THE ART OF TRADING THE JAPANESE YEN
SECRETS OF SYSTEM DEVELOPING AND TRADING 
 By Larry Williams
Over 20 years ago, I uncovered an amazing little secret that I have been trying to disprove 
ever since and so have subscribers.

The ”secret” is that effective commodity systems do better without a protective stop loss, than
with one if they are not reversal systems. It is strange, but true.  If you have a system that is 
always in the market…and does a decent job of it…you cannot improve its performance
by tinkering around with tighter money management stops! 

I will re-iterate the point.  If you have a decent system forget about ”improving” it with a
protective dollar risk stop loss.  The reason I have repeated this point is that I find myself, 
20 years later, still trying to twist and improve systems with protective stops.  They continue 
not making much difference and usually hurt system performance. 

 Many subscribers have written, called or cancelled their subscriptions, because our stops
 ”are so big”.  About that, they are correct.  Our stop and reverse points are a good distance
away from the market … but... it works better that way. 

As strange as it seems…for 20 years, I have kept trying to improve good systems by using
 money management stops. They have yet to make much difference.  What you gain in protections, 
you lose in accuracy and profit per trade.  Typically a $ stop will cut your % on winning trades by
10% to 15% and top your average profit-per-trade up by 1/3.  What you get, for what you lose,
 is not worth it. 

 Here’s the proof:  results of a system I have been working on this past week for short term trading
 in Coffee.  Notice that as the stop gets larger, the accuracy  net profits and total dollars won all
 increase!!  At the same time, drawdown on the $1,000 stop of $12,553 gets bumped up to $14,855,
 with a $4,500 stop, but you make almost $30,000 more!  
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THE SECOND SECRET 
This one is even wilder…you cannot improve, appreciably, a good system by using targets. 

Go ahead, re-read what I just wrote just for you.  The knack of a trend following system’s ability to
 make money is that it catches some really big trend moves.  Those large wins pay off all the little losses. 

We all know the rule - let your profits run - and it is proven when you try to add targets (cutting your
profits short) with objectives.  This also bothers new traders.  They want to take profits or get out once
 price hits some magic number, a Gann line, Cyclical window, support/resistance or the like. 

 For 20 years, my studies keep coming back with the same answer…you dampen the efficiency of a
system by using fixed targets.  I am certain that few, if any, subscribers will be able to ride our big winners 
all the way.  The recent bases-loaded home run we scored in the currencies is a good case in point. 

You would think our phones would be ringing off the hook with people talking about their profits. 
 That, Red Ryder, is not the case.  People are calling up wanting to know ”where to get back in”. 

There have been more changes in the market places in the last 18 months, than the last 18 years
combined.  The advent of the Internet and online trading has taken the industry and traders by storm.
The results are three fold. Brokerage firms have changed, the exchanges have changed and today’s
traders are an entirely new ”breed-of-cat”. 

Yet, one thing remains consistent.  The way markets gyrate about is pretty much unchanged.  
I suspect this is due to two over-riding considerations; market movement is a combination of trend, 
which is a function of fundamental  values and considerations and the gut-raw human emotions.
Simply put, fundamentals are the father-of-trends and emotions are the mother-of-daily fluctuations. 

This is, perhaps, no more apparent in any market, more so than the Japanese Yen, now trading on the 
Chicago Mercantile Exchange (CME).  The exchange has created an ideal situation for traders with the
new contract as the margin, currently less than $1,500. It is low enough for almost anyone to enter the speculative arena and now online entry and exits significantly increase buy and sell confirmations, 
while giving us an equally significant decrease in commissions, our cost of doing business. 

Since trading of this specific contact is new to the CME, the results and numbers used in this article are
from the day session data only, (no night session data has been used, no buys or sells in any session, 
but the day one) from 1976 to 1999. 

IN TUNE WITH THE TREND 
Many things have happened to the Yen in the last 23 years, just as surely as they will in the next 23.
Yet, a very simple and easy to follow trend system has maneuvered well for most market movements.  
One of the oldest of all technical concepts is to buy at the highest high of the last X number of trading 
sessions. A sell would be to sell at the lowest low of the last X or Y number of trading sessions. 

 The following results are, of course, hypothetical, but show the record of the past, buying at the highest
 high of the last 46 days, selling at the lowest low of the last 46 days.  This means, to start, you would have
 a buy order at that highest high and a sell at that lowest low.  Once the market moves to this value, the 
opposite high/low becomes your stop and reverse point.  Please note this 46-day high/low is flexible, 
after every trading session is over, you count that and the last 45 days to determine the high/low figures.
  This creates a moving envelope or channel that represent breakout or breakdowns for the Japanese Yen. 

 As you can see the ”system” or technique is not highly accurate, just highly profitable.  There have been 
74 such trades in the last 23 years, with only 32 or 43% of them making a profit.  Yet, the approach shows 
a net return of $201,332, because when wins come, they average $8,063, losses $1,350.  This is the result 
of two things; first the ability to reverse a position at the opposite 46 day side of the channel and, more importantly, the use of a $1,400 absolute protective stop loss. 

Data

:  JAPANESE YEN            67/99
Calc Dates
:  11/17/76  -  10/29/99
Num.   Conv.   P.   Value   Comm   Slippage   Margin   Format   Drive:\Path\Filename
-----------------------------------------------------------------------------------
65      4     $    12.500   $45     $  0     $ 3,000   CSI      C:\GD\BACK67\F030.DTA
   ////////  ALL TRADES - Test 1  /////////////////////////////////
  Total net profit

$201,332.50
  Gross profit


$258,047.50

Gross loss


$-56,715.00 
  Total # of trades

      74

Percent profitable

43% 
  Number winning trades           
32

Number losing trades
      42
  Largest winning trade

$50,430.00

Largest losing trade
$-2,345.00
  Average winning trade

  $8,063.98

Averaging losing trade
$-1,350.36
  Ratio avg win/avg loss

5.97

Avg trade (win & loss)
  $2,720.71
  Max Consecutive winners              4

Max consecutive losers        7
  Avg # bars in winners             139  

Avg # bars in losers
18

  Max closed-out drawdown
$-11,100.00

Max intra-day drawdown
$-12,052.50
  Profit factor


       4.54

Max # of contracts held
       1
  Account size required

$15,052.50

Return on account

   1,337% 
As you see, this channel breakout approach can make money, but we can make it even better, with just 
one simple rule. Here’s the rule. Whenever the trade shows a profit of $1,100, we will raise our stop to whichever is higher, the 46 day value or our entry cost.  Thus, if we are in a big winning trade, up by 
$1,100 or more and the market collapses, all we can loose is slippage and commission.   

Does this help?  Yes, in spades.  While it makes less money, as the next clip shows, only $181,322,
 it trades a bit more, 92 times vs. 74 in the original model.  But, the big difference comes from figures 
vital to a trader’s well being, draw-down and risk-reward. 

The original model shows an $11,100 draw-down vs. $9,360 on the new one.  Granted this is not much, 
but it is better.  The bigger improvement comes from whittling the average losing trade from $1,350 almost
 in half to $758.  When you get tagged, on average, it’s not for nearly as much. 

  

For most every improvement we create in life or system, we pay for it in another place. This is simple 
Ocams Razor rule - alive, well and working into the 21st century.  In this case, with the protective stop
being raised, all we give up is a dip in accuracy from 43% to 31%.  The best news is the money-making
part of the approach is left intact, that is the average winning trade was $8,063 and barely dips to $7,900,
 while the largest winning trade remains similar.  This is what produces a risk reward ratio of 10.41 against 
5.97 in the original version. 
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:  JAPANESE YEN            67/99
Calc Dates
:  11/17/76  -  10/29/99
Num.   Conv.   P.   Value   Comm   Slippage   Margin   Format   Drive:\Path\Filename
-----------------------------------------------------------------------------------
65      4     $    12.500   $45     $  0     $ 3,000   CSI      C:\GD\BACK67\F030.DTA
///////////////////  ALL TRADES - Test 1  /////////////////////////////////
  Total net profit


$181,332.50
  Gross profit


$229,120.00

Gross loss


$-47,797.50
  Total # of trades



92

Percent profitable

31%
  Number winning trades


29

Number losing trades
      63
  Largest winning trade

$45,480.00

Largest losing trade
$-2,445.00
  Average winning trade

  $7,900.69

Averaging losing trade
   $-758.69
  Ratio avg win/avg loss

10.41

Avg trade (win & loss)
  $1,970.90
  Max Consecutive winners          4
      Max consecutive losers         12
  Avg # bars in winners             137  

Avg # bars in losers
      12
  Max closed-out drawdown
$-9,360.00

Max intra-day drawdown
$-9,802.50
  Profit factor


       4.79

Max # of contracts held
       1 
  Account size required

$12,802.50

Return on account

   1,416% 

 

Obviously, there are many factors that can cause this market to move or enter a trend mode at any
 given time. Trends can be detected by pure technical analysis as illustrated above, but that’s just
 numbers catching numbers.  As a real trader, I am much more concerned in knowing what creates
 these moves. In other words, can we get to the truth of what usually creates or is the cause of important
 market trends and trend changes? 

 In 1974 I wrote the first book ever about seasonal patterns in commodity markets.  Unfortunately, back
 then, the Yen was not yet trading on our exchanges, as it began trading in August of 1976.  Nonetheless, 
we can apply the techniques of that book to decipher what, if any, seasonal pattern might be at work in
 this market.  The following chart, courtesy of Genesis Financial Data Services, reveals the seasonal
 tendency of this market. 

While not a perfect tool, one thing is perfectly clear; the Yen usually begins to rally in August and tops 
out in late October. That has been the strongest, most dominant long term seasonal pattern for this
 market. Hence, traders can use this time to focus their trading in harmony with the pattern.

Another pattern also exists in this market that few traders are aware of.  For whatever reason, the Yen
 usually rallies from around the first of the month until the 12th to 13th trading day.  Then a decline sets in
 from the 12th to 13th trading day until the end of the month.  Note, I said trading day of the month, not calendar day.  The next chart is one I presented to traders in 1993 reflecting data from 1977 to that point. 
  This monthly pattern has continued over the last 6 years, as well.

One possible trading strategy you might consider is to simply buy the Yen around the 3rd trading day and
 exit 8 trading days later.  The following clip shows the results of such a strategy and incorporates a stop
 loss of  $1,100.  While the results do confirm this seasonal pattern with $59,222 of profits, the drawdown
of $17,042 an average profit-per-trade tells us it’s not tradable. 
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Data

:  JAPANESE YEN            67/99
  Calc Dates
:  11/17/76  -  11/10/99
  Num.   Conv.   P.   Value   Comm   Slippage   Margin   Format   Drive:\Path\Filename
  ------------------------------------------------------------------------------------
   65      4     $    12.500   $45     $  0     $ 3,000   CSI      C:\GD\BACK67\F030.DTA
  ///////////////////////////////  ALL TRADES - Test 1  /////////////////////////////////
  Total net profit
$ 59,222.50
  Gross profit
$204,492.50
Gross loss
$-145,270.00
  Total # of trades
277
Percent profitable
      43%
  Number winning trades
121
Number losing trades
     156
  Largest winning trade
$14,780.00
Largest losing trade
$-3,120.00
  Average winning trade
  $1,690.02
Averaging losing trade
   $-931.22

  Ratio avg win/avg loss
       1.81
Avg trade (win & loss)
    $213,80
  Max Consecutive winners
6

Max consecutive losers         12
  Avg # bars in winners
8
Avg # bars in losers
       5

  Max closed-out drawdown
$-17,042.50
Max intra-day drawdown
$-17,042.50
  Profit factor
       1.40
Max # of contracts held
       1 
  Account size required
$20,042.50
Return on account
     295% 
 All we have is a suggestion that something is going on at this time of the month, a condition that usually 
creates a rally in the Yen. 
 There is another condition that also causes the Yen to rally.  My studies show there is a strong 
relationship between Gold and the Yen.  When Gold is strong, the Yen is much more apt to have bigger
 and better rallies.  Here’s some proof to make my point; the next clip only takes this trade each month if,
 and only if, gold has closed greater than 6 or 11 days ago. 
 What a difference!  While the profits drop to $52,640, the number of trade is drastically reduced from 
277 to 88, giving us an average profit-per-trade of $598 and a mere $5,142 drawdown, compared to the
 initial versions $17,042. 
  

Data

:  JAPANESE YEN            67/99
  Calc Dates
:  11/17/76  -  11/10/99
  Num.   Conv.   P.   Value   Comm   Slippage   Margin   Format   Drive:\Path\Filename
  ---------------------------------------------------------------------------------
   65      4     $    12.500   $45     $  0     $ 3,000   CSI      C:\GD\BACK67\F030.DTA 
  ///////////////////////////////  ALL TRADES - Test 1  /////////////////////////////////
  Total net profit
$52,640.00
  Gross profit
$89,047.50
Gross loss
$-36,407.50
  Total # of trades
88
Percent profitable
      53%
  Number winning trades
47
Number losing trades
41
  Largest winning trade
$14,780.00
Largest losing trade
  $-1,582.50 
  Average winning trade
$1,894.63
Averaging losing trade
$-887.99
  Ratio avg win/avg loss
2.13
Avg trade (win & loss)
$598.18
  Max Consecutive winners
4
Max consecutive losers
4
  Avg # bars in winners
8
Avg # bars in losers
5 
  Max closed-out drawdown
$-5,142.50
Max intra-day drawdown
$-5,142.50
  Profit factor
      2.44
Max # of contracts held
1
  Account size required
  $8,142.50
Return on account
     646% 
Here’s my point: gold in an upturn will improve all technical buy signals, in a downtrend will dampen buy
 signal results and improve your short sale profits. Thus, the thinking trader will rely on a combination of
 technical and fundamental tools to increase our chances for trading success. 
Larry Williams, author of Long Term Secrets to Short Term Trading will present 1 day 
Inner Circle Trading Seminars in Melbourne, Brisbane, and Sydney in April 2002. 
He will also Present his MILLION DOLLAR CHALLENGE SEMINAR in Sydney in
April 2002 and trade a US$1million account on major markets and share 20% of any
Proceeds with the attendees.  CLICK HERE FOR DETAILS.
Want to Learn more about Trading then visit our
Website www.adest.com.au for
 More FREE ARTICLES!.
