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Disclaimer

This book is not to be used for financial advice. 

All the material contained in this book is provided for informational purposes only. The author does not guarantee any results from the use of this information. 

No responsibility can be taken for any results or outcomes resulting from the use of this material.

While every attempt has been made to provide information that is both accurate and effective, the author does not assume any responsibility for the accuracy or use/misuse of this information.
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Introduction
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Day traders often face a challenge when trying to predict the market's movements, but there are some tools we can use. One of these would be momentum indicators- in this guide you’ll learn everything from the basics of momentum indicators and how to use them to predict the market, to advanced strategies that will allow you to make consistent profits with these powerful tools.

The advantage of using momentum indicators is that they are objective. As you will find out, these indicators can provide very accurate signals when integrated into a robust trading strategy. In this guide we will look at the most profitable momentum day trading strategies and how they can be used to maximize your profits.

Most often, traders will use momentum indicators to determine when to enter and exit positions by processing their output through various trading signals. The trading signal tells the trader if it's a good time to buy (or initiate a long position) or sell (or initiate a short position). Each trading signal is unique, but there are some commonalities among them. 

In general, the most important piece of information for a trader is whether or not there's a trend. Traders also need to know what direction the trend is going and where it might end. And finally, traders want to know when a trend starts and ends so they can enter and exit trades accordingly. 

Momentum indicators enable you to see these things easily by telling you exactly where the market stands right now in relation to its past performance. In addition, they can determine if a trend is strong enough for traders to enter the market based on its current momentum. Thanks to this information, traders don't have to guess where the market might go and can instead focus on finding trades with an edge. 

Before integrating momentum indicators into a trading strategy, it's essential to understand their characteristics and how they operate. We will cover all of this in the next chapter, with this in mind, let's get started!
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Chapter 1: Understanding Momentum Trading
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So, what exactly is momentum trading? 

In a nutshell, it's based on the idea that prices move in trends. More specifically, when an asset’s price makes a significant movement in one direction or another (whether upward or downward), this often precedes further movements in the same direction. In other words, if something suddenly moves upwards, it has a higher chance of continuing to do so than simply staying where it is. This is known as "momentum" and can be used by traders to make money 

The bigger the move an asset experiences, the bigger the momentum behind it—which means bigger profits for you if you capitalize on this momentum.

Everyone's familiar with the idea of “buy low, sell high”—but momentum trading lets you do exactly that, all within a single day or even an hour. This makes it particularly good for cryptocurrency traders who are looking to cash in on quick profits during the volatile markets we see right now.
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What are Momentum Indicators?
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Simply put, momentum indicators are mathematical calculations based on historical data. They help you predict how an asset's price is likely to behave in the future by identifying its current "momentum." You can then use this information to make decisions about when to buy or sell that will take advantage of—or avoid—significant changes in price.

There are lots of momentum indicators, and they all work a little bit differently. However, they all perform the same core function: identifying the current direction of an asset's momentum so you can make informed decisions about when to buy and sell.

Why Use Indicators?

The advantage of using momentum indicators is that they automatically do the hard work for you by screening out market noise and calculating likely future movements in market prices. This means you don’t have to spend hours doing complicated technical analysis to identify profitable trading opportunities—and it also saves you from potentially costly mistakes, such as buying high and selling low .

Momentum indicators will tell you if price has been moving up too quickly, and is likely to reverse course and go down shortly. And vice versa: they'll show you if price has been dropping, and is likely to bounce back up again soon.
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Rules for Creating a Profitable Momentum Trading Strategy
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1. Use Entry Signals That Give You a High Probability of Winning

When looking for an entry signal, you want something that has a high probability of success. This means that the odds are in your favor and that you're not just taking a shot in the dark. These signals usually come from specific indicators that have been optimized for the most accurate signals. 

Don't worry; I will cover some high probability entry signals later on in this book.

2. Know Your Exit and Take Profit Rules

It's important to know your exit rules in advance so that you don't get stuck in a trade for too long. Momentum can quickly reverse and if you're not prepared, you could end up losing money. 

Make sure you have a solid plan for how you will exit a trade before getting in. You can have a set profit target or you can rely on exit signals from a specific indicator you know is reliable.

3.  Risk Management and Position Sizing

Before you enter a trade, you need to know what the risk is. When it comes to momentum trading, you need to have stop loss rules in place so that your losses only never exceed a certain threshold. This will be very important for managing emotions and not having too much ego involved in your trades

Position sizing is exactly what it sounds like; determining how much capital should be allocated towards each trade. Position sizing gives us an accurate depiction of our risk-reward ratio and tells us how much we should risk on each trade. It's no different than calculating the average daily gain we want to obtain from our trading, this will be our goal and we need to determine a way to attain it. This is why risk management is important, you can't just take any shot in the dark without knowing what your potential maximum loss could be.

4. Backtest Your Strategy and Optimized Your Indicators

The best way to determine if your strategy is profitable is backtesting. 

Backtesting allows you to see if the strategy would have been profitable under historical market conditions. Of course, this doesn't mean that past performance will indicate future results but it does give you a good idea of how your strategy might perform going forward.

Once you find an indicator that works for your strategy, it's important to optimize it so that you can increase your odds of becoming profitable. This is done by filtering out any bad trades or backtesting certain parameters of the indicator until a more precise version of the original is created. With enough data and testing, you should be able to fine-tune your entry signals and develop some high probability strategies for making money on the crypto markets.

If you have backtested your strategy and you see it is profitable, you should then papertrade it on a practice account before using real money. This will help you learn how to execute the strategy, and make tweaks to improve it.



Let's take a look at an example of a profitable momentum trading strategy

Below is an example of a simple strategy trading the cryptocurrency altcoin SHIB on a 15 minute chart.

This strategy uses the QQE (Quantitative Qualitative Estimation) indicator and a 45 period HMA (Hull Moving Average). 

I will place my stop loss under the last swing low.

My buy conditions for this trading strategy are the following:

	Candles must be closing above the HMA

	A buy signal is seen on the QQE indicator with the fast line crossing above the slow line
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Figure 1.1

I entered on the green arrow (see figure 1.1) when the QQE produced a buy signal, and a candle fully closed above the HMA.

To exit this trade I will sell when:

	A candle closes below the HMA

	Or a sell signal occurs on the QQE indicator
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Figure 1.2

I exited this trade when a candle closed below HMA as marked by the red arrow in figure 1.2.

What was the total profit for this trade?

The total profit was 8% in 6 hours 45 minutes.
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Figure 1.3
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