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PREFACE

I HAVE BEEN TRADING for over 50 years. I have made big money and lost big money, traded full time and traded part time, traded in the zone and traded outside the zone. No matter what, I have always traded.

Like most traders, trading is a passion for me, not a way to make a million dollars or escape the rat race. (Though, done right, it can of course achieve those things too.) It is a business that allows me to not only supplement my income but continually learn about myself—and trading.

I have learned a lot. And I love to share those lessons, helping both novices get set on the right path, as well as discussing tactics and swapping notes with experienced traders. Over the years I have met many traders and learned invaluable lessons from trading greats. I have also met a lot of people who are interested in trading. It is a privilege to show the ropes to those truly interested in learning.

I have decided to write this book to set down the lessons I most frequently share. If you are only contemplating trading or just getting started, I will help you identify if it is really for you before you begin, as well as show you how to get up and running properly. If you’re already committed to trading, I will share the most important things you will encounter along the way—from opportunities to obstacles—and how to always put the odds in your favor.

If you’re an experienced trader, you’ll know that the only essential thing in trading is to never stop learning: and I believe this material, though written to be accessible to every experience level, will be of great value to you too. We often need to remind ourselves to keep on track. And the best tools are those that are regularly sharpened.

Let’s begin.




INTRODUCTION

THE CHOSEN PATH

YOU’VE SEEN THE ads. . .

“How I turned $1,000 into $10 million in two years. Anyone can become a stock market millionaire. GUARANTEED. In only ten minutes a day!”

Anyone who tries to find out about trading online can’t help but be bombarded with claims of this nature. Of course, you already know they’re too good to be true, or you wouldn’t be here. Nothing that valuable is ever that easy. Nevertheless, finding material on how to trade these days is easier than ever.

The world has changed out of all recognition.

When I began trading back in the 70s, it was nearly impossible to find material on trading. There were a few classic texts on fundamental investment principles and technical analysis; material beyond this was almost nonexistent. Most trading decisions at the time were driven by fundamentals and advice from brokers. Technical trading was an obscure art form, practiced only by a fringe element, often laughed at and shunned as they manually updated their charts, drew their trend lines and strategized for the next day.

Once the personal computer came on the scene, trading took on a whole new dimension. Programs evolved that could update charts in real time and in any time frame, and include an endless number of indicators. They can be used to develop sophisticated trading systems and back test them. You can tweak them to fit your unique trading style.

There is software that you can use to run setup identification algorithms that help you sort through thousands of potential trades in seconds, alerting you to your favorite patterns and setups.

Fundamental data—formerly delayed, limited and only available in print—has been expanded to include every conceivable data set and ratio. It is updated in real time and available in multiple databases for easy access. This data can be easily filtered with multiple screening programs, to help narrow down candidates that fit any criteria you wish. Computers have taken trading to a whole new level.

At the same time, educational resources on the art of trading have multiplied beyond count. There are thousands of books on all aspects of trading. Magazines, newsletter subscriptions, blogs and tweets could keep you reading indefinitely. There are also numerous experts, some with reputations well-deserved, others merely self-proclaimed—promising riches beyond your wildest dreams.


Trading is easy, it’s making money trading that’s hard.



You would think that, with all this technology and knowledge readily available, trading should be easy to master—certainly easier than it was in the 70s.

The reality is a little different.

Once you study trading, you soon discover that most of the material boils down to the same basic principles, which in theory will guarantee success. In fact, it is quite easy to develop trading systems that generate consistent profits. Numerous trading software programs allow users to define trading rules and parameters, back test, and produce expected results. The problem is that, when people actually try to implement the systems, things fall apart.

With all the evolution that has taken place in the world of trading, one thing hasn’t changed: the statistic that approximately only 2% of commodity and 10% of stock traders succeed. Success is defined here as being able to make profits on a consistent basis over the long term. The vast majority didn’t in the 70s, and they don’t today.

Given that trading is basically a business of odds, you would think most people would avoid it with statistics like that. Yet something lures people in, no matter what. . .

After all, trading is simple. You buy something. If it goes up, you hold it. When it starts to go down, you sell it—hopefully at a profit. But, if not, you sell at a loss. This does not jeopardize your long-term success.

The essential rules of trading are remarkably straightforward:


	follow the trend

	cut losses short

	let winners ride

	manage your money to avoid the risk of ruin.



These are rules that work.

Why is something so simple so hard to implement successfully? That, too, is simple—though far from simple to overcome: human emotion gets in the way. When people are exposed to the opportunity to increase or lose their hard-earned capital, they misplace the ability to trade objectively. Most end up following a road to ruin.

Intellectually, we can see the rules and understand them completely. Before our money is on the line, we can grasp the consequences of breaking them. Then it’s on the line. And everything changes.

The rules of trading are like a map: accurate and, from one angle, all you need to get to where you want to go. But studying a map and hiking a hundred miles are two very different things.


A journey of a thousand miles begins with a single trade.



My objective with this book is not only to cover the rules necessary for success, but also to show you how to follow them when the rubber hits the road. I will show you what it actually means to take the journey of a successful trader—and the consequences of your chosen path. I want to show you what it takes to stick to the path; how to follow it even in the dark, or amid the lure of shortcuts; how to overcome obstacles, and evade enemies, and persist in the face of fatigue, discouragement, and worse.

I will show you how to be in the successful minority—if you’re prepared to join them. The average trader loses. Average actions destine them to failure. The Trader’s Journey is not their path. But it can be yours.

Here’s what’s ahead.

THE JOURNEY TO COME

In Chapter 1, I begin by asking the question most people never ask themselves when they decide to begin trading. It’s a question that, if answered honestly, could prevent a lot of pain and financial loss.

Is trading really for you?

With such a high failure rate, it follows that for most people the answer to this question is probably no. If I can help you discover this before you have lost your savings, this book will be the best investment you ever make. And if trading really is for you, you have nothing to lose from seriously asking this. Even experienced traders can benefit, as I’ll show.

The business of trading should be pursued only by those individuals who truly understand what they are getting into. I have seen many enter the business, only to see significant amounts of capital wiped out from their accounts in no time at all. Some then leave the business, never to return. In my opinion, most should never have traded in the first place.

Others stick around, adding to their accounts. They either continue to lose over time or become better traders. In Chapter 2, I outline an education plan that will help you join the latter rather than the former group, not only laying the groundwork before you place your first trade but showing you how successful traders embrace a lifetime of learning. It is essential to stay current while trading.

The three chapters after this are an exploration of key trading concepts. In Chapter 3, I cover the nature of the markets, digging into the most popular traded markets and instruments. (The term ‘instrument’ is used throughout the book to represent any of the many assets that can be bought or sold on tradeable markets; i.e., anything that can be traded.) I also lay bare the underlying nature of market behavior. In Chapter 4, I share what you need to know about the major analytical techniques, fundamental and technical, as well as seasonality and wave theories. Chapter 5 provides an in-depth look at key trading techniques and styles.

Chapters 6 to 8 focus on developing a business plan and a trading plan, and sharing examples of successful trading plans. I discuss the components of a trader’s ‘edge’—how to find yours and how to maintain it, how to find a trading strategy aligned to your current profile, and how to document a plan that will form a solid foundation for your trading business.

In Chapter 9, I cover trading psychology, where I document some of the most common emotional mistakes that traders—both novice and experienced—make on a regular basis. These are mistakes that prevent long-term success and are responsible for destroying trading careers.

Chapter 10 brings together the key lessons, summarizing the major success factors I have learned over the years.

After finishing this book, you should have a good overview of the business of trading, be able to have an honest discussion with yourself about whether trading is right for you—and, if it is, be able to map out and follow a plan to long-term success. You will also be able to determine the style of trading that best fits your personality and be prepared for roadblocks you will encounter along the way. And you will have learned all the most valuable trading lessons I have acquired over a lifetime in the markets. Your journey will be well on the way, and your end destination all the closer.

Let’s turn the page and ask an important question.




CHAPTER 1

IS TRADING REALLY FOR YOU?

I MEET A LOT of people who say they are interested in trading. Once we start talking, though, I realize that all they are really interested in is making a lot of money in a short period of time. This is not trading.

The fact is, the vast majority of people driven by such a desire would be better off going to Vegas. The probability of making a few bucks is about the same, and at least they could take in a good show.

Trading is an extremely rewarding endeavor, if pursued with discipline. It is the ultimate marketplace of ideas; the right ones are profitable. And there is no limit to the amount you can make. But the only way big fortunes are made quickly in trading is the same way they are made at the roulette wheel: against the odds.

Unfortunately, most would-be traders are sold on the hype. They have unrealistic expectations. There are always going to be individuals who do suddenly strike it rich in the markets. But study their methods. Some may be naturals; most turn out to have assumed huge risk with leveraged instruments and lucked out. They didn’t so much play with matches as juggle with dynamite. They survived—but it’s not a party trick, much less a strategy for a career.

And for every such wild success story, there are thousands who lost it all. You usually won’t read about them.


Many are drawn to trading for the supposed freedom. It is ironic that in order to succeed you must establish strict rules and boundaries.



Trading appeals to our greed. There’s no escaping it. The barriers to entry are all but nonexistent; almost anyone can open an account online within minutes, transfer some dollars from their bank account, and with a few keystrokes be in business. We are bombarded by rags-to-riches stories. We want to believe that they can be true for us too. Like sheep to slaughter, each year new traders enter the market—and lose their hard-earned capital, seeking easy money.

For most, the road to ruin is predictable. Something sparked their interest in trading—a story of easy money with little or no work, a hot tip from a friend or relative, an e-mail promising instant wealth, a news report of some spectacular run that a stock has just had. They urgently set up an account. They don’t want to miss out. How much capital to deposit? It’s obviously a ‘sure thing’—so the more the better. Right?

The first trade is the easy one. Brokers always have a flavor of the day. Online, the next hot stock is just a click away. The outcome of that first trade will determine what happens next. Some pick a winner right off the bat. Sometimes a string of them! This beginner’s luck reinforces all the messages that got them into trading. At this rate, they think they will make a fortune in no time.

They confuse luck with brains. So, it’s not surprising that brains are missing from their next actions. Without any proper money-management rules, they pyramid their gains—until finally their luck runs out, and the house of cards comes tumbling down.

Others have a loss right out of the gate. That might be everything they could spare; in which case the game is over. Or they might attempt revenge on misfortune by trading again. Only to lose again. And worse.

Everyone who starts out trading this naively gets to the same place by different routes: inevitable loss of capital.

I have witnessed this scenario many times. It never ceases to amaze me how otherwise smart, rational individuals can get swept up by greed, ignoring all logic. They know loss is possible in a dictionary sense. But they never seem to consider it as a possibility in the trading sense. They will not listen to reason; they have it all under control. At some point, they finally realize that maybe there is more to this trading thing then they thought—but it is usually too late. They have lost too much money.

At this point, many give up on trading completely. The pain of losing large sums of money is too much. They never want to experience it again. This is too bad: many of them could have become successful traders if they had entered the business differently. For others, trading was never something they should have attempted in the first place. If they had spent some time beforehand understanding the business, they might have been able to avoid the inevitable losses.

How can a prospective trader work out into which group they fall? It starts with the simple question of this chapter:

Is trading really for you?

The reality is that trading is not for everyone, and an honest answer to this question may prevent a lot of pain in the long run. If trading is for you, this is far from a wasted exercise: by first looking objectively at what is involved, you will approach the business with your eyes wide open and be able to avoid a lot of the mistakes other traders make. Even if you’re an experienced trader, it’s helpful to really understand our motivations—and what actually makes for success.

To properly answer this question, what is needed is a cold hard look at yourself—and an honest and objective understanding of what truly is involved in the business of trading.

Let’s break it down.

WHY DO YOU WANT TO TRADE?

Making money is what motivates most people to trade. After all, that is the ultimate goal of the business: using your capital to make money. However, if your main motivation is to make a quick killing, trading may not be for you. If time is of the essence, trading is going to prove an expensive lesson.

A lot of books on trading will tell you that trading is not gambling. I beg to differ. The definition of gambling is ‘to bet on an uncertain outcome.’ That sounds like trading to me. Sure, we will try and find an edge and minimize the possibility of loss—but, no matter what we do, the outcome will always be uncertain. And since we are being honest, let’s not forget that there are dangers involved. Like other forms of gambling, trading can be addictive. I have seen many traders who ‘need’ to trade—but not in a good way. They need to trade, like other gamblers ‘need’ to bet. If you fear you may have a gambling problem or an addictive personality, trading may not be for you.

Most successful traders are passionate about the business, dedicating years to studying, gaining experience and knowledge over time. The activity in itself is an enormous part of the reward.

What is it about the idea of trading itself that appeals to you? Unless you are truly passionate about the business and willing to dedicate years to the endeavor, trading may not be for you.

For example, some of the most successful traders I know are driven to succeed in order to help fund charitable causes they support. It is interesting how this ‘why’ has such a powerful impact on their ability to stay focused and committed to their business, while others more easily fall prey to their emotions and lack staying power.

What is your ‘why?’

WHAT ARE YOUR EXPECTATIONS?

For some reason, most new traders approach the business with expectations that are totally unrealistic. They think that learning to trade is automatic—as if it happens as soon as you open an account. Greed seems to remove all rational thought. Like any new skill, trading requires dedication of time and practice. It will only be mastered over many years.

Not only do new traders not appreciate the time required to learn the business, but they also feel that earning positive returns on their capital should be a piece of cake. I have seen individuals decide to become day traders, thinking that they can easily earn $100,000 per year with only a $50,000 capital base. The logic goes something like this:

With approximately 250 trading days a year, I only need to make $400 per day. With $50,000, that is less than a 1% move in a day. If I trade a $50 stock, it only needs to move to $50.50. This should be easy.

If this makes sense to you, maybe your expectations are unrealistic as well. It equates to a 200% return in a year.

I know a lot of successful traders who would consider an annual return of 20% to be exceptional. To earn $100,000 per year from that would require a capital base of $500,000. This helps to explain why new traders, in order to make the unrealistic returns they are expecting, gravitate towards highly leveraged instruments like futures and options, and assume huge risks. They are then easily wiped out. Figure 1.1 shows the equity curves of a successful trader and an average trader.

Figure 1.1: Equity curves

[image: A graph depicting equity curves of a successful trader and an average trader. The average trader faces ups and downs in their profits until eventually loosing most of their investments. The successful trader, on the other hand, has steady growth with minimal ups and downs.]
Source: Author.

If you’re not prepared to devote serious time and practice to the art of trading, and would not be happy with objectively reasonable returns, trading may not be for you.

WHAT DOES IT TAKE TO BECOME A SUCCESSFUL TRADER?

Before anyone can expect to become successful at any profession, they need to dedicate time to learning the fundamentals and practicing the skill set. Most professions take years to master; trading is no exception.

But trading also has an emotional component. The same is not true for most other professions. This is one of the most critical aspects of trading, and one that is usually missed by most people. Emotional resilience is critical—and critically overlooked.

Then there’s passion. One of the first things people advise when choosing a profession is to ‘do what you love.’ Most successful traders I know are extremely passionate about what they do. They dedicate many hours a day to their trading business; before, during and after trading hours.


Many new traders leave the game once they realize the amount of work and time commitment involved, and after their expectations of easy money are shattered.



Most who approach the business successfully have higher than average intelligence, are mathematically inclined and are computer literate. They are independent thinkers and are able to make decisions on their own. They are comfortable working in isolation but also have a passion for understanding group psychology. But, above all, they love the markets, and
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