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			Foreword by Dr. Eric Wish

			I wish I had been able to read this book when I started trading around 1964.

			Richard Moglen took my undergraduate Honors course, Introduction to the Stock Market and Technical Analysis, at the University of Maryland in 2019. That course introduced young students to what I had learned about trading by studying the great traders, including Nicolas Darvas, William O’Neil, Stan Weinstein and Mark Minervini.

			I first began teaching the course in 2006, after placing 5th in the 2005 Barron’s Stock Challenge for business professors (which I was not), where I returned 30.8% during the 2.5-month contest. I convinced the University of Maryland Honors program to allow me, a Research Psychologist and Director of the Center for Substance Abuse Research, to offer a trading course, where my aim was to teach young students what I wish someone had taught me at their ages.

			What links my two passions? Well, I reasoned that drugs and the stock market are both addictions!

			Since then, I have offered the course each year and have published a free blog www.WishingWealthblog.com in which I tell people what I am doing in the market. I successfully avoided the steep market declines in 2000, 2008 and 2021-22 and in addition to protecting my university retirement accounts from huge declines, I have been able to increase my IRA trading account about 20x since the 1990s.

			I tell my students to study the works of people who have “walked the talk” and have made fortunes in the stock market. Richard found his passion for trading in my class and upon graduating, went on to produce YouTube interviews with Weinstein, Minervini and a host of other market wizards. His growing reputation in the trading field led to his joining TraderLion and partnering with Ross Haber, a protégé of William O’Neil and prior Portfolio Manager at William O’Neil + Co.

			Richard and his co-authors have pooled their 60+ years of extraordinary market experience to produce this book, and it shows. The book is filled with specific details about how to apply the actions they describe. And as an instruction manual, each chapter ends with a Trader’s Handbook Challenge, really homework, that induces the reader to apply the concepts described in the chapter. The chapter on risk management is, perhaps, the most valuable, as it provides an excruciatingly detailed description of how to define and manage risk. Examples are given to show how to calculate each measure of risk. Many authors talk philosophically about managing risk. These authors show how they do it.

			The TraderLion team has launched a new trading software, called Deepvue. It was Richard’s goal to create an all-in-one tool that merges technical analysis with fundamental analysis and that would be priced much lower than competitors’ programs. The book is infused with examples of how he uses Deepvue to create practical stock charts and scan for stocks worthy of purchase. This book is to Deepvue what William O’Neil’s first book was to the Investors Business Daily newspaper and the CANSLIM strategy.

			I hesitate to talk about any one chapter because all of them are essential. Discussions of the analysis of market trends, setups, setting stops, creating watchlists, preparing to trade, and post-trade evaluation of results are all invaluable. The book ends with examples of model stocks the authors have identified, but does not stop there. Readers are urged to compile their own collection of model stocks because of the knowledge gained by doing so.

			The explicit details provided about the steps and challenges involved in trading reflect the fact that these authors are seasoned traders. I especially enjoyed Ross’s descriptions of his experiences working with Bill O’Neil. My only advice for gaining the most from this book is that the reader first prepare by familiarizing himself with Nicolas Darvas’ classic book, “How I made $2,000,000,” and Stan Weinstein’s concept of Stage Analysis, which guides my trades to this day.

			If I had been able to read a book like this when I started trading, I believe I would have been able to trade profitably long before I did. Study this book and enjoy the journey!

			Eric D. Wish, Ph.D.

			WishingWealthblog.com and on X, @wishingwealth

		

	
		
			Preface

			What this book is about

			This book is about the key steps of developing a trading system and how you can practically go about executing an effective strategy.

			This is not a book about the glam or glory of trading, but the hard work and processes necessary to perform it over the long term.

			The principles we will cover are derived from the market itself and what has worked in the past and will continue to work in the future. We combine ideas from legendary traders such as William O’Neil, Nicolas Darvas, Jesse Livermore, and Stan Weinstein with current top traders such as Oliver Kell and Mark Minervini.

			Who this book is for

			This book is for traders of all skill levels who want to keep improving and learning. While we build up the concepts from the ground up, there is no shortage of advanced techniques for more experienced readers.

			We are primarily long-focused growth stock traders, and the specific examples and methods we share reflect that. This is not to say that the larger principles are not useful for traders who like to short, but that is not a focus of this book.

			How this book is structured

			Each chapter of this book covers a key aspect of a trading system, from technical analysis to entries to exits, from risk management to post analysis, it is all discussed here. Not only do we present critical components of a trading system but we show how you apply them using real-world rules and techniques from our own combined 60+ years of trading.

			With each chapter we have included challenges that help you apply the material. To get the most out of this book we highly encourage you to complete them and ideally exchange ideas with other traders.

			We’ve designed this book to serve as a reference guide with each chapter covering a key aspect of trading.

			Chapter 1 sets the stage and introduces five overarching principles to keep in mind as you read the book and refine your trading system.

			Chapter 2 introduces the trader’s journey and helps you identify your current stage.

			Chapter 3 presents the key technical and fundamental foundations that form the basis of this book.

			Chapter 4 dives into edges and setups in the market. We share our thought processes and the specific ones we use.

			Chapter 5 discusses the entry tactics we use to enter positions, and briefly looks at how we manage risk along the way.

			Chapter 6 dives deeper into risk management from both a portfolio and individual trade level. It also lays out a clear process for how to set position sizes.

			Chapter 7 focuses on how to manage a trade once you have entered. This includes sell rules for swing and position traders.

			Chapter 8 covers how to analyze the market to determine its trends and cycles. This is your guiding light that will inform you on how aggressive you should be with your trading.

			Chapter 9 is where we share our screening process for finding new ideas and the repeatable routines we use to consistently perform.

			Chapter 10 covers post analysis, journaling, and continuous improvement. We walk through how we analyze our own trading in order to improve with time.

			Chapter 11 is for traders looking to find new edges, setups, and entry tactics. We discuss how to build model books of winners and how to perform a trading study on a trading concept or pattern.

			Chapter 12 is a bonus chapter that shares many charts of top performers from the past few years to help speed up your learning curve.

			We hope you enjoy this book, find it useful, and consider it a valuable reference as you progress as a trader.

			Happy trading

			—Richard, Rai, Nick, and Ross

		

	
		
			Chapter 1: A Look in the Mirror

			It was the second week of April 1999, right during the peak of the internet bubble. I remember the feeling of delight as I hopped up and down cheering while CNBC covered Charles Schwab’s standout stock performance. At that moment, SCHW, the ticker Charles Schwab traded under, was one of the largest positions in my portfolio at William O’Neil + Company.

			The late 90s was a superb trading environment, and it felt like you could do no wrong buying breakouts in technology companies. The internet revolution was under way, and it was an amazing time to be a growth stock trader. A company could change their name, adding .com to the end, and double in value in a few days for no other reason.

			I had started building a position in SCHW after it broke out from a 12-week cup and handle pattern in October of 1998. From the breakout it had acted perfectly, and proceeded to advance from $30 a share pre-split to well over 100% in just a matter of weeks.

			In terms of fundamentals, Schwab seemed perfectly poised, taking market share and growing earnings at an accelerated rate each quarter. Schwab had doubled down on the internet and was riding the wave of more and more clients looking to move their brokerage services online.

			During this incredible run Charles Schwab never broke the 10-week moving average, which is a quality shared by many of the most impressive stocks in history. This sustained trend was likely due to accumulation by large institutions wanting to grab their pieces of the pie.

			[image: ]

			Standing in front of the TV on that day in April as CNBC highlighted Charles Schwab and what a tremendous stock it had been, I paused for a moment and some self-awareness pushed through the giddiness.

			Bringing up a chart, I took one glance, and it confirmed my suspicions. SCHW was forming a climax top after a 400% increase in just 24 weeks. I sobered up quickly, objectivity taking hold.
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			Climax tops occur after a stock has already made a major move and accelerates upward in a euphoric last push. This move, driven by greed, often marks the end of the rise of a model stock.

			Realizing this, I immediately called my trader on the William O’Neil trading desk and told him to sell my entire position. By the time I sold, Schwab had fallen well off its highs for the day and had actually gone red. Looking back, this ended up being the top day in SCHW, which would fall over 65% in the next six months and lose 87% of its value during the 2000–2003 bear market.

			Reflecting on this trade, I can only be grateful for the lessons I had learned working with Bill (William O’Neil) as a portfolio manager. For those who may not know, O’Neil was one of the most impressive stock traders in history. Through careful study of historical top stocks, he developed the CANSLIM methodology for trading, which pairs technical and fundamental analysis. Using this style, he achieved extraordinary results including becoming the youngest ever individual to purchase a seat on the NYSE at age 30, capitalized on game-changing stocks like Syntex, Cisco, Yahoo, Amgen, as well as Costco, and most profoundly educated millions of traders around the world.

			I first joined O’Neil and company in 1998 in the institutional sales department, working with large funds and institutions who O’Neil consulted for. I was able to learn directly from him and, because we traded through the O’Neil broker, he was aware of our personal results. In 1999 I was lucky enough for O’Neil to invite me to become a portfolio manager and also work on research projects for the firm, including proprietary model books, with Mike Webster and Charles Harris.

			O’Neil also entrusted me with helping him teach the CANSLIM methodology around the country at workshops and events. My time at William O’Neil & Company was invaluable, and I was able to lean on William O’Neil’s experience during tough decisions and see first-hand how he traded and approached the markets.

			During portfolio manager meetings, he reminded us consistently that although we buy based on both technicals and fundamentals, we must look to the charts to determine exactly when we should sell.

			Despite Charles Schwab’s great story and seemingly glowing future, the technicals revealed the raw truth. The large institutional investors were now net selling their shares to the general crowd, leading to the inevitable end of the stock’s move.

			My trade of SCHW remains one of my best executed, but it also serves as an important reminder to never let emotions get in the way of making the correct decisions while trading. When a stock is going up it feels amazing; it seems like we are able to print money at will. However, nothing is more important than managing risk and protecting the profits we gain during bull market runs.

			Many new traders have felt the incredible potential of stock trading first-hand, but unless they also learn to respect risk and learn when to sell those stocks that had previously made them money when they change character and start downtrends, they will be hard pressed to keep what they have earned.

			At TraderLion we’ve seen this many times with each bull market. Traders try to hold on to previously great stocks, unable to understand that, now, the prevailing trend is down.

			We’ve learned to never fall in love with a stock, no matter how innovative the company seems or how charismatic the CEO may be. We’ve seen too many previously great stocks that rose tenfold, then lose momentum, and tumble 75% or more during downtrends. Often the fundamentals only seemed to deteriorate well after the stock had fallen from highs.

			These hard-won lessons often take multiple market cycles of bear and bull markets to fully understand, and most people who start trading will become frustrated and quit long before they make the necessary breakthroughs.

			This is one of our main motivations for writing this book—to pass on our learnings from our collective decades of market experience so that you can learn from both our triumphs and, ideally even more so, from the many mistakes we’ve made.

			We hope we can help you learn the right approach and mentality that will enable you to create a successful trading system for yourself, so that you can protect your profits and compound your capital over a long career as a trader.

			The barriers to entry for stock trading have never been lower. With commission-free trading, mobile apps, and online resources at your fingertips, anyone can open and fund an account in minutes and place their first trade.

			You hear stories out there about million-dollar trades, new traders doubling and tripling their accounts in a matter of months, and otherwise fantastic feats which rightly show the incredible opportunity that exists in the markets. With the ease of access, more and more individuals are stepping into the arena with the professionals, with the hopes of obtaining easy and fast money.

			Many of these new traders begin their journeys in the strongest bull markets when everyone seems to be making fortunes. The 90s were a perfect example, and more recently we saw many people start getting involved during the 2020 bull market. (You in fact may have picked up this book for the first time during the next great trading period.)

			However, the reality of trading is that it is anything but easy. After the strong bull markets come bear markets and choppy periods which wipe out any progress from inexperienced traders, leaving them discouraged and likely to give up. To successfully navigate changing environments over decades it takes years of commitment, hard work, discipline, and the development of a time-tested process.

			Newcomers to the markets hear about the headline trades, which are only the tip of the iceberg when it comes to real trading. In truth, every trader must go through a journey and evolution where they gradually learn the key lessons necessary to develop a personal, sustainable process.

			Often, these lessons are learned at the cost of bumps and bruises, which, in the trading world, translates into losing trades and making significant mistakes. However, the most famous traders you have heard of—Stan Druckenmiller, George Soros, Paul Tudor Jones, and Mark Minervini—all had one thing in common: They persevered through early struggles until they found their style and gradually achieved super-performance.

			Thinking you can jump into trading and be successful immediately is as misguided as believing you can pick up a baseball bat and produce the crucial game-winning hit in the bottom of the ninth in the World Series against an All-Star closer. Sure, it may look simple on TV to slap a fastball past the pitcher and into centerfield, but what is often forgotten by fans is all the hard work and preparation behind every single at bat.

			This is the truth for any discipline, whether it’s becoming a doctor, engineer, or musician. Each profession requires years of experience and hundreds of mistakes to turn a novice into a pro. It is the same story with stock trading, except from day one you are competing in the same market as hedge fund managers with decades of experience. What we hope to pass on in this book is a road map, a guide, and a resource that will allow you to progress as quickly as possible.

			In this book we will present multiple edges and frameworks that are precisely relevant to the current markets. These edges come from our collective studies of setups and our analysis of the best-performing stocks over the past few decades. Even better, in Chapter 11, we will walk you through our process of performing a study to show you how you can find your own edges in the future.

			You may ask yourself why, if we use these edges and setups, are we willing to share them?

			The answer is that these edges are the result of market structure and human psychology, factors that have gone unchanged since the 1920s.

			The methods we will share are the result of trend orders of magnitude bigger than us individuals and instead they are created by the actions of the largest funds and institutions on Wall Street.

			These institutions manage billions upon billions of dollars and create the sustained trends we see in the market. Even collectively, individual retail investors cannot change the direction of a liquid stock for more than a few moments. And it is actually our relatively small size that allows us to capitalize on many of the setups and edges we will share.

			Our general tactics may change over time, but the core strategy, riding the waves created by institutions, will remain the same. This is what O’Neil found when he first developed his system decades ago, and it will be true for the next market wizards years in the future.

			Keep this in mind: Whenever you come across a saying taken as truth or a common trading method, test it out for yourself. By putting in the work and challenging the norms, you just might find a new edge that you can consistently use to take income from the market. We will show you how to do your own studies on the market and trading techniques, following the exact process that we have used to build our systems from the ground up.

			In this handbook we will share what has worked and continues to work for us and the many thousands of traders we have worked with. Take what you find helpful, iterate to make it your own, and ignore the rest.

			Five key principles of trading

			As you read this book, we want you to keep in mind the following five key principles that we have found successful traders fully embrace:

			
					Keep it simple.

					Stay focused.

					Plan for failure.

					Manage risk tightly.

					Think in cycles.

			

			1. Keep it simple

			The best trading systems, routines, rules, etc., are remarkably simple. With simplicity comes robustness, as there are fewer cogs in the chain to jam, as well as polish and improve.

			With your charts, focus on price action above all else, and potentially supplement with only a few key indicators. Make sure any indicator you use helps you analyze and manage a trade and does not add noise.

			With your rules, be specific and clear about exactly what you mean. With your routines, make them easy to complete so that you will actually follow them consistently.

			Complexity adds in randomness and confusion. Keep your trading as simple and clear as possible.

			2. Stay focused

			In trading, becoming a specialist is the path to success. This means one style—day trading, swing trading, position trading, investing. Pick one and master it.

			Within your strategy, you also want to focus your attention on just a handful of stocks and a handful of chosen setups. We will show you how to build strict criteria for your stock selection so that you are focused on the top 1% of stocks for your strategy.

			This focus and specialization allows you to build confidence in yourself, and become great at key processes that allow you to perform.

			3. Plan for failure

			As you create your system, you want to make sure that you are setting realistic expectations as well as building in failure. Planning for failure ensures that you can protect your capital even when you are trading at your worst.

			There will be market environments where your setups are ineffective, or even simply just periods where you are not on your A game. Even just bad luck can lead to many losing trades in a row, gap downs, stop loss hits, etc. Your system and psyche must be resilient enough to handle these periods as well as drawdowns.

			With this expectation in mind, building in failure is truly the key to success. If you can hold your own even when things are not going well and the wind is in your face, think of what you can achieve in periods when the wind is with you.

			4. Manage risk tightly

			This follows closely with building in failure. Everyone says, “You have to manage risk.” But what does that mean? We’ve dedicated the entirety of Chapter 6 to answering that question and it is likely the most important concept of this book. This is especially important for very new traders who are boom and busters.

			Very simply, you will take losses, sometimes many in a row, while trading. You want to make sure that your losses are papercuts, and just one trade that performs well can pay for many of them. To do this you need to select and design setups and entry tactics that allow you to know quickly when a trade is not performing and allow you to exit with a minimal drawdown to your account.

			If you can master this skill—the ability to always enter with both a tight and logical stop loss in a high potential stock and setup—you will succeed in the market.

			5. Think in cycles

			Both the market and individual stocks rise and fall in overall cycles created by supply and demand, fear, and greed.

			You want to ensure that you are trading in the right direction relative to the current market trend and becoming aggressive at the right points. We will teach you in Chapter 8 how to identify market cycles and build a system for yourself that tells you how exposed you should be at any given point.

			In addition, as a trader, you will go through cycles of learning and then testing. It’s a process of continuous improvement. You will always be refining your system and slowly raising the bar. Chapters 10 and 11 are dedicated to frameworks that will help you study yourself and the markets.

			There will be frustrating periods and drawdowns where it feels like you can’t do anything right. Dig in and remember that just like with the market during a correction, a new uptrend is just around the corner.

			When you feel yourself struggling, take a step away and review your system.

			A look in the mirror

			Before we progress any further, we want to emphasize that the single most important factor that will determine how successful you will be at trading is your commitment to learning.

			Passion and determination will sustain you through the early stages of your journey and help you persevere through any obstacle you experience.

			To achieve outsized returns and consistently beat the
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