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TRADING RULE # 1
Know cur r ent mar ket condit ions
bef or e t r ading
Before placing a trade, the first question that I ask is:
"What isdirection of the current market trend?"

If your goal is
t o earn
money from
t he financial
market s,
don't fight
t he general
market t rend.

Why? Because historical data has shown that 3 out of 4
stocks tend to follow the overall trend of the market.
The never-ending stream of financial news means little to
me personally until I have seen a chart of the market's
major index. Before placing a trade in the U.S. stock
market, know the current state of the S&P 500 index. I
examine the S&P 500 index chart in all relevant time
frames to fully understand the state of the broader
market.
Many of history's top traders understood the importance
of waiting for a general market uptrend before pyramiding
their capital into the day's leading stocks. When the
market signals a new uptrend, I begin buying (or adding)
positions in leading stocks within the leading industry
groups within the leading sector(s). When the S&P 500
enters a new major downtrend, I begin to lighten up my
exposure by locking in gains and raising my stop losses.
If your goal is to earn money from the markets, don't fight
the general market trend. Instead, let the trend become
your profitable friend!
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TRADING RULE # 2
Pl an your t r ade and t r ade your
pl an
Most traders fail because they don?t have a trading plan.
And because they don?t have a trading plan, they are held
hostage by their emotions, which inevitably leads to losses
in the markets.

By
developing a
t rading plan,
you can
cont rol your
emot ions and
conquer your
fears of
t rading.

You may be surprised to learn that most traders do not
have a plan or strategy. This is because many retail traders
approach trading as a hobby and, therefore, don?t invest
the necessary time and energy to develop their entry and
exit strategy along with a set of money management rules,
such as using stop loss orders. Additionally, most traders
don?t review their gains and losses so they are unable to
learn from their mistakes and their failures.
Without a consistent trading plan that includes money
management rules, most traders are usually nervous about
their trades and lack confidence, which leads them to
second guess their trades. This, of course, explains why so
many traders lose money in the markets.
By developing a trading plan, you can control your
emotions and conquer your fears of trading.
Put simply, trading according to a strict trading plan
prevents your emotions from keeping you out of the
market when you should be in, and in the market when you
should be out.
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TRADING RULE # 3
Avoid l ow vol ume st ocks

W hen a st ock
t rades on low
daily average
volume, it is a
sign t hat
t here is less
int erest in
t hat issue
t han anot her
st ock wit h
larger
amount s of
volume.

I prefer to trade stocks with at least 400,000 shares in
average daily volume. If the stock price is less than $5.00,
then I raise my minimum volume requirement to 1 million
shares. However, remember that the level of a stock?s
volume provides us with an instant look at the current level
of interest in that particular stock. When a stock trades on
low daily average volume, it is a sign that there is less
interest in that issue than another stock with larger
amounts of volume.
While it is true that stocks with low volume carry a greater
potential for large moves, these moves are much more
difficult to identify in advance, compared to stocks that
trade on higher volume. Additionally, stocks that trade on
low volume are often more difficult to sell (or liquidate)
than their higher volume counterparts. If, for example, a
trader earns a nice profit on a low volume stock and
decides to sell the stock, it can take many minutes, hours,
and even days to sell - all depending on the amount of the
volume the stock carries.
By the time the order is finally completed, the price could
be higher or lower than the trader had initially expected.
So, do yourself a favor and up the odds of your success by
focusing your trading efforts on stocks that are more liquid
with good and consistent amounts of daily volume.
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TRADING RULE # 4
Keep a t r ading j our nal
Over the past 20 years of my trading career, I have
learned the absolute importance of keeping a record of my
trading activity. Without a record, or a journal, of your
previous trades, it can be difficult to remember which
strategies worked, and which ones didn?t.

All funct ioning
syst ems
require a
feedback loop
t o make
meaningful
improvement s.

All functioning systems need some type of feedback loop
in order to make meaningful improvements. For example,
employees of most companies must complete an annual
performance review in which their boss sits them down
and tells them what they?ve done well and what they can
improve on.
Your progress as a stock trader is no different. A feedback
loop is crucial so you can make adjustments and
improvements. One definition of insanity is doing the
same thing over and over and expecting different results
each time. If you trade securities without any feedback, I?d
say you're bordering on insanity (especially if you keep
seeing your trading balance decrease!).
Your feedback loop should take the form of a trading
journal in which you record all your trades. After each
position closes, you can return to the journal entry to
discover what you did right or wrong.
You may be surprised at what you uncover.
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TRADING RULE # 5
Al ways use st op l oss or der s
One of the most common trading catchphrases is, ?Cut
your losses short and let your winners run."

Cut your
losses and let
your winners
run!

Put simply, this popular phrase emphasizes the
importance of not selling a stock too quickly when it is
rising, as well as not holding on to a stock when it's price is
tanking. While this may sound obvious, it is often much
easier said than done. After all, if you are trader, how
many times have you sold a stock, only to later watch it
continue rising in price, or held onto a losing stock only to
watch it fall further in value?
If this describes you, you can break the frustrating and
vicious cycle. How? With stop loss orders.
As its name suggests, a stop loss order, like a market or
limit order, is a specific order type that instructs your
broker to automatically sell your stock if it falls to a price
as specified by you.
Before I buy any stock, I first determine two very
important things: My preferred entry price and my
maximum loss threshold. Once I actually place a trade to
buy a stock and the trade executes, I immediately place a
stop loss order telling my broker to sell the stock if it falls
below a certain price.
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TRADING RULE # 6
pyr amid int o your posit ions but
don't AVERAGE DOWN
One of the most important lessons I learned early on in
trading was to never "average down", but instead to
"average up." Put simply, averaging down is an old
investing idea that says that you should add more shares
to your trading position if the stock goes below your initial
purchase price so as to improve your overall cost basis.

Don't fall
vict im t o
buying more
shares of a
losing t rade.

For example, if you purchase a stock at $50/ share and it
immediately drops to $48/ share, the "average down"
crowd would encourage you to add more. This is a
dangerous idea and directly conflicts with the "pyramiding"
(or "averaging up") strategy employed by many of the
greatest traders of the past century.
Instead of adding more shares when a stock I am trading
goes down, I usually sell it! When I buy a stock, I am
speculating that it will rise, not fall, in price! Inversely, if
the stock I have purchased rises above my entry price, it is
only then that I add more.
Don't fall victim to buying more shares of a losing trade. It
will not only hurt your trading account, it will set a poor
psychological precedent for the future. Instead, only add
more shares (or "average up") when you are right. This type
of discipline will serve to magnify your gains when you are
right and limit your losses when you are wrong.
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TRADING RULE # 7
Avoid opening a new posit ion in
t he f ir st 30 minut es of t he
t r ading day

My favorit e
t ime t o buy
st ocks is in
t he final 30
minut es of
t he t rading
session. My
favorit e t ime
t o sell is in
t he first 30
minut es of
t he t rading
session.

This is a rule that I came up with about five years into my
trading career as I began to notice an extreme amount of
volatility in the first 30 minutes of every trading day. After
conducting some backtests on trading in the first 30
minutes, my results were astonishingly clear: Avoid buying
stocks in the first 30 minutes of the trading day!
Why? From my own research, I realized that the excessive
amounts of volatility in the first 30 minutes of the daily
trading session was due primarily to trade executions
initiated in the pre-market hours, as well as many random
market orders being filled right as the market opens. This
onslaught of trade executions upon the market's open
serves to temporarily distort prices. Once the early spike
in orders slows down, usually by the end the of the first 30
minutes, the price action typically becomes much more
smooth and predictable, allowing for better trade
executions.
While I rarely add a new position in the first 30 minutes of
the market's open, I do often sell during that time. In fact,
my favorite time to buy stocks is in the final 30 minutes of
the trading session and my favorite time to sell stocks is in
the first 30 minutes of the trading session.
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TRADING RULE # 8
if you have a smal l t r ading
account , consider opt ions, not
penny st ocks

New t raders
wit h small
t rading
balances
should focus
on buying call
opt ions on
high-qualit y
st ocks
inst ead of
risking
everyt hing
on penny
st ocks.

After coaching many new traders over the years, I have
found that most face the same problem: A small amount
of trading capital. When you don't have much money to
trade with, cheap penny stocks (stocks that trade for less
than $5.00/ share) look attractive. After all, it seems
much more realistic for a cheap $1.00 stock to double
than for a $50 stock to double. But this reasoning is faulty
as witnessed by the number of penny stocks that fail every
year.
If you have a small trading balance and are tempted to
focus your efforts on buying penny stocks, DON'T.
Why? Because penny stocks are cheap for a reason, and
they are much more likely to fall in price than to rise in
price over time. You are much better off to invest some
time learning about options trading. When used properly,
options are far less risky than penny stocks and can give
you exposure to higher-quality companies for a fraction of
the price.
Put simply, new traders with small trading balances should
focus on buying call options on high-quality stocks instead
of risking everything on penny stocks.
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TRADING RULE # 9
avoid st ocks t r ading bel ow a
decl ining 200 dma l ine

I prefer t o
t rade st ocks
in clear
upt rends,
t rading above
a rising 200
DMA line.

The 200 DMA (200-day moving average) line is a
powerful metric that many financial institutions and hedge
funds add into their trading algorithms. Most smart
traders avoid stocks trading below their 200 DMA. But
that caution is even more pronounced if the stock is
trading below a declining 200 DMA.
There are only a handful of situations where I would
consider trading a stock that sits below a declining 200
DMA line. A couple of these situations include:
1. If I am seeking a stock to sell short.
2. If the stock chart has formed a clear bottoming pattern
and appears to be rising on strength.
It is tempting to trade stocks that are at, or near, their
all-time lows. But most bottom-feeders rarely get lucky. In
fact, trying to successfully buy stocks locked in brutal
downtrends is a lot like trying to catch a falling knife.
Somebody usually gets hurt. Many traders have seen their
trading capital get wiped out by chasing downtrending
stocks further down in price.
I prefer to trade stocks in clear uptrends, trading above a
rising 200 DMA line.
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TRADING

RULE

# 10

Paper t r ade, paper t r ade, paper
t r ade!

W hile no
amount of
paper t rading
can prepare
you for t he
emot ions
t hat you will
experience
when t rading
real money, it
can help you
fine-t une
your t rading
plan.

ht t p:://followt hemoney.com

Before using your own hard-earned money to speculate on
Wall Street, I strongly advise that you first test out your
trading plan on paper for a period of months. In other
words, act as if you are really trading and record your
trades on paper. When your trading plan tells you to sell,
close out the trade on paper and check your results.
While no amount of paper trading can prepare you for the
raw emotions that you will experience when trading real
money, it can help you fine-tune your trading plan.
Even better than simply recording your imaginary trades
on paper, commit to learning from both your paper trading
successes and failures.
Once you place real money on the line, the experiences
and lessons you have learned from months of paper
trading with your own trading plan will serve to give you
confidence in your decisions.
There are several free online paper trading systems that
can accurately simulate the market's action and give you a
"feel" for trading before you commit your own hard-earned
money. Do yourself a favor and paper trade your trading
plan for a minimum of 90 days before placing your first
real trade.

info@followt hemoney.com

Li mi ted Ti me Of f er
GET 10%OFF
any
Fol l ow th emoney.com
M embersh i p
Use Coupon Code:

NEWSLETTER19
CHOOSE YOUR PLA N

About Followt hemoney.com
FollowtheMoney.com is an independent investment research firm led by
Christian economist, investor, and best-selling author, Jerry Robinson. Our
nationwide team of financial experts boast a combined 203 years of
experience in the financial markets.
Since 2010, more than one million FollowtheMoney.com readers and
premium members from around the globe have enjoyed our profitable and
cutting-edge investing insights.
We t rade based on t rends, not opinions. Market opinion and sales hype are a
dime a dozen and can quickly lead investors to the poorhouse. Instead of
relying on opinion, we follow trends.
We st ay on t he right side of t he t rend. When the trend begins to rise, we get
in. When the uptrend ends, we sell. (We also provide our premium members
with actionable strategiesfor profiting in a downtrend.)
Our premium members receive real-time actionable ideas and strategies
designed to exploit both short-term and long-term trends.

IM PORTANT DISCLAIM ER:
FOLLOW THE M ONEY'S SM ARTSCORE RATINGS, CHARTS, AND COM M ENTARY
ARE PROVIDED SOLELY FOR INFORM ATIONAL AND EDUCATIONAL PURPOSES.
CONTACT A FINANCIAL PROFESSIONAL BEFORE M AKING ANY FINANCIAL
DECISIONS. FOLLOW THEM ONEY.COM , AND ITS SUBSIDIARIES SHALL NOT BE
HELD LIABLE FOR ANY INVESTM ENT DECISIONS EM PLOYED BY OUR M EM BERS.
AS ALWAYS, INVEST AND TRADE AT YOUR OW N RISK!
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