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Disclaimer: There is a very high degree of risk involved in trading. In any market where a potential for
profit exists, there exists also a risk of loss. Forex trading is a risky business. You should only trade with
money that you can afford to lose. In case of loss, the amount should not affect your lifestyle and your
family’s in anyway. None of the information on our website nor any information or education provided
to the reader by any means assures that the reader will make money in the Forex market. Neither the au-
thor nor the publisher will be responsible for the use or misuse of the information contained herein. The
information contained in this ebook is for information purposes only. It is not intended as professional
advice or a recommendation to act. Before engaging in any activity mentioned in this ebook, seek the
advice and consultation of a competent professional. All trademarks mentioned herein are the property
of their respective trademark owners.
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Discretionary vs Mechanical Forex Trading Systems

Are mechanical Forex trading systems really any better? Can Automated systems
outperform discretionary Forex trading systems? Let’s find out.

Some people prefer mechanical Forex trading systems while others prefer a more
discretionary approach. My personal approach lies somewhere in between. Let'’s
look at each of them closely:

Mechanical Forex Trading Systems

By definition, a mechanical Forex trading system provides well defined entry and
exit criteria and clearly describes trade setups and execution. Such trading systems
can be quite easily transformed into automated trading systems which can aid back
testing, research and analysis.

The merit of such systems lies in the fact that the guesswork is taken out of equation
and trader only needs to follow clearly defined set of rules. It helps to avoid emo-
tions coming into the way of trading and with little discipline such systems can be
easily be followed. Not only that but it also helps in reducing stress factor which is
a bonus.

On the negative side of mechanical Forex trading systems we got problems with
changing market conditions. No set of rules can cover all market conditions and
there will be times when such systems would fail miserably. Situation could be-
come worse if the market conditions do not change for a sustained period of time.
Automated systems written based on such trading methods will be unable to cope
with unpredictable market conditions.

Discretionary Forex Trading Systems

These systems bring out the artistic characteristics of traders. This is where the log-
ic gets fuzzy and experience becomes paramount in making trading decisions. A
typical discretionary Forex trading system would use chart patterns and trend lines,
which by a means are not determined by exact set of rules.




Adaptability and customization are two big advantages of any discretionary system.
Such system can easily adapt to changing market conditions and rules can easily be
changed to accommodate any unforeseen market scenarios. Experience and intu-
ition are the cornerstones of any discretionary Forex trading systems and they can
never be programmed into an Automated system.

On the flip side, such systems are hard to back-test and have unstable trade results
caused mainly by emotions and stress level. Such systems require much more trad-
ing experience and higher degree of discipline.

Discretionary vs Mechanical Forex Trading Systems Summary

In my opinion, anyone new to Forex trading should start off with mechanical trading
systems, it helps to develop discipline and gain experience. It takes time to develop
feel of the market and it then becomes easier to move towards more discretionary
trading systems. My current method has clear set of rules that identify potential
trades, | them use my experience to narrow down and chose the ones that | see fit
for the current market conditions. With more work and analysis | hope to improve
over time.
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Risk Warning

The risk disclaimer is meant to inform the user of the potential financial risks of en-
gaging in foreign exchange trading. The transaction of such financial instruments
known as forex, fx, or currency, and dealt on a valued basis known as ‘spot’ or ‘for-
ward;, ‘day trading’ and ‘option; can contain a substantial degree of risk.

Before deciding to undertake such transactions with any other firm offering simi-
lar services, a user should carefully evaluate whether his/her financial situation is
appropriate for such transactions. Trading foreign exchange may result in a sub-
stantial or complete loss of funds and therefore should only be undertaken with
risk capital.

The definition of risk capital is funds that are not necessary to the survival or well
being of the user. We strongly recommends that a user, who is considering trading
foreign exchange should obtain a clear and accurate understanding of the risks
inherent to fx trading. Opinions and analysis on potential expected market move-
ments contained within the FirePips.com website are not to be considered neces-
sarily precise or timely, and due to the public nature of the Internet, FirePips.com
cannot at any time guarantee the accuracy of such information.

Trading online, no matter how convenient or efficient it may be, does not neces-
sarily reduce the risks associated with foreign exchange trading, and FirePips.com
does not accept any responsibility towards any customer, member or third party,
acting on such information contained on the website as to the accuracy or delay of
information such as quotations, news, and charts derived from quotations.




