only one month earlier, the stock had graduallydrifted down to close on 16 December at 1362p. The next day it was announced
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 that tests had been less positive than expected on a number of exploration sitesand, as a result of this announcement, everyone headed for the exitssimultaneously.
 The stock opened at 1100p, down nearly 20%, and continued to drop during thefirst part of the trading day, reaching a low of 1003p. Volume was 10 times thedaily average. But later in the day, when the selling frenzy subsided, the stockstarted to climb steadily. When it reached 1010p it looked like a blow off mighthave occurred, and an up bet was entered with a stop below the low (at 998p,just below the round number). The stock closed at 1115p for the day, but the upbet had been closed out a little earlier at 1110p, for a 10% gain in one day. Itwould also have been possible to place a down bet the next day as the rallypetered out, although this bet was not taken.
 Binary betting
 The techniques we have already looked at in this chapter are potentially alsorelevant for both binary bets and fixed odds betting. However, these aredifferent beasts from the ordinary spread bet, and despite their popularity havemore limited application for the consistent winning spread bettors. This is fortwo main reasons: firstly, the instrument coverage is greatly smaller (only asmall percentage of stocks covered for instance); and secondly, although thedownside is limited so is the upside. Let’s run through the various issues here.
 Why are binary bets popular?
 Binary bets have proven to be popular. Some of the popularity is due to theirsimplicity and their similarity to fixed odds betting. Fancy a bet? GrandNational not on today? OK let’s bet the FTSE 100 goes up in the next hour. Thenatural gamblers are in their element here, and the people who bet for fun orexcitement. Serious spread bettors should only be looking to make binary betsif they think they have an edge.
 With a spread bet, not only is direction important (i.e. will the instrument goup or down?) the size of the move is also important, since we potentially winmore the bigger the move in our favour (or potentially lose more if we arewrong). With a binary bet, if we are right on our bet it doesn’t matter whetherwe are right by a lot or by a little, we win the same; if we are wrong we loseour stake, it doesn’t matter whether we are a lot out or only just miss the target.This is the simplicity of a binary bet, which many people find attractive.
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Another attraction of both the binary and fixed odds bet is that they can betaken in quiet markets, when ordinary spread bets might seem unattractive.FTSE 100 dull and flat for the day, not showing any sign of trending? Thenperhaps we can get the volatility we want from a binary bet or fixed odds bet,for instance that the FTSE 100 will close up or down on the day. The odds onthese types of bet will be fairly responsive to small movements in the FTSE 100,and it is possible to trade in and out of the bets as the odds change.
 Similarity to fixed odds bets
 The difference between a binary bet and a fixed odds bet is mainly one ofpresentation. With a binary bet you bet an amount per point in the range 0–100; if you bet a certain event will happen you place an up bet paying thecurrent ask price, and you will subsequently receive 100 if you are right and 0if you are wrong. With a fixed odds bet you back a fixed stake. In both casesyou are risking a defined amount to gain a defined amount. Some providers(e.g. binarybet.com) also allow you to bet an event will not happen; to do thisyou place a down bet on the binary bet, receiving the current bid price, and youwill subsequently pay 100 if you are wrong and 0 if you are right. With a fixedodds bet you “lay” a fixed stake. With either binary bets or fixed odds bets youcan trade long shots or the near certainties, according to your risk profile andtemperament.
 Common binary bets
 Binary bets are most commonly taken on whether an instrument is going to beup or down at a set point, for instance the end of the day, various times of theday etc. Most providers allow entry or exit at any point before the set point forexpiry of the bet. There are also many binary and fixed odds bets that can lastlonger than a day, they are not just for intraday betting, although they arecommonly used for that.
 Limited downside of binary bets
 Some people are attracted by the limited downside of a binary or fixed odds bet– your downside risk if you are wrong is limited to your stake. Let’s say youtake a bet that the FTSE will end up by the end of the day. And it’s being quotedat 49-54. You buy at 54, £1 per point. If you are wrong you will lose £54. Your
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downside risk has been limited to your stake. That’s obviously different froman ordinary spread bet. It is much more like a call option. However, unlike acall option, where there is theoretically unlimited upside, with a binary bet yourupside is also limited. Fixed by the odds when you took out the bet – you willget £100 if you win.
 No doubt you will have spotted that the quote we have looked at adds up tomore than 100. The chance of the FTSE 100 ending either up or down is not105% clearly. So what is that extra 5%? That’s an edge! Not for you, though.
 Possible ways of getting an edge in binary betting
 Here are some possible ways to try to get an edge in binary betting–
 Take a punt
 We could just take a punt. This is not recommended as a profit generatingstrategy, but that is what a lot of people do with binary bets.
 Statistical edge
 We could construct statistical models which show us that if, for instance, theFTSE 100 is up by 10 at 11.00a.m the chances of it finishing up on the day areX%, which in turn gives us an edge in assessing the binary bet providers’ prices.There are people who do this.
 Options models
 We could develop an in-depth understanding of options pricing and constructdetailed models for the binary bet market which enable us to take advantageof, for instance, changes in time value as the bet nears expiry. This also helpsidentify human error in the binary bet prices. There are people who do this –but they tend to be experienced options traders.
 Arbitrage
 We could try to exploit differences between the firms’ prices through arbitrage.I suspect the spreads are too wide for this to be a viable strategy, but maybesomeone has developed this approach.
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Use our normal intraday strategies
 We could use the same strategies as we use for intraday spread bets (e.g. gapplays, candlestick patterns etc). However, usually an ordinary spread bet willserve our purpose better, since we have seen that with correct use of stop losseswe can limit the downside of a spread bet and keep the full potential of theupside, whereas with a binary bet upside as well as downside are capped.
 Interesting developments in fixed odds betting
 There are some interesting fixed odds bets available at a number of sites,including for instance betonmarkets.com. You can bet an instrument will(within a certain time period)–
 1. touch a certain price
 2. not touch a certain price
 3. remain within a given range
 4. touch two given prices, one higher and one lower
 Opportunities to profit when instruments are range bound: you can bet theywill stay range bound, or you can bet they will break out of their range.
 Within these parameters it is possible to find low return high probability plays.For instance, with the second option above you can make a “no touch” betwhich means you win if the price never gets to a certain point within a certaintime frame. If you pick points well outside the current range you might findyou can win 90% of the time, just making a small profit each time. You cancreate what looks at first view like a very impressive track record in this way.The problem is of course the other 10% of the time, when you might loseheavily.
 To be a long term winner at fixed odds betting you need to factor in not onlythe number of times you win but also the relative size of your wins and yourlosses. If you are trying to develop an edge that is effectively built on the fixedodds providers getting their odds wrong, then be very careful, they are makingprofits and may not be as inaccurate as you think.
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Postscript
 We have now completed our look at the third strategy: in and out within theday. All three of the strategies we have looked at are directional bets, we arebetting an instrument is going to go up or down. But there is another way. Inthe next chapter we look at delta neutral betting.
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It is possible to use spread betting in other ways than just to bet on whether aninstrument is going to go up or down. Delta neutral is a term often used inoptions trading to refer to strategies which make money irrespective of whetherthe market goes up or down. In this chapter we look at delta neutral betting.
 Arbitrage
 Arbitrage involves buying and selling instruments simultaneously to takeadvantage of pricing anomalies.
 Let’s suppose that
 1. one of our spread betting firms is quoting a daily cash bet on StandardChartered at 1431p-1432p; and
 2. we notice that another of our spread betting firms is quoting 1438p-1439p,which is out of line with both the market and all the other spread bettingfirms we have accounts with.
 We could place an up bet with the first firm at 1432p; and we couldsimultaneously place a down bet in the same size with the second firm at1438p.
 Let’s say that the price of the underlying instrument remains the same for thenext minute, the first firm continues to quote 1431p-1432p, and the second firmcorrects the pricing anomaly by now also quoting 1431p-1432p. We close outour up bet with the first firm at 1431p (losing 1p) and we close out our downbet with the second firm at 1432p (winning 6p). Total net profit for us £5 forevery pound per point we put on the bets (presumably we loaded the boat) inabout a minute. For zero risk since we had equal and opposite bets in the sameinstrument and therefore no exposure to any movement in the instrument.
 Summarising this in a table–
 Table 20.1: summary of arbitrage trade
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 Time One Time Two Profit
 Firm A quotes 1431 - 1432 1431 - 1432
 Firm B quotes 1438 - 1439 1431 - 1432
 Our actionUp bet with A at 1432Down bet with B at1438
 Close bet with A at1431Close bet with B at1432
 Lose 1 point withAGain 6 points withB
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Welcome to the world of arbitrage!
 In practice you are unlikely to have success at that game in any situation wherethe spread betting firms prices are based on an underlying instrument with aknown current price. The reasons are straightforward–
 1. For this type of game to be a winner you would have to cover the costs ofthe spreads (in this case 1p each for the up bet and the down bet, and inspread betting you probably won’t).
 2. You would need virtually instant execution of both the up bet and the downbet to avoid a timing difference which would cause you to have exposure tomovement in the underlying instrument.
 3. The size of the anomaly would have to be big enough to make a profit; inpractice spread betting firms prices follow the underlying instrument closelyeven if the size of the spreads vary.
 4. Where anomalies exist they will be very short lived (based on the relativespeeds of the spread betting firms computerised response to movements inthe underlying instrument).
 5. You would need highly sophisticated software to be able to exploitanomalies within the required timeframe (likely to be seconds, rather thanthe minute in our example above). Such software does exist for trading inthe underlying market but to my knowledge not in the spread betting world.
 6. Certainly in the past, spread betting firms have not been in favour of theircustomers arbitraging in this way, and you may find you are contraveningtheir rules when you look at the small print of your agreement with them.
 Where there is no underlying instrument providing the framework for spreadbetting firms’ prices, it is more likely that there might be arbitrage possibilities.Sports betting is the obvious example. Here, where there is more humanintervention in the price setting, the possibility of pricing anomalies iscorrespondingly higher.
 From a personal point of view, this is not a road I have really wanted togo down. However, in the sports betting arena I am aware of a numberof successful spread bettors who have made money through arbitrage.
 The Financial Spread Betting Handbook
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 Pairs trading
 A loose form of arbitrage is pairs trading, which involves the buying of oneinstrument and simultaneously selling an equivalent amount of another(closely correlated) instrument. Overall you are neither net long nor net short,as losses you incur with one instrument are off-set by gains in the other. Youhope to benefit from changes in the differential between the two instruments.
 One established longer-term pairs trade exploits the differential between theprice of oil and the price of gold. If oil becomes expensive relative to gold, yousell oil and buy an equivalent amount of gold, and if gold becomes relativelyexpensive you sell gold and buy an equivalent amount of oil.
 The classic pairs trade identifies two instruments that have a normal pricedifferential, where that differential has grown unusually large. The bet is thatthe normal differential will be restored, so you sell the stronger instrument andbuy the weaker.
 However, there is another way to play this on a short term basis, and that is tobet that the differential will in fact continue to grow, so you buy the strongerinstrument and sell the weaker.
 This second type of pairs trading when applied to stocks is popular with anumber of successful spread bettors. Many pick two stocks from the samesector, looking at relative strength versus the sector. You buy the one with morerelative strength and sell the one with less relative strength. If the sector as awhole goes up you hope the one with more relative strength will go up morethan the other; and if the sector as a whole goes down you hope the one withless relative strength will go down more than the other. You don’t mind whetherthe sector as a whole goes up or down.
 If the sector moves up or down you will end up with one bet winning and theother losing. It is important to treat the up bet and the down bet of the pairstrade as being part of the same transaction. Don’t look on the profit from oneas a success and the loss on the other as a failure.
 Over the page is an example from the electricity sector within the FTSE 100.
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A good pairs trade in the period between August and November 2006was to place a down bet on British Energy PLC and offset this with anup bet on International Power PLC. This left zero exposure either to theelectricity sector, or to the FTSE 100.
 Note that in the next two charts we show each stock’s relative strengthagainst the sector – this is useful since we want increasing relativestrength in the one and decreasing relative strength in the other. Analternative is to plot the relative strength of one stock versus the other(which we will do shortly).
 Figure 20.1: pairs trade, British Energy v International Power
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Figure 20.2: pairs trade, British Energy v International Power
 The relative underperformance of British Energy PLC, and relativeoverperformance of International Power PLC can be seen clearly duringthe period, with the thick black line on each chart showing relativestrength versus the electricity sector.
 Here is how this bet would have been placed at the beginning ofSeptember, at which point the relative strength of each stock versus thesector was apparent; the bet in effect was on the disparity of relativestrength. To continue, let’s assume £10,000 exposure to each stock.
 • To gain £10k exposure to a down bet on British Energy PLC requireda bet of £15 per point, placed at 676.5p at the open on September 1st
 (equivalent to £10,148).
 • To gain £10k exposure to an up bet on International Power PLCrequired a bet of £32 per point, placed at 319.25 at the open on thesame day (equivalent to £10216).
 Note the small difference in exposure between the up bet and the downbet; this is due to only being able to bet in whole numbers of pounds perpoint.
 As mentioned earlier one can also plot the relative strength of one stockversus the other; and this is particularly useful for monitoring the bet.One can look at the trend of the relative strength line itself, and exit thetrade if the relative strength trend starts to break down.
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Figure 20.3: pairs trade, British Energy v International Power
 From when the bets were entered at the beginning of September therelative strength of IPR against British Energy initially showed apowerful uptrend. But the power of this started to dissipate at thebeginning of November, and on 13 November the relative strength linedropped below previous support. This was a good cue to exit the pairstrade at the open on 14 November.
 The actual outcome of this pairs trade (incorporating the spreads) isshown in the table below.
 Table 20.2: summary of pairs trade
 It is important to remember that with this type of trade it is notnecessary for both legs of the trade to be profitable, although in this casethey were.
 relative strengthline breaks below support
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 Entry Exit Profit / (Loss)
 InternationalPower leg
 Buy 32 pounds perpoint at 319.25
 Sell 32 pounds perpoint at 341.25
 704
 British Energyleg
 Sell 15 pounds perpoint at 676.5
 Buy 15 pounds perpoint at 497
 2692.5
 Total profits 3396.5
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 Hedging
 Hedging involves protecting an existing position by taking an oppositeposition.
 Why not just get rid of the first position?
 Well, there may be all sorts of reasons why you don’t want to exit the firstposition at this point in time. For example, there may be tax considerations.Suppose you have used up all your capital gains allowance for the year but arealso sitting on a hefty profit from an oil share. Your long term view is that youwant to keep the oil share, but your short term view is it is likely to go down.One game plan would be to sell the share now, wait for it to go down, and buyit again when it started going up again. The trouble with that plan is youincrease your capital gains charge for this year, you pay stamp duty when youbuy the share again later and you have commission charges on both your saleand your purchase.
 A better game plan here might be to hang on to your share, avoiding the taxcharges and commissions, and to hedge it. In the context of spread betting thiswould mean placing a down bet on the share with a spread betting firmequivalent to the amount of your share holding. As soon as you have done thatyou have no exposure if the share goes down - if it goes down the profit onyour down bet offsets the losses on your share holding. If all goes well, whenthe share stops going down you will close your down bet with the spreadbetting firm for a nice tax free profit, and then you will be able to takeadvantage of all the further upside in the share holding.
 The only problem with this second game plan is, if the share doesn’t go downin the short term as you expected, you will have to close your down bet at aloss. That’s a trade off you have to take into consideration when you hedge.Like any other spread bet you need to decide in advance when you will exityour hedging bet if it goes against you.
 Postscript
 This chapter looked at a number of ways of using spread betting other than instraightforward directional trades.
 You have reached the end of Part Two, and you are now able to select from arange of strategies for spread betting.
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We have been climbing the face of the mountain for a long while now. With abit more effort we shall soon get our first glimpse of the peak of the mountainSpread Betting. Very few spread bettors ever get this far.
 But, that first glimpse makes us realise we still have a long way to go. We havea spread betting account and we understand the mechanics of how to use it; wehave had a look at a range of strategies for betting, and from those we haveselected one, and have been getting on with it. Our objective however is moreambitious than that. It is the winning, not just the taking part, which mattershere.
 Part Three looks at some of the steps required to achieve consistent profitability.
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PART 3
 The Route To TheSummit
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Part 3 – The Route To The Summit
 In Part 1 we reached Base Camp and equipped ourselves for spread betting. InPart 2 we started up the face of the mountain and reviewed a range of strategiesfor selecting bets. We have been climbing for a while now. Suddenly, in thedistance we catch sight of our ultimate destination, the peak of the mountain.If we reach the peak we will be recording a consistent profitable performancewith our spread betting account. But this requires more than just selecting somestrategies off the shelf and expecting that to do the trick. Part 3 covers the otherareas we need to take into account on our journey up the latter stages of themountain. This is the part which losing spread bettors may find too abstract,and yet it is the topics here which will in the end do the most to turn a losingspread bettor into a winning spread bettor.
 In Part 3 we look at matching the strategy to the individual; planningl recordkeeping; more risk management concepts; performance reviews, psychology –developing a winning attitude; and continual development.
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There is a key element which every successful spread bettor has to factor inbefore choosing the strategy that is right for them – themselves.
 It takes some spread bettors months or even years to settle down to a style ofspread betting which enables them to produce consistent profits. You may havealready come across people selling packaged trading systems which arepromoted as the key to riches. It is actually very hard to bet successfully usingsomeone else’s system; at critical moments when full commitment is requiredto the system one’s confidence in the system is likely to flag, producing a halfhearted effort which gets nowhere.
 But one has to start somewhere. From a personal point of view I have developedan eclectic style over a long period of time. When trying out new strategies Ialways start small, and build up over time if the strategies seem to work for me.
 Here are some of the considerations which go into developing the right strategyfor the individual.
 Character
 Different spread bettors will be more comfortable with some strategies thanothers. A closet buy-and-hold investor will find the transition to day tradingmore than a little difficult, and might prefer to look for bets that are likely tolast at least a month. Someone who hates being out of the action might prefera much shorter time frame where the opportunities to bet are frequent.Someone who hates giving up profits might not feel comfortable with a trailingstop loss and prefer just to exit on targets. Some spread bettors are onlycomfortable trading in an obvious bull or bear market when, if they are wrong,the market might still bale them out; and put their account into storage whenthe markets get choppy.
 Then again, some spread bettors prefer to trade stocks, some are only interestedin currencies. Others go for commodities. Some spread bettors like to look foropportunities across a wide range of instruments, others like to focus on a verysmall number. I know of one trader who traded just one German stock forseveral months. Nothing else. Got to know the movements of the stock insideout, and made a lot of money. Not for you? Fair enough.
 The moral of the story is simple, you need to adopt strategies which fit yourcharacter and preferences. So you need to know what these are.
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Account size
 In one sense account size should make little difference if we all manage our riskin the same way. If we risk 1% of our account per bet, it means we risk £10 perbet in a £1000 account, or we risk £100 per bet in a £10,000 account.
 There are some instruments however that we may not be able to trade with asmall account. Take dollar sterling for instance: let’s say our spread betting firmstipulates a minimum bet of £1 per pip. With a £1000 account, risking £10 perbet, we can only afford a bet where the stop is a mere 10 pips away. Thatprobably rules out any bets on this instrument unless we make intraday bets.No problem, we will find another instrument to bet on.
 Some people will find they trade better depending how much is in theiraccount. You are puzzled? I know one person who does well with £5000 in theirspread betting account, but seems to make a lot of errors when he has £15,000.They risk 2% on each bet. Somehow losing £300 seems a big deal, it puts themoff, and have a string of losses; whereas £100 seems manageable and they winconsistently. So what is the way round this psychological problem? Risk a lowerpercentage per bet as the account increases. Or the solution this person adopted,which is to reduce the size of the spread betting funds to £5000 each month,the size they were comfortable with. And bank a cheque for any excess.
 Beliefs
 Our beliefs about the market will influence the strategies we feel comfortablewith. It is a valuable exercise to document our beliefs about the markets, toensure that the strategies we are adopting are compatible with those beliefs.
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Simon had been spread betting for 15 months. He was marginally up inthe first year and was comfortably up in the first 3 months of the second.But he was flitting from one strategy to another without really feelingsettled with any of them. I suggested he should spend a little whilethinking about and documenting his beliefs about the markets. Here iswhat he wrote,
 “Markets trend
 ADX is a valid measurement of strength of trend
 Pullbacks are the best way to enter a trend
 Bets should have at least a 2:1 reward/risk ratio
 I like to trade with a system.”
 Not very much, and I noticed he had written at least another ten thingsdown, but crossed them out.
 We then looked at his ten most recent bets. None of them used ADX,none of them had a 2:1 reward/risk ratio, all of them were based onindicator divergence (which was one of the things he had crossed out).The strategies he had been trading had not been compatible with hiscurrent beliefs about the markets.
 For the next couple of months Simon made systematic bets using ADXas a filter, looking for pullbacks in trending instruments only, andensuring 2:1 reward/risk ratios were in place. Every other strategy wasignored for the time being.
 To use a strategy to make spread bets we have to believe in it, and it hasto be compatible with our beliefs about the market.
 Do you know what your current beliefs are about the markets? Have youdocumented them?
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Attitude to risk
 Attitude to risk is important for spread bettors for several reasons–
 1. It affects the basic decision to spread bet or not to spread bet. Spread bettinginvolves risk, all the funds we place in a spread betting account could belost, and more (due to the effect of leverage). Spread betting money isspeculative money that should not be needed for any other purpose, and wemust be prepared to accept the risk of putting those funds on the line. If not,we shouldn’t be spread betting.
 2. Awareness of, and respect for risk should be uppermost in our minds. Weshould manage the downside as the top priority before thinking of theupside.
 3. We all have a different tolerance for risk. This is most obviously reflected inhow much we choose to risk on each bet. For some people risking 1% perbet will feel right, others will prefer 2%, others wouldn’t dream of more than½%, and yet others will have to be persuaded that 3% is too much. And whatabout the ones that risk 10% per bet? They have been climbing the mountainwith no support ropes and I am afraid they never made it to Part 3.
 4. Different people will produce different results with the same strategydepending on their attitude to risk. Some will keep their trailing stops a littlenearer than others, and get stopped out earlier, preserving as much aspossible of current profits while reducing the opportunity for further upside.
 5. Different people will prefer different strategies according to how they viewthe risks of the strategies. Does the risk of a loss seem low, but thecorresponding gain also seem low? Or does the strategy seem high risk andhigh reward? Different people prefer different profiles of risk in theirstrategies.
 It is not a simple matter of pulling a strategy off the shelf and getting on withit. We also have to put ourselves into the equation.
 Postscript
 We have reviewed some of the factors which make the right strategy for eachspread bettor different, including character, account size, beliefs and attitude torisk.
 In the next chapter we look at a key factor in spread betting success: planning.
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It seems to be a fairly common theme that successful spread bettors have goodplans. We shed a little more light on this in this chapter, in two ways. First welook at what might appear in a successful spread bettor’s plans. And then welook at a week in the life of a successful spread bettor, focussing primarily onplanning routines.
 The successful spread bettor’s plans
 These come in several forms: the annual trading plan, weekly trading routines,daily planning routines.
 Annual trading plan
 A good plan should provide a high level road map for the year ahead. It isgenerally easier to achieve something if you know what it is you are trying toachieve beforehand. Here are some of the areas that might be covered in theannual trading plan. Each section might be a typed A4 page in length, bulletpoint style. We are not trying to write elegantly in the plan, just get down thekey points under the following key headings:
 mission, objectives, goals
 What do we want out of spread betting? What specific goals do we want to set?Here are some we might want to document: number of trades per month;win/loss ratio; ratio of average win to average loss; maximum peak to troughdrawdown; maximum consecutive losers; return on investment; standarddeviation of monthly returns; return to drawdown ratio; Sharpe ratio; cashflow; average profit per month. (Note we will examine these concepts a littlemore in the following two chapters).
 strengths, weaknesses, opportunities, threats
 Why do we think we can win (what is our edge)? Are we prone to any types ofweakness? What are our main opportunities this year? What are the threats weneed to guard against?
 market selection, market directional philosophy, set ups, entries
 What markets will we focus on? What is our broad approach to marketdirection (do we trade trends, if so, how do we define them; or do we trade
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counter trend; or do we prefer delta neutral strategies)? What main set ups willwe use? And what specific entry techniques will we use with those set ups?
 stops, profit taking, re-entry
 What types of stop will we use (e.g. stops based on support and resistance, timebased stops, indicator based stops) and how will we implement them (whatalgorithms will we use, will we automate them)? When will we take profits (e.g.at targets or using trailing stops)? If stopped out will we have a mechanism forre-entering the trade?
 money management algorithms
 How much trading capital will we have? What percentage of it will we risk oneach bet? Will we pyramid?
 risk management
 How will we manage the downside? How will we diversify our risk (e.g. tradingmore than one market, using several trading styles, trading severaltimeframes)? What caps will we place on total exposure? How will wedetermine whether we should stop betting for a period (e.g. if we lose a certainpercentage of our trading capital)?
 beliefs
 What are our beliefs about the markets? Are our beliefs consistent with thestrategies we are planning to adopt?
 trading and psychological rules.
 What are the rules we will set ourselves? How will we know we have made amistake (e.g. we could define any of the following as a mistake: not followingthe plan; not having a stop; risking more than 2% of capital on any one bet)?
 trading routines
 What weekly trading routines will we follow? What daily routines will wefollow? What will we document? When and how will we review overallperformance at spread betting – monthly, quarterly?
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Weekly planning routines
 We looked at weekly planning routines in Part 2. These centre mostly aroundpreparing shortlists of instruments from which we will subsequently select ourdaily shortlists. Our weekly shortlists will reflect our trading methods. In Part2, our example shortlists were of instruments with an ADX reading over 30,instruments outperforming or underperforming the FTSE 250 by 15% or more,and instruments making 52 week highs or lows. The shortlists are just lists ofthe instruments and should be held in electronic format, ideally using aportfolio function in our investment software.
 Daily planning routines
 Again, in Part 2 we saw that daily shortlists are prepared by identifying specificset ups that have formed on the price charts of the instruments on our weeklyshortlist. The set ups should be recorded in electronic format; ideally, if we havesoftware which monitors the markets in real time, using a portfolio function inthat software. We need to record against the instrument the type of set up, theentry trigger point, the stop loss point which would be set if the trade istriggered and the initial profit target.
 A week in the life of a successful spread bettor
 To put some flesh on the planning processes, let’s look at a week in the life ofa spread bettor, Robert.
 Robert has a robust annual plan, and mainly bets on UK stocks plus a numberof commodities. He is so busy at work, it feels he has no time at all to plan hisspread betting properly, but he has a set routine he has followed for severalyears, and is making money spread betting.
 Friday evening
 Robert downloads end of day data for his investment software at about 6.15pm.This takes one key stroke and then a few minutes downloading. Then it’s outfor the evening. (Quick check on the PDA at 9.00pm to see how the S&P 500closed).
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Saturday
 Late start. Robert has a quick look at the charts of various stock indices, 3 US,plus German, French, Japanese, FTSE 100 and FTSE 250. He looks at charts ofthe UK market sectors. He then looks at the charts of oil, gold, copper, silverand platinum. He writes a couple of short paragraphs of what he has seen andcompares this to last week’s analysis. Not much has changed week on week.This week: mining and oil sectors are strong, as are all the commodities hefollows. Telecoms (both fixed line and mobile) are looking weak, rest of themarket patchy. This analysis takes about 30 minutes, including a short periodreading a couple of market commentaries, one free, the other subscriptionbased.
 Robert prepares weekly shortlists from the UK 350 stocks, metals and oil. Hehas separate portfolios on his investment software for
 1. ADX greater than 30, uptrend
 2. ADX greater than 30, downtrend
 3. Relative strength more than 15% better than FTSE 250
 4. Relative strength more than 15% worse than FTSE 250
 He goes through the 2 ADX portfolios from last week, and eliminates from themall the instruments that have ADX readings that have dropped to below 30.
 Then he goes through all FTSE 350 stocks and the commodities he follows,adding to the portfolios any instruments where the ADX reading has crossedup above 30 in the week. The ADX portfolios take about half an hour to update,and he has about 35 instruments on the uptrend list, 20 on the downtrend.There have been about 10 changes in total.
 He then goes through the 2 relative strength portfolios from last week andagain eliminates instruments that no longer match the criteria and addsinstruments that have crossed the 15% threshold. Again, about 10 changes,with about 25 instruments on each list. This takes less than half an hour.
 Within an hour and half Robert has developed a good feel for how the marketshave moved since the end of the previous week, and has updated his weeklyshortlists.
 Later in the afternoon he reads both of the weekly investment magazines towhich he subscribes.
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Sunday evening
 Robert goes through his new weekly shortlists and looks for specific set ups thathe trades. He finds only 4: 2 longs and 2 shorts. He goes into his real timemonitoring system and puts the 4 instruments onto a watch list which willenable him to monitor the price action during the day. He notes the entrytrigger level along with stop levels and initial profit target for each set up. Hethen goes into his spread betting platform and enters a buy stop order for eachof the longs and a sell stop for each of the shorts at the appropriate triggerpoints, after quickly calculating how many pounds a point to bet on, in eachcase based on a stop 3% away from the trigger point. In total this takes about20 minutes.
 Monday
 Busy day at the office. Able to check into real time monitoring system at lunchtime, but nothing has happened. Not back home until 9pm. Check spreadbetting system. None of the orders reached trigger points at any time during theday. Cancels the stop orders. Does daily download. Analyses weekly shortlist fornew set ups. There are none! Very rare.
 Tuesday
 Back home 8pm. Does daily download. Analyses weekly shortlist for new setups. 8 of them, 5 longs and 3 shorts. Goes into the real-time monitoring systemand puts all 8 onto a watch list which will enable him to monitor the priceaction during the day, if he can find the time. Notes entry trigger level, stoplevels and initial profit targets. Goes into spread betting platform and enters abuy stop order for each of the longs and a sell stop for each of the shorts at theappropriate trigger points, and in appropriate size.
 Wednesday
 Despite best attempts, unable to find any time during work to check prices onPDA until after lunch. Discovers 6 of the 8 stops have been triggered! All 5longs, plus one of the shorts. Calls up real time monitoring system on laptop,enters spread betting platform and puts sell stops on the new up bets and buystop on the new short. Makes mental note to open an account with one of thefirms that are offering automated contingent orders – that would haveprevented the exposure through the morning resulting from having 6 new betson with no automated stop losses. Back home 8pm., checks spread betting
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platform, the other 2 bets were not triggered, so cancels related stop orders.Daily download, usual routine, 3 new set ups. Puts the appropriate stop ordersinto the spread betting platform, and updates the real-time system with them.Records the new bets taken out during the day in the transaction log on hisinvestment software. Checks all new bets to see if they have progressed to pointwhere stops should be moved, they haven’t.
 Thursday
 None of the new set ups reach trigger point, but 3 of Wednesday’s up bets startmotoring in the right direction. Robert discovers this in the lunch break, cancelsthe current sell stops on them and puts in new sell stops at the point where histrading methodology says a trailing stop should be established. With thismethodology he now can’t lose money on any of these 3 bets and indeed onone of them he has already locked in a 4% advantageous price move. One ofthe other up bets has had a poor time, and has been stopped out already. Later,the usual evening routine yields another 4 new set ups, which are processed inthe usual way, ready for Friday. Updates transaction log with closure of the upbet that was stopped out. A check on the 5 open bets reveals that the currentstops are all still in the right place except for the biggest winner which has nowmoved 7%, which requires the trailing stop loss to be moved another 1% up.
 Friday
 No new bets triggered, no stops need to be moved. It’s been a quiet week. Theapplication form to open an account with the firm offering contingent ordershas arrived.
 Postscript
 In this chapter we looked at one the ways the successful spread bettor stays incontrol, through good planning. We looked at the form these plans might take,and monitored a successful spread bettor’s actions over a week.
 In the next chapter we look at record keeping.
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Some of the pros say they can tell how good a trader is from the quality of therecords that trader keeps. Certainly, poor records can be a symptom of a losingspread bettor.
 We have already looked at the first type of record needed, the plan, which is arecord of our intentions. The annual plan, the weekly plans in the form ofshortlists, and the daily plan.
 Also we need a record of the bets we have made. Some people just rely on thestatements or the trading platform of the spread betting firm. For me, this is notsufficient. I record all bets in the transaction log of my investment software.This enables me to monitor performance in many useful ways, some of whichwe will look at when we come on to the quarterly review process. One of myrules is to always record a bet in the investment software on the same day as Imake it. The software enables me to set up as many different portfolios as Iwant and then to aggregate them (in group portfolios). I have a differentportfolio for bets based on each type of set up; I aggregate the portfolios inways that I find useful. For instance, I have a different portfolio for bets madeusing each type of set up based on candlestick patterns, and I also have a groupportfolio for all the candlestick pattern bets added together. I can create a graphof the profits generated from each of the candlestick patterns, and also of thetotal profits generated from all candlestick patterns. I can see how the profitsfrom any pattern fluctuate; and if one type of set up appears to be performingincreasingly well in current markets I can focus more attention on that type ofset up, while focussing less on set ups that appear to be performing less well incurrent markets.
 When phoning in bets it is important to keep a manual record of the betsentered, and then to check the spread betting firms statement when it arrives.It is fairly rare, but once in a while you might find a discrepancy, which clearlyneeds to be sorted straightaway.
 To provide data for periodic reviews (and we will see how this data is used later)I personally find it helpful to keep a number of additional records–
 1. A simple trade spreadsheet of data collected when I close a bet, showing theticker code of the instrument, the type of set up used, the actual profit orloss, the percentage movement in price I obtained (plus or minus), and thenumber of days the bet was open.
 2. On a sample basis, say one every five bets exited, a simple spreadsheet ofthe entry price, the exit price and the price after 1,2,3,4,5,10,15,20,25 and 30days.
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3. A psychological diary, recording the hopes and fears and emotions of spreadbetting. For the first 6 months of betting I made an entry into this every day,and learnt a lot by reviewing it later. Years later I still keep such a diary, butonly make an entry into it when something relatively extreme happens. I amnot recording what has happened in the markets so much as my ownreaction to what has happened, so I can possibly learn from it later. I amparticularly interested if I think I have made a mistake, or not followed myrules properly, since I want to find out later what went wrong, and how Ican prevent it happening again.
 Is this record keeping onerous?
 It is one of those things which if it’s done promptly every day takes only a fewminutes; but if it is neglected for a while it seems hard work to catch up. Thebenefits become clear when we start to analyse the records to search for waysof improving our spread betting.
 Postscript
 We have been looking at record keeping in this chapter. In the next chapter wereap some of the rewards of this record keeping when we review our spreadbetting performance.
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In the last chapter we looked at record keeping. Perhaps your eyes were glazingover…? But courage! In this chapter we see what we can do with our records,and use them to improve our profitability.
 It is important to review our spread betting performance periodically. What hasgone well, what has gone badly and, most importantly, how we can improveour performance. One way to do this is to use the end of each calendar monthas an opportunity to take stock, and undertake a more complete review on aquarterly basis. There are many different approaches possible, so you will needto work out what works best for you. What is important is to build in to ourspread betting routines periodic opportunities to reflect on performance and toidentify ways of improving it.
 The rest of this chapter provides some pointers as to what might be in monthlyand quarterly reviews.
 Monthly review
 Did we make or lose money in the month?
 This includes all closed bets, with open bets valued at the current marketvaluation. The easiest way to get this figure is to simply lift the figures off yourlatest spread betting statements.
 How much did we make or lose in the month?
 As a percentage of our spread betting funds. Some people have cut off points;they bench themselves if they lose more than a certain amount or a certainpercentage. This is to preserve capital and to have a rethink about what theyare doing. Others adopt the same approach if they win more than a certainamount or a certain percentage. This is because in their experience they willotherwise get over confident and overreach themselves.
 What is the trend of our monthly profits/losses?
 Some people reckon that if they lose two months in a row it is time to stop,take the next month off, and go through the bets taken with a fine tooth comband try to figure out where they went wrong. My software allows me to graphmy profits for each portfolio and for each group of portfolios. So, going backmany years I can see the equity curve for each set up I trade and for types ofset up grouped together. I can see their performance ebb and flow as market
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conditions change. Importantly, I can switch more resources into the set upsthat seem to be working best at the current moment; and switch resources outof the ones which seem to have temporarily dried up.
 What is the cumulative profit?
 Both in pounds and as a percentage on a rolling twelve month basis? If it isnegative (i.e. a loss) then you should be keeping both the amount risked andyour total exposure as small as possible until you acquire the skills andconfidence to get the figure positive.
 Other statistics to measure performance
 I like to calculate the standard deviation of the last 12 monthly percentagereturns, and I have a target for that standard deviation for my style of trading(less than 10%); if the standard deviation rises above 10% then that warns meI am taking on too much risk for my style of trading. I also have targets for theratio of profit to maximum drawdown (maximum drawdown is the largest dropin equity from a peak to the time that that peak is next exceeded).
 Quarterly review
 Real learning and development should emerge from the quarterly reviews. Thequarterly reviews take several days to conduct, including analysis of the data,time to reflect and developing appropriate action plans. They are very personalaffairs, where you should face up to both the good and bad of yourperformance over the last quarter.
 Note: For some people, it is easier to sit down with another person to gothrough their spread betting performance rather than to conduct the review ontheir own.
 What you choose to examine in a quarterly review will depend on your levelof experience, trading style, actual performance and strengths and weaknesses.Please note that to do the analysis required you will need to have collected theraw data. Here is a sample of things that might be included.
 Performance of each type of set up over the period
 Percentage of wins versus losses, average win size (% of equivalent value ofunderlying instrument), average loss (% of equivalent value of underlying
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instrument), ratio of average win to average loss, distribution of winners invarious percentage boxes, distributions of losers in various percentage boxes,average holding period of winners, average holding period of losers (note if theaverage holding period of losers is longer than the average holding period ofwinners, you might well be cashing in your winners too quickly or holding onto your losers too long, or both).
 Quality of exits
 Compare percentage profit achieved on actual exits with percentage that wouldhave been achieved by exiting all bets after 1,2,3,4,5,10,15,20,25 and 30 days.A real eye opener for most people when they realise that a standard exit aftera set number of days might sometimes work better than their carefullymanaged exits!
 Read through the psychological diary
 Looking for patterns, themes, particularly looking at what was going on whenany mistakes were made.
 Progress against the annual plan
 On track or not? Any new thinking which might be included in next year’splan?
 Training and self development
 Any books or courses that might help at this point? Or is it just more on-the-job training that is required to move to the next level of spread betting?
 Postscript
 This chapter has looked at ways of improving our spread betting throughregular reviews of our performance. It is time to return to one of the key themesof this book: risk management.
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So far in this part of the book we have looked at improving our spread bettingperformance through understanding how the spread bettor must be factoredinto the equation, good planning and record keeping and periodic reviews.
 But if there is one single thing to take away from this book it is that thesuccessful spread bettors manage their risk better than the losers.
 This chapter takes this theme further and looks at a diverse group of topicsaround the subject of risk management, starting with staying in tune with themarkets, moving on to various aspects of position and exposure control(including the risk of over trading), and finally dealing with counterparty andcontingency risk. A wide range of topics under one heading indeed. Bear inmind that trading firms have dedicated risk management departmentsaddressing all kinds of risks, and we as spread bettors need the equivalent.
 Staying in tune with the markets
 Even for those spread bettors who focus primarily on UK stocks, it is importantto have at least a rough knowledge of what is going on outside the UK and inother asset classes. We have at all times to stay in tune with the markets,because markets are increasingly correlated today. Here are four basicexamples–
 1. rising oil prices tend to help oil companies, adversely affect airlines;
 2. a bull market in commodities tends to help mining stocks;
 3. there is a correlation between US and UK markets, so if the DOW suffers weoften see the FTSE suffer as well; and
 4. falling bond prices (rising yields) are potentially bad for stock prices.
 I find a useful way to keep a tab on relevant inter market trends andcorrelations is to subscribe to a newsletter written by a leading expert on thesubject, John Murphy.
 A top down approach works well for stocks. First, get an overview of intermarket trends. Then look at the indices. Then look at the sectors. Finallycompile a shortlist of individual stocks. Ideally, we want to find opportunitiesto place up bets on the strongest stocks in the strongest sectors in a risingmarket. And we want to find opportunities to place down bets on the weakeststocks in the weakest sectors in a falling market.
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Monitoring positions
 If you are day trading, you will probably be at your screen monitoring yourpositions for as long as you have any positions open.
 If you are on a longer time frame, holding bets open from say two to thirtydays, you will still need to monitor your positions during the day.
 The least stressful way to monitor your positions during the day is to haveautomated stops on all of them; if your stop is hit you are out, if it isn’t youare still in, and either way you don’t have to be at the screen all day. However,there’s a bit more to it than that. There are a range of situations which canoccur during the day which might cause you to want to take some action beforethe close–
 1. The instrument has a massive move in your favour, then looks like it isrunning out of steam – maybe time to cash in.
 2. The instrument moves in your favour and you want to move your trailingstop loss in line with the move.
 3. The market as a whole moves adversely for you and you also assess that thelevel of risk you are now carrying is too much for you; you decide you wantto move the stop on the instrument closer to the current price.
 So, although automated stops are valuable tools to control risk, and may oftenbe sufficient, there will be some times when you need to check what is goingon during the day.
 As a general rule I try to check on prices a minimum of three times a day–
 1. the first time about an hour and a half after the open (9.30am), then
 2. in my lunch break (1.00pm), and then
 3. about an hour before the close (3.30pm).
 It is not always possible, it depends on other commitments, but this potentiallygives me three opportunities to see if I need to do anything. I would say I leaveeverything alone and just rely on my stops 90% of the time. The other 10% ofthe time I am generally right in taking some additional action; however oncein a while it becomes clear after the event that it would have been better toignore what was happening and leave everything alone.
 On the time frame most people use for spread betting, all positions should bemonitored at the end of the day. The main types of actions we are looking totake are–
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1. move a trailing stop if the instrument has moved in our favour and we wishto keep the position open,
 2. tighten a stop order if we want to lessen our risk on an instrument, and
 3. set an order to exit if we deem it is time to exit, possibly a limit order at aprofit target.
 Monitoring and controlling stops
 In addition to moving stops on open positions, as just described, it is alsoimportant to monitor all existing stops held on our spread betting platform; thisis a housekeeping task, but one that can easily catch people out–
 1. Make sure there are no stop or limit orders still held for positions that havebeen closed.
 2. Make sure that any stop or limit orders to exit current positions match thesize of the current positions; this is particularly relevant if you pyramidpositions moving in your favour; the initial stop will only cover the initialpositions, and as you add to the position it is essential that the wholeposition is covered by automated stops.
 Margin control
 It is our responsibility to ensure we have enough funds (margin) in our spreadbetting accounts to cover our open positions. Most firms provide facilities tomonitor this in real time. Most firms will send an email to alert a customer ifthe funds are too low for the positions that are currently held (a margin call);after that email there is usually a short grace period, but from that first emailthere is always the risk that the firm will start closing positions to free up funds.
 Who would you rather close your positions, your spread betting firm or you?
 The alternative to closing positions is to put more funds into the account, butyou need to respond to that email quickly if that is what you want to do.
 A margin call is a sign that something has gone wrong. You haven’t been incontrol of your spread betting. Either you had too many positions open or theyhave gone badly wrong. Could be time to exit, take a break, review your spreadbetting and regroup.
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Managing total exposure and leverage
 Let us say we have thought through how much we want to risk on each bet,and have decided we will risk 1% of our spread betting capital on each bet.
 How many bets can we have open at one time?
 The answer to that question depends partly on our appetite for risk and ourability to multi task. If we are risk averse and find it difficult to move stops inthe appropriate way when we are monitoring too many bets, then maybe wewill set ourselves an upper limit of 5 bets open at any one time. We may notmaximise our profits this way, but we will be staying within our comfort zoneand within our area of competence. If things go wrong we will lose more slowlythan if we were going full tilt.
 But what is full tilt? How will we define our maximum exposure?
 There is a well known formula that has been applied to a number of gamblingscenarios, referred to as Kelly’s formula. I am not going to go into a longcritique of Kelly’s formula in the context of spread betting, since for me it ispartly a way of confirming a rule of thumb on leverage which has worked forme personally.
 For reference, Kelly’s formula got its first mention in a scientific article writtenby J.L.Kelly Jr. entitled “A New Interpretation of Information Rate” publishedin July 1956 in Bell System Technical Journal pp 917-926.
 The formula has been used to identify bet size in some gambling games; forspread betting I use it as the first part of a two step process to determinemaximum exposure.
 Kelly’s formula
 The formula is:
 K (((B+1) * P)-1) / B
 Where,K the “Kelly” amount, the amount to be riskedB the ratio of the amount won on a winning bet to the
 amount lost on a losing betP the probability of a winning bet.
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Example
 Let us say that I win twice as much on a winning bet than I lose on a losingbet; and that it is 50/50 whether I win or lose.
 In this case K = ((2+1) * 0.5) – 1) / 2 = (1.5-1) / 2 = 0.25.
 How I use the formula for spread betting
 So in the first part of my process I reach the answer that 25% of my spreadbetting capital is the maximum in total I should have at risk at any time.
 In the second part of the process I adjust downwards since the parameters Ihave fed in are variable not fixed.
 OK, I have a track record of 2 to 1 average win to average loss, but that canfluctuate; and I have a 50% win/loss rate, but that can fluctuate. What if I amin the middle of a period where both parameters have dipped a little, albeit justtemporarily? So I adjust the 25% down to 20% to allow for this, I cap myexposure at 20% of my spread betting funds.
 If I am risking 1% per bet, this also caps the number of bets I can have open at20.
 What does that mean in terms of leverage?
 Let’s assume my risk per bet (both initial risk and risk via trailing stops) isusually between 2 and 3% of the price of the instrument, let’s assume 3%taking into account slippage and spreads. Dividing my maximum exposure bymy risk per bet (20/0.03 = 6.67) this means that, in this example, if I am atmaximum exposure (with my risk tolerance and my trading profile) I will haveexposure to instruments worth 6.67 times my spread betting funds. Roundingthis down let’s call it 6, and impose a cap of 6 times leverage on my spreadbetting. For most people, the appropriate figure is likely to be lower, in somecases much lower.
 This calculation ties neatly into the age old wisdom that 5 or 6 times leverageshould be the absolute maximum.
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Driving the leverage car
 It is a useful exercise to calculate the equivalent value of all your open bets,and compare them to your spread betting funds (i.e. to calculate your leverage).Here are some comments on various leverage figures you might come up withhaving done that calculation–
 • one or lessa good cap in your first year or if you have not yet learnt how to winconsistently
 • twotoo much unless you have started to win consistently, OK if you have
 • threefor many people this will be the maximum once they start to winconsistently, depending on personality, risk tolerance, level of experience,track record, and profile of trading
 • fiveyou may well be close to overtrading even if you have a good track record
 • sixyou are exceeding the speed limit, watch out
 • tenthe engine is overheating and the car can’t stand much more of this; slowdown!
 • fifteenyou have almost zero chance of survival; stop the car, take a break andregroup
 Over-trading
 Do you ever feel–
 • You need to place a bet because you haven’t placed one yet today, this week,or this month?
 • You need to place a bet because the last one went wrong, and you want toget back even?
 • Left out because you have no bet on?
 • You’re missing the action?
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• You sometimes place a bet just for the sake of it?
 If so, then it’s time to step back!
 It is OK not to place a bet.
 It is OK to stand aside.
 It is OK only to place a bet when you have a reason to.
 Placing spread bets can become addictive, always be on your guard againstover-trading. Winners are happy to wait on the side lines till the right betcomes along – one that fits in with their methodology. The methodology thatis their edge.
 Net long/short
 We need to adjust our overall position in the market to match current marketconditions. For instance, if we have multiple stock bets open it is important toknow how we would stand, net long or net short, if we held the equivalentvalue of the underlying instruments. In a raging bull market we might go 100%long and in a powerful bear market we might go 100% short, but in most othermarket conditions we will try to get somewhere between these two extremes.
 Diversification
 We are not aiming, like a long term investor, to build up a carefully balancedand diversified portfolio of positions. But we should be trying to avoid makinga series of bets that are just like one big bet that would exceed our limits onthe amount we want to risk on any one bet.
 Let’s say we have five open bets including three long bets, one on Xstrata, oneon Anglo American, one on BHP Billiton. That’s not very different from justhaving one big bet on Anglo American. They are all miners, they all respondto movements in certain commodity prices, they are highly correlated. Let ussay we now have two new potential up bets, one on Lonmin, another miner,another on CSR, a technology company. It might be time to have a go atsomething outside the mining sector?
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Standing aside
 A consistent theme in this book – it is always OK to stand aside.
 I know several successful spread bettors who as a matter of routine stand asideevery couple of months, even if it is just for a few days. No new bets for a littlewhile, closing down the open positions – a period of stillness, away from themarkets. They come back refreshed and are able to start again with a clearmind. Good times to stand aside, at least briefly, are after a losing month (toregroup), after a huge winning month (because overconfidence seems to leadinevitably to underperformance), or when you have something majorhappening in your life (which will prevent you from giving your spread bettingdue care and attention).
 And holidays – close everything down and take a well earned rest!
 Counterparty risk
 What happens if your spread betting firm goes bust?
 In theory the customer funds should be segregated, and you should be able toget your money back, subject to maxima applicable in current legislation. Inpractice, I prefer to split my spread betting funds over several accounts. I alsodraw funds out of them when they reach certain predefined values and put themoney to use elsewhere.
 Exceptional events
 There is always the risk of an exceptional event. You can be short an instrumentand a take over bid is tabled. You can be long an instrument and war breaksout. In these circumstances the markets will go wild and even if you haveautomated stops you will suffer extreme slippage on them and lose far morethan you had budgeted for.
 That is one of the dangers of extreme leverage. You will get hurt far more whenan exceptional event occurs.
 Potentially greater risk, but also potentially greater reward. I have been longseveral times when a takeover bid produced exceptional profits.
 If you want to play this game, you have to live with the risk of exceptionalevents. If you can’t stand the thought of the risk then maybe the game isn’t foryou.
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To manage the risk as best we can, we keep bet sizes, total exposure and ournet long/short position at appropriate levels, and automate our stops.
 Contingency planning
 Certain events that might cause us big problems we can think through inadvance, and try to develop contingency plans to deal with those events. Theevents may be local to us rather than being world events. As an example I havecontingency plans to cope with such things as:
 • a power failure,
 • my laptop malfunctioning,
 • serious illness/incapacity (do you really want your spread bet positions openwhile you are in hospital?),
 • a skewed distribution of winners/losers, and
 • a unique catastrophic market event.
 The plans may not be perfect, but at least I have thought through my responsesto these situations.
 Postscript
 This has been a long and complex chapter, on a complex but critical subject. Itcovers an area that winning spread bettors are good at. Losing spread bettorscan have winning streaks, but if they don’t manage risk properly sooner or laterthey will implode, never to be seen again.
 In the next chapter we look at developing a winning attitude and profile thesuccessful spread bettor.
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Spread betting is a difficult game. We learn the mechanics, we find set ups thatwork for us, we implement our set ups efficiently when they are triggered, wemanage our risk, we use appropriate money management, we stay in tune withthe markets. But two people with equal skills in all these areas will still producedifferent results.
 A small digression into professional golf (or your favourite sport): top golfersall have unbelievably good technique, but the consistent winners seem to beable to raise their game when it matters.
 At spread betting it takes some while to get to the stage where consistent profitsare achieved. Many people never get that far. The ones that do have masteredsomething more than the techniques of the game itself. They have masteredthemselves and have developed a winning attitude to the game.
 It’s hard to think of a sensible short cut, since part of the winning attitudecomes from having a track record of…winning.
 Success breeds success.
 More than most other games, spread betting is about cutting down on errorsand managing the downside. In cricketing terms it is about staying at the creaseand defending your wicket rather than trying to hit runs. Once in a while youwill get a loose ball that you can hit for four, and there will be plenty of safesingles, but you have to stay in to get that opportunity.
 You will be offered many alleged short cuts and “secrets of the game” as youtry to improve your spread betting results. The only secret is that there is nosecret. The markets themselves are, in the long run, our teachers, and we haveto serve our time as their pupils.
 Winning spread bettors that are able to call up a graph of their spread bettingprofits over the years can often find a point in time when the slope of the graphturned up, or more up, a defining moment when they seemed to come of ageas a spread bettor. That defining moment will have been triggered by differentthings for different people. Maybe a book, maybe a course, maybe a certainmarket experience in a series of market experiences, or maybe somethingoutside of trading.
 From a personal point of view one of the most helpful books I have ever readon this subject is the book by Mark Douglas referred to in the next chapter. Youmight also find the www.iitm.com web site interesting.
 This chapter concludes with a profile of the successful spread bettor.
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Profile of the successful spread bettor
 Successful spread bettors are quite distinctive; winners have a quite differentapproach to losers, which includes-
 1. having an edge,
 2. positive expectancy,
 3. having a game plan,
 4. being in control, and
 5. assuming responsibility.
 1. Having an edge
 Winners have an edge that is personal to them. They know what it is and theyexploit it – methodically. They can define their edge, and when their edge isavailable they act on it. An edge might be an in-depth knowledge of a stocksector, or mastery of a technical analysis indicator, or a particular tradingsystem based on directors dealing. But note that an edge that workssuccessfully for one person may be totally unsuitable for another.
 To find an edge that is right for you is not an overnight task. It takes time todevelop an edge and it is hard work, a process of trial and error that involvestaking some knocks on the way. As well as developing methods that work italso crucially involves developing methods that fit your personality and yourown personal risk profile.
 Summary: if you don’t have an edge – and recognise clearly what that edge is– you won’t make money spread betting.
 2. Positive expectancy
 Winners have a positive expectancy that is derived from their edge. In effectthey can quantify their edge. For a particular methodology they will know–
 1. the expected percentage of wins versus losses,
 2. the average size of a win, and
 3. the average size of a loss.
 From this they can derive their profit expectancy.
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For example, let us say that a methodology produces on average 6 winning betsfor every 4 losing bets; that for every £100 invested via this methodology theaverage win for the 6 winners will be £10 and the average loss for the 4 loserswill be £5. Then the expected outcome will be (60% x £10) minus (40% x £5)which comes to £4 profit for every £100 invested via this methodology. That isa positive expectancy (i.e. we will expect to win over the long run with thismethodology). We just keep on acting on our edge that gives us a positiveexpectancy, over and over again, and let the probabilities work in our favour.
 The two routes to positive expectancy are–
 1. Show often we win, and
 2. the relative size of our wins versus the relative size of our losses.
 What we feel comfortable with will depend a lot on us. Some people prefer todevelop an edge that generates a high percentage of winners; others arecomfortable with a much lower percentage of winners, provided their averagewin size is way more than their average loss size.
 To shed a bit more light on thisat this point: many of themost successful spread bettorsoperate with not much morethan 50% of their betswinning. It is perfectly possibleto be successful with as little as 40% of your bets winning – provided you keepthe wins relatively big and the losses relatively small.
 Many successful spread bettors target for their wins to be on average at least 3times as big as their losses, and in practice end up with well over 2 times. Youhave to develop an edge that is right for you. The edge has to fit your ownpersonal risk profile.
 Spread betting is a game of chance where you try to stack the odds in yourfavour and then wait for the law of averages to play itself out. With positiveexpectancy you will win in the long run although the outcome of any one betcannot be predicted.
 3. Having a game plan
 Winners have good plans. Plans of every shape and size. Long term plans, shortterm plans, written trading plans, exit plans – you name it, they have got itplanned. It is no accident that they win. They have worked out how to win in
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 26 Developing A Winning Attitude
 I personally like to use methodologiesthat win about 60% of the time, andthat is right for me, but there are manyconfigurations of this formula.

Page 281
						

their plans: they carry out their plans, then they review what they have doneafter the event to see whether there is anything to learn, to put in to their futureplans.
 OK, it’s an old cliché, but apt none the less–
 winners plan the trade then trade the plan
 4. Being in control
 Winners know that the outcome of any particular trade cannot be known. Butwhatever can be controlled in the process, winners control: from planning,through to implementation of the bet, through to monitoring, through to postbet evaluation. Winners seem to be in control of their destiny.
 5. Assuming responsibility
 Each spread bettor needs to come face to face with the truth that whateverhappens in their spread betting account is down to them. The power to succeedor fail rests entirely with them. It is a mark of successful spread bettors thatthey have come to terms with this truth.
 10 Rules for Profitable Spread Betting
 For those that like things summarised in rules, here are 10 that capture theessence of winning at this game–
 1. Have written plans and rules
 2. Never bet without an edge
 3. Only use methods that suit you
 4. Understand the rewards, risks and odds of your methods
 5. Stay in control of your betting and yourself
 6. Focus on planning your exits
 7. Don’t bet too much on any one bet, or in aggregate
 8. Stay in tune with the markets
 9. Monitor your performance, and adapt
 10. Accept it is down to you and no one else
 260
 The Financial Spread Betting Handbook

Page 282
						

Postscript
 In this chapter we have looked at developing a winning attitude, and profilesthe successful spread bettor. In the next chapter we look at continualdevelopment.
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Books
 These are the 25 books (out of several hundred) in my library that I believe havehad the biggest impact on my own spread betting performance:-
 Inter market analysis
 John J. Murphy: Intermarket Analysis: Profiting from Global MarketRelationships (John Wiley & Sons Inc., 2004)
 Technical analysis
 John J. Murphy: The Visual Investor: How to Spot Market Trends (John Wiley& Sons Inc., 1996)
 John J. Murphy: Technical Analysis of the Financial Markets: A ComprehensiveGuide to Trading Methods and Applications (New York Institute of Finance,1999)
 Introductions to trading
 Dr. Alexander Elder: Trading for a Living: Psychology Trading Tactics MoneyManagement (John Wiley & Sons Inc., 1993)
 Dr. Alexander Elder: Come into my Trading Room: A Complete Guide to Trading(John Wiley & Sons Inc., 2002)
 Developing trading systems
 Tushar S. Chande: Beyond Technical Analysis: How to Develop and Implementa Winning Trading System (John Wiley & Sons Inc., 2001)
 Bruce Babcock Jr.: The Business One Irwin Guide to Trading Systems (BusinessOne Irwin, 1989)
 Charles Le Beau & David W. Lucas: Technical Traders Guide to ComputerAnalysis of the Futures Market (McGraw-Hill 1992)
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Trading issues such as position sizing
 Van K. Tharp: Trade Your Way to Financial Freedom: Van Tharp’s Secrets toSearching for the Holy Grail in the Market, Finding a Trading System thatWorks for You, Selecting a Timeframe and Market (McGraw-Hill, 1999)
 Psychology and trading
 Mark Douglas: Trading in the Zone: Master the Market with Confidence,Discipline and a Winning Attitude (New York Institute of Finance, 2000)
 Interviews, autobiographies, biographies
 Jack D. Schwager: Market Wizards: Interviews with Top Traders (HarperBusiness, 1989)
 Jack D. Schwager: The New Market Wizards: Conversations with America’s TopTraders (Harper Business, 1992)
 Jack D. Schwager: Stock Market Wizards: Interviews with America’s Top StockTraders (John Wiley & Sons Inc., 2001)
 Nicholas Darvas: How I Made $2,000,000 in the Stock Market (HarrimanHouse, 2007)
 Edwin Lefevre: Reminiscences of a Stock Market Operator (John Wiley andSons, Inc., 1993, originally published in 1923 by George H. Doran andCompany)
 Specific techniques
 J. Welles Wilder Jr.: New Concepts in Technical Trading Systems (TrendResearch, 1978)
 Steve Nison: Japanese Candlestick Charting Techniques: A Contemporary Guideto the Ancient Investment Techniques of the Far East (New York Institute ofFinance, 2001)
 Steve Nison: Beyond Candlesticks: New Japanese Charting Techniques Revealed(John Wiley & Sons Inc., 1994)
 John Bollinger: Bollinger on Bollinger Bands (McGraw-Hill, 2002)
 Jeremy du Plessis: The Definitive Guide to Point and Figure: A Comprehensive
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Guide to the Theory and Practical Use of the Point and Figure Charting Method(Harriman House Publishing, 2005).
 Set ups
 Laurence A. Connors: Advanced Trading Strategies (M. Gordon PublishingGroup, 1998)
 David Landry: Dave Landry on Swing Trading (M. Gordon Publishing Group,2002)
 Jeff Cooper: Hit and Run Trading: The Short-Term Traders’ Bible (M. GordonPublishing Group, 1996)
 Jeff Cooper: Hit and Run Trading II: Capturing Explosive Short-Term Moves inStocks (M. Gordon Publishing Group 1998)
 Laurence A. Connors & Linda Bradford Raschke: Street Smarts: HighProbability Short Term Trading Strategies (M. Gordon Publishing Group, 1995)
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Courses
 There are many courses out there: on short term trading; on technical analysis;on spread betting. Some good value and some less so. I would stronglyrecommend you get feedback from previous participants before signing up toany of the really expensive ones.
 They can broadly be categorised by price–
 1. Freebies: introductions by spread betting firms to their products andservices, or tasters for the really expensive courses where you get a coupleof hours free tuition to see what you might get if you make a purchase. Theseare fine, but you may get quite a strong sales pitch at the end. Don’t goalong if you are the sort of person that might sign up just to avoidembarrassment.
 2. Minimally priced short seminars at exhibitions and conferences; can be ofvalue to the less experienced spread bettor.
 3. Short seminars run by magazines such as Investors Chronicle; usually goodvalue especially in the early days of trading.
 4. Low to medium priced courses: these tend to cost between £250 and £650for a day, depending on what is being taught and the credentials of thetutors. There are several good value courses out there, but talk to previousattendees, or read any articles or books the tutors may have written, toassess whether the course might be of value to you.
 5. High priced courses: these are often 2 or 3 day events priced anywhere from£1500 to £5000, although you may well encounter time-honoured marketingtechniques such as special discounts for early booking, so it might appearyou are saving £1000 or more. Let common sense prevail. Check out thecredentials of the tutors, get feedback from previous attendees, do a costbenefit analysis and consider alternatives. If your spread betting account isonly £3000 for instance, does spending £3000 on a course really makesense? Maybe you would be better off buying a dozen good trading books.And remember, more expensive doesn’t necessarily mean better.
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Magazines
 The weekly investment magazines from time to time carry articles or havespecial features of interest to spread bettors. For instance, on trading strategies,products, courses, books etc., as well as providing general backgroundinformation on the markets. The monthly magazine Traders’ is producedspecifically for short term traders and is of great interest to spread bettors.
 Web sites
 We have looked at many web sites during the course of this book. By the timeyou read this book, there will no doubt be several new and valuable sites toexplore.
 The final postscript….
 So, maybe now we can just catch sight of the path to the peak of Spread Bettingmountain. Congratulations for staying the course. We are not quite there yet,but maybe as we strive for continual improvement we may get a little closer.
 To quote from one of my all time favourite books–
 “Despite our constant pursuit of knowledge, the market itself assures thereis no shortcut to obtaining our final degree. In the end, it is experiencewhich is our ultimate teacher and there is no substitute. We can onlychoose the attitude with which we approach this process of learning totrade.”
 Street Smarts: High Probability Short Term Trading Strategies, Laurence A. Connors &Linda Bradford Raschke
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This appendix is intended to provide supplementary information on a numberof subjects which could not conveniently be covered in the body of the text.
 Examples of Basic Bets
 This is not a beginners book, but a few examples of basic bets are included foranyone that feels it would be useful to go over these as background reading.Most of the firms include such examples in their marketing material and ontheir websites.
 • October FTSE 100 is quoted at 5950p-5954p.
 • You think FTSE 100 is going down, so you sell October FTSE 100 at5950p £2 per point.
 • Three weeks later October FTSE 100 is quoted at 5880p-5884p.
 • You think FTSE 100 is due for a rally now and you decide to exit yourbet. You buy October FTSE 100 at 5884p £2 per point which closesyour open position.
 • You have made a profit of £132 (5950p-5884p times £2).
 • Vodafone rolling daily bet is quoted at 124.25p-124.5p.
 • You think Vodafone is oversold and is due to rally now. You buyVodafone rolling cash at 124.5p for £100 per point.
 • After 4 days Vodafone no longer looks like it’s going to rally and youno longer want to be long of it. The latest quote on the rolling dailybet is 122.25-122.5 and you sell Vodafone rolling cash at 122.25p for£100 per point which closes your open position.
 • You have made a loss of £225 (124.5p-122.25p times £100), plus theovernight interest you have been charged on the bet over the 4 days(reflected in adjusted opening positions each day) which comes toabout £9.
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Example 3
 Example 4
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 • The binary bet for FTSE 100 to be up on the day is trading at 55-60.
 • You believe it will close up, and take out a bet at £10 per point,buying at 60.
 • You are aware that if the FTSE does not close up on the day thebinary bet will be valued at 0, i.e. you will lose £600 (0-60 x £10);but if it does close up on the day the binary bet will be valued at 100,i.e. you will win £400 (100-60 x £10).
 • At 4.00 p.m. FTSE is struggling a few points below break even for theday and the binary bet is now priced at 58-63. You decide the risk ofholding on is not worth it, so you close your bet, selling at 58, for aloss of £20 (58-60 x £10).
 • October Barclays (a futures style bet) is quoted at 600-604.
 • You believe Barclays is heading down and you open a bet, £10 perpoint, selling at 600.
 • On 6 October, having held the bet for 5 weeks, you decide that thedowntrend which you correctly predicted is not going to last untilexpiry (with your spread betting firm expiry is on the thirdWednesday of the contract month), so you check the price and findOctober Barclays quoted at 577-580.
 • You buy for £10 per point at 580, closing your open position, andmaking £200 profit (600-580 x £10).

Page 296
						

Appendix
 275
 Spread Betting Glossary
 Spread betting terms (and trading terms) are not always clear or consistent. Thislist is not designed to be in any way comprehensive, but will hopefully clarifysome of the jargon for some people.
 ask price see offer
 bid price The price at which the spread betting firm /market maker buys and you sell
 buy You profit if the instrument goes up (see: up bet,long)
 contingent orders (also called if done orders): a mechanism bywhich first a stop or limit order is placed; then, ifand only if the order is triggered, a second orderis automatically set against the new position
 controlled risk bet A bet where the maximum loss is predefined (i.e.a bet with a guaranteed stop loss)
 cover To exit or buy back a short position
 down bet A bet where you profit if the instrument goesdown (see sell, short)
 fill Where your order is executed
 futures style bets bets structured like a futures contract, generallyexpiring at the next quarter (“near month”) or thequarter after that (“far month”). Some longerfutures style bets now in existence, expiring 9months or a year out
 guaranteed stop loss A stop loss where you are guaranteed to an exitprice (i.e. the key feature of a controlled risk bet)
 if done orders see contingent orders
 LIBOR London inter-bank offered rate, a short terminterest rate set by the Bank of England oftenused by spread betting firms as a base forcalculating finance charges for futures style bets
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 limit order An order to buy or sell if the market reaches aspecified price that is more favourable than thecurrent price
 long You profit if the instrument goes up (see buy, upbet)
 margin The amount of money you need in your accountto keep a bet open
 margin call Where you are advised by the spread betting firmthat you need to put more money into youraccount to fund your open bets
 OCO orders Mechanism for placing two orders at the sametime, one above and one below the market; if oneis triggered then the other is cancelled
 offer (offer price) The price at which the spread betting firm /market maker sells and you buy; sometimesreferred to as the ask or asking price
 pounds per point The usual way of describing the size of a bet; forinstance with UK shares one point equals onepenny so if you bet one pound per point you gainor lose one pound for every penny the sharemoves
 rollover The closing of an open bet and the opening of anew bet for the same amount at a point in time;typically incurs a charge for futures style bets
 sell You profit if the instrument goes down (see downbet, short)
 short You profit if the instrument goes down (see sell,down bet)
 spread The difference between the bid and the offer price
 stop / stop loss An order to buy or sell at a price that is lessfavourable than the current price; mainly used tolimit risk
 up bet You profit if the instrument goes up (see buy, long)
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 ADX
 I like this indicator, and in my view it deserves as much coverage as its betterknown relatives, such as RSI (out of the same stable). I refer to ADX on anumber of occasions and therefore provide a little additional information on ithere.
 The Average Directional Movement (ADX) was first presented in WellesWilder’s book, New Concepts in Technical Trading Systems (Trend Research,1978). The calculations are quite complex, but the concepts fairlystraightforward. Simply put, directional movement is that part of a price barwhich is outside the previous price bar’s range.
 Using a daily price bar as an example,
 • positive directional movement (DM+) is the price action that is aboveyesterday’s high,
 • negative directional movement (DM-) is the price action that is belowyesterday’s low.
 Inside days (today’s range is within yesterday’s range) are assumed to have zerodirectional movement. Outside days (today’s high is higher than yesterday’shigh and today’s low is lower than yesterday’s low) are deemed to have eitherpositive or negative directional movement (not both) depending on which islarger. Any gaps up or down are included in the relevant DM+ or DM-calculations.
 To be able to compare directional movement across instruments with varyingprices DM+ and DM- are divided by the range of today’s price action (includingany gaps) converting all action to a 0 to 100 scale.
 To smooth the data an average is taken over a series of days, usually between10 and 18, the most common being 14. These averaged figures are usuallyreferred to as DI+ and DI-. Again, the smoothed figures will lie on a scalebetween 0 and 100. A high DI+ figure will indicate strong positive directionalmovement over the period, a high DI- figure will indicate strong negativedirectional movement over the period. In an uptrend DI+ will be greater thanDI-; in a downtrend DI- will be greater than DI+.
 And now, the really neat bit…
 The difference between DI+ and DI- will indicate the strength of the trend. Thebigger the difference the stronger the trend. In a strong uptrend, not only will
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DI+ be high, DI- will also often be low; in a strong downtrend, not only willDI- be high, DI+ will also often be low. And this difference between DI+ andDI- is called ADX, Average Directional Movement. It too lies on a scale of 0 –100.
 Assigning a cut off of 30 for ADX, we can define an uptrend to be in place ifADX is above 30 and DI+ is above DI-; we can define a downtrend to be inplace if ADX is above 30 and DI- is above DI+. Note that the ADX readingabove 30 does not tell us the direction of the trend only the strength. We lookto the relative readings of DI+ and DI- to tell us whether it is an uptrend or adowntrend (which should also of course be confirmed by visual inspection).
 Welles Wilder’s book has worksheets for calculating all the relevant figures.However these days we are fortunate that most investment software willcalculate and plot them for us.
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Support and Resistance
 I refer to support and resistance on a number of occasions, and provide a fewfurther thoughts on the subject here.
 One useful way to visualise the concept of support and resistance is to imaginebattle lines between two warring parties–
 • the bulls who are trying to push prices up, and
 • the bears, who are trying to push prices down.
 As the battle ebbs and flows, eventually a point will be reached where the bullscan push prices up no further, and the bears will succeed in pushing prices backdown again. Another point will be reached later where the bears can pushprices down no further, and the bulls will succeed in pushing prices back upagain. These two points represent resistance and support.
 Now imagine the battle returns to that same point, where the bears overcamethe bulls before (the point of resistance), and once again the bears win the day,pushing prices down once more from that point. The resistance point hasbecome stronger.
 And then, later, the battle returns to the same point where the bulls overcamethe bears before, the point of support, and once again the bulls win the day,pushing prices up once more from that point. The support point has becomestronger.
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Betting via Exchanges
 Although betting exchanges haven’t yet taken off for financial instruments, itmight do one day, and experienced spread bettors will want to monitor thegrowth of this as a possible alternative to financial spread betting. At this pointI offer a few introductory comments, in case.
 How it works
 Betting exchanges are a recent phenomenon, but rapidly expandingparticularly in the sports betting arena. Since they represent a realisticsubstitute for spread betting for some customers, they are in this respect anadditional competitive threat to the spread betting firms. This should addfurther momentum to the moves towards better spreads and enhanced servicesfor spread betting customers.
 With a traditional bookie, we as customers go head to head with the bookie. Anet loss for the customers means a net win for the bookie, and vice versa. In abetting exchange customers bet against each other; the firm owning theexchange merely matches customers against each other. The bets themselvesare zero sum (pre commission), for every £1 won by a customer there will be£1 lost by another customer, and the firm supplying the exchange neither winsnor loses. Where the firm makes its money is through commission – typicallycharging the winners 5%. If you lose a bet, or your bet can’t be matched withanother customer you are charged no commission.
 Benefits and risks of this type of betting
 It is worth looking at the advantages of this type of betting compared totraditional fixed odds betting with a bookie.
 1. You get to choose the odds you want – the exchange will accept your betrequest at that price providing they can find someone willing to take theother side – i.e. provided they can match your bet with another customer (orcustomers).
 2. The odds on an exchange are usually significantly better than the odds youcan get with a traditional bookie.
 3. As well as “backing,” (i.e. betting on an event happening), you can also “lay”(i.e. bet on an event not happening); in other words, you can take thebookies side of the transaction.
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4. You can bet “in play”, i.e. you can close bets for a profit or a loss in themiddle of an event.
 For an experienced spread bettor, the betting exchange offers a potentially newhunting ground with a number of advantages–
 1. losses limited to size of stake, with no hidden extras (no commission onlosing bets)
 2. no spread betting firm spreads
 3. odds generally competitive when compared to binary bets
 4. no slippage and no re-quotes – what you see is what you get
 5. other customers are involved in setting prices, as opposed to theprofessionals in the spread betting firms, so there are some bargains outthere
 6. you can utilise many of your usual spread betting entry techniques toestablish when you want to bet on financial instruments in the exchanges
 7. you can “trade” sports odds: simple example, take golf, the Open, you findone of the top players being quoted at 12.5 to back, pre tournament. Youback. He makes the cut, and the quote is now 10.5. You can close out for aprofit. You have traded the movement in the odds rather than backing theplayer all the way to the finish.
 Possible disadvantages at the moment–
 1. no leverage, so more funds required to trade equivalent size
 2. upside limited to odds of original stake, however still possible to establishrisk reward ratios to match personal preferences
 3. commission paid on 5% of winnings – gross winnings not net winnings; thiscan amount to more than the spread betting firms’ spreads
 4. coverage much less than spread betting, good on the sports side, but minimalon financial instruments
 5. potential liquidity issues except on the most popular bets
 Overall, this is a fairly new market; but potentially of great interest to awinning sports spread bettor, and perhaps one day of interest to the winningfinancial spread bettor.
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Directory Of Spread Betting Firms
 The number of suppliers is growing and changing. As I wrote this book therewere several new entrants. This list will therefore not be definitive, I offer it asa starting point for your research.
 Spread betting
 Alpesh Patel: www.alpeshpatelspreads.com
 Cantor Index: www.cantorindex.co.uk
 Capital Spreads: www.capitalspreads.com
 City Index: www.cityindex.co.uk
 CMC Markets: www.cmcmarkets.co.uk
 Easy2spreadbet: www.easy2spreadbet.com
 E*TRADE: www.etradespreadbetting.com
 Finspreads: www.finspreads.com
 FuturesBetting.com: www.futuresbetting.com
 Global Trader: www.gt247.com
 iDealing.com: www.idealing.com
 IG Index: www.igindex.co.uk
 Man Spread Trading: www.manspreadtrading.com
 Sporting Index: www.sportingindex.com (sports)
 Spreadex: www.spreadex.com
 Barclays Stockbrokers: www.stockbrokers.barclays.co.uk/spreadtrading
 TD Waterhouse: www.tdwaterhousespreadbetting.co.uk
 Tradindex.com: www.tradindex.com
 TwoWay Spreads: www.twowayspreads.com
 WorldSpreads: www.worldspreads.com
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Fixed odds
 An (increasing) number of the providers above also offer binary bets or fixedodds bets. Here are some additional web sites of firms offering binary bettingor fixed odds betting…
 BetOnMarkets.co.uk: www.betonmarkets.co.uk
 binarybet.com: www.binarybet.com
 Blue Square: www.bluesq.com
 Finally, here are some betting exchanges, if that is the way you have decidedto go….
 Betfair: www.betfair.com
 intrade: www.intrade.com
 Mansion: www.mansion.com (sports)
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 ADX indicators 141–2, 150–1, 277–8algorithms, money management 228annual trading plans 227–8, 241arbitrage 201, 207–8ATR (Average True Range) 83, 85, 88automated stop orders 108–10available time 121Average True Range (ATR) 83, 85, 88averages see moving averagesaway from PC 24
 Bbacking up data 16bar charts 123–4Base Camp 3beliefs 222–3, 228benefits of betting exchanges 280–1bet examples 273–4bet re-entry 175–8bet selection 147–56
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 errors 70–1examples 160, 161–2risk 160staging entry 162–3whole bet in one go 162–3
 bets going against us 167bets going nowhere 167
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 Index
 bets going our way 168betting as company results come out194–5betting exchanges 280–1betting exchanges xix 47betting on
 blow offs 198–9candlesticks 183–5divergence 185–7false break outs 196–7gaps 185, 191–4reversals 179–87
 betting on trendbet sizes 157–63selecting bet 147–56strategies 129–46technique combination 149–50
 betting types 43–7binary betting 46–7daily bets 44examples 44, 46future style comparison 46rolling daily 45–6
 binary betting 34, 46–7, 199–202getting an edge 201–2limited downside 200–1popularity 199–200taking a punt 201
 biographies 266blow offs 198–9bond markets 33books 257, 265–7, 278break outs 134, 196–7breaks 24buy-and-hold instruments 56buying
 computers 14–15support 181–3
 Ccancelling orders 110candlesticks
 betting on 183–5charts 124
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 exiting bets 172case studies
 mistiming exits 72–3out of control errors 74–5personal strategies 223wrong bet size 70–1
 caveatsstop losses 82technical analysis 136
 character 221charts
 bar charts 123–4point and figure charts 144visual inspection 146
 Chicago Board Options ExchangeVolatility Index (VIX) 33choosing
 spread betting firms 5–10spread betting type 41–7
 climbing the mountain 117closing bets see exiting betsclosing times, US markets 108commodity markets 31–2common binary betting 200common errors 67–77competition, markets 63–4compulsory stop losses 108computers 11
 away from PC 24buying 14–15existing 13–14recommendations 14
 contingency planning 253contingent orders 96, 98continual development 263–9
 books 265–7courses 268magazines 269
 control 260marginal control 247planning 225–32records 233–6reviews 237–41risk management 243–53stops 247
 controversial issues 59–66
 corrections, trends 154costs
 cost of carry 43intraday price data 21trading software 19transactions xviii
 counterparty risk 252countertrend strategies 124–6courses 268cumulative profit 240currency exposure xviiicurrency markets 32, 39currency pairs 32
 Ddaily bar charts 123daily bets 44daily planning routines 229daily set ups 152–5data
 backing up 16Level 2 data 23–4price data 21–4
 Deal4free 7–8delayed stop loss 84delta neutral strategies 127, 207–14development of self 263–9developments in betting 65diaries 236, 241direct share investment 55directional philosophy 227–8directories, spread betting firms 10,282discipline 121dispute resolution 110–11divergence, betting on 185–7diversification 251Douglas, Mark 257down bets 53–4, 211down trends 125, 126, 133, 143down.../up.../out... 183downside 200–1
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 Eedge
 binary betting 201–2having an edge 258meaning 69methodology 69
 eighteen-month high 140–1emotional instability 76–7end of day 108entering bets 93–100
 entry triggers 155–6orders 98, 99plans 227–8stop orders 94–5
 errors 67–89emotional instability 76–7irresponsibility 77mistiming exits 72–3no edge 69no planning 69–70no risk management 71–2not in tune with markets 75out of control 74–5running before walking 75–6wrong bet size 70–1
 examplesbasic bets 273–4bet sizes 160, 161–2betting on gaps 192–4betting types 44, 46exiting bets 173–4Kelly's formula 249pairs trading 210–12rolling daily betting 59–60timescales 52–4trade selection 153–5trailing stop loss 170–1
 exceptional events 252–3exchange betting 280–1exiting bets 93–100, 165–74
 candlestick patterns 172examples 173–4indicator divergence 172orders 98–9
 quality 241stop orders 94–5at targets 169technical analysis 172–4volume divergence 172warning signs 172
 expectancy 258–9experience 122exposure
 currency xviiidown bets/up bets 211
 extremely short timescales 51
 Ffalse break outs 196–7filtering lists 152–3fixed odds betting 34, 200, 202, 283functionality, trading software 19funds transfer 112future of betting 65futures style betting 43–4, 63
 rolling daily comparison 46, 52–4
 Ggame plans 259–60gaps
 betting on 185, 191–4example 192–4
 glossary 275–6goals 227guaranteed stop loss orders 95
 Hhardware 11, 13–15hedging 57–66
 advanced strategies 213position taking 60–1real life 64–5
 highest high stops 85–6, 89highs and lows
 2-month 154
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 12-month 151holidays 24
 Iidentification
 daily set ups 152–5trends 129, 135–46
 IG Index 7, 34in and out within a day strategy189–203
 binary betting 199–202blow offs 198–9company results coming in 194–5false break outs 196–7intraday bets 191opening gaps 191–4time necessity 191trading company results 194–5
 in tune with markets 75, 245indicators
 ADX 141–2exiting bets 172oscillators 138–9rate of change indicators 139,
 186indices 33, 34, 39information availability 25–6instant stop loss 84instruments 29–40
 choices 43key tests 34–9liquidity 36long term buy-and-hold 56performance 144–6ShareScope methodology 36volatility 34–8weekly shortlist 154
 interest 59–60interest rate futures 33Internet connection 15interviews 266intraday bets 191intraday price data 21–2intraday strategies 191, 202
 irresponsibility errors 77
 KKelly's formula 248–9key tests, instruments 34–9
 Llength of bets 121Level 2 data 23–4leverage xviii 248, 249–50limit orders 93–4, 98limited downside 200–1liquidity 36lists, filtering 152–3long position 45long timescales 52long-term buy-and-hold instruments56long/short 251, 276losses 79–89
 automated 83delayed 84instant 84mental 83moving stops 88–9placing stops 84–6stop or no stop? 81–2‘they want you to lose’ argument
 59–61time stop 87tips 87see also profit/losses; stop losses
 lowest low stops 85–6, 89lows see highs and lowslunchtime 108
 Mmagazines 25, 269management
 exposure 248–51see also risk management

Page 312
						

291
 Index
 marginal control 247margining position 112markets 31–4
 beliefs 222–3bonds 33commodities 31–2competition 63–4currencies 32, 39directional philosophy 227–8indices 33, 34, 39maker activity 109not in tune with 75on offer 100opening 107options 33orders 93, 98origins/growth 7–8pricing 61sectors 34selection 227–8stocks 33, 39in tune with 75, 245USA 108volatility 34–6
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 edge 69ShareScope 36trade selection 149–56your own 149
 mission 227mistiming exits 72–3money management algorithms 228money stops 86, 89monitoring
 positions 246–7stops 247
 monthly reviews 239–40moving averages 85, 89, 136–8moving stops 88–9
 Nnet long/short 251, 276newsletters 25no planning, effects 69–70
 Oobjectives 227OCO (one cancels the other) orders96, 98, 276official prices 61–2one cancels the other (OCO) orders96, 98, 276opening account plan 9–10opening bets see entering betsopening gaps see gapsopportunities and threats (SWOT)227options markets 33options models 201orders
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 Ppairs trading 209–12
 example 210–12PCs see computersperformance
 instruments 144–6measurement 240over period 240–1
 periodic reviews 235–6personal strategies 219–24
 account size 222beliefs 222–3case study 223risk attitude 224
 phoning in bets 105–7, 235placement
 on line 103–5orders 103–8by phone 105–7stop losses 82–3, 84–6timing 107–8
 planning 225–32annual plans 227–8, 241contingency planning 253daily routines 229game plans 259–60weekly routines 229
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 data 21–4stop losses 109
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 cumulative profit 240monthly reviews 239–40plans 228see also losses
 profitable betting rules 260programs, trading software 20psychological diaries 236, 241psychological rules 228psychology books 266pullbacks 134
 Qquality of exits 241quarterly reviews 240–1
 Rrate of change indicators 139, 186raw data analysis 123–4re-entering bet 175–8, 228re-quotes 104–5real time intraday data 21, 22–3reality prices 61–2reason for bet disappears 167–8records
 keeping 233–6periodic reviews 235–6
 relative strength 144–6, 151resistance see support and resistanceresistance zones 181–3resources 17–27, 121responsibility 260reversals, betting on 179–87reviews
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 risk management 71–2, 126, 228,243–53rolling daily betting 8, 45–6
 example 59–60future-style comparison 52–4
 route to summit 217routines 228
 see also planningrunning accounts 103–13running before walking errors 75–6
 Ssampling 235sector betting 34selection
 bets 147–56betting firms 8–9markets 227–8
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 concepts 131–46delta neutral strategies 127, 207–
 14hedging 213intraday strategies 191, 202mastery 127one at a time 127in and out within a day 189–203pairs trading 209–12personal preferences 121–2, 219–
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 Uup bets 53–4, 211up trends 125, 126, 135, 143
 definitions 132up.../down.../out... 182–3US markets, closing times 108
 Vvery long timescales 54–6visual inspection of charts 146VIX (Chicago Board OptionsExchange Volatility Index) 33volatility
 levels 35markets 34–6spreads comparison 37–8VIX 33
 volume, exiting bets 172
 Wwarning signs 172weaknesses (SWOT) 151, 227websites 269
 books 257computers 15cost of carry 43fixed odds betting 283Internet connection 15spread betting firms 282
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 Wilder, Welles 278winning/losing 59–61, 255–61
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