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Hello, and welcome to Hell!  At least that’s how most folks feel about literature that smacks of mumbo jumbo, get in touch with your trading-self psycho babble.  I don’t blame them.  I have a psychology degree and still recoil at most books aimed at my inner trading child and co-dependent trading strategies.

I don’t want to fill out forms about my goals, fears, likes, dislikes and why I want to trade.  Don’t get me wrong.  I believe these are noble and valuable endeavors, but let’s get serious.  We want to trade don’t we?  If perusing the skeletons in the closet of my mind soaks up more than a few minutes of my time, then my attention span quickly shrinks to that of a gnat.

Is this type of analysis important?  Definitely.  Will I or you actually expend the time and effort engaged in a full scale mental trading check up?  Not likely.  So why did I write a manual about the psychology and discipline of trading?

BECAUSE, IT IS THE SINGLE MOST IMPORTANT FACTOR TO YOUR SUCCESS AS A TRADER!

I’ve crafted the information in bite-sized chunks so that you will actually read it.  Chew on each topic as you decide how it relates to you, your trading ideas and activities.  This is not your typical trading psychology manual.  I’ll wager that you will easily find yourself described on several of the pages that follow.  All I ask is that you recognize what issues apply to you and more importantly DO SOMETHING ABOUT IT.

BEFORE WE BEGIN
LEAVE YOUR EGO AT THE DOOR
I don’t care if you were God’s gift to the stock brokering industry.  All previously successful people pay attention.  If you have been a screaming success in your career and can tackle any of life’s challenges with ease, you are likely a highly intelligent and capable human being.  Does the market care what you’ve done or how smart your are?  No.  And it will reward you daily with both the pain of being wrong and a lighter wallet if you attempt to bend it to your will.

It’s not just about winning.  Winning will come over time if you trade with a decent strategy and leave your ego at the door.  Sometimes you may be right about a trade.  But remember, the market is always right no matter what your ego leads you to believe.  To ignore this simple maxim will frustrate you to no end.  The only end will be the conclusion of your trading career. The market will conquer you, not vice versa.

I know plenty about egos because I have one too.  But I’ve come to learn that the market doesn’t care.  If I approach trading in the same way that I’ve approached everything else I’ve accomplished in my life (by forcing it to respond to my logic), then I am headed down the path to ruin.  Remember to always leave your ego at the door.

COMMON PITFALLS AND MENTAL TACTICS

CASINO CHIP SYNDROME
When you trade online with a computer, don’t forget that pressing a buy or sell key on your computer keyboard or clicking the mouse represents money at risk.  It’s like casino chips.  If Las Vegas let you put cash down on the table, would you still play the same way?  Probably not.  Casino chips are uniquely designed to numb you to the fact that it is actual money you are risking.  Your money.

A buy or sell entry on the computer lulls you into the same false perception of value.  You do not see the actual green paper tossed out at the market in the high-tech, sterile environment of computerized trading.  If you lose sight of this analogy, you will trade as if money doesn’t really matter.

The trading and risk you are willing to incur changes.  It’s a matter of perception.  Never forget that both a casino chip and an execution on your computer are one and the same.  They represent your hard earned money that you are putting at risk.

GUNSLINGING
I hope that by now most of you have in mind a trading method that you are confident with.  When you depart from your method you become the equivalent of the old time gunslingers of the wild west, firing off trades with a six shooter in each hand.

There are all kinds of reasons that you might indiscriminately blast away with a quick series of trades.  You’ll have to figure them out and eradicate them.  Gunslinging involves no methodology, only flair.  Each bullet (or trade) loses significance in the barrage.

Focus instead on the silver bullet approach.  Make sure each shot counts.  You need a good target, exceptional aim, and a smooth pull of the trigger at just the right moment based on your training and experience.

Gunslingers typically enjoy the notoriety and reputation associated with the mystique of their showmanship.  They take great risks and sometimes score big.  It is merely luck.  Over time the odds will catch up with them, and they will eventually find themselves on the wrong end of the barrel.

CHASING
These are the folks that get excited and “caught up in the moment” when a stock rockets in a direction either long or short.  They almost forget their name as they throw caution and their methodology to the wind.  All they want is to get into that stock and do so usually at the end of its move.

Stay focused on your trading strategies and techniques.  Enter trades based on your rules, not because a stock is simply ripping in a direction, and you are afraid to miss out on the big bucks.  The big bucks will usually be the ones coming out of your pocket as you try to get out of the trade, since you probably bought the top or sold the bottom.  Never chase a stock.

TOSSING THE DICE
I’m not talking about the random walk theory of the markets here.  I’m talking about gambling, pure and simple.  If you have no legitimate reason for taking a trade, but still find yourself buying or shorting a stock, go to the horse races, it’s cheaper and more fun.

Reject the gambling mentality outright.  Take pride in your abilities as a market speculator who knows when and what to trade based on a methodology to which you strictly adhere.  You are a professional.  You are an important participant in the marketplace.

Don’t toss the dice, because odds favor snake eyes over the long haul.  Every time you trade, you incur commission, the bid/ask spread and the risk of being wrong.  With this type of overhead expense you must make every trade count.

REVENGE TRADING
So you took a hit on a stock and lost money.  The single worst thing that you can do is to try and “get that money back out of the same stock.”  Revenge is sweet, but not to you.  The market will gladly take your money once again.

Your judgment will be clouded and risk exaggerated by holding a grudge against a stock or the participants trading it.  They don’t care about you.  They don’t even know who you are.  But they like your money, and you will invariably hand it over to them when revenge is on your mind.

Leave the stock alone.  Wait for a good solid reason or chart pattern to setup before even considering another trade in the same issue.

MIDAS TOUCH SYNDROME
After a day or few of exceptional trading, you are on top of the world.  Everything you touch turns to gold.  But something begins to go awry.  The next day or few you lose on your first few trades.  Not to worry though, it’s just an aberration because you’ve been trading so incredibly well.

Guess what?  You are likely to keep trading and keep losing for one of two reasons.  Either the market is not in a very tradable mode, or you are now out of synch with the market.  In either case you will find yourself steadily dwindling down all of the hard earned profits of the past few days and weeks.

A series of successful days often breeds a continued aggressive trading style since you’ve been right consistently…until now.  Recognize that something has changed, and reevaluate how your trades are unfolding.

The trading police are here and have their guns drawn on you.  They are asking you to step away from the keyboard so that no one gets hurt, including yourself and your trading account.

The golden touch comes and goes.  When it goes, reduce your level of trading activity.  Don’t give back all of your hard won earnings just because you think you still have the Midas touch.

HAPPY FINGERS - ARE YOU BORED?

Fingers on a keyboard

typing in a stock,

looking for a trade

but nothing’s setting up.

Fingers getting happy,

buying shares of stock.

Bored with inactivity,                     

some dollars you will drop!

No iambic pentameter here.  If you are bored or want activity for activity’s sake, get the hell away from your computer.  If the market is dead on arrival, go run some errands, call someone on the phone for a visit, run home and floss your cat’s teeth, analyze your trading.  Do something, but don’t trade just to pass the time.

Any trade that you ever enter should be taken based on good market conditions and your proven methods and techniques.  To do otherwise courts needless losses and commissions.  If you sense that you are coming down with a case of “happy fingers,” you’ll be happier yourself by taking a break from trading for a while.

SNAKE BIT
So much for the Midas touch.  Sometimes you’ll feel like every trade you pick is tainted by the fact that you chose to trade that stock.  It’s as if all the world of traders said, “Okay, Bob just went long, let’s take it down 50% and screw him out of his money.”  Eventually you get snake bit.  In other words, you’re afraid to go near the buy or sell entries because you know the trade won’t work.  The market venom seeps into your confidence and paralyzes your ability to trade.

It’s time to take inventory of your method and technique.  Are you trading the right stocks that are moving enough to offer a decent profit?  Are you trading “cherry picked” setups and getting filled at the price you want.  If not, then back away.  Something evil this way comes.

If, after reviewing your trades, they are not quite up to snuff to be deemed “best setups,” then something is amiss with your analysis and activity.  This you can do something about by adjusting your trading technique.

Snake bites don’t have to be lethal.  Realize what is wrong with your trading or wrong with the market and take the appropriate action.  You’re not doomed by a bad string of trades.  If you trade your methodology and pay close attention to your money management strategy then eventually odds will favor your success.  Don’t be scared off from the market.  Losing trades and losing days are a fact of life in the day of a trader, as long as they are managed appropriately.

HANGING ONTO HOPE - A LOSING TRADE
Any trade that moves against you should be exited at your predetermined bail out point – your initial stoploss.  But once it gets there you start wondering if maybe just another point or few points will hold it.  All of a sudden you find yourself staring a full on decimating loss in the face!

“It will come back won’t it?  At some point it has to, doesn’t it?”  Sure, after the multi-day 40 point move steadily grinds against your position and knocks you out of the trading game.  “I’ll just average down my cost by picking up more shares.”  If your mind works this way then call me and I’ll notify the undertaker.  My hand will carve the inscription on your trading tombstone:  “He couldn’t take the loss.”

I’ve never met a loss I couldn’t take, as long as it was a small one.  Waiting and hanging onto hope demoralizes you.  It saps your ability to trade by sucking all of your focus and energy into a progressively losing trade.

Woe to those who have done this and actually had a trade come back to breakeven or a profit.  The worst possible trading habit has just been reinforced in your mind.  All it takes is one trade where you let the losses get away from you to destroy your trading ability and your trading career.

Believe me, I have seen it happen.  I actually anguished over another trader’s demise day after day.  I wanted to run over to his computer and push the parachute button myself.  But it’s not up to me.  It was his own fault.  He knew better.

Like a little child who knows better, he hung onto hope.  In the end the market hung him on the end of a rope.  It is not a pretty sight.  If you’ve already violated your initial exit strategy for a losing trade then get out! 

A one point loss looks very attractive once it becomes a four point loss.  A four point loss looks even more attractive once it becomes a ten point loss, ad infinitum.  Never say to yourself “I can’t take that loss.”  You sure as hell can and you had better do it quickly.  Keep hoping and I’ll see you on the street corner with a cardboard sign: “will trade for food.”

TRAINED MONKEY EXIT
The prior two topics lead us to a way of reacting to a losing trade.  You should already have your risk amount set in stone for every trade in advance.  When the stock gets there, just punch the little button on your keyboard or click the mouse on the bail button and you’re out.  No more worries, just a loss which is part of trading.

It doesn’t always work that way though does it?  You hesitate and do the worst thing possible, you think about it.  This is just another recipe for disaster.  Instead, be like a trained monkey.  I know it sounds silly, but what does a trained monkey do?  He simply reacts.  He doesn’t think about what he’s supposed to do, he just does it.

Be like the trained monkey (kind of a Zen thing isn’t it?).  When your exit point for a loss is reached, reject all thought and act like the trained monkey.  Punch that button and move on to greener trading pastures.

IT DOESN’T TAKE A ROCKET SCIENTIST
I’ve known a 19 year old who made substantial money trading stocks.  Almost anyone has the potential to make money no matter what their background may be.  Sometimes it seems that the smarter a person thinks they are, the worse their odds of success.  Read the interviews with some of the great traders.  They will often relate how intelligence can be an inverse predictor of a trader’s potential success.

If you bring to the table preconceived trading ideas from prior experience, they will often become your stumbling blocks to trading success.  Free yourself of all this mentally handicapping garbage.  Tabula rasa, a blank slate, is the way to begin.

Start fresh.  Stock trading is a totally different game with totally different rules and different players compared to other business endeavors.  Success comes to those who find a few decent strategies and incorporate good money management with the strictest discipline.  They are the ones who in the future will be telling the old tales of how they made their money in the markets.

LOOK IN THE MIRROR

CONFIDENCE
You must have developed a reasonable dose of confidence to trade with consistent success.  This confidence is not an arrogant cockiness and cavalier attitude toward the market.  I’m talking about confidence in yourself and your decision making ability.

You’ll definitely need confidence in your trading method.  Develop this through paper trading.  Over the course of days and weeks, watch how your trading approach yields a consistent and upward sloping equity curve.  Even though it’s only paper trading, that monopoly money goes a long way in buying your confidence that your trading technique will profit you over time.

The primary confidence factor to trade successfully relies upon your ability to take the right actions at the right times.  Are you sure that you are capable of pushing that button on a losing trade to close it out at the appropriate exit point every time?  Can you count on yourself to “cherry pick” only the best setups, or will you waver in your stringency and start getting sloppy?

You must actively make these types of decisions in advance.  They reflect your willpower to enact your trading technique and money management strategies without fail.  You must find a way to rigidly adhere to all components of your trading plan.  You cannot afford to trade without confidence in your ability to act.

PULLING THE TRIGGER
This differs from getting snake bit by the market.  Many traders who have found a great setup to trade, eagerly await the moment when the stock begins to make its move.  They’re going to jump on board, get their price, and enjoy the satisfaction of a trade well done.

But they don’t.  For some reason they go into vapor lock when the moment comes to act.  Off the stock goes while they stare at the screen wondering why they couldn’t execute.  Or they didn’t place the order in advance if they are not able to monitor the intraday activity.  Meanwhile the missed profits steadily pass before their eyes or are discovered at the end of the day when they review their trading positions.

Several reasons may be at the root of your inability to “pull the trigger” (enter) on a good trade.  Perhaps you are too afraid of losing money.  Maybe your ego simply doesn’t want to risk being proven wrong.  

Are you looking for the stock to move far enough in the intended direction before you’re comfortable entering?  If so, then you’ll enter too late into the move and probably get stopped out on the initial pullback.

Fear of pulling the trigger can be very destructive.  You will anguish over all of the potential profit you are missing out on as you punish yourself by watching the stock continue its move.  After a few of these missed opportunities, aggravation sets in and you finally decide to take a trade that invariably will go against you.  Now look what happened.  Not only have you missed out on the good ones, but you got whacked when you finally acted.

What kind of cruel world is this anyway?  It’s not the world my fellow trader, it’s you!  Excuse yourself to the restroom and take a good long look at the man (or woman) in the mirror.  Ask that person why you are gun shy on the trigger pull.  Be honest with yourself and ferret out the primary reason for this shortcoming.  Once it is isolated, develop a practical strategy for you to short circuit your way around this trading block.

ANALYSIS PARALYSIS
On one hand the importance of analyzing every trade before entry cannot be overstated, but don’t overanalyze every detail to the point where you cannot act.  It’s like using too many technical indicators.  Let’s see, the MACD and intermediate trend point long.  The Stochastic oscillator is oversold and turning back up.  But the stock is just below its 50 day moving average, bearish divergence is present with the RSI and the market is going down.

“Do I go long or short?”  Neither.  You’re looking at too many different varied criteria for a trade signal.  This can happen with whatever trading strategies you employ.  The fewer and simpler (such as pure price patterns), the better.  If any of your criteria are conflicting, then you are not “cherry picking” your trades and should do nothing.  Requiring too many variables to line up together for a trading signal will lead to consistent analysis paralysis.  You’ll never take a trade.

KISS:  Keep it simple stupid.  Do not lose yourself on a quest for the holy grail, it’s a myth.  And do not seek to reinvent trading.  Your goal should instead be to re-invent yourself as a trader.  Create and cultivate your abilities through self analysis and brutal honesty.  As mentioned before, a decent trading method and a good money management approach are all the tools you need.  The final ingredient is you.  Don’t fall prey to analysis paralysis like a deer caught in headlights.

AA FOR TRADERS
This is not intended to denigrate the impact that AA has had on improving the lives of those in need.  But I have known many traders who could have benefited from a 12 step program.  I would reduce it to two steps to make it simpler for the trader (I said simpler, not easier).  Step one:  Recognize that you have a problem (1% of the equation).  It could be large or small and easily found in one or more of the topics discussed so far.  Step two:  Do something about it (the other 99% of the equation)!  Don’t just suffer away and whine about your lack of success.  And for heaven’s sake don’t blame it on someone else.  Any finger pointing should be at the fellow in the mirror.

Take responsibility and take action to correct the problem.  If “happy fingers,” trading too much, regularly plagues you, figure out a practical way to circumvent it.  Here would be some straightforward options.  Get up from the computer and take a break.  Go grab a bite to eat.  Switch your computer to a “demo” mode and go off-line so that if you are tempted with a trade, it will take you too long to switch back over to live mode to enter it.

Think practical.  Ask yourself:  “What can I do to solve the problem?”  If you can’t just change it, then find a way to play tricks on yourself to short circuit that particular weakness.

More serious problems require more serious thought.  Maybe your mental make-up is not designed for you to be a trader.  It is very difficult to reroute a lifetime of hard-wiring.  Let me give you an actual example from someone that I have trained.

He was a gambler at heart.  When having a bad day, he would actually leave early and travel out to a nearby city full of casinos.  Major red flag!  I pleaded with him to forget about the money and action of trading and to focus on just implementing quality method and quality money management.

He knew the stock setups well.  He knew where to get in and out.  He also knew what not to do.  But he did it anyway.  He simply couldn’t help himself.  He was a very likable person but not equipped with the necessary mental make-up to succeed in stock trading.

Make sure you do not have a mental hurdle that cannot be overcome before you launch into a trading career.

So instead of AA, think of TA (Traders Anonymous).  It’s the two step program for  traders.  Recognize a problem or weakness and act to negate its impact on your trading.  Focus on your strengths.

MARKET PERCEPTION

DOING BATTLE WITH THE MARKETS
Although we like to talk about trading this way, it’s really an unproductive characterization.  If anything we are engaged in a battle with ourselves.  Let’s look at it differently.  If you can quell the mental and emotional war taking place up there in command control central (your noodle), then a paradigm shift can take place.

Stop fighting.  I know emotions of fight and/or flight seem to spring up automatically.  It is the grinding together of greed and fear that instinctively gives way to a smashed keyboard.  Don’t misunderstand me.  It’s far better to vent your emotions in a good old fashioned Freudian catharsis (in a productive way, of course), than to sit there and silently digest your stomach lining.

Change your way of thinking; shift your paradigm.  Stop the psychological bloodshed of believing you are armed with mental and technological weapons to conquer the enemy of the market.

Don’t get pissed off at the market.  It’s just that, a market.  And don’t get pissed off at the market participants who you know are deviously mapping out your demise.  They are just doing their job by making a market and also trying to make money just like you.  If you don’t like the fills you are getting, don’t bitch about it, adjust your trading and your way of thinking.

I guess the message here is:  Just let go of what you cannot control!  Focus on what you can control.  You control which trading techniques to employ.  You control your money management strategy.  You choose when to and not to trade.  You can recognize your weaknesses (some of which you’ve already read about).  Most importantly, you can change and adjust any of these factors in any manner that you choose.

You see, it’s all you.  How often can someone take their avocation that they love and make it their vocation, their life’s work.  Enjoy your trading.  It’s hard work, and you have to evolve with the market as it changes.  But by all means have fun with it.

Also, maintain realistic expectations.  You’re not likely to become an overnight millionaire.  If you place this kind of demand on yourself then readjust your expectations. Be optimistic yet realistic.

IT’S REALLY SIMPLE - AND REALLY HARD

As mentioned earlier, the theme is to have just a few simple strategies and a straightforward money management plan and adhere to them strictly.  Sounds easy enough doesn’t it?  But it isn’t actually that easy.

It’s really simple, and really hard.  Funny, isn’t it.  You’ve got simple rules and strategies, but it’s damn hard to make yourself stick to them.  Discipline makes or breaks you in this game of trading.  We are human.  We are not perfect.

Do I adhere to all of my rules all of the time?  No.  Why not?  Because it’s human nature.  I know that if I did so, I would make more money.  So what action must I take to overcome how hard it is to stick to my simple rules?

I believe one useful way of approaching this problem is to rate yourself on a percentage basis of how disciplined your trading has been.  Scale it from 0% to 100% effective discipline.  Don’t fool yourself into thinking it’s a static number either.

If I rate myself at 95%, that’s not too bad in my book (as long as the other 5% doesn’t include major mistakes).  But that was for today’s trading.  What about tomorrow’s and the next day’s?  Like I said, it’s a dynamic number and constantly changing with a natural propensity in which direction?  You guessed it.  Back towards zero!

Therefore, actively visualize yourself constantly pushing that discipline factor as fiercely as you can back up to 100%.  If it seems you’ve reached a plateau, you’re wrong.  By the time you recognize a plateau, your discipline factor has already slipped back in the other direction.  View this as a constant striving as you daily push your discipline factor closer and closer to 100%.  If you think you’ve arrived, that’s only a signal to keep on pushing.

It’s amazing how this striving impacts your esteem, your trading ability and your account.  Like I said, trading is really simple and really hard, hard work.

HOW YOU HANDLE YOUR DISCIPLINE FACTOR WILL BE THE SINGLE MOST INFLUENTIAL INGREDIENT TO YOUR SUCCESS OR FAILURE AS A TRADER!

Let me repeat myself.

HOW YOU HANDLE YOUR DISCIPLINE FACTOR WILL BE THE SINGLE MOST INFLUENTIAL INGREDIENT TO YOUR SUCCESS OR FAILURE AS A TRADER!

I KNOW WHAT TO DO - BUT I CAN’T DO IT
“The stock already broke long out of it’s setup and has run beyond my entry point.  I know that I was supposed to enter it no further than X amount into the breakout, but I can’t help myself.  I’ve got to buy it.  My God, I just bought the top!  I knew I was tossing my strategy out the window even as I was pressing the buy key.  It’s ripping down against me, what do I do, WHAT DO I DO?!?”

First, exit the trade NOW!

Okay, so you’re out of the trade and the fear and panic are starting to recede, leaving behind an empty void echoing back your own question of “Why the hell did I do that?”

Good question.

You knew what to do, pass up the trade since it was beyond your entry point according to your own rules.  But you couldn’t do it.  This scenario underscores the message in the prior topic.  Trading is really simple and really hard, primarily because your discipline factor just came unraveled.

In your overall market perception, focus on the role of discipline in your trading.  Knowing what to do and doing it are entirely two separate issues.  Remember the Traders Anonymous two step program?  Step 2:  Do something about the problem.

Enter the discipline factor, stage left.  Make sure he is the star of your trading show from the start.

DON’T FORGET TO BREATHE

How many times have you traded a stock and labored over when and where to exit?  By the time you closed the trade, whether it be a daytrade or a longer term trade, you let out a long breath of relaxation.  Why?  Because your whole body tensed during the stress of managing the trade and, wonder of wonders, you actually forgot to breathe.

This is common in stressful situations.  Trading can be one of the most stressful endeavors you’ll ever encounter.  Become aware of how your body physically reacts during your trading.  What is your posture?  What muscles tense up?  Do you breathe shallowly or not at all?  You’d be surprised if you saw a video of yourself.  Tune into your physical response.  It gauges the state of mind you slip into when handling your trades.

Why is this important?  Because you trade more effectively and efficiently when your mind and body are relaxed.  If you notice a physical gut-response as your abdominal muscles assume the rigidity of titanium, then maybe it’s time to relax.  Take a few deep breaths from the abdomen and dissipate that hampering cloud of stress of which most traders never become aware.

I traded in an office next to my brother for a time.  His history was that of a very good trader.  One afternoon I noticed he’d become very quiet for quite a while.  Then, as if the world had been lifted off of his shoulders, he let out a huge sigh of relief.  It turns out that he was in a trade that had unknowingly gone against him well beyond his stoploss on a day trade.  It finally rallied back to near break-even and he exited.

He sighed afterward because he’d forgotten to breathe as he lost himself to the stress of the market.  Constantly do a physical checkup on yourself.  It really doesn’t take much time and it’s very productive.  Simply reflect on whether you are breathing or not.  You’ll be surprised.

Another more important result of this negative physical response during trading is a thing called “silent ischemia.”  Latin translation:  “You’re going to die soon!”  As your body tenses continually throughout the day a certain phenomenon occurs.  Blood flow to your heart is greatly reduced, depriving this vital organ with the oxygen and nutrients needed to sustain the trading organism that you are.

I’m dead serious.  No one wants to find you slumped over your keyboard, even with an open winning trade.  Do yourself the kindest favor and don’t forget to breathe deeply, and evenly.  Let the stress flow out of you with each smooth exhalation.  Your body and mind will thank you.

LOSING FOCUS
Focus on trading your method and implementing your money management with a high discipline factor.  It’s so easy to forget this simple foundation for success when you’re barraged with all of the information flowing through your computer and across your screen.

Getting wrapped up in “micro managing” one trade, whether it’s a winner or loser, can constrict your focus.  You’ll no longer have your finger on the pulse of the overall market, and other potential trading candidates that are setting up.  It’s an issue of opportunity cost.

Keep your view broad.  Know what the market indices are doing and cycle through the basket of stocks that you follow.  They continually offer the subtle clues and subsequent insights about how trader-friendly current market conditions are.  Also, your ringside seat offers an insider’s peek at the internal price dynamics of multiple stocks as they unfold from minute to minute and day to day.

Break the habit of losing focus.  When you realize you just missed three high-octane trading opportunities, it’s probably because you spent all of your time following the one trade you currently have open.  Let your methodology take care of that trade for you.

Don’t dance around like a cheerleader for a stock’s every tiny move.  Don’t waste your time and concentration on just one stock by visually burning a hole in the computer screen.  Look around.  There’s a whole world of trading opportunity and analysis available to you if you actively maintain a broad focus.

The status of your personal life also affects your focus.  If you are angry, upset, sad or stressed by some event outside of trading, you may want to back off for a day or more and regroup.  Don’t allow negative events in your personal life damage your focus by bleeding over into your trading.

Focus-management is another one of those “recognize it and do something about it” patterns of behavior that traders occasionally fall into.  Proper focus enhances market perception, which enhances quality trading decisions.

THE DEATH OF A TRADER

It happens.  Not everyone climbs to the mountaintop.  The slopes are scattered with the bones of those who’ve gone before and failed.  No one likes to see it transpire or become one of the corpses of traders past.

It’s very sobering to me when I reflect upon people who had the high hopes and right intentions but were eventually dashed against the rocks which litter the trading landscape.  The lush greenery and magnificent view lie at the top of the mountain of trading success.

This vista hasn’t been reserved as hallowed ground for the millionaires and “big hitters.”  You too have a place reserved up there.  And there is no check-in time.  Just proceed at your own pace with your end goal in mind.  And by all means enjoy the journey along the way.

Success is how you define it for yourself.  Don’t be lured or goaded into thinking the only way to the top mandates excessive risk and huge winning days, weeks or months.  Understand who you are and make sure that your intermediate trading objectives are realistic.  Decide what is reasonable for you as a trader in terms of success and income.  It is a very personal subject and one not to be judged by others, only by yourself.

If you want to average $250 per day over time, then that is success when achieved.  If your initial goal (as it should be) is to not lose money, then you have effectively accomplished your mission and should take pride in it. 

Losing sight of what is right for you - losing sight of your mountaintop should be unacceptable in light of the esteem that you hold for yourself as a person and as a trader.

So how do traders die?  Let me count the ways.  Lack of discipline is at the top of the list.  But in the big picture, two primary scenarios usually tend to play themselves out.  Read them and avoid them through quality method, quality money management and quality discipline.

BLOWING OUT
Sometimes a trader will blast away at the market, exposing himself to obscene risk from the start.  Unless he has a seven figure account, he’ll be gone within a few days to a few weeks.  Multi-thousand losses day after day exact a heavy toll.  A trader should be taking it easy, learning and keeping his market “tuition” low.  Never recognizing what is happening or not knowing to simply stop and reevaluate, he’ll "blow out” his account and be gone.

What a waste of energy and money to have finished yourself off only as you’ve just begun.  All of the prior planning, hopes and dreams slip down the drain before you know it.  Shell-shocked!  It’s already over and there’s nothing left to savor but the bitter taste.  If you’ve just begun trading or are about to embark on the trader’s journey, don’t victimize yourself like this.  There are plenty of other ways to inflict pain upon yourself that are a lot less expensive.

The problem is that you don’t realize the mental pain until it’s already too late.  Pain can be your friend by telling you something is amiss.  Fix it.  If pain barely has time to register, then nothing can be done.  This is the quick death.

DEATH OF A THOUSAND CUTS
Other folks enter the trading arena more timidly and rightly so.  But they never really “get it.”  Either they are without a basic trading method, money management safety net, or are suffering one of the afflictions covered in this psychological exposé on the basic mental trading goofs.  They make a little money, lose a little money, make a little money, lose a little mon…you get the picture.  Bit by bit their account balance dips further and further into the red by small degrees.

If you find yourself on this path then refer to the “traders anonymous” topic.  Obviously it’s time to tweak some aspect of your trading.  Analyze your method, your money management and your mental trading fitness.  Find the squeaky wheel and grease it up good.

The amusing part of this is that while the little (or big) wheel is squeaking, you are usually deaf to it.  Someone else observing your trading will hear it loud and clear.  But since trading is akin to a lone wolf game, it’s imperative that you lend an ear to the squeaks.  Only you can solve them.

Like a tiny blade that cuts you once, you’ll slightly notice it.  But day after day, more cuts appear, virtually painless.  As time goes by the blood flows, and before you know it, you are covered in red.  Staunch the bleeding early.  Negate the blade that whisks across your skin with each day that you’ve not tuned into possible problems underlying your lack of trading success.

This is the slow death.

SELF ANALYSIS

WHAT ARE YOU SAYING TO YOURSELF?

Don’t you just love the psycho babble term self-talk?  I actually do appreciate and understand the concept, but shy away from bogus sounding terms.  Whether you know it or not, you do have a constant ongoing dialogue with yourself in your mind.  We’re not talking multiple personalities here, only the normal chatter.  It refers to what that disembodied voice that is your own keeps saying to you in anger, happiness, empathy or self misery.

That voice impacts your thinking and actions way beyond what you perceive.  You may not even be aware of its continual feedback on your decisions and activities, but be assured that it’s definitely whispering in your ear.  Most people don’t even recognize its existence.  We have learned to turn it off, or more commonly, press the mute button.

Why tune into the background “noise” in your gray matter?  I’ll let you in on a little secret.  That voice is the soul of your salvation or destruction in trading and in daily life.  Listen to yourself.  What are you saying?  The subconscious commentary permeates and affects everything you do, how you act and how you perceive yourself.

So what do you think about this proposition?  Change the way you mentally talk to yourself and change who you are.  Anthony Robbins would love this stuff.  But so do I.  Only for one reason:  it impacts your trading ability and discipline.  More than that, it sets the stage for your typical modus operandi throughout your life.  If you choose trading as an engaging and hopefully profitable component of your life then listen to that voice in your head (but not indiscriminately).

What you say to yourself is not always right or productive to guide you in your trading endeavors.  Do what momma said to never do:  Talk back!  Whatever me says that I deem a hindrance to me will be silenced and reprogrammed.  Don’t just think positive.  Take control of what you say to yourself.

“I will only take the best trade setups…I will not enter a stock past my get-in point according to my rules…I’m short and will hold the stock based on my trading rules and exit base on those same rules…So I took a loss, it was based on my rules, I’ve got the discipline to do it…I missed a trade setup, but that’s okay others will come along, I’m not going to chase it…I cannot pick a winning trade no matter what I do!?”
You get the idea.  The last comment by the way wasn’t very productive.  Instead restate to yourself that you’ve had several losing trades.  Then ask, “Is the market not very tradable or is my timing off?”  This is more productive.  Picture yourself successful.  Walk through a winning trade in your mind and hear what you would be saying to yourself as you managed it and finally closed it out for a profit.  Do the same with a losing trade scenario.

It doesn’t have to be positive talk, only productive talk.  But never negative or berating to yourself, the market, all of the other market participants or other outside influences.  Listen to how you talk to yourself and make it work for you!

TRADE YOUR PERSONALITY
Learn from books, from training, from watching a good trader in action.  Take any and everything in and process it.  You must begin your trading with effective, proven strategies.  But recognize who you are, what your personality is.

If you can’t function because you hate giving back open paper profits then scalping is probably your shoe size.  If you enjoy the ride of entering a trade that will wiggle all over the place as it hopefully keeps up the good fight in the direction of your trade, then intraday trend trading or multi-day swing trading may fit you better.

A whole spectrum of trading styles spans the activities of market participants.  Find what style of trading fits your personality and craft whatever training you’ve received to match what works for you.  To do otherwise will not be in your nature and lead you down one of the many paths to failure.  It reminds me of a story.

Once a scorpion asked a frog to take him across the pond on his back.  The frog said, “But you’re a scorpion, and you will sting me.”  The scorpion said, “No, I promise you that I won’t sting you, you are the only way that I can get to the other side of the pond.”

So the frog took the scorpion on his back and began to swim across the pond.  As he neared the middle, the scorpion stung the frog with its deadly sting.  The dying frog implored, “Why, why did you sting me scorpion?”  The scorpion replied, “I couldn’t help it, it is my nature.”

The message is:  Know your nature.  If you engage in a trading style or situation that you have not crafted to fit your personality, then you will sink into the pond and die.  Trade your personality.

DISCIPLINE
Am I beginning to sound like the department of redundancy department?  Discipline, discipline and more discipline!  That is what trading is actually about.  You’ve already read all of the stories, descriptions and scenarios regarding the supreme importance of you’re ability to enact ultimate discipline in all areas of your trading.

Of all of the day traders I have trained, I can honestly say to you that the primary reason any have failed has little to do with the trading methods and money management techniques I’ve imparted to them.  They all knew how to effectively trade when I got through with them.  And they knew I cared deeply about their success since I was in their shoes once upon a time.

So why have some failed in the grand pursuit of trading?  They could not find gumption enough to force discipline on themselves, or should I say, to integrate strict discipline into their world trading view and into how they talked to themselves.

I’ve agonized over this issue above all others.  What can I do to impart the ability to actively apply discipline in every area of trading?  How do I get them to bow down to the goddess of discipline?

I’ve tried pleading.  I’ve tried the “I’m disgusted with your lack of discipline” marine drill instructor approach.  I’ve had sit-down come to Jesus talks with them.  But in the end, I realized that it was up to them.

If they want to succeed and are willing to let themselves succeed, then they will swear allegiance to the goddess of discipline in their trading.  They will constantly strive to continually push their discipline factor towards 100%, to attempt perfection.  We are not perfect as traders; it is the undying effort of discipline that will make or break us, both you and me!

This I promise you is the most important part of self analysis.  Discipline!

THE ART OF TRADING
Let us now depart from the cold hard facts of rules and regulations regarding trading methods and the mental gymnastics involved in trading.  What about the art of trading?  It’s an intangible derived from experience.  

My theory is that our little hard drive in our head sifts trading experiences and information over time, cataloging them in abstract but legitimate ways.  At some point this subconscious, which hides out just below our awareness, whispers to us yes or no.

It complements our left brained analysis with a gut-feeling as it’s often called.  Learn to listen to this gut-feeling once it has developed over time and through experience.  Consider it a confirming factor for a trade setup that you have isolated.  Allow it to surface, don’t push it aside.  It is your innate ability telling you yes or no.  If it ever tells you “I don’t know,” then consider passing up that particular trade.

The art of trading is difficult to describe and more difficult to teach.  Watch a successful trader to see it at work.  Gather insight through experience.  Let the art enhance your trading ability.  Never rely simply upon a feeling.  Incorporate this phenomenon as a confirmation in your decision making process for finding, entering, managing and exiting trades.

You will develop your own art of trading as part of a trader’s self analysis.  It’s not a license to go nuts and take any trade that feels right.  Scrutinize and evaluate its effect on your trading, but never ignore it.

PROTESTANT WORK ETHIC
I grew up in a very fundamentalist and conservative backdrop which I’ve since tried to counter.  But as a student of psychology, philosophy, and of course trading, I have concluded that there is a basic principle instilled in most people that can significantly impact their trading activity.  I call it the “protestant work ethic.”

No disrespect is intended for your personal or religious beliefs.  I’m coming from a more academic stance now.  I think elements from our society’s world view affect us to the very core of who we are.  Therefore, as a trader, I deem it my job to alert you to its potential impact on how you view your career as a trader.

We are ingrained with a very succinct formula for achievement and self worth which, I believe, is based on the good old fashioned work ethic.  It’s not overtly explained but rather intuitively learned and absorbed from our earliest years as we meander through this world in which we live and trade.

We are taught that to achieve results we must work.  In our 90% agrarian society from the 1900’s and before, this was very true.  You were only as good as your work, which was mostly physical labor back then.  This principle continues on today.  But consider work as a synonym for activity.  Work = results.  If you (or someone else) is not satisfied with the results then it means you must work harder.  Therefore, if work (activity) is not producing the desired result, then simply increase the work (activity) to improve the results.  In other words, increase your activity.
Increased activity in most situations produces better results.  In the trading environment it does not.  If you are trading and losing, your instinct tells you to trade more, trade harder (work harder)…increase your activity.  Nothing could be further from the truth to succeed in trading.  But we have this little endless-loop audio tape playing in the back of our mind to “up” our level of trading activity, to work harder.

Step 1:  Recognize the problem (sound familiar).  Step 2:  Do something about it.  Temper your trading activity based not on this so called protestant work ethic, but on what produces profits in the market.  Usually, if you are not trading well you must actively pull back and lighten your trading or not trade at all.  This is totally counter to how we’ve been programmed.

YOU MUST REPROGRAM YOURSELF AS A TRADER THAT INCREASED TRADING ACTIVITY DOES NOT NECESSARILY LEAD TO IMPROVED RESULTS.

Any time that you must circumvent a pattern this ingrained in your psyche, it takes a constant act of will until it becomes habit, especially for your trading.  Trade smarter, not harder.

Once again, look in the mirror and ask yourself honestly, “Can I truly accept a new concept that increased activity does not necessarily yield improved results when I’m trading?”  If you can rewire yourself for this then profits await, as long as you employ the discipline factor.

Your primary focus as a trader must be on self analysis.  This is the area where increased activity will yield improved results.  It incorporates discipline and an understanding of the mental issues which can and will impact your trading.  Recognize and act to circumvent mental weaknesses and accentuate your strengths.

I think we’ve painted the overall self analysis picture as it should be seen.  Don’t cover your eyes.  View it intently as a mirror to understanding yourself.  With a few well placed brush strokes, you’ll complete your own masterpiece.

WHERE DO I GO FROM HERE?

By now I think we’ve pried open your headbone and laid the wiring bare.  I hope that we’ve also done a good job of reassembly.  You’ll know soon enough, I suppose.

Don’t think you are finished with this manual and stuff it away on the shelf.  It works best when it has a well-worn, dog-eared appearance.  Read and reread it on a regular basis.  Just like you take your car in for a tune up, your mind should be scheduled for regular maintenance.  Consider this your very own psychological tune up manual.

As you travel down the road of trading possibilities, remember that you are always in the driver’s seat.  You make all of the decisions - good or bad.  It’s all up to you now, each and every trading day.  I hope this material helps you create success and contentment in your trading endeavors.    

See you on the mountain top!
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