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by LR Thomas

All Rights Reserved. No part of this publication may be reproduced in any form or by any means, including scanning, photocopying, or otherwise without prior written permission of the copyright holder. Copyright © 2013 LR Thomas 

Trading the financial markets has large potential rewards but also large potential risks. 

You must be aware of the risks and be willing to accept them to invest in the financial markets.  Don’t trade with money you can’t afford to lose.  No representation is made that any account is likely to or will achieve profits or losses similar to any information found in this book.  The past performance of any trading system or methodology does not necessarily indicate future results. 
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Most books about trading psychology are very complex:  this book is not one of them. Most books about trading psychology describe the difficulties faced by traders but fall short of describing processes to deal with those problems; again, this book is not one of those type of books. 

This book outlines the challenges traders face with their psychology and then outlines simple strategies to deal with each of those challenges.  

The reason I can cover these in a book when I don’t know you personally is that the challenges of trading tend to evoke the same behaviors. 

Let me list those behaviors now so you can see what I mean. 
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Entering a trade when there is no trade to take. 

Frequently missing trades that you should have taken. 

Entering trades too late. 

Entering trades too early. 

Revenge trading, where you lose control and start trying to make back losses. 

Risking too much on a trade. 

Risking too little on a trade. 

Trading outside strategy. 

Trading without a stop loss. 

Moving a stop loss further away 

Trading with too tight a stop loss. 

Taking profits too early. 

Taking profits too late. 

Trading too many strategies and mixing them up. 

Trading too many time frames and mixing them up 

Trading too many pairs. 

Being too influenced by other traders 

Buying trading course after trading course 

Searching for the Holy Grail trading system 

Frozen Trigger finger (fear of entering trades) 

All the above issues are symptoms of a wrong trading mind set, so why does that happen and what can we do about it?

Let me start with the foundational attitude needed to become a ‘Pro’ trader.  Notice I said ‘Pro’ trader, I didn’t say winning trader.  There is a profound difference in attitude between a trader working at increasing professionalism and a trader who wants to be a ‘winning’ trader.  So why should you work at being a pro trader? 
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In his book ‘The War of Art’ a book which I highly recommend you buy, Stephen Pressfield describes the difference between an amateur and a professional.  Firstly, a professional is not defined by the result of their behaviour but by their seriousness about the process.  They must overcome their inner resistance which is their worst enemy. 

‘Turning Pro’ as defined in his excellent book is a decision to commit no matter what the result.  To accept that things will be hard and miserable and boring, but your job is to turn up and do your ‘work’ to the best of your ability. 

Pressfield defines ‘work’ as any activity that improves your life over the long term but in the short term is uncomfortable.  However, I think his analogy is more applicable to a creative act which is his writing but could easily describe the act of trading.  Throughout this book I will describe the desired trading mentality as ‘turning pro’. 

Trading is the ultimate creative act, our trading systems whether they are our own design or not, require us to make a judgement that we know is ultimately subjective.  We decide to risk money on our ideas, and we have to decide on when to get in and out of the markets.   This requires an independent mind set and a commitment to excellence that most people never make. In other words, you have to treat your creative act like a profession.  But unlike most professions, you make the rules.  You turn pro when you abide by the rules you have made, even when you don’t yet know if they are valid. 

The problem is that many people get into trading as a way of obtaining freedom from a job or profession.  They don’t want more professionalism, they want less.  They don’t want to make rules and stick to them, they want creative freedom.  They don’t want boring and miserable; they want exciting and happy.  These attitudes form their foundational mind set when they get into trading.  Is it any wonder that they trade impulsively when their foundation is all messed up? 

They look to trading to provide what they are not getting from their lives; they ask of trading what trading is not able to give. They want trading to fill the hole in their lives and to be profitable.  Trading cannot do that.  Trading is just trading! 

If you look to trading to get excitement then trading can give you excitement, but don’t expect to be profitable if what you are really looking for is excitement.  

If you are looking to trading to fill your time then trading can take up every hour of your time, but don’t expect to be profitable if what you are really looking for is a way to fill your time. 

If you are looking for a new challenge in life then trading can challenge you as you have never been challenged before, but it doesn’t mean you will be profitable. 

Do you see where I am going with this, if you got into trading for the wrong reasons, then now is the time to admit it to yourself and consider whether you really want to get further involved in trading.  Why should you consider this? Because a professional trader is not looking for excitement or challenge or a way to spend their time, they are simply looking for opportunities to profit in the market.  

That is their job and they have to have the exquisite patience to wait for the right opportunity, to wait for the right entry, to wait for the trade to play out, to wait to get to break even and to wait to take profits. 
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Waiting... waiting is not exciting; it is the most boring thing you can do and it also encourages anxiety among traders who are not pro.  This anxiety is what causes behaviours such as taking trades that aren’t there or entering a trade too early.  Are you prepared to wait, because in trading that is how you will spend the vast majority of your time? 

Compare trading to travelling on a bus, firstly when you wait for a bus you know you will have to wait; you accept it.  If another bus comes along without your number on the front you let it go by, you don’t think ‘I don’t know if another bus will come along so I better take this bus’.  When you do get on the right bus, how do you then spend your time?  You don’t keep looking out the window to check if the bus is moving, you while away your time reading or doing work or chatting while you wait for the bus to finish its journey.  You fully accept the bus journey may be long, you may try and alleviate the boredom by doing some other things while the bus is doing its’ thing but you don’t try to micro manage the bus journey. 

If this analogy doesn’t ‘speak’ to you, then what about fishing.  When you see fishermen waiting for the right bite to come and sitting on the bank does that look exciting, yet that is the type of activity that trading really involves. 

(Here I will digress for a little and say that this was my biggest problem, I just couldn’t wait!  I have attention deficit disorder and I have always had problems of impulse control, but I wouldn’t accept it.  I just tried harder but if anything, that made the problem worse. 

The problem was easily solved by only trading the larger time frames.  No more long hours spent staring at the screen!  I am not by nature a fisherman.

Another reason that a lot of people get into trading is that they think it is a route to fast riches, or ‘get rich quick’.  They may have little money from their job or they need to replace their income and because they have this belief about trading they do things in their trading that a professional trader wouldn’t do. 

They bet too much on their trades, they are careless about their entries; they let their profits run too far and get whipsawed by the price, losing the profits they have made.  They get caught up in revenge trading and eventually get margined out. 

Can you see how the wrong beliefs about trading can cause certain types of behaviours?  The truth about trading is that most of the rich traders you hear about get rich by trading money for other people.  

The richest traders are hedge fund managers and people who own trading houses, highly paid bank traders and other high paid traders at the top of their profession.  They earn the big money by getting a performance percentage.  

If you want to make big money from the markets, the best route is to become a profitable and professional trader with a proven track record and then go work for a fund or set up your own fund.  I have included a video of a woman who learned to trade options and built a fund of over $140,000,000 you can find the video on the resources page on my trading psychology website.

https://traderselfcontrol.com/resources/

Can you see the different behaviours it would evoke if your goal was to become a profitable trader and build a track record so you could attract investment, rather than use trading itself as a vehicle for making fast money? 

Retail traders working from home, overall can make a very good living from the markets if they are successful, however few of them are mega rich. 

When you read about these work-at-home traders you will also see they usually took quite a few years to build up to that level. 

The advantage that a retail trader has over the hedge fund manager or bank trader is that they have no accountability to investors or bosses. 

This brings me to my next point.  Another reason people want to become traders is to have freedom and independence.  They are sick of having a boss, or they may have been fired from their job and they want to call the shots in their own life. 

Now up to a point trading can provide freedom and independence.  You are location independent, anywhere you can get an internet connection is suitable for trading.  You have no boss, no employees, no stock, no suppliers and no office politics, none of the usual hassles of working for a boss or running your own business.  

The trouble comes when the beliefs about the type of freedom provided by the markets spill over into a trading system.  This leads to behaviours like ignoring the rules of your system, missing trades because you fail to check the charts at the appropriate times, chopping and changing between systems, adding one part of a system to another system.  After all, if the market gives you complete freedom to do what you want then what difference does it make, right? 

The truth is that trading can become a harsh task master depending on what trading system you choose, the way to get more freedom is to choose a system with a great amount of freedom built in, such as an end of day or four-hour system.  (My trading systems Trade around Your Job and the 10XROI Trading System are designed for this). 

Many traders make the mistake of choosing a system that requires the same time attendance as a full-time job, or worse.  If you are based in the US and you want to trade the London Open, then you have to get up in the early hours of the morning.  This is fine if you accept this, but if there is an internal conflict because you are looking for greater freedom in your life then you will indulge in self sabotaging behaviours that can ruin your trading. 

The other reason these types of intense day trading systems are difficult to adhere to is due to the amount of time you can maintain emotional self-control. (I go into this in more depth later in the book). 

Therefore, the areas of trading where you have freedom are in the type of trading system you choose, the instruments you trade and the location you choose. 

The areas of trading where you have no freedom are to do with sticking to the rules of the trading system you have chosen, sticking to the money management plan you have chosen, keeping detailed records (in order to practice Kaizen (continuous compounding improvement) 

So, the first stage to turning pro is to fully accept the true nature of trading, what it is and what it isn’t... 

If you can accept this, you have reached the first stage of becoming a professional trader. 

The second stage is to decide whether you truly want to commit to becoming a professional trader. (Remember that doesn’t mean a winning trader that means professional in your attitude) 

Why is it important to differentiate between being a winning trader and being a professional trader? 

The reason is that one is completely within our control and one is completely outside our control.  The true professional has faith that if she does her part then the numbers will play out and she will by default become profitable but she has no control over whether the next trade will be a winner or a loser.  Therefore, to have as a goal to be winning trader or even a profitable trader is inappropriate, that should be built into the trading system you are using.  

The goal is to be a professional trader and execute your system as it was meant to be executed when you designed it.  That is the only thing you can control and is the only thing that will ensure that your trading becomes profitable over the long term. 

Therefore, most of your time and focus should be spent on the execution of your system, combined with recording the results.  The mind-set is one of Kaizen which is Japanese for "improvement" or "change for the best" and refers to philosophy or practices that focus upon continuous improvement of processes. 

Each change may be small, but the compounded effect of many small improvements leads to huge improvements overall.  For example, let us say you have a win loss ratio of 40%, that is you win 4 out of ten trades. You discover through keeping rigorous records that you have more winners when you short than when you take longs.  You decide to only take shorts and increase your win loss ratio to 55%. 

You also find that your normal take profit is 1-2, you intend to stay in the trade longer to take bigger profits but you always get impatient and scared of losing your winnings and exit early in the trade.  

Through back testing you find that most of your winning trades would have easily given you a 1-4 reward if you had only stayed in the trade.  You put in place techniques (which I will give you later) to stop yourself trying to micro-manage the trade and put in fixed exits of 1-4 Risk Reward Ratio. 

What has now happened to your profits, well you turned an unprofitable trading system which only had a 40%-win rate and a 1-2 Risk reward to a very profitable system with a 55% win rate and a 1-4 Risk Reward, just by making 2 changes!  This is the work of the professional trader, constant improvement of their performance. 

Before you go any further in this book, I advise you to take some time to really digest what I have said.  Do you really want to commit yourself to turning pro? 

It may not be what you really want and there is no shame in that.  I listened to an interview once by a trader who had over a 10-year period lost over a million pounds in trading.  He’d had a successful business but got the trading bug and because he had the money he just kept blowing out his accounts. 

He was still trading 10 years later but I wonder if looking back he would really have chosen that journey. 

It seems obvious to me that he wanted challenge in his life and he used trading as a vehicle to get it. 

This is what you do not want to happen in your trading career!  
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So, have you decided you want to be a professional trader? Yes? 

Then let me ask you another harder question, are you naturally talented at trading? 

The prevailing overview is that trading is a learned skill and you don’t need talent.  That anyone can learn to become anything if they try hard enough.  I disagree with this view.  I am naturally talented in English, I always got A in my exams without any study, I was also very talented in telephone sales in my younger days, I am not naturally talented in trading. 

Some people are naturally talented creatives, some are great singers.  When you see real talent you recognise it easily, even in its raw state.  That’s the job of a talent scout. 

If that is the case, then why shouldn’t this apply to trading as well?  Talent makes acquiring a skill a whole lot easier.  How can you recognise talent in trading? 

By the amount of time it takes acquire the skills and mind-set needed to perform! 

Talented traders need a lot less time.  If you hear about a trader who became profitable in less than 2 years, then you can be sure that trader has talent. 

Now you can become a profitable trader without talent, but it will be a longer harder journey. 

The woman in the video took 10 years to get to the stage of having a fund of over $140,000,00. (You can find the video on my resource page for this book)

https://traderselfcontrol.com/resources/
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This brings me on to my next point, the 10,000-hour rule.  In his excellent book Outliers Malcolm Gladwell talks about the 10,000-hour rule. He cites a study that looked at what top professional musicians did differently from musicians who just went on to become music teachers. 

This study found that talent was not a factor, what made the difference was the amount and type of practice.  The pro musicians practiced much, much more than the less successful musicians. 

Additionally, they practiced those areas which would stretch them and make them grow as musicians, the difficult boring stuff, whereas the less committed musicians practiced what felt more comfortable. 

So, what is the conclusion to this?  My view is that some traders have a natural talent that helps shorten the time taken to becoming profitable, however evidence shows that most people who reach the top of their profession do so through having the equivalent of 10,000 hours of the right sort of challenging and stretching practice. 

Either way this shows that if you are dedicated you can become successful at trading. 

Are you committed?  Ok then let us begin. 
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For many traders who have been trading in an out-of-control fashion for a period of time, they may need to start over and so I am going to start this with that in mind.  If you have been trading like this my first advice to you is STOP TRADING NOW! 

You need to clear your head and start with a clean slate.  By stopping trading for a few weeks and then committing to this process, you can reboot your brain and start over. 
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If you have problems because you have too many systems on the go, if you keep skipping from system to system and buying new courses it’s time to stop. 

The reason traders do this is because of a fear of missing out on the latest greatest system being peddled. 

They underestimate the intense focus it takes just to make one strategy profitable.  They also equate more systems with more opportunities and more opportunities with making more money.  

The problem is that your human brain is limited in the number of things it can focus on at one time.  When you try to trade too many time frames, currency pairs or systems you lose clarity, and when you lose clarity, you can’t trade successfully.  

The other issue is that traders try to trade systems and time frames that don’t suit their personality and lifestyle.  They think because another trader is profitable trading that system then they will be too.  However, nothing could be further from the truth, you must trade a system that suits you and discard anything that doesn’t. 

I made this mistake a while back; I bought a course created by a fantastic short-term trader with a 94% documented win rate.  However, I cannot trade like her, I have not the patience to stare at the screen during the day.  Her method was so different from my own swing trading method that I did not even bother to follow through with testing the system.  I just resolved to stick to what I was good at and not make that mistake again. 

How do you know which type of system is right for you?  It is the system you seem to have the most success with, that is the easiest and feels most natural. 

For me it is the daily and four-hour charts and using the hourly charts to fine tune entries.  (If you are interested in my methods, try my book the 10XROI trading System or my other books Trade around Your Job and my trade management system that can turn a 1-10 ROI Trade up to a 1-30 ROI trade, Pyramid Your Trades to Profit.  They can be found on my author page or see the resource section at the end of this book). 

When you have one system that works for you, focus on that system and nothing else until you are consistently trading that system to as near perfection as you can. 

What is vital is to measure everything, so you see where your most profitable trades are and where you lose money.  For example, you may find that you win many more shorts then longs, so then stop trading longs with the system.  Immediately you have improved your profitability. 

What type of things can you test, trading shorts only, trading longs only, entry type, entry time of day, days of the week, size of stop and size of take profit, type of entry, and type of exit and much more. 

You need to be constantly testing to find the most profitable way to execute your method.  So, you see why it is more important to find a method that suits you than a fantastically profitable method.  You can always tweak to produce a higher return, but you can’t turn a natural swing trader into a great scalper! 

Having said that if you have a system which gives you a high ROI and allows you to be able to have a 30-50% win rate and still be profitable then you have stacked the odds in your favor and it makes it easier to be a profitable trader.

There is no real need to add more systems unless you have very few opportunities in your current one, as if you have a winning system, you can make enough money to cover all your wants and needs. 

If you do add another system then look for something that easily slots in to your current system so your brain has to do as little adaptation as possible.  What do I mean by that?  Well in my 10XROI System I use the daily charts to find specific entry setups and use the one-hour charts to confirm and enter the trade. 

In my Trade around Your Job system, I am still using daily charts and I am using the same set of circumstances on the daily chart but the entries are different and I use the close of the four hour charts instead of the hourly to enter. 

There is enough commonality between the two systems to make it very easy and natural to add on one after having mastered the other. 

There is no point trying to master your psychology until you have settled on a proven trading system that suits your lifestyle and personality.  When you have found it, then the work begins! 
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