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Dedications

| always read dedications that sound something like this, *1 wanted to
thank my family for allowing me to lock myself in my room for six
maonths in order o complete this book, Thank you for giving me the
opportunity to finish this book”.

But what | wane to know is where in the world do those authors Aind
their families! | couldn't even imagine my family “allowing me to fin-
ish” a book! 50 | also would like to dedicate dhis book o my family.
But instead of thanking them for allowing me to write, [ would like to
dedicare this book tw them despite their constant asremprs wo thwart the
ﬁnishihg of this Pﬂljt'l:l'_l M}' five year old daughtﬂn tmy thies yiar old
son, and my seven month old son all had very good intentions. But
think of the biggest number you can possibly think of. Pur that num-
ber in your head and hold it there. Now double it, because this is the
number of times | heard “Dad, | need your help purting the dothes on
this Barbie” and the number of messy diapers 1 changed while 1 was
writing this book (but not the copy in your hand). 50 instead of thank-
ing them for allowing me o fnish, | would like to el them chat I fin-
ished this book despite their efforts to the contrary!

I of course would also like to chank Dre. Mara f'm"ﬁah_',rtl&l'1 whiose
inspirations for the material in this book were ar times subtle, some-
times accidental, and always profound. Positive energy has a wondertful
way of manifesting itself in those close to the source.



Likewise, | realize that it goes withour saying bur without the guid-
ance, r&xtraun:lihar}r tral:lihg stratugirﬁ. and investment tutr&lagd: of Mardk
Crisp this book never would have happened. Hopefully now many
mare people will get the opportunity to thank Mr. Crisp for giving

them something nobody else has: THE POWER TO TRADE FOR
THEMSELVES!

And I can’t write abour acknowledgements withour saying thanks
my wife who is successful enough so that | can stay home and write
books and fx Barbie's clothes and think about all the money she is
making for me to invest!
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Introduction

The old saying tells us that a fauley craftsman blames his tools. So is it
reasonable to assume thar a faolty rrader blames the markec Abso-
lutely!

You positively will not see a successful trader out there who does not
take full responsibility for his investment actions and reactions. The
truly successful rrader has accepred (and even thrived upon) every deci-
sion that needs to be made, every action that requires a response, and
every problem thar demands a solution. There are no excuses. He juse
couldin't have it any other wiy.

What is the frst thing that comes to your mind when you think of
the term “stressfree trading”™? Some of you might be thinking about
low risk (low yield?) trading thar allows you w focus on the rest of your
life because you know that your portfolio can yield no lower than 2.5%
and no higher than 3.5%. You can rest easy because you don’t have w
put any thoughe into your money ac all. There is no checking the news-
paper in the moming to see whether or not you are going to have a
good day or a bad day. You can simply coast through your days know-
ing that your “investment” is completely FDIC insured and there is no
possibility of losing your money. You are stress free.

Orthers of you may think of “stressfree erading”™ as simply an artitude
and thar there are just some people who are meant to trade and invest
while others are not because they get nervous at merely the hint of the
word “risk”. You may chink thar some people juse can’t handle the noe-

Ix
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mal stresses of investing and really shouldn't be involved with ix in the
frst place. In other words, those who invest have accepred the face char
there will be an average amount of stress no marter how you trade.
They have accepred the face that Pepro Bismol will be on their grocery
lise each week. It's just a pare of life. The acceptance of this normaley of
investment stress makes seress predicable. . and therefore manageable.

And there are still others who believe thar there could be no such
thing as “stressfree rading”; thar the term itself is an oxymoron. How
could something that is innately and universally stresstul ever be

“stressfree”?

S0 the ultimate question becomes, “What is stressfree mrading?” or
perhaps more importandly, *“How do | achieve stressfree erading?” The
answer is amazingly simple in an investment world thae is exceedingly
complicated. Behind all the numbers, behind all the faces, behind all
the charts and lists and graphs and explanations and promises there lies
a system. There is always a system behind any process. A nutritionalise
may tell someone who is overweighe thar they need to eat fewer calories
and exercise more. The nutritionalise will show plenty of chares and
graphs that show exactly what can happen w a person who continues
i be uwmreight. That nutritenalist will alsoe gnrl: Fh:nt].r of reasons
and :xphn:;tiuns for why the individual is ::ltrtm'tight- There may be
mitigating circumstances that are seemingly beyond conerol. There
may be risks. There may be rewards. But no marter whar, the solurion
lies wichin the system. There must be a system of change in order o
produce the desired resule. The individual will need to, on some level,
change the way he or she goes about their daily routine, Changes to
their system, their life, must be made. The system indudes all the
actions, all the thoughes, all the words that make up that individual. 1F
thar individual wants to change something, he or she must firse change
the system.
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Think abourt it for a minute. IF something is going pootly or not
meeting expectations then something has to change. IF investons lose
money and feel that their pordfolio is not producing the desired resules,
then something must change. _or else the results will remain che same
indefinitely (save for the occasional lucky person who does everything
wrong and still comes out on op, like Carrortop or Bob Saget!). And
whart exactly has to change? The system! All the amtimdes, all the trades,
all the “gur feelings”, all the withdrawals, all the deposits, all char and
everything else makes up an investor's system of investing. And if the
results are not good, then the system must change!

But I'll go one step further. 1f the resules are not perfecs, then the sys-
tem must change! Something must be changed or tweaked or slightly
altered if you are nor gerting the absolute most you can possibly be get-
ting out of your investments. [F you are not 100% thrilled with the way
your portfolio looks then it would only make sense that something can
be changed in order to maximize your carnings and ulamardy your
happiness! But how do you change your system? How do you change
vour way of life? For me it happened by accident, [ gor lucky. ..

When | fist entered Maria's Applied Behavioral Science dass ac
Mational-Louis University near Chicago, | could just tell that chings
were about to change. There was a positive aura that consumed the
class like none | had fele before. | just had no idea thar what was about
to seriously change in my life was the way [ looked ar investing! | doube
that anybody goes through an Applied Behavioral Science program so
that they can become better investors. And believe me, the program
was not designed to teach students how to become better investors. It
{luckily) just happened that way!

This book tells the story about 4 sudent (2 student in all senses of
the word) who meets an App|i|:|:| Behavioral Science reacher named
Maria and learns more about investing and finance and the way money
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works in the world today than he could have ever hoped for. This is
especially noteworthy because ic happened in a class that had nothing
to do with investments or finance or money at all. . _excepr maybe that
the cost of the cdass was imself a lesson in Anance!

Mot only did | learn the underlying habits, morivations, and
thought processes of highly successful traders, | also learned exace orad-
ing methods that come as close ro “stresstree trading” as any | had ever
SO0,

| would very much like to pass thar experience and that exeraordi-
nary information along t you. Thank you for that opportunity!



Section |

The Seven Secrets of
the Successful Trader



Good Karma

| was amazed to And our exactly whar can be learned in a college Adule
Behavior and Applied Behavioral Science class. At firse ic certainly
sounded as though | would learn a grear deal about how o alk to oth-
ers i an adule and meéﬁiunal FrAT e, F'erhaps I would learn some of
the differences berween adults and children. Wharever it was that |
stood o learn, the one sad orudh is that that was the hrst tme | really
realized that | was an adule (the only child in an adule learning class
just didn’t seem as feasible as it may have a few years ago)!

It all started innocently enough. All the students sar down in the
chairs that were arranged in a circle so that everybody could face and
see everybody else. For a while we just looked at each other. The
teacher hadn't arrived yet and we weren't quite sure what we were sup-
posed to do or what we were to expect. Eventually, several of the adules
began to walk w each other. Do you have any kids? How long did i
take you to drive here? Why are you going w school at age 552 The
simple kind of talk chat adults seem o crave and employers seem o
cringe at.

After abour thirty minuges we all started w0 ger a livde uneasy. We
started to openly question whether or not we were in the right class-
room. Had the teacher sent us all an email that we just missed? Did the
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class really start the nexe week? How long should we wait untl we go
home?

Then Maria (who we all found our had no children and drowve 45
minuees to get o class) decided to stand up. At firse | thought for sure
she was going to be the first person to leave the dassroom. She was
going to say, “Ive had it with this class today, IF the reacher wanes to be
an hour late that's ine but | have better things to do with my time than
sit here and wait for a teacher to show up for dass!”

To all of our shock (and none of yours if you read the inerodue-
vion!), she announced thar she was the instrucror for this Applied
Behavioral Science class. It was an old trick. She simply wanted o
show us how easy it is for humans o communicae. It is in our namre
to et together with each other and talk abour things thar either are
impaortane (like children and money) as well as things that aren’t so
U portant {lilee what kind of car we would like o deive if our SPOUSES
would ler us), Adult communication is an innate characteristic of
humans. We like to talk! That is one of our universal behaviors,

She went on o explain thar she was going o run this class a liete
diﬁ-'l:rtntl}r than we may have rxpntl;ed. B}r this F1_}int that was inevita-
ble! She didn't exactly well us how she was going w instruce the dass
but she wanted o make sure that we were prepared o have an open
mind. She also wanted to make sure that we understood thar Applied
Behavioral Science is a rather broad subject. The goal of the class and
the entire college program was to integrare the knowledge gained in dhe
educational sources into our own lives. We were to analyze and uld-
marely improve our life systems!

For instance, if Maria were to tell us dhat she wanted us all to et in
a group and talk about the items thar would be most importane if we
were stranded in a desert, then we should truly believe thar we were
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stranded in a desert. We should rotally remove ourselves from ourselves
if only for a moment in order to maximize the learning potential, Total
displacement.

She then told us why she doesn’t drink caffeine anymore because of
the dangers caffeine poses to our body and mind. Ar thar poine we were
all given a fond farewell and were allowed o go home eady. So 1 drank
the rest of my coffee, packed up my books that had gone completely
unused during thar firse session, and ran o my car while quite eager w
get home in time to carch the rest of Monday Night Football!



)

Total Responsibility

The firse ching thar Maria said w0 us as we all sar down for our nexe
class was, “Please close your eyes™.

This was no problem since | had only begun my first cup of coffee
for the evening. Unfortunarely, she continued: “Imagine you ger a call
from a hotshot publisher who wanes to send a writer to your home and
interview you. This writer is going to write a bibliography of you. The
book abour your life will be published. Imagine that this writer sics
down i your |'n'ihg rooin with a tape recorder and a |a|:|1;1,}|:| computer
and asks you one simple question. The writer asks you to explain your-
selt.”

At first | thoughe this would be an extremely easy task to accom-
plish. Afeer all, [ really didn’t have much problem sipping my coffee
even if my eyes were closed! Bur [ thought long and | thoughe hard. Ie
was a rather complex assignment bur it was an interesting one and one
that wartanted my cooperation. | started imagining that | would cell
this writer abour all my prondest moments as a father, a reacher, a
writer, and an investor. | began to imagine who | wanted to become
when all of 2 sudden Maria said o the dass, “And now | want you w
do the same ching...but this time be toally honest. Whar are you
going to say to that bibliographer? How are you going to really explain
voursel”

6
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This new task, although not as fun, was cerrainly more challenging,
| began to make small changes to my story from moments before. |
changed I was so proud of my son when he broke Hank Aaron’s
career home run record” to *1 was so proud of my son when he gradu-
ated college. I'm so happy thar he found happiness and meaning in his
life".

I then began to think proactively. In other words, | starred envision-
ing my future. | envisioned my goals, my wanes, my needs, my life
before it had been lived. We learned that this lietle trick of envisioning
your future in a hypothetical yer realistic way tumed out to be Stephen
Covey's First Habit of proactivity (Covey, 1989, pgs. 66-71). Now, |
was thinking probably the same ching that you are thinking about pro-
activiry. That means o take the initiarive, righe?

But Covey explains that proactivity may not mean only what you
are thinking thar it means, In fact, as | notice that the word proacrivity
continues to be underined in red by my computer, the word is not
even accepred in the standard dictionary of the English language, OF
course like | said before and especially if you work in the corporate
world, ['m sure that you understand the word o mean inigative,
Doing things before they need to be done. Action before necessity,
{Covey, pg.71). But | learned that proactivity means so much more
than taking the initiative at work or in your church group or with your
family. What | learned in the class is thar, simply put, proactivity
means thar “as human beings, we are responsible for our own lives”

(Covey, pg. 71).

Those words kepr echoing in my mind: We are responsible for our
own lives. We are responsible. We are completely responsible. There
are no excuses. There is nobody tw blame for what happens to us. We
choose our destinies and we choose the paths we ke, Wow, no won-
der that book sold 18 billion copies, and thar was only the first habir!
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Now I'm not sure if it was the four cups of coffee that | drank dur-
ing class or the incredibly provocative discussions throughout the ses-
sion but | never had a more riveting drive than thar drive home affer
that class! | simply could not stop thinking about the issues that were
discussed. | was mesmernized. | had a conversation with myself that
reminded me of a political debate that you may see on relevision, |
arpued with myself. | objected o myself. [ couldn’t stop alking about
what had rranspired.

S0 narurally when | gor home | immediately ran to my wife and
began to revisit the topics discussed in dass. | went on and on about
Covey's principle uneil | noticed thar my wife was mbbing her fore-
head. Her only response to my informative and invocative words was,
“For goodness sake, can you please just turn off the lights and ler me
sleep!™

Well, I knew that | couldn't simply plop into bed and peacefully
drift into a deep sleep. Thar is when | remembered my Blue's Clues
(this reference will also help to keep the attention of any toddlers that
may be reading this book)! My daugheer calls it Dad’s Thinking Time
when | sit down in my Thinking Chair every so often and just Think,
Think, Think. ..

| thought of the usetulness of what [ had learned. I thought about
the implications of dhis new knowledge. And of course, 1 thoughe
about how this new knowledge could help me hnancially (the invest-
ment nerd thar | am—most discussions with myself end up with,
“Mow how can this help my pordfolio?”).

What | realized is that a successful trader never blames anybody or
anything. He knows every single action he takes, This is the Arst major
secret of the successful trader. You will never meet a successful rader
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who is qulcing to blame someone or mma:thing else for the conse-
quences of his resules. You just won't see it because a successful trader
takes pri:l:e in accepting his decisions. He wasns to he n:;pnnsihle!

You see, when you accept 100% of the responsibility for your
actions with no questions asked then you close the door o excuses
behind you. For the unsuccessful trader (and the unsuccessful person
for thar matter), there is far too much time being spent orying to find
out who is to blame or what is to blame. Did the marker go down? Did
oil prices go up? What could have possibly happened thae | had no
control over to make things turm out so bad? The successful trader, on
the other hand, will accept responsibility when something goes wrong
and vow that he will never make the same mistake again. He will not
spend valuable time and energy trying to ind excuses or someone else
to blame. Thar time should be spent examining the problem, noting it,
discovering a solution, and moving on! Simply put, you should be will-
ing to accepe the face that you will occasionally make a mistake, You
will occasionally make the wrong decision. Mistakes are inevitable. You
can't avoid them complerely. S0 make the most of them and turn it
around in your favor. Give yourself the edge you have been looking
for, the edge you need w succeed. Take the opportunity to learn. Leam
when others are busy trying to make excuses.

And most imporranty, don't repeat the mistake!

NMow think for one moment. Why do you believe that taking
responsibility for your actions is so important? Is it o be a stand-up
guy? 1s it so that you can be happy with yourself knowing that you are
doing the righe thing? Maybe. Bur I'm all for finding whar helps my
portfolio. And raking full responsibility for my actions will help my
portfolio. It will help my furure and it is what has helped ALL the mose
successhul craders out there today. And thar is why | don't make any
excuses. That is why | won't spend one second trying to find a reason
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for failure thar was beyond my control. Because one thing is for sure:
You will never learn from your mistakes if you don't Arst admir chat
you made a mistake! You will simply make the mistake, convinee your-
self thar it was someone else's fault, and then make the same mistake in
a different sitvation just because you switched brokers! Trust me, it's
not his or her faule. ic’s yours. And the sooner you truly believe that
the sooner you can sare learning from your mistakes, This is an abso-
lutely vital component of any winning teader’s system.

Could you imagine Warren Buffet losing a few million dollars on a
share trade and them blaming the peneral conditions of the markee? Or
blaming his broker for giving him dud advice?! No way! It's just not
going to happen because the first thing chat winning eraders do when
something goes wrong is ask themselves, “Did | follow my rules?™!

IF the answer is “yes” then they will look long and hard at their rules
o make sure thar they have the nght system. Is there something chat
could be changed in their rules t avoid making dhis mistake again?
Probably not. But it is quite important to ask this firse becanse if dhe
answer turns out to be “no” then there needs to be some deep personal
evaluation and explanation. The trader will really have w dig deep o
understand wh}' he didn't follow his rules. Was [ afraid? Was there
some mitigating circumstance? Is it possible for me w not follow my
rules again? Whar can | do to change this behavior, or am [ just not
comfortable with my rules?

But do you happen to notice the one common with all of these
questions? “How can L.." “Why did 1.7 "Will L..."

1. Don't worry, you'll read a lot more about your nules in the fallowing chapees!
2 For more on systemis and choosing the nules thae Be you, st cighe! [e's juss
ahead in Chapter Three.
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In these situations the trader is waking full responsibility for his
actions. He fully realizes thar it is up o him w understand whar he
needs to change in order to be successful. What does he need o tweak?
He is basically reiterating to himself the face that he is in charge. It
wasn't his broker. It wasn't the market. He needs to make the change.
He needs to make i right.

If you have to ask, you shouldn't be trading,

Have you ever heard thar before? It is an old saying in cthe wodd of
trading (and | imagine many other endeavors as well). Burt take a look
at thar statement in the word of trading. If you have a sound system
that you have tested and proven over the long run and you know darn
well that the system is perfect for you and ir has outperformed the mar-
ket over time and will continue o do so.. .then why should you EVER
have to ask for someone else’s opinion? Don't be swayed by the doubs-
ing Thomases of the wodd. If your system has proven iself time and
time again then what possible good could a third person opinion pro-
vide (apart from confusing you and couding your judgement)?

If your first lesson was to take responsibilicy for ALL of your actions
then the nexr logical lesson is to stay true o what you believe. If you
are a long verm trend follower then why ask the opinion of a day
wrader? IF you are a value investor dhen the opinions of a2 momentum
trader will be a complete waste of dme. No two people have the same
opinion. And it is likely that nobody else will have your system of rrad-
ing. So don't start believing someone else just because they have an
t:lpiniun. Stick to your rules, Take rﬁspunsil:rﬂit_',r and make it all VOIS

Thirdly, don't be like everybody else. It seems that so many people
want to be told how to trade. They wane to be wold how to be suceess-
ful. You need o well yourself right now thar you need o ace on your
owi. You need o make your success. Mark MeGwire can'’t el you
how o hit a home mun. Thar informanon would be useless to you,
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Bobby Fisher can't well you how o win at chess. I you don’t need it
then don't ask! Don'c ask Michael Jordan how he could dunk so well
in the hopes that you may be able to pick up enough inside informa-
tion to perform a 360 degree slam. It juse doesn't work that way. You
have to play to pour strengths. You have to make your success.

You can't be told how to be successful from someone else. This is
one of the major reasons why people fail in che markets today. They
don't accept the work themselves. They think someone else can simply
tell them how to stare 2 suceessful online casino business and then they
apply that knowledge and rake in millions. If you don't take responsi-
bility for yourself then you will just be playing someone else’s game,
You may even make them rich!

Of course, | cereainly do not imply thar there is nothing out there to
learn from other people. 1 just mean you have o be selective abour who
you learn from. 1F the information is irrelevant, then don't waste your
rime. Don't ask a baseball player how to play chess. Stick to your
serengths!

Now, if you ever find yourself wanting w ask a dhird party about
your position of why your position didn’t work then remember these
simple rules:

* Close the position out (uncertaingy in yourself is no way o
trade)

* Review your plan and rules

* Work out why you lack the responsibilicy wo follow your plan
(conquer your fears)

* When you are convinced thar you don't need a chird party opin-
it then vl have regaine-d your rESFuhsibiHry and Wil Can Start
trading again
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This is all well and good for those of you who know exactly whar w
do o gain responsibility for your trades {or for those who already
have). Bur most of us need to know where to begin (I certainly pon-
dered that question for quire some time)! But how exactly can a rrader
learn o accept total responsibility?

The hirst thing you have to do is design a ser of rules and realize
THE most important point in trading is following those rules to a cee.
And never sway from those rules because you know that you put fordch
the time and effort to make those rules perfect (it is importane to make
the rules so perfect for you thar you have total confidence in them. _ir's
not going o do you much good if you constantly are questioning the
value of your rules).

Omnee vou have a ser of Armly established rules then you will Aind
that you will have very littde use for ouside opinion. In fact, 1 go w
great lengehs o complerely avoid outside opinions! | am confident in
my rules and | have taken complete responsibilicy for all of my trades. 1
don’e give myself any oprion o make excuses. If | listen o nobody but
myself then | can’t possibly blame anybody fue myself! | have made my
rules work. And once my rules have been put wo the test, | have realimed
that they produce grear results. | now am on the right side of the mar-
ket about 95% of the time. Had | listened o ouwside opinions along
the way, it would have taken me so much longer w reach the successful
point that | am at today. With a hundred detours comes a longer travel
time. You all know that the shorest dismance berween two poines is a
straighe line, right? And believe me, the hgures | now get with my rules
is much berter than any outside source can offer. Thar oughr to be your
goal as well. Ger to the poine that your rules produce results thar are
better than any outside advice can produce. That way you will ulei-
marely lose any tempration ar all to listen o other opinions.
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S0 from this point forward, begin tw learn what it takes o accept
full responsibility for your crades and all of your rading decisions. It
will ke 50 much easier and quiclr.ﬂr t0 NATTOW YOUE F:ll:h towards sucoess

if you only have one person and one set of rules thar you are dealing
with,

Think of it like this. Let's say vou have one hundred marhles of dif-
ferent colors but only one of the marbles is green. You need w sife
through your bag of marbles one by one undl you reach the green one
(we all want the green one). It may take a while. ARter all, one green
marble in a ha.g of one hundred differens marbles is kind of like a nee-
dle in a haystack. Bur it's manageable. You know that if you eliminage
marbles one by one then you will eventually reach the green marble.

MNow pretend that you get ten emails and ten phone calls from mar-
ble experes. They all have their bag of marbles and insist thar you do
things their way, They can help you find your green marble if you
would just take a look at their bag of marbles. They can give you infor-
marion. They can give you advice. They can give you more marbles. So
you accept one of their offers. That “expert” then dumps his bag of
marhles into yours. Well, that didn't work but you soll rake the mar-
bles out one by one in the hopes of inding your one green marhle.
Now other “experts” continue to dump their bag of marbles into yours.
All the while you are sorting the marbles in your bag one by one to oy
and find the coveted green one.

MNow, it is possible thar you may get lucky and find your green mar-
ble. But can you see that you are going the wrong way? Instead of elim-
inating the bad marbles and increasing your chances of success, you
keep adding maore bad marbles and decreasing your odds of winning,

So start eliminating your bad marbles and don’t ler odhers add cheir
bad marbles to your mix. If you stick with yours, it may rake a while
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but your chances for success will improve each and every day. You will
start out with a one out of a hundred chance. Then you won't find
what you are looking for so you eliminate one bad idea. Now you have
a ane in a ninery-nine chance of success. Eventually, if you continue
down this pach then success will become inevitable. Your chances will,
one day, be one out of one. You will have no choice but to succeed. S0
don’t ler others add their bad marbles wo your bag. . .don't let your odds
to go from one out of 37 to one out of 237.. .do you?!

Don’t lose sight of your rules. Keep following them and making
them your own becanse you will soon realize the importance of leep-
ing to your rules and not changing them because of the advice of oth-
ers. Following those rules will ultimately determine whether or not you
win or lose in the long run.

And if you ever find yourself thinking, “They did this” or *The mar-

ket caused that loss™ make sure you instantly change those thoughes w
“Did | follow my rules?”

If the answer is “yes” then pat yourself on the back because you are
well on your way to becoming a marker winner (one in the minority).
IF the answer is “no” then ask yourself why you broke your rules, Why
did you not rake full rt;p::ln.sibilityf' Will you do that again? Make sure
the answer to thar last question is a resounding “NO™
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Have a System That Fits You

Lietle did | know when | entered my second dass chat | would learn
more abour remperament and personality than 1 ever would wish upon
anybody! In facr, 1 felr as though | was losing a small pare of my person-
ality by learning so much about everyone else’s. The dass starred sim-
ply enough when we were asked by Maria to ke the Keirsey (1984)
“Temperament Soreer” in order o determine what temperament type
WE WEDE,

The explanation was simple: In order to effectively communicate
with others and paine an accurate picture of the other person, you muse
first know yourself by accurately painting a picoure of yourself (Keirsey,
1984, pg. 4). Bur more importandy, what | learned that day is chat if |
am able to fully understand who 1 am as a person and appreciate whar
makes me tick then | can apply that knowledge to situations in my life,
As a resule, | will berrer understand whar ic is | need to do m make the
best of a sitwation. | will know whar makes me happy and whar makes
me comfortable. | will become comfortable with my decisions if |
kiwow exactly why | made those decisions and why those decisions are
ITPRITEANE B 1T

OF course, | didn't immediately see the connection berween discov-
ering myself and making gains in the stock marker but it sure was
extremely fascinating for me to find out abour me! And everybody else

&
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in the class felt the same way. Archie, who was sicting two chairs over,
exclaimed thar he never knew thar he was so goal-orented. Cindy on
the other side of the room said thar she finally realized why her and her
husband can’t reach common ground on what color w paint the living
room. It was as if a light was mrned on where once there had been
dark. We all had revelations!

What | found out abour myself {other than the fact that | belong to
a group of personality types that is found in only one percent of the
population!) is that | am rather self confident and | truly believe thar if
there is a task to be done it would never be so big or so difficult char |
couldn't do it {this may be why | have goten into hour long disous-
sions with my six-year old on how w fix a Barbie doll thar had been
chewed in half by the dog). 1 also found our that my temperament
(INT]) sugpests that | am always open for suggestions and that | am
constantly trying to find the best way o get things done (Keirsey, pg.
180). I am always trying to fAgure out and manipulare things in order
to make it work for me, vet | am devored to the wodd of numbers
(Keirsey, pg. 181). Funny, it seems as though | wanrt to take something
as concrete as mathematics and somehow manipulate the numbers so
that | always come our on wop.

Thar class seemed to provide an overdue key to the locked doors of
my personality and whar makes the world around me work for me. |
learned who | was and | learned whar systems worled for me (and why

they worked).

The minutes began to drag as | thoughe about how 1 could best
apply this new information. The gears upstairs were churning like
never before because | knew that 1 was truly on w something, Onee |
knew who [ was as a person and what made me comfortable, | would
no longer be afraid of the decisions that needed w be made. 1 could
concentrate on the solutions to problems instead of the problems
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themselves. | wouldn't have w spend time thinking about how best to
do something. . bur rather | would easily concdude what was the only
way to do something!

Of course, when | por home that nighe | had to sic down in my
Thinking Chair and review the day’s (life's) lessons. Whar did it mean
o really know myself What did it mean to really know who | was?
Whart did it mean w be comfortable with myself And how could |
eranslate that into success as an investor?!

The most importane lesson that | learned abour investing thar day
was thar every investor, every money manager, every trader, every per-
s has a system that fies chem, Some are long term, some are mechani-
cal, and some are intuitive. Some systems are purely mathemarical and
some are purely based in emotion and what “feels™ right.

Whatever the person is; whether it be a day trader, a momentum
erader, a value trader, an index trader, a scalper; it doesn't matter.
Because you conld find at least one person in the world who is suceess-
ful at each of these systems of trading. There is always going to be
someone out there thar made trading used toothbrushes work! With
every system | give you, you could give me a list of winners and losers
who have used thar system. Clearly, then, it can’t possibly be because
of the system iself. So whar is it?

| learned in class thar none of che answers tw the Keirsey tempera-
mene sorcer are right or wrong, In fac, almost every question is
answered “yes” by half of the American population and “no” by the

other half (Keirsey, pg. 4). So what makes the test so special?

In case you didn’t guess already, it's the combination chat is unigue.
Some people will answer “yes” w some of the questions and “no” w
other questions. When it is all said and done, each person will have a
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sort of “score” at the end. No single answer was more important chan
another. Bur the combination of answers is whar makes the person,
Those answers indicate what is importane o the person, what makes
that unique individual tick. They reveal what makes thar person com-
fortable. (Keirsey, pgs. 13-19)

And so it is with trading. It's not the answers that count. It's not the
individual preferences. It'’s not the system. Bur rather it's the system
thar fits the personality. Investors need wo choose the system thar makes
them comfortable. They need o choose a spstem that won't make
them lose sleep. They need o feel good about the decisions they make.
Momentum wrading is for some but not for others, Some like day crad-
ing. Some are only comfortable buying government bonds. The poine
is that the successful trader needs to find the system chat firs them the
best.

Let me reiterate: The system does not maceer. The only thing chat
matters is the right system. 've heard of value investors (of which War-
ren Buffer is one) who make millions and millions from the sock mar-
ke, I've heard of day traders taking home over $2 million a year in
profies. I've heard of a dancer who makes $2.5 million a year momen-
tum trading on the side. What do you think they all have in commaon?
Certainly not the system because they are all using a different one. No,
they have simply chosen a system that they are comfortable with and
that they happen to excel at. They operate a style of erading that pues
them ar ease. They do nor stress abour their decisions because they
know that those decisions are coming from them. No one told them w
trade this way. They just discovered the combination on their own,
They may not have even known thar they were doing it. They may
have gotten lucky by choosing the style that fies them the best. Well,
you can't exactly count on luck in this game, can you? No way, you
don’t have to be lucky! You now have the knowledge. You can go out
and find the system that works best for you.'
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But one thing | learned from my dass was thae things ended o
sound better when they come from other people. I'm sure you have
seen 4 million commercials on television and a million {or more) spam
emails telling how much money this person or that person has made
doing the latest get-rich-quick scheme. Too many traders oy o copy
the latest hot fad in trading. The biggest fad right now is day crading,
Mow | am certainly not saying that day vrading does nor work, As |
said before, there are many day rraders out there who have made plenty
of money day trading. But thar style of trading just won't suit every-
one. To be a successful day trader you have w love the shon term aps
and downs of the marker. You have to feel energized and excired when
there is activity. You have to feel good about the lows because you
know you are due for some highs.

Sure, there are plenty of day traders out there making money in day
erading., Bur chances are, they are either meant to be day traders
because thar style of constant up and down activiey suits chem just
fhne...or they are gerting treated for uleers every other week. It's a lot
like Keirsey's exeravert, you have w feel energired by the environment
around you {your external environment). Day trading for some people
15 like a constant party. The music is blaring, people are talking and
dancing, the television in on in the background, and there’s conferri
everywhere. Some people just love this, they feed off the energy in dhe
room and when the party is over they go home and talk abour it for a
couple hours before going to bed. If the party were day mading, then
those energized people who want o leave one party to go wo another
would be perfectly suited for day trading! They'd probably love Mt

1. Althaugh you may nat wane m mn out and immediately hod pour spstem o
use. . ypou may want o finish this bock fire hecause chere isa lor more o it

L I must be smid that | have not analyzed which temperaments beleng ta which
types af trading. .| am merely pointmg aut thas day trading seems an awful lot
like that pary that keeps on going and if you ceally like thar kind of activiey
and that constant excitement then day trading may suit you just Ane.
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In other words, even though some succeed, there are plenty out
there who have lost their shires (and their minds) within a couple of
months and have to ger our of the marker betore they can tuly know
whether or not day erading fits their temperament!

Likewise, there are some traders who would find it quite torturous
to buy a stock and hold on w it for a year. Although long term invest-
ing can offer fantastic rewards with very linde work {(good dhings w
those who wait), those who do not possess the patience and discipline
thar long term investing requires will ger frustrated and fail for lack of
wrying. Those people who cannot wait are obwiously not suited for long
term investing, Those who have a grear deal of patience and who have
no problems “riding it out” all the way w the top are those who may be
best suited for long term investing,

You can imagine that choosing a system or a oading personality
may be like choosing a career. | remember reading a book some time
ago about the world’s greatest managers. One thing thar the author
made sure to emphasize time and time again was that these top manag-
ers and overachievers absolutely LOYED their carcers. They loved
Euing 0 wirk. Tlu’:].r loved the -I:ha"ra'ﬂge. Most of them said that t|'|¢].r
couldn't believe thar they gor paid t do what they natrally loved w
do. Bur do you really cthink it has anything to do with the career iself?
OF course not. | could easily ind a nurse who loved more than any-
thing in the world heing a nurse, That nurse would rise out of bed each
day so looking forward to spending the day in the hospital and helping
people. She yearned for it. She loved her job. On the other hand, |
could easily find a nurse who hated her job. She hated having to con-
stantly be looking after sick people all day long. She hated having w
change diapers for a living, She thought her paycheck was far too small
tor the sacrifices she had to make. It's not the job. It's not the career,
It's the match thar counts! And it's the same thing with trading.
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You will ind dhat you will only be able w be a top trader if you find
the trading system that you love and that you really believe in for your-
self. You wouldn't swap thar trading method for anything, No marrer
what fads come along that promise millions within weeks. Mo matter
what your friends think or how they rade. You will have thar much
betwer of a chance o excel ar this system of trading because your heart
will be in it. And the profies thar will naturally come will juse be icing
on the cake!

Now, realizing thae chis is what you have to do may be the easy pare
or it may be the hard pare (perhaps it depends on your remperament
type...you can consult with the Keirsey books on this one!). But no
marter if it is the hardest thing for you o do or the easiest thing, realiz-
ing what it is you need o do is most cerrainly the firse thing you need
o do. The nexe part is inding the system that you are happiest wich.
How do you do thae? | have found dhat ic helps w0 work backwards.
First work out your objectives! Wha is it that you need to accomplish?

What is it thar you caw accomplish based on what you know of your-
self?

Ask these 5|:n:ciﬁ¢ ql.u:ﬁ;iuns of _',rc:lurﬁ-n:lf and your E-uals., and for
poodness sake, be honest:

* Whar annual rate of recumn do [ wane?

* Do want to trade full time, part time, or hardly any time?

* (Can [ handle the stress of day trading and short term trading?
* Do | have the patience for long rerm trading?

* What kind of personality am | {(do | need lots of action, do |
need o make decsions all the dme, do | need w occasionally
take a break from trading, erc.)?
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* What trading books have | read and which wop traders do [ mose
admire and why?

* Could I easily copy the methods and seyles of these traders?

Wharever you do, make sure that you don’t fxate on those last two
questions. Don't run out and try o copy a hotshot day trader if you
find thar day trading is nor exactly for you. Those last two questions
should help you understand whar your long term goals are. Find the
sucoesses and study how they became suecesses. Then strive o And the
method of trading that best fits you as a trader and a person. Find
which method you will be most comfortable with and aim o become
even better ar that method then those you emulate. Try wo be the best
at the method you are best ar!

I personally like the thought of buying a share at $30 and selling it
nine months later for $130. Sure [ can’t expect it to happen every time,
But wouldn’s it be grear for it to just happen a few rimes a year?
Wouldn't that make me happy? Wouldn't | think that was a2 wonderful
decision and a great rerurn? Yes. but that's me! | am very patient and
wirk hard o trade the way that suits me the best. This same scenario
would juse about kill the prototypical day erader.

“What do you mean it hasn't risen to my goal in six hours? This is
terrible_ . .where's the Pepro Bismol2!”

I, however, see absolutely nothing wrong with sitting on the side-
lines for a couple of months. If the conditions aren’t right for me than
1 will not trade. | love the idea of spending just a few minutes per day
checking the charts and the rest of the time is mine w study and wrire
and learn and reach. For me the big money is in the big moves, not the
individual Auctuations.
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Waiting around for the big score. This will cerainly not suir every-
one! Bur the point is thar afver many years of tral and error and orying
o find whar firs me the most and the method I'm most comfortable
with, | have found the system char is absoluely perfect for me. And |
aim to become THE world's best trader with this system.® You muse
do the same, and it sure doesn't have o be with one of the systems that
1 will eell you about lager.

Atrer all, if you are rading a system that does not fir your exacr per-
somality and comfore levels then you can never gain the confidence you
need to succeed. And withour thar confidence, you will have w ger
lucky in order to see the results we are all looking for; the resules thae
eranslate into truly large profits. And who wanes w rely on luck?

S0 to make a long story short, if you are 2 new trader or an unsuc-
cessful one then 1 urge you to ask yourself: What kind of iading style
or method best suits my personaling?® Since this is the foundation for
success in trading then make sure you spend a grear deal of time inves-
vigating this point. Ger this right because if you don’t dhen you will
have a far greater chance of failure even if the system seems to be “the
best one out there wday”. So build a strong foundation and your trad-
ing system will be strong and stand the test of ame. On the contrary,
build a weak foundation and your trm:ling system will crumble {:Ilun[_.;
with your money).

Unformunately, this is where a majority of the traders go wrong
today. They have no idea which style of tading suits them the best,
They spend so much time trying to find the best trading system or the
best trading method thar they fail to realize whar trading system is best

3. For more on the specific systems of trading that [ am falking about. .. please be
Fn.r'lenr! You will read ahowt them in section 11

4. Hyou need help determining pour personalicy, you may want o check our
Keirsey's Pleare Unelevsrand Me: Chavacter and Tenmperarnent Types
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far them. They keep buying into the latest fad or che latest software.
They keep listening o the new trading guru on the blodk hoping that
this will change dheir trading results {or perhaps their trading luck).
Must never ger to know what successful trading is all abour. Did you
know that the average trader only lasts SIX MONTHS? This means
that most traders are our of the marker before they even ger an oppor-
wnity o hgure our how they should be trading and whar methods they
should be using. They focused too much of their time, energy, and
money on trading the best system when they should have been taking
note of what system {or pieces of systems) is best for them,

| Armly believe thar any oader who can last over two years in the
market will probably go on to become one of those rare breeds: A
Stock Marker Winner. Why? Because if they have lasted thar long then
they have began to understand and develop a sense of what works for
them. Luck can only take traders so far. Although there are the rare lot-
tery winners out there, good luck for most craders does not last long. In
order for them o have any stability in the market and any endurance,
they will need to ar least begin o recognize and develop the system thar
is best for them, They'll need to start erading in a way that they are
comforeable with. | don't know many people who can last more than
EWI) VEars with uleers from tral:lihg induced stress, Two years of success
seems to indicare that the trader has found their niche. Think about it
Muost traders will never ger two years of experience before they lose
their money andfor their interest and/or their saniy.

Say it woday and say it often:

“l will ind a system that As me and | will become THE wordd's
best trader ar this one style of trading. . at my style of trading.”

When | thought more and more about whar | had learned in class
about emperament types and trying to Agure out my own tempera-
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ment and personality so thar 1 could more effectively communicare
with myself and with others, my investment straregy really stared o
show irself. It was quite clear thar | needed o figure out what works for
me, what my investment temperament is, in order o be comfortable
enough with my investments to really make a difference. | needed to
really search myself. | needed o find who | was as an investor, as a
erader, But most imporantly, | knew that | needed o begin. | needed
to commit, Onee that was accomplished, my investment path seemed
that much less treacherous.

S0 e work! There 15 a lot of soul 5|:an:|1ing that will need o be
done.
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Plan a Trade and Trade a Plan

Even though the next dass was only a week away, it seemed as though |
had waited months to get back there (and 1 always choughe thar |
didn't care for school'). | knew that | had an awhil lor wo think about
and could probably fll a few months with what | fele | needed w
accomplish up o char point. But [ was awfully cager to find our what
we were going to learn next!

When I entered the class (just a litde late due o the babysitrer's late
artival), all the other classmares were lined up againse the wall accord-
ing o height. | went o the appropriate position and stood between
someone who was slighty taller than me and someone who was slighty
shorer. | wasn't sure whar the exercise was all about so 1 asked the per-
son in frone of me.

“You know she doesn’t well us anything!” was the reply | received.
Evidently, Maria had given just the one order: stand against the wall
according to height. We stood there for a while uneil it was clear that
everyhody who was going o make it o class was already there. Then
Maria told us to be quiet and listen for a hritﬁl‘Lg_ W were all r&m':lh,}].n—
ees at a large company and she was our new boss. She made ic clear that
she was a linle disappointed with our sales performance. She also made
it clear that the owners of the company were also not to happy. They

hired Maria to clean things up, ro get resules. We were then o count

27
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off in fours o deerming our project groups. Our assignment was to
hgure out a way o sell one of the company’s produces. You see, this
product thar was one of the oldest and most reliable in the company’s
history, was lagging in sales. People just weren't interested in the prod-
uet anymaore, People were gerting bored of it. Le was up to us to Agure
out how to bring this product back from the brink. How to make this
product a top seller again, How to ger people interested in the product
again, even excited abour it

We were ordered to think creatively bur effectively. It would be viral
to create plans thar could be implemented immediately. Organization
and efficiency was the key since the owners of the company wanted an
answer and wanted it vesterday.

Maria then left the room and returned with the product that we had
o save. The product thar needed a wral marketing overhaul. The
product that was going to bring this company w the forefront of con-
sumer sales. So Maria walked back into the room carrying a big, pink
hoola-hoop. She set it down on the table, told us she'd be back to ger
out full reports in Afteen minutes, and left the room. She then poked
her head back in the room and said, “Oh, yeah, one more thing, 1 will
examine your results and choose the groups thar demonstrated to me
their ability w effectively save this produce; those groups shall manage
this project while the rest of you will find a pink slip in your mailbox
by the end of the week”.

Well, we knew we didn't have much time so we quickly got into our
groups and began w discuss our marketing oprions. Other than dhe
impending threat over our heads, it was grear. Ideas were flying out of
people’s mouths like they were trying to save the world! We had
domestic uses, party uses, high school and college uses, different colors,
different sizes, different sounds, and so much more for this licde hoola-
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hoop. We even wrote up a plan to affix soap all the way around the
hoola-hoop and marker che product o mothers our there,

“Hey, make bathrime for your kids funtime!”

We were in a frenzy to make this the hotest selling product of all
vme. We jored down just abour everything we could think of and
appointed a speaker for our group. We knew there was so much we
could do if only there were more dme but before we could even think
abour it, Maria entered the room.

“Time's up”, she said. She then ordered us w return w our original
chairs and prepare to discuss our resules. We were assigned o go first
and basically blurted our all the different ways we could marker the
product. The rese of the groups did pretty much the same ching, and
several of our ideas were similar to those of other Eroups. Moaria sat
there and patiendy listened. | could rell that she chought char some of
the ideas were pretty good. | could also el that she was rather disap-
pointed.

When all the groups had finished presenting cheir marketing plans,
Maria thanked us for our ideas and told us to expect to hnd pink slips
in all of our mailboxes,

"Wait", she said. “Maybe Ull try to avoid using all of my pink paper
by showing you a lietle chare™. She flipped open the Aipchart to reveal a
rather simple organizational drawing, What she had drawn on the Hip-
chart was a traditional organizational chare thae she was using to illus-
trate Cheryl Hamilton’s (1997, pg. 45) “formal  patrermns of
relationships and roles needed to ger rasks accomplished”. She
explained to us that the organizational structure is vital in business
because it presents a clear and concise plan, This plan could then be
used to solve many problems within the company. As long as the com-
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pany has a reliable and effective plan for solving problems, then project
management becomes extremely efficient.

She went on o explain Hamilton's (pg. 45) idea of “division of
labar”, which is essentially the way in which the organization divides
the tasks thar need o be accomplished in order to complete a task or a
project. The structure char makes this division of labor work is whar is
widely known as the chain of command. In other words, if there is a
task to be completed then the project manager needs w divide up all
the subtasks involved and assign them to those employees thar (s)he
feels would be best suited o effectively and efhcientdy complere those
subtasks (Hamilvon, pg. 45). Its all in the syseem. Ie's all in the organi-
zation. It's all in the plan. Every company has the resource of their peo-
ple bur not every company has the righe plan w effectively utilize such
a valuahle resource.

Atfrer Maria enlighrened us on what we did wrong and why we really
didn't accomplish much of anything {other than ke a problem and
give it hundreds of potential solutions), she ordered vs to regroup and
complete the task one more time with the information thar we had
learned. But before we did that she reminded us of one more piece of
advice: Begin with the end in mind. The plan needed to lead us some-
where, It needed o lead us to the end. And we needed to know what
the end is if we were to bgure out how o get there, Imagine going on
vacation and not knowing where you are going. You bought open-
ended airline tickets. You packed. You checked the stove. You are all
excited but you get to the airport and have no idea what w do next.
The plan failed becanse you did nor begin with your destination. S0 we
needed o "hu:gin with the end in mind” (Covey, P 971, We needed
an organization and a plan. And most importantdy, we needed w stick
to thar plan and implement it exactly as it had been laid out.
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When we gor back intw our groups | fele as though we had discov-
ered something as illuminating and life-altering as how o travel at the
speed of light, We quickly realized thar | had the most experience as a
manager so | was elected to manage the project. | then ok our ideas
that we had written down and determined whar it would take o come
up with an effective marketing straregy. | decided thar we should
present an advertisement where we vividly show the audience all the
different creative uses of a hoola-hoop. | then assigned Cindy to be the
artist to come up with a poster to act as a emplate for the adverrise-
ment that displayed all the great and fun things that can be done with
the hoola-hoop (she owns a creative soap-making company so | igured
she would be best suired for design). | then assigned Rhonda (who had
been working in the corporate wodd for many years and was well
versed on the topic of “picching ideas to management™) w be the
spokesperson for our project team. She needed to fgure out 2 way w
sell the idea to our boss. Becky was then assigned to develop the slogan
for the new product as well as how to pitch the produce t our rargered
audience. She was a firness fanatic who loved social gatherings and was
planning to raise a family soon. She was our rargeted costomer! | then
assigned myself to write a formal proposal o send to the owners. | have
had some writing expenence!

This division of labor took about three minutes. Then the ream had
twelve minutes to finish their assignments. We were all done within
eight minutes, [t seemed so much easier when we had a very definite
plan and we knew exactly whar we had o do. We had a syseem and we
followed thar system. There was no time to think abour whether or not
the system was right. We knew that in order for us to be successtul in
the time allotted thar we needed o stick o the plan ar all costs. The
time for determining whether or not the system worked was obviously
after the project had been complered, when there was some dare avail-
able o analyze. Only afrerwards would we know whether or not the
system worked. And ific didn’e, we knew that it would be quite easy w
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analyze exactly why it didn'c work, We would have a full sample of
data available to help us determine which parts of the system needed
rweaking. 5o we went with it. We stuck w the plan. And you know
what? We felr grear abour our results! We felt organized and we fele
prepared. Before, we felt chaotic. Sure, we felt energized before but we
were horribly unfocused. Now we fele efficient.

When Maria came back the second time she smiled ar us and ashed
if we had learned anything, We all felr like second-graders (*Yes, Ms.
Maria"} but the truth was thar we did learn something. We learned
something about organization. We learned something abour sticking
to a plan.

Maria didn't even wanr to hear our new proposals. She wanted us to
simply analyze the system that we had used, understand how that sys-
em positively affected our results, and make sure that we knew exactly
what needed to be done the next rime. She wanted us o have a plan.

Do you see whar we did? Instead of having 25 different proposed
solutions or ideas, we had one very solid plan that we would be ready
vo implement. We had something solid! Would you feel good about
Eﬂiﬂg to your hoss and m].ring., “I have 25 preat ideas on how to solve
our marketing woes bur have no idea what to do abour them™

No way would you feel good abour that! And [ can pretry much
guarantee that your boss wouldn't feel good abour that either. She'd
probably say something like “Give me something | can use” and
“Come back to talk to me when you have a plan that | can actually
impltt‘nﬁm; instead of ideas oo Just think about”. Have a plan; whart a
concept!

My head was obviously spinning again on my way home from dass
that night. | knew | needed to sit down in my thinking chair. The les-
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sons | learned would surely have an impact on my investment serategy,
or so | hgured.

When [ got home and sat down in my chair | immediarely remem-
bered the words that resonated chrough my head all nighe: Have a plan!

Without a doube, no trader will lase long if he doesn’c plan every
trade. It is a lot like Covey's (pg. 139) mission statement. Covey (pg.
139} says thar “mission statements are vital to the success of organiza-
tions”. That isn't only true in business. Any organization (even just the
organization of your trading system) could benehr from a mission
statement. Make your trading plan your personal crading mission stare-
ment. In other words, when you go w develop your trading plan, firse
develop a goal or a mission statement so that you know why you are
trading in the first place. The plan will be that much easier to create
when you have dear and concise goals in mind.

But the goal is only as imporeant as you take it. One of the things |
learned in the dass was thar if you are not disciplined enough co follow
the plan that you have creared then there is no reason to have a plan in
the first place. e would just be a waste of rime! Bur ir is about so much
more than just discipline. It is also about commitment. 1f you are com-
mitred to sticking w the plan from the very beginning then you will
have no real reason to stray. You need o not give yourself thar oprion
to get away from the plan. Just take comfort in knowing thae the plan
you have chosen is the one you will use no marter what happens with a
particular investment. You also know that only after all the data is in
can you really evaluate the performance of the plan ieself. Take it as a
learning experience. You wouldn't be upset if you went to school and
were taught something that poes against what you originally thoughe,
would you? OF course not? You go w school so chat you can leamn new
things, You sit through dass patiendy being told things thar you didn’t
know before. Afterwards (perhaps in your chinking chair!) you can take
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a look ar what you have learned and determine how you are going o
make use of that information. 5o look at investing as your school, Cre-
ate a plan, follow i, and patiently sit through as the plan unfolds.
Afrerwards, you know that you can always make adjustments. Maore
times than not, though, the reason the plan failed is because you didn't
follow it to a pee

| know that you must be dying to stare trading bue be patient! [F chis
book were your life as a trader, you would be in the theory phase of
your development as a successful trader. Once you complere the theo-
rics of successtul trading (section [ of this book) then you can begin to
develop your system o use with actual trades (section 11, S0 don't
worty. It will come!

The plan, however, can’t just be any old plan that you choose our of
a hat. The plan you create should cater for every eventuality. There
should be no surprises. If you creare a plan and warch as the plan
unfolds only to be surprised by some of the things that happen o your
portfolio then you need to rewrite your plan. As Richard Dennis (of
Turtles” fame) once said, “Don’t worry about where the prices are
going. Worry abour what you are going to do when they gee there”. In
other words, include every scenario in your plan. Surprises are fun in
the entertainment world but trust me, they aren’t always so much fun
in the world of investing, Remember, this book is how to become a
stressfree trader. Surprises, by definition, create stress.

Think a moment about whar is being said on these pages. When
you decide o put your money down on an investment, do you have
any control over the prices or the markers? For the vast majoricy of
you, the answer will be a resounding “no”. So stop worrying about
what could happen thar is truly beyond your control and concenerare
on your trigger poines and what you will do when chese points are vio-
lated. By doing this your trading stops being emotional and starts to
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become very systematic and mechanical. Now I'm not suggesting that
you remove all emotions from the entire investment process. You are
certainly going to feel the urge w do carewheels and jump up and
down when you discover thar your plan worked and you've carned
1% on your investments within one year. You don’t have to hold
those urges inside in order for this process w work. S0 go ahead and
sing and dance and do cartwheels when dhings go your way!

I'm simply suggesting that you develop a plan and don'c let your
fears and other emotions ger in the way of seeing chat plan out. Emo-
rion is great, just don't ket it dowd your judgment and force you w
alter your plan half way through, Stck w your plan and you will be
well on your way to stressfree trading,

Let's look at a trading scenario that you may come across. Included
are some of the gquestions you need to ask yourself in order w propedy
design your trading plan. Once you have your plan, answering these
questions will be a sn:;p':

1. You like the look of stock YIC, Inc., which is currently trading
at 540

2. You place a buy 100, stop in ar $42 (meaning you will be will-
ing to pay a5 much as $42 per share).. but this is just the
beginning. At this point you must ask yourself the following
questions (you also have o answer them!):

a. [IF hlled on this trade then where will 1 place my initial

stop loss (i.e. when do | ger out or how much of my capi-
tal am | willing to losez)

l.  Chnce again, if you are straggling m develop a plan of your cwn, please dan's
worry because we have not gotsen there yet! This section i all abous hypothet.-
icals, systems, plans. theary, and organization. Secion 11 of this baok is where
you will And acrual trading syeems and straregies that you can wse once you
have learned the undedying principles of stressfree trading.
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b. IF filled on this erade then how will [ take profs? By how
much will 1 erail my stop? Whar exit strategies will | use?

c. IF filled, will I add maore shares as the trade goes my way?

d. IF flled and the share does not show a profic afeer X
weeks, will I ger out, or will 1 let my trailing stop exit me
from the trade?

e. IF stopped our of this trade will | be willing to try and gec
back in, or completely scratch the trade and look else-
where??

So let's say you have created your plan by answering these
questions (and others) and prior o entering the trade you
place the order to buy 100 Y1C, Inc. ar $42

Let's also say that you are hlled ar 342 1/4, auromarically you
place a stop order in ar $39 (meaning that once the stock
drops down to $39 you will auromarically sell). As long as you
stick to your plan there should be no guessing. This seep will
be automatic

The trade goes your way and a second buy order is placed in at
550 {a[_.;ain. AUROITLALIC accn::ln:ling Tty your |:r|.1n}

You buy 100 more YIC, Inc. at $50 and the stop is now
moved up to 345 {you will now automatically sell your shares
if the price drops down o $45).

The erade FOES YOUr wiay and yiu Ic-ul:l:l mising your stop at 4
safe distance behind each ome

The stock continues w rise to $80 so you place your stop at
$74 (no puessing, it will all be a part of your plan)

If none of these questions make sense to you, don’t worry. They all invalve
investment terms and ideas chat you will keam when you go o develap your

tracing syssem.
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9. Your sell stop is hiv at 374 and you exit the trade widh a mas-
sive profie (again all part of your plan because your plan should
tell vou exactly where you will exit)

The point of this example is to obviously show you that once a plan
is created, everything becomes easier. There are no questions of
“should 1 do this™ or “look what's happening, | don't know if this will
work”, It all comes down to automatic responses to data. 1f this, then
this. If A, then B. You'll know exactly where wo get in, where w place
the stops, where and when to add, and how to exit. You will now be
conclusively trading like a professional and not from emotion. This is
one of the reasons why you never hear a professional trader complain
abour the market. Remember, a faulty crafrsman blames his rools. ..

If the previous eample seemed too complicated or o simplihed
for you {depending upon your trading experience) don’t free. Ir was
merely an exercise meant o explain that you need o stop guessing in
order to become a stressfree erader. Imagine if you had to guess what o
do ar each poine in the example above. It would be rerrible. 1 don’e
kiow about yo but | hate noe knﬂwing what is Euing on of what to do
in a sitnation. That's scary. OF course, if you love to By by the seat of
your pants, you hate to have things organized, you want luck to run
vour world, and you want nature o run its course then you may wante
w consider Vegas instead of Wall Streed!

And not once did you have to ask for an opinion. Not one time did
you have to tum o the newspaper to read about all the advice thar
investment planners are giving the general public. Not once were you
afraid of letting a profic get away, or of a loss becoming too big. Simply
put, if you make a plan and have the discipline and commitment to
follow it then trading becomes very easy. . and ultimarely stressfree.

One thing that | have always come across throughour my years of
trading is that the marker will go to grear lengths o dhrow you off
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erack. You will hear all sorts of contradicring advice. You will read all
sorts of reports about whar the markets are going w do. Odhers wall
constantly be trying to convinee you to trade their way. Once you are
in a share, it is kind of like riding a wild homse. The horse will thrash
around violenty. All the scared and emotional riders will be instandy
bucked to the ground. They will have o pick themselves up and stare
over, Or they will be so confused as to what happened that they won't
know what to do nexe.

Trading is no different (except for the smell’). The emotional and
scared traders will inscandy be budked off the markers. They will vio-
lenty fall down and oy o dust themselves off so that they can stare
over. They may decide to go with a different horse or even try a differ-
ent career altogether. It will only be dhe ones who have the discipline
and the commirtment to follow a set plan that will beneht from che full
move. Only those commiteed riders will reap the rewards (plus with

erading you will likely ger more our of it than cheers from a crowd or a
free beer).

As | said before, you should never have wo ask someone’s opinion
about a trade. If you do find that you have o ask for someone’s opin-
ion, then you have either not created a plan that works or you don't
have the commitment or confidence in your plan o ride it out. And if
you find that your second guessing of the plan leads to changes in your
actions then you would have been better off having never made the
erade in the fese place. [t is not worth the stress and it will probably fail
anyway. Commit yourself or keep searching!

Think about planning a trade like planning a vacation. Whar hap-
pens if you lose your credi cards? What happens if, once you get to the
Bahamas, you remember dhat you left the stove on? Whar happens if
your luggage pets lost? Whar happens if you win a lot of money ar dhe
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casino? What do you do with your dog? Whar do you do abour the

mail?

It's kind of like that with trading. Make a plan and ke all the
guesswork (and seress) our of the equarion, What happens if the share
gaps down? Whar abour flys up? Whar happens if the marker crashes?
What happens if the company announces an accounting error? What
happens if the company announces a merger thar forces the price w go
up by 520 in one day? If you are not prepared for dhese sitnations then
vou will be caught by surprise and you will be left wondering what to
do. And you may not want to And our what kind of decisions you
make under pressure. You also won't wane to miss the boat. Afrer all,
just like with vacarion planning, if you start trading from the hip and
not from the plan then you can expect your resules to worsen, IF you
lefe the stove on but you gave your neighbor a cheddist of the things o
check up on (cat, mail, newspaper, stove, water, erc.) then you will
have nothing w worry about. The plan will ke care of all surprises.
And you don't have to spend countless time and energy erying to figure
out what w do next. You will know exactly what o do if you leave
vour purse on the beaches of Puerta Wallerea! You'll have that much less
SETESS.

Remember, having a plan completely removes all the emotion and
opinion from the trade. This is a good thing! Time and ime again |
hear things like, *1 bought ABC stock at $25 a few months ago, do you
think I should seill keep ic2”

I really feel for chese traders. IF chey are asking this question then
they obviously do not have a plan. It seems so logical. When this per-
son got into the wrade, didn’c he have any plan for when and how he
was going o get our? Whar does he chink is going w happen and when
it does (or doesn't) then will he be prepared? Mot ag all! This crader is
not trading, This erader is gambling. He has boughrt a lottery ticker and
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doesn’t even know when he is going o decide to check the papers wo
see if he has won or not. Obviowsly, if this trader had a plan and dhe
discipline to follow it then he never would have had to ask this ques-
ion. He would have more likely said, “1 bought ABC stock ar $25 a
few months ago, added to it a couple weeks later, and sold it for 334
yesterday” or he would have said. “ bought ABC stock a few months
ago and had w sell because it hic my exit number after one week”,
Either outcome could be considered a successful one becanse he had a
plan and stuck to it. The first ourcome would have been grear because
he would now have more money than he stareed with. The second
would have been great because he now would have more knowledge
than he started with, and he likely would have eraded a few more omes
since then and come out way ahead. 1F he has to ask whar o do affer he
has already purchased the stock, few ourcomes would be positive.

It seems silly bue | truly believe thar people like being wold whar to
do. Wait a minuee! Serike that, Maybe it is nor so dramanie. Mayhe
people don’c always like being told what o do but they just like being
social and like discussing chings like stocks and erading, IF char is your
motivation then that is whar suits you. But you are not really erading,
IF you are using stocks o spark conversation, then those stocks could
be considered party favors. And there is nothing wrong with thae if that
is what you have decided! But if you trade stocks to invest and to make
money then you need to make a plan for yourself and scop listening to
others’ trading advice.

While reading a recent Internet magazine | was astounded o dis-
cover the number of followers some of the tip sheets had. The top ones
have from 15,000 to 80,000 Are any of those followers really making
themselves berter traders? Will they ever improve their trading rech-
nigues? Will they ever improve their results? Some will succeed and
some will fail, bur w leave your fare in the hands of someone who
claims to be an expert is just plain odd. There is no analysis. You don't
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have any assurance that the person you are following cares ar all about
you of your success. You have no idea why you fail with some crades
and why vou succeed with others. Don't vou want o know?! Don’t
vou want to have at least some conerol over your trades and your
future? Mow some may argue that they believe they could never be as
good at trading as the experts so why not just follow those expers?
Why not just ride on their coatrils? Bur how do you think those
experts became expertst By following cip sheets? By listening o the
advice of others? No way! They became experts because they developed
their plan and stuck to it no mareer what, They had a system and they
made it work for themselves. They had a plan. They ook responsibility
for themselves. Now you can do the same thing! You can become the
expert! Even if you don’t think you could ever be as good as the top
millionaire traders, at the very least you can have control of your own
future.

When you start following your own plan you will stare to find your-
self tuning out the advice of others. If you hold ADF stock and boughe
at $60 and your initial stop loss is ar $56 then why would you care if
the local trading gury eells you to sell ADF because it is overvalued and
will fall to $202 For one thing those gurus are just as likely to be right
a% 1;|"u-_'_1.r are to be WOy {just look ae all the newspaper PIEI'Lﬁ 1;|‘|-|:",' are
usually right around the market avﬁragt]. If your SEOp was at $56 then
let this kick you out of the trade. Don't ler the advice of someone make
vou alter your plan. Stick to your plan because you will set your own
rules for success. At the very least you can then answer yes w the ques-
tion thar you will ask yourself every day: Did | follow my rules today?

| can guarantee you that before Warren Buffer, or George Soros
buys $50,000,000 waorth of stocks they know exactly whar they will do
if prices swing one way or another. Could you imagine Warren Buffer
thinking, “gee, 1 boughe $20,000,000 worth of DFG stock and s
down by 15%. What shall | doz” Not a chance! He has a plan and will
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stick to it 1f his plan was to exit ar a loss of no more than 1% than he
sure as heck won't be asking anybody when he should be getting our of
DFG. So why should it be any different with your trading? Don't
think in dollars. Think in sense! Whether you are trading with
$50,000,000 or $5,000 the principles will seill apply. The percentages
will be the same. A loss of 31,000 on your trade is the same as a loss on
10,000,000 for Mr. Buffer's trade (and will hure you both aboue the
same)! The plan is what macters. You must work hard to eliminace all
emotion and follow yeur plan.

To be a winner in the markets vou can never rade from emotion.
And the only way to truly eliminate emotion is to have a plan and have
the determination and discipline to follow thar plan. It's racher unfor-
runate that many traders do not have a plan. Bur what's even more
unforunate is when you find a erader who has a solid plan but then lets
emotion get in the way. They were so close!

If you want tw be one of the marker winners then you must plan
every trade and trade every plan!
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Work Hard at Learning How to
Trade...and Keep Working!

How do you leam more about a topic thar you chink you have some
knowledge abour already? This was what was written up on the chalk-
board when we entered elass the next week. Most of us immediarely
began to think and talk about possible answers. How do we become
better at something? Whar do we have w do to continue leaming?
Read books? Talk to others in the fiedd? Attend seminars? Join group
discussions?

Maria was predicting these answers because the firse thing she said w
us was, ~ Whar do all those answers have in common?”

Before any of us were able to answer that question, Maria told us w
pull out a picce of paper. She then instrucred us to make licte holes for
our eyes. It seemed strange (but mose of her liethe games seemed racher
strange at first so we abways just played along) but we knew it was going
to lead o something so we did whar she asked. Then she instrucred us
to count off in eighes (1,2,3,4,5,6,7,8,1,2,3. .} because there were six-
teen people in the dass. After that we were to get together with the
other person that shared our same number. We were given a very spe-
cific topic of conversation. We were to talk about something that we
had done that we wish we would have done differently. Some project

43
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thar we feel as though we didn't do so well. Some meeting where we
felt we should have prepared more. We just had o pick a sitvation
where we messed up! However, the catch was thar we had o place the
paper mask in frone of our faces. We then had to converse for twenty
minuees (fve to tell the story, five to discuss the response from the
other person, five to hear the other person’s story, and five to discuss
our response) all the while holding thar piece of paper in frone of our
faces so thar the other person could see nothing bur our eyes.

MNext time you go to work you should grab your boss and the other
higher ups tw play this game with you. I'm sure they won't mind!"
Anyway, we were absolutely amazed ar what we heard. | told dhe story
of how | once conducted a meeting at my former employment and
really fele as though | failed. | had decided to have three facilitators
(ome representative from human resources, one from accounting, and
one from operations) to help lead the meeting in the directions |
wanted to go and cover the topics | wanted o cover. It was chaos!

But after | told the story, | really starved to hear what suggestions the
other person had. Some were chings that | had already thought of and
some were things thar had never crossed my mind. | was able w fully
listen to that person because my eyes were not distracted ar all. [ was
not confused by whar thar person was saying. 1 did nor get canghe up
in facial expressions or eye contact or pieces of food in that person's
teeth. 1 simply listened to the words, OF course, the conversation had a
lot of “what do you mean” and “could you explain™ so it was not
exactly the fastest conversation in the world. Bur it was cermainly not a
confusing one. | cleardy understood whar the other person was saying
and she dearly understood whar | was saying. 1 was able o tale her
sugpestions o heare and really apply them to situations in my daily liv-
ing. | was able to utilize whar 1 had learned in order to work towards

1. Meither the authors or anpone associated with or referenced by this book can
b held responsible Far your boss's reaction or for your impending dismissal?
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improving my skills and abilities. There was nothing w confuse the
issue, There was no thinking 1 wonder whar she meant by thac”. Ie
was all in the words. And those words gave me the tools necessary o
work towards improvement.

OF course, Maria had w ruin it all by telling us thar it was a princi-
ple that she wanted us w learn, Raes! | was hoping char | had discov-
ered something revolutionary. She explained that some of it had o do
with eliminaring curside noise and some of it had w do with proper
communication and understanding how to apply and manage feed-
badk. Whar is s0 funny in our regular conversations during our daily
lives is that many of the statements we make o others is rather vague,
Ambiguous statements are extremely common in everyday conversa-
tion, which is unforrunare because they lead w horible misunder-
standings (Devito, 2002, pg. 53). How often have you told someone
that you would be there soon? How often have you heard thar some-
thing won't cost a lot of money? But what does “soon” really mean?
What do you think when you hear “won't cost much”? Well, for one
thing | can pretry much guarantee thar these terms will mean some-
thing slightly (or exremely!) different for your then they do for the
person you are speaking with., These are exremely vague terms and
need to be deared up if communication will ever survive!

The masks made these vague statements really stand our. We
couldn't help bue ask the other person to clear things up and ler us
know exactly what they mean. There was nothing o interfere. We juse
had the words and, lacking any other stmuli, we wanted o make sure
that we got the words righe. We were properly and effecrively manag-
g our feedback (Devito, PEs. 54-55) We were wurlcin.g towards
improvement. We were making sure there were no ambiguities, no
misunderstandings. Once we had dear and concise feedback, we were
then able w0 focus on how that feedback could improve our actions.
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But it didn’t stop there. Once we realived that feedback could really
help us if properdy managed, we kepr working towards gerting infor-
martion that could help us. We were on a roll! And it wasn't just the
feedback that we were receiving from the other people. Once | learned
how to manage feedback, | was able to understand and apply my o
feedback thar much berter. 1 was able w learn betrer. And one thing |
learned from the feedback (from the other person as well as myself) was
that | needed to continue o work rowards success. | needed o ger past
all the interference in my head (like bills, whar 'm doing next weel-
end, if the Cubs will ever win, erc) and really focus on trying to
improve my skills and abilities. | needed o really listen to my own
feedback.

I didn't wait until | got co my dhinking chair dhat nighe. My think-
ing chair became my car seat. [ knew right away that working hard
rowards improvement and really undenstanding feedback (both from
others and from myself) would pave the path towards trading success. |
knew that | had w work hard at improvement and continue o work
throughour my erading career. Afver all, iv is no different in any ocher
profession. [ cerrainly wouldn't expect a doctor to think that she has
learned everything there is to know abour medicine just because she
went to medical school. | would expect her to continue to learn and
work hard ar improving her skills. 1 would expect her o manage her
feedback and use the information thar she gains along the way w
improve her skills and abilities. I would absolutely feel more comfore-
able as a patient of this dootor who constantly strives for improvement
all throughout her medical carcer as opposed w someone who refuses
to learn anything more once he graduates from medical school. Imag-
ine going in to see a docror abour a migraine and the docror elling you
that he learned in medical school thirty years ago thar the best way to
alleviate migraine pain is to drll small holes in your head! You'd run
like mad our of there chat instant!
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Likewise, would you expect someone to become a brain surgeon
afver he atrends a few seminars and reads a few books?! OF course not!
Just like any profession (whether you do it for a career or on the side),
trading requires constant work and constante improvement. Trading
also requires practice and education. Why do so many people think
that they can become a marker wizard just because they read a book or
went o one seminar? Continuous learning is vital towards maineained
success in the stock marker.

But, as | learned in my class, trading also requires good feedback
management; feedback from educational sources like successtul traders,
seminars, and books, Bur most importantly, successtul trading requires
effective management of feedback from within yourself. As | said
before, you need wo develop a plan and stick to it. But you also have w
take the time to analyze your plan and work towards improving it. You
may lose money at Arst. You may feel unsuccessful ar firse. You may
feel that you have a lor m leaarn, Most suceesshul traders will el you
that it took quite a long time, determination, effort, and failure before
they were able to become as suceeshul as they are. Lt really is nor much
different than becoming a successful lawyer, doctor, or businessman, |
don’t know very many successful lawyers who just graduated from law
school! It takes ame and work, | know what you st b thinlr.ing.
“Last chaprer he told us w ignore the advice of others”. You are exactly
right, but let me explain,

Everybody needs the help of others ar some point in their lives. Bue
vou just have o be selective as w who you are listening to. For
inseance, if you wanted to study the causes of migraine headaches, you
probably would want to get the information from leading professionals
or professional publications like the American Medical Association
journals. You certainly aren’t going w want w0 ger the informarion
from the Natonal Enquirer or a daytime soap opera! 5o just be selec-
tive in your learning process. You have the choice. You can leamn from
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the best or you can learn from the guy who sent you an email yesterday
claiming o make you a millionaire in two days if you just send him a
550 check! Sure, you have to pur the work in and learn how o be a
successful trader bur you juse want to make sure thar you are not wase-
I yOur tme, money, Or Opporrunies.

But before you can put the work into your profession you must firse
decide that you really do want to be a trader {and again, I don’t neces-
sarily mean as your only career or as a career at all. | mean, | consider
myself a basketball player bue it is certainly not one of my cereers!).
Omne thing you may want to ask yourself is whether or not you are
really interested in crading, Is i something that you are genuinely
areracted to or are you just lured into the game because of the big pay-
offs? The reason | ask is because it has been my experience that those
people who truly enjoy something seem to have more success and bet-
ter results. There are los of ways o make money in this wodd, You
might as well choose something thar you love to do.

| remember reading the book from Napolean Hill vided Grow Rich
with Peace of Mind (1996). The author had interviewed the top people
in a number of different professions and came w the conclusion that
those people who are at the top of their helds really seem to love their
jobs. They would have done the work for no money. They chose some-
thing thar they really enjoyed doing so thar their everyday lives were
happy. They were able to poor their hearts and souls into their profes-
sion. Thar is why they were so suceesful! Do you think someone who
hates cheir ju;:lb could ever be successful?

I"m sure you have come across people who have hared their jobs and
they appear to be successtul. Perhaps they make a lot of money. Per-
haps they are well respected in their felds. Bur just imagine how much
more successful they could be if they truly loved what they were doing,
Success is a very difficult thing to measure bur | suppose success could
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somehow be measured against one’s potential. If someone hates cheir
job, sure they may make a lot of money bur what they are making is
but a fraction of what they conld be making. . if only they chose some-
thing thar they enjoyed doing.

Trading can be looked art in the same way. If your number ane goal
15 to make as much money as possible in the markers then | doube you
will ever reach your potential. You'll juse be punching your timeclock.
It won't mean anything more w you than money. Now that's not w
say that money shouldn’t be one of your goals. Or that money is bad or
money 15 2 bad motivaror, Cleady money is on just abour evervbody's
minds.

But if you don't also like what you are doing then you may not be
fulfilling your potential. You may reach your goal of making money
but why not have more than one goal? Life is so short thae it only
makes sense o have multiple goals avached o something char you will
spend any amount of time doing. Go ahead and make money, but love
tor trade so that you are motivared to learn and work on what really
produces. If your only motivation is money then you may be missing
out on a great deal. You may be wempred o keep chasing the latest hot
new trading idea that exploits the fact that some people are only mori-
vated by money, Don't let them trick you! If you are motivared w
become a grear trader through hard work, rime, effort, and determina-
tion then you won't be lured in by these scams.

I am absolutely amazed by the number of traders who have not even
educared chemselves on the very basics of the stock market. For some
reason it takes o much time or too much effore for these people w
open a book and learn something. Or perhaps they just love the dhrill
of buying into the lavese fad. IF char is in face the case then they really
are not traders ac all; they are gamblers, | always find it quite humorous
to find people who are so willing to shell out $10,000 on an invest-
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ment that some seranger told them about but they are not willing o
pick up a book or take a class o learn a lide bic abour whar they are
throwing their money into.

Agrain, there are plenty of people out there who have legitimate rea-
soms for doing this (like gamblers and those who do it more for dhe
sport or because they can). Bur the sad cases are the ones who lose that
$10,000 within six months because they were chasing a pipe dream,
Just like anything else, a successful trader is an educared trader.

The very best traders went through years and years of trial and error
until they became consistendy successful taders. They lost some
money here and chere. They gained some money here and there. They

learned all the while, So why should it be any different for you?

Learn o keep learning!



6

Think Positive

When | walked into the next class session, there were a few words writ-
ten on the blackboard that had us all thinking: You've Heard It Before.
While we were all pretry used to wondering what was going w unfold
during the class session, | was amazed to find s0 many people openly
wrying to figure our what eactly it was thar we had all heard before.
Something abour education maybe. Possibly something abour persis-
tence. Perhaps it was something about organization or tmeliness or
any number of things we have heard since we were six years old and off
to school for the first time. But then Maria came in and asked sic peo-
ple to join her in the frone of the mwom.

She then began o explain a problem thar she was having. She was in
the process of writing her dissertation for a PhD program and was hav-
ing dithculties with her professors. They wanted her to change her
entire format, but they were unwilling tw explain o her exactly whar it
was they were looking for. They did, however, explain that she proba-
bly would not be able to graduate ar the time she originally was rold
she was Boing o, She didn't know whar to do. She had put 5o much
time and effort into completing her assignments that she was a little
taken aback when she was faced with the possibility thar she may have
to start all over again, Eight months of hard work for nothing!

L7
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She then asked the people who she had broughe wo the front of the
class what they thought of the simation. You wouldn’t believe dhe
amount of {mostly good) advice thar she received! It was amazing,
Those students came up with all sores of ideas on how o fix the prob-
lem, how to talk to her professors, how to ask for more time, how to
comvince them thar ber project was a worthy one. Everybody heard
some wonderful ideas and almost everybody in the dass chimed in
with their thoughts as well. Everybody seemed to agree that che prob-
lem needed o be solved.

Afrer Maria thanked all of us for our hl&lpﬁll SUPEestons, she askoed
the people up frone to take cheir sears. She then began o rell us dhe
optometrist stoty from Covey's The Seven Habits of Highly Effecetive
Peaple (1989, pps. 236-237). lo went something like this:

Let's say you had something wrong with your eyes. They hure all
the time like you constantly had something in them and you could
barely see far enough to read your morning newspaper. 50 you
decide to go see an opromerrist o get some help {certainly a rea-
sonable solution). When you get to the optometrist, you explain
the problem o her. She looks at you and smiles. She then takes off
her glasses and gives them to you. “Put these on. . they have helped
me be able to see for nearly ten yeans™. 50 you put the glasses on
and your eyes become even worse. You now feel like you are seeing
through the bottom of a Pepsi bottle. You explain that the glasses
aren't helping any and the opromerrise says, “Maybe you just aren’t
trying hard enough. Try harder. Think positive!” After explaining
that the glasses just aren’t going o work for you the oprometrise
says, You just don’t know how to think positive. You are oo neg-
ative, Mo wonder 1;|‘||l‘|.g$ don’t work oue for ].mu“- She then talkes
her glasses back and storms our of the examination room. (Covey,
1989, pgs. 236-237)
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After she tells the story, Maria takes off her glasses (funny) and asks
whart happened in the story, all the while pointng o the words on the
blackboard: You've Heard It Before. After a few blank stares fell her
way, Maria explained thar the problem with the oprometrist was thar
she decided to prescribe before she diagnosed (Covey, 1989, pgs. 236
237). She did not take any time w try and Agure our the problem.
Instead, she headed seraighe towards a solution. Unfortunacely, it was a
solution for a different problem!

Maria then went on to explain thae those infamous words thar all of
us have heard a million dmes before, Think Positive, don't really mean
much unless we truly understand whart is going on inside of us, And we
have to be realisticd It wouldn't do anybody any good to think positive
all the while they are robbing banks. Thinking positive is 2 wonderful
solution. .as long as it is appropriate for the problem.

This seemed so simple, but how many times have you told someone
to think positive before you truly understand the problem thar they are
telling you? | must have said those words to my wife thirty thousand
times before | realized thar thinking positive wasn't exacely the appro-
priate solution tw her problem. When she would come home from a
long day of work and complain about her schedule and her clients and
having to go through the same headache again the next day 1 would
usually think to myself “Why can’t she just be positive?”

OF course, |_'n:ing posive wouldn't have solved the pruhl-n:m_' The
systems have o be in place. The organization has w be serded. The
ground rules have to be laid. Only then will thinking positive help! 1
can't expect o do everything wrong, think positive, and presta! Every-
thing works! Positive self belief is built from repetition after repetition
of following the rules and doing things righe. This is exactly how it has
o be when trading!
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Iron clad positive belief in your system will work just so long as you
have built your system to succeed. You must develop the rules and then
believe in them without exception. Hard discipline to execute both
entry and exits Aawlessly according to your system are essential to your
erading success. And withour positive self belief, you will not be able to
execute these decisions. But positive self belief isn't going w help if you
are doing everything the wrong way (like constantly buying into dhe
latese trading fad)! You need to develop a sound system and then
believe in ir. Create something solid and then be proud of ir...and
believe in it to the end.

The top traders know that it is the discipline displayed in following
their rules thar is the importane thing in trading and the money
rewards are secondary, They also know that they need w believe in
their systems in order to have the discipline to follow them, Imagine
being a vacuum salesman. If you know dam well thar the vacuums chat
are being sold at the store down the street are much berter and cheaper
than your vacuums, | guarantee you will have a much more difficule
rime selling your vacuums, The customers will know that you aren’t
convinced thar your vacuums are the best. And if you aren’t convineed,
then they won't be convineed.

Let me say it one more time: Positive self belief is buile from repeti-
tion after repetition of following your rules. Extensive back-testing of
your system and constant self analyses is vieal.

You will never be able w follow your system if you have even a shired
of doubt in your mind. That's why so many people who buy other
people’s systems fail. When thar system goes through a losing period
the person who purchased it will begin to lose faith in i, They won't

1. OF course, there i the rare ndinvidual thar can =l 5|:hm=|i1|r|£ that [sihe does
mat believe in. But those people won'e be reading this bock.._they'll be our
selling Fake pet-rich-quide schemes For hundreds of dollars!
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believe thar the system actually works. They will likely throw the sys-
tem in the garbage and begin searching for a new system. Bur the prob-
lem is that we “have such a tendency to rush in, to fix things up”
{Covey, 1989, pg. 237} withour truly discovering the underlying prob-
lem. It wouldn't do any good to think positively about someone else’s
problem! The grear eraders will have their systems. They'll believe in
them. And they won't “rush in” and “hx things up” (Covey, 1989, pg.
237) whenever things seem to be going bad. They'll understand the
roots of the problems. They'll understand thar if they believe in cheir
system then they will likely just need to exhibic a liede patience. Bur
most of all, they won't just dump the system in search of another one.

The trader who has developed his own system and believes in it with
all his trading heart will know darn well that the system may go
through losing periods. He has seen it all before and will sit it our,
waiting for the conditions to become more favorable. He will not
panic. And most of all, he will still believe in his system, This is where
positive self belief &5 the correct solution to the problem! The system is
there. It is ser. Now the crader must just believe in it to work and reap
the rewards once it does. The person who has dumped the one system
and bought another has likely dumped thar one as well because it, oo,
has gone through a losing period. Thar person has now wasted money
purchasing two systems thar someone else has developed and is now in
search of a third. All he had w do was develop the system so dhat it
worked for him and then eruly believe in whatever system he had cho-
sen to use. Then he could have waited thmugh the |::|5ing ptrinds and
gorten right back in w make money when dhings gor better. Bur he
didn't believe. He will be forever searching,

A big part of positive self belief is conhdence. How do you get con-
hdent? If you are like me, it is through practice and hard work. You
must strive o work through as much marker data as is possible with
vour system so you know exacely what is normal and what is not. You
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will need to recognime changes. You will need o practice. A couple of
years ago | started playing baskeshall again ar a local gym. It had been
several years since | had lase played but | knew that | used to be pretty
good. After char firse game though, my confidence was shot. | couldn’t
shoot anymore. | couldn’t dribble anymore. My passes were fying out
of bounds. | felt like my feer were stuck in cement. | had totally lost my

BAm,

But it wasn't because | was no longer a good basketball player
(although that is likely what most people ar the gym were thinking).
Mo, it was because | hadn'c practiced. | needed wo practice more and
more to build up my conhidence so that [ could once again become
successful. Practice creates confidence. You ger to see your success right
in frone of your eves. You start to recognize when things are going your
way and when things are not. You become sharp. And when that hap-
pens, you become sucoessful.

This is why the greatest traders alive seem to go through large losing
streaks while never barting an eyelid. They have practiced. They are so
confident that they know exactly what they are doing, even when the
results are not one hundred percent pedect. Do you think Michael Jor-
dan lost confidence in his ability every time he missed a free chrow? OF
course not! Now most people would agree thar George Soros is the
greatest trader alive. Think of him as the Michael Jordan of rrading.
Mr. Soros made billions in the 1980°s and 1990s, yet he has also had
some mind boggling losing periods! His fund ar times has also lose bil-
lions of dollars and posted big negative returns! Bue did it bother him?

Well, now that | chink of it 'm sure he didn’t exactly enjoy losing
billions of dollars but one thing is for sure: He never panicked. He
knew that his style of trading will go through losing periods. Just as
dawn follows dusk, a losing period is usually followed by a winning
one and vice-versa. Yer too many traders tend o throw in the towel
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after taking a couple of successive losers. They never seem to be around
when the system kicks back into a winning period.

| guess it goes back to another adage thar you have likely heard a
million times before: What you see is what you get. IF you look at your
problem areas you will see that they are rooted in faulty and/or limired
belieks. If you are having problems with your trading resules perhaps it
is time to examine your beliefs about your trading system and about
trading in general. If you lack thar complete confidence in your system
that is vital towards your erading success then you need to stop trading
and fgure our why you do not have cthat confidence. Why don't you
believe? Maybe you have neganve feelings abour trading in general,
Maybe you really do believe thae it is all a big crap shoot and you have
just as much chance o win or lose as anyone else. IF this is the case,
trading is not for you.

A person who is a compulsive gambler will never make ic erading in
the markers. These types of traders seem to think that nodhing is their
faule. If they lose a huge amount of capital then chey will oy w find
blame. However, if they truly looked inside themselves o try and
determine what their true feelings are, they would probably realize that
they view trading as a big casino. These are negative beliehs! These
beliefs will nor allow you w succeed. If you think thar your suceess is
based upon luck then you are in the wrong game!

"Freryane gets what they weant in fife™
—FEd Seykots®
You will likely find thar mose FI-I'_'-I.IFIE will get what they want our of

trading. You just have to examine whar it is that you truly wane, and
then you have to believe enough to get that. You have to ask yourself

I Mr Seykot is wal known in investmeens decles as being a rther successful
professional erader.
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what your beliefs are about crading. Are you being constantly cold that
erading is a no-win game? Are you told thar tend following doesn’t
work? Are you told that you can't win? Does it marter what you are
told?

Take a moment now to write down your beliefs abour trading. 1l
help you ger started (although you may not wane w write in this book
because that will lower its Ebay valuel):

1. Whart kind of returns are possible?

2. How much time do | have to invest in developing my system
and working with ic?

3. How much time and efforr do | think | need w pur in o
receive a day’s pay?

Let me stop you righe chere. When 1 first started trading, [ phoned
my broker constantly. | checked the quotes every ten or fifteen min-
utes. | read every report thar came out. | had the business channel run-
ning in the background 24-7. 1 felt | needed o work hour afeer hour
every single day in order to make it work. | thoughe [ needed o put in
a lot of hard work in order to receive pay. It ook a long time w shake
that belief out!

If you believe it’s relatively simple to make 50% p.a. from the stock
marker year in and year out, with very low risk and with just en min-
utes of work per day then thar is greas because it is possible and you
will likely succeed. But if you believe that you need to chedk the reports
every five minuees and talk wo your broker every Afteen minuees then
yiun will |i|-r.r3|].r do that and ¥ will think that yOu are rEa"].r 5ta]ring 0
top of it all. Bur you will also likely be miserable because of all that
work you are doing, It 15 all abour belief systems. You get what you
want!
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On the other hand, if you believe that working only ten minues for
a comfortable wage is a lazy way to make a living and you feel uncom-
fortable even thinking about it then you will obviously have to resolve
this conflict if you are ever going to obrain chese resules.

Choose your beliefs wisely. In all problems with your trading you
are both the problem and the solution, The top traders know chis, IF
they go through an excensive period of losers they'll start analyzing
their beliels. They will stare wo look inside for the answers. Do they
really believe? ls there something fundamentally wrong with their
belief systems? They'll begin to fix the problem from the inside out.

Mow, the real question is how do you begin to develop a positive
selt-belief:

Well, for one thing it takes a loc of work. You will have to stare ak-
ing responsibility (refer o previous chaprer) for your trading and then
you will have to develop and rest a trading syscem. The rest is buile
from practice and experience. You will believe in yourself once you are
confident. You will be confident once you are comfortable. You will be
comfortable once you have experience. And you can't ger experience
without Frar_'tin:r_'

Just for a brief moment, think of rading as a basketball game. Don't
think of it as a ger-rich-quick scheme. This entire process akes rime,
Pretend you are playing basketball. In order o gain conhdence, you
have to practice. In order for you to practice, you have w put those
shores on and ger yourself to the gym! You can’t practice basketball by
wartching the Bulls or Lakers play. You have to get in the game.

It's the same with trading. You have to ger in the game. Stare our by
using your system on small trades that hardly seem worth your while,
You will gain an awful lot more than money with these trades because
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you will gain confidence. You will gain a positive self belief. . and once
you develop your winning system, your unwavering positive belief in
yourself and your system will reap the rewards you are looking for,



[

It's Nothing Personal!

The next class session found most of the students staring ar the black-
board as they entered the room. There were just five words written on
the board bur they were words that (unfortunacely) most of us had
heard at one |:||::|il1t i o lives, Those fve words have sparluf:d several
movie, television, and book ideas throughout history. Just five words.
Five words that could have a thousand different meanings, Five words
that demand “thinking inco” and “reading between the lines”. Face
value is never really a possibility with those five words.

S0 when we sar in our chairs and read £y Noe Yon, fe5 Me over and
over again; we couldn’t help bur oy and hgure our what the meaning
was behind those words (as most people would upon encountering
thetn).

Whar does that phrase really mean? Does the speaker of those words
really believe that (slhe is o blame? Or, as most people would suspect,
are those words simply used to soften the blow? On the other hand,
perhaps that phrase has become such a cliche over the years thar people
now teally do believe thar they are the problem when urtering those
words. Maybe they are sincere, Or maybe they just want you o think
that so that the blow is softened! This is the torment that mose people
o through when they hear those words.

1)
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This was the torment that George Costanza went through when he
said, “Don’t give me the it's-no-you-ics-me roucine.. if ic's anybody,
it’s me"! Similarly, this was the torment thar the students in my dass
went through thar evening when seeing those words on the blackboard.

As usual, thmgh., Maria walked into the classroom right about the
rime we began o ger antsy, She immediately handed our a worksheer
to each of the sixteen students in che class. The worksheet contained a
picture of 2 man wearing a business suit walking rather briskly through
the park while looking at his watch. There was a space at the bottom of
the picture just above the instructions: Describe whar this man is
dﬂing.

It sounded simple enough. Maria gave us five minures o write
down our answers. So [ began to explain char the man was probably on
his way to work and was perhaps mnning a livtle lare. It took me thiry
seconds to write that down so | spent the nexe four and a half minuges
thinking about how the Cubs really seemed to be heading in the righe
direction for the 2003 season (afrer all, they had recendy signed some
pretty good players to add to their already impressive roster). I'm a
Cub fan. I'm a dreamer. 'm a E|umm for punishml:nt- Lt EOes with the
PErritory.

Atter the frve minutes were up, Maria divided us into two groups of
eighe students each. We were then instructed to assign a speaker for our
group who would be in charge of describing the picrure to the dass.
Maria also explained to us thar she wanted us w oy and convinee her
that our group had the most accurate description of the picrure. Afver
cach group was finished describing the picture then all members of
both groups would be allowed to share their thoughes, We were told to
only describe the “action” of the picrure. In other words, we were only

allowed o ralk abour whar we thought the person in the picture was
doing, where he had been, where he was going, and so on,
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The discussion began innocenty enough. We gave our descriprion
of the picture and then the other group gave their explanation. The
funny thing was, they were way offf They thoughr thar the man in the
picture was probably jogging through the park and instead of looking
at his warch because he was late, he was probably looking ar his warch
because he was wrying to gauge his speed and distance. They were crazy!
The man was clearly late for work or for a meeting or something like
that. It was ludicrous to think thar the man was simply our taking a jog
through the park IN HIS BUSINESS SUITY

This is when the discussion began to ger quire interesting, Some
people from the other group were quick to point out the Haws in our
|::lgic and some FH:-I.!FIII!E from our Eroup were quidr. b poing out the
Haws in their logic. For the most part [ kepe pretry quiet because | have
never been one w speculate. | hate when | don’t have all the informa-
ticn!

But some people didn’t mind speaking. In fact, it looked as though
some people were quite eager to prove the other side wrong, Maria
occasionally jumped into the discussion bur she seemed o focus mostly
on the most vocal people.

She asked Jim, *Why do you think their logic is out of whadd Do
vou think you have the best descriprion possible”

Jim eagerdy replied, 1 juse think they are wrong! I'm really not sure
what the best description would be but I'm fairly certain that their
description is not even close to the best one possible.”

Some people were talking, some people were explaining, some peo-
ple were rationalizing, and some people began to raise their voices
(forcing!). And some people were gerting a lide angry ar the other
group. They became defensive. Now, | must say thar this cass was
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quite accustomed to each other. We had been wgether for quire a
while at thar point and most of us were prerty good ar pushing the oth-
ers’ buttons. We knew whar made the others rick. So there were plenty
of smiles and laughs to go along with the bickering! Bur those (some-
what) personal relationships made the experience thar much more real-
istic becanse the barrier uf$tr.1ng|:r PassIveness had been sharered |ung
ago with this crowd! Besides thar, the smudents in the class (most of
which would consider the others as friends) felt no need to hide their
feelings. They were attuned o keeping the dassroom experiences real.
They were well aware of the facr thar each and every one of us would
get more out of the program if we kept ic real. And so dthey all did!

This deliberate verisimilitude resulted in some real feelings of hostil-
ity and defensiveness. Some of the sudents were rather open about
their feeling of disbelief thar the other group thoughe a different way
than they thoughr.

“How could they be so illogical?”

“Huow could they think thar way?”

“Do they even know what they are chinking?”

“I know they are wrong! | may not be righe but | know thar they are
wrong!”

At one poine it got pretty heated undl someone from our group
yelled out, “Why in the world would a man go jogging through the
patk in his business suic?!”

Everybody froze. The room was silent and | couldn’t even count the
number of “Whar the heck is he talking abour?”™ expressions that 1 saw
on people’s faces.

Maria then turned on the overhead projector. Two pictures were
rewvealed. . one with the man in the business suit thar we saw and the
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other picrure that looked exactly the same as the first excepr that the
man pictured was wearing a jogging suit. Thar picture was the one
given o the other group.

Mara then went back o the blackboard and drew a hig cirele
around the words thar were up there.

It's not me, it's you.
I'm not thinking wrong, you are.
I'm not the one being illogical, you are.

These are the thoughes thar most of us had dhroughout the exercise.
Few of us stopped to think, *1 won't take this personally. | won't areack
those that have different views than me. I'll analyze the problem and
help to determine the solution.”

All too often it is emotion that dicraes our actions ar a rime when
logic and resolve should be taking over. And most importanty, we
tend to make assumptions abour the sitwation or the other person that
may or may not be correct.

“Many of our judgmental arttudes arise from. . assumptions we
make” (Boyle, 1999, pg. 170). We tend to judge others because we
think they have less logic or reasoning than we think we have. We may
take their comments personally because we are assuming that they have
the exact same information that we have (and why else would they
think differently with the same information than because they want w
artack us?). Why do we do this? Why do we let chings ger personal
when emotion has lile place or use in the discussion? Why do we
assume things that we do not know?

Perhaps there is something worse than assumprions. Perhaps we
hold on dghdy to assumprions because knowing that we don’t know
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something is a rather frightening proposition! Not knowing may be
worse than the consequences of assuming (Boyle, pg. 170).

After listening o some new explanations (and some apologies!),
Maria strolled to the blackboard and erased It's Not You, It's Me. In
its place she wrote It's Nothing Personal!

Her words became her emphagis: It's not personal. Don't rake
things so personally. Review the faces. Consider the information,
Don’t et emotional. Afeer all, it's nothing personal!

Afrer thar class | was tying o figure out a way w incorporate the
day’s lesson into the “discussions” thar | occasionally have with my
wife. | tried to think of scenarios where | could simply say “It's nothing
personal. . you are just clearly wrong!” and not gee hie in the face with a
shoe or end up on Dr. Phil. 1 couldn’. So | tumed o investing.

What would it mean to a trader to keep things from getting per-
somal? Well we have already learned thar emorion has licde place in dhe
world of investing. So instead of thinking abour whar is at stake with
investing, perhaps we should focus on the game of investing, Don't
make it personal. Money isn't personal. Money doesn't care. So why
should you?

In other words, trade as if you are playing a game. Pretend that you
are trading points or chips instead of money. Follow your time tested
rules with no emotion and forger abour everything else!

OF course, this is a lot easier said than done. Money mins this world.
Everything is money. You couldn’t just possibly forger thar you are
using real money even though the resules of your actions could resule in
you not being able to drive a car or live in a house, right? Exacdy!
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The key is to understand dthat money is not changing hands unrl i
is changing hands. If your stock goes up, your buying power has not
changed. . until you sell. Likewise, if your stock goes down, your buy-
ing power has not changed cither. You can still buy everything you
could have bought the day before you looked in the newspaper to find
vour Motorola stock lose 25%. You have not lost anything ved! So stop
counting dollars with every change of the market. Stop worrying about
the dollars you are losing or gaining and start playing your game (at the
very least uneil you sell).

Simply pretend that ic is not money and play your game. Pregend
that your account represents points scored instead of dollars. This is
really the key to true stressfree trading, If you stick to your game plan
as mentioned in the previous chaprers and prerend thar you are playing
with points instead of money, your stress level will crash. Ie will be the
Careat Depression of your seress marker! Not only that, your profies will
soar because you won't be tempred o let emotions min your game.

Do you remember when Rocky fought Apollo Creed at the end of
Rocky 32 OF course, they didn’t show us what happened after they
began their privare boxing march bue [ can ber that Rocky would have
won the match. He would have won as long as he put on his game face
and did not allow his ﬁi-l:ndship with ;"Lpu“n 0 pet in the way of his
performance. After all, he was a professional boxer. There are no
friends in the ring even when there is nobody watching and no money
is involved! | mean, think about how successful Michad Jordan would
have been had he let his emotions ger in the way of his basketball per-
formance. Do you think he would have won as much if he didn’t play
his game every time he played one of his friends? He had Charles Bark-
leys on almost every team. . he would have been a complete failure!

But he wasn't. He was a professional basketball player. He did not
let emotions get in the way of his performance. He didn’t let it get per-
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somal. He always played his game. He NEVER relented. He never said,
“Well maybe this game Ull go easy on Charles because he is my friend”.
Mo way! He always stuck w his gameplan and he was one of the most
successful basketball players ever. He was a professional. He succeeded.

You can do the same thing with crading. Don'r ler it get personal.
Stick to your game plan. Be a professional. Succeed!

Think abour it. Mo more will you be wasting your time warching
the quotes in the middle of the trading day and thinking, “Wow! |
have just made enough o buy a new car!” or “Ugh, 've just lost all my
money and won't be able w afford those Christmas presents 1 was
going to buy for my family”.

No one can succeed like chis (without getting an uleer, anyway).
This kind of trading is emotionally draining, and you won't lase very
long. Bur perhaps most of all, you'll just downrighe hare ir. This was
me in my early days. | would be so down when | checked my quotes
throughout the day only to find | had ultimarely lose $5000. And then
the next day | was the life of the party because my quotes showed that 1
was up $500!

Even if | could have been successful tmding this way [ would have

hated it 1 would have goten sick and 1 would have given up premy
carly on. It wouldn't have been worth i

Reports came out this morming that showed thae, for the first time
in the history of this country, more than half of all the households in
America own stock (whether individually or in a redrement account).
This is grear but | wonder how many of those people are enjoying
themselves. Thar number really would be doser to 70% if people knew
how to trade without the stress,
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How many people would own stocks if dhey did it the way I have
been doing 12 With my low risk/high reward system | check the chars
at the end of the day in five minuees and that’s ic. | simply ask myself
the questions thar | have set up o be a pare of my trading plan:

1. Should I |,'|-|,|_',r acﬂndihg o my rules
2. Should I sell according to my rules
3. Should | hold according tw my rules

And thar is it! No stress. No wondering if 'm losing or gaining. No
ulcers. I'm just playing my game, 've got six more poings today than |
had yesterday. . now what do 1 do with them? And the best pare is that
my rules stipulate that | give myself only ten seconds to answer each of
the qm:ﬁ;iuns above, 'm no I.::nnger a trader. 1'm 2 mule follower {wh].r do
vou think | have all this time to write books?)!

One thing that | found consistent with many prominent traders was
their interest in following Marker Wizards | and 1L They never really
saw the markets as a cash box but simply as a way of operating a busi-
ness or playing a game. The name of their business (or game) was Fol-
low The Rules To Score Points, It's just not possible w become a
successful and stressfree trader if you view every single tick in the mar-
ket as money in or out of your pocker. You can't win the game if you
take it Ful:r,tun:;lll}".

The general consensus among the wp traders today is thar emorions
and seress are the most porent deseroyers of successful erading, Ieis also
logical w assume thar making and losing money is stressful. It is a
seressful business. Money equals stress. So logic would dicrate that in
order to be a highly successtul trader you need to eliminare the stress.
You need to diminate the emotions. You won't become stressed about
money if you aren’t using money! You'll be scoring points, gaining
chips, winning a game. You won't be constantly gaining and losing
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money. IF money is so stressful then simply remove it from the equa-
tion!

How do you do this? Simple. Just follow your rules withour preju-
dice or passion. Become a rule follower.

If you ever read just one more book on the stock marker then please
bet it be Haw § Made $2, 0000000 In The Stock Market by Nicolas Dar-
vas (1986).

| love this book so much becanse when you have read ic as many
rimes as | have (over hifty times) you begin o realize just how well this
gentleman turned his trading around from an emotional losing trader
inte a robotic, disciplined, money-generating machine, Besides follow-
ing the rules that [ have laid out in the previous chapeers, Mr. Darvas
did one thing extraordinarily well: He removed emotion from his trad-
ing. He became a rule follower. He established his rules and got wo a
point where no decisions (seress-inducers) had to be made. When his
rules told him to buy, he bought. When his rules told him to sell, he
sold. When his rales told him o hold, he held. He did nor chink aboue
how much money he could gain or lose with thar non-decision. He
simply followed his rules, played his game, twok money out of the
equation, and became incredibly successful. ..and rich!

It made no difference o him whether the buy was for $5.000 or
$50,000) le was all che same to him. It was just a game and he followed
his rules. He stopped counting money and Hawlessly followed his game
plan. This is all well and good in theory, you say?

Let me share with you one sicnation wich Mr. Darvas thae had a pro-
found and ever-lasting effect on my rading:
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In one trade Mr. Darvas boughe $350,000 of a share at $53 1/2.
The share then dimbed to over 3100 and his broker sent him a rele-
gram with the message: Profits now $250,000. Up to that point, Mr.,
Drarvas had completely forgoren abour the paper probies thar had been
building up. He was just playing his game and following his rules. He
knew at thar poine that he could sell our and be rich for life (this was in
the 1950°s!). His rules told him not to sell, IFhe continued doing what
he had been doing he could miss out on a huge win, right? Every single
fiber in his body was relling him o abandon his rules and sell. Afrer all,
if he sold out wouldn't he have won the game? Wasn't the poine of the
game to become rich? Don't quite know how to answer thar?

Mr. Darvas didn't know the answer either! S0 he walked around
Paris trying to work out what o do. For the first time in a while he
pondered. He thought abour whar ro do. He thought abour forgeeting
his game and becoming rich. Shall 1 sell and make the sure profie? Shall
I break my rules juse this one time because of the obvious gain? Is the
game more importane? Are the rules more important? Or is the money
IOTE IprTane?

Back and forth in his mind the answers tw those questions went. He
couldn't come to a decision as quickly as he would have liked. Afrer all,
he was .1|n-_'a|:|:|.r kind of hrﬁalr.ing his rules |:|:|.r even c::ln.sil:lering hre-;l]f.ing
his rules, righe!?

As you may have guessed if you have ever heard of Nicolas Darvas,
he stuck o his rules and decided not wo sell. He played his game. Afver
all, he wasn't playing with money. He was playing with poines! And
the rules were more importane than the points! It was the hardest non-
decision of his life. But because he truly believed in his principles he
stuck to his game and did not alter. He didn’t budge even with hun-
dreds of chousands of dollars being waived in his face.
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OF course, his rules worked out even berrer than he could have ever
dreamed. Ower the course of the next few weeks his shares climbed
even higher. By the time his rules told him two sell, he made even more
money than he would have had he broken his rules a few weeks prior,
He won that game. Bur not because he made more money. No way!
He won thar game because he stuck o his rules. He did not give in to
rempration, He did not allow emotions, stress, or money dictate how
he was going o play bis game.

Had he been constantly warching the ticks day in and day out he
probably would have gotwen our a grear deal earlier. He would have
made less money. Very few people would have had the nerve w stay in
as long as he did and male as much as he did. Bur be didn’t need
netve. He juse needed his rules!

S0 theory is all well and good but reality is much more powerful.
Don’t just look ar the theory. Look ar the examples of how the theory
worked. Follow in the footsteps of Mr. Darvas and play your game!

Most traders on Wall Street know the old sayings:

1. “Curt vour losses"
“Let your profits run”
“Trade with the trend”
blah, blah, blah, blah

L

Of course, the good rraders know thar last one berrer than the firse
three! In the heat of battle you need o have a powerful ally. And oruse
me, you don't want those firse three sayings to be your allies. You'll get
creamed! Use your rules. You'll be comfortable. You won't be stressed.
You won't need o make decisions. You won't waste your dme You
worn't lose!
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Orecasionally | still come w a simation where | wane m bend my
rules. “Just this one dime,” I'll say o myself, Ul try to convinee myself
that it will be worth it just this one time. But then I'll remember Nico-
las Darvas.

I have gathered enough experience to realize that | can NEVER
break my rules, Not once. Not one trade. No exceptions. And the only
way | have been able to stick to this plan is by eliminating money from
the equation. Making it impersonal. Making it a game. After all, who
cares if | lose a few points in this game?! Whare is the best part about
playing a game? Winning.. maybe. Losing. _.probably not Play-
ing...you bet! There is always a chance thar you will lose a game but
you agree to play anyway because playing is fun! Sure, winning is nice.
Bur playing is the best part.

S0 what exacely separares the winners from the losers? 1 really have a
hard time believing thae it is knowledge or intelligence. | have seen oo
many exceptions to that theory o understand that it has o be some-
thing else. So whart is i? Luck? | really hope not! It would really be
rather pointless for anybody to play if luck was the main thing thar sep-
arated the winners from the losers. Ar that rare we may as well all play
the card game War!

Mo, | firmly believe thar whar truly separares the winners from the
losers is the ability to follow your rules WITHOUT EXCEPTION!
There is an entire spectrum of trading success. Those at the top of the
spectrum are those who never break their rules. Those at the borom
are people who don't even have any rules to follow. They just wing it
or follow the guidance of someone who is trying to make money oft of
them. Those in the middle may have a gameplan but will break their
rules on oecasion. Sometimes [ will come across a orader who has a ser
of rules and follows it most of the time. Thar trader will be marginally
successful but just can’t understand why (s)he is not at the cop. Well, it
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has become rather obvious o me over the years that those people are
on the right track. They just need o eliminate emotions and money
from the equation entirely...and not just when it is convenient for
them. They need to ALWAYS follow their mles,

lsn’t that whar “stressfree” means? For those of you who are parents,
I'll bet you are nodding in agreement. Just chink abour a world where
you don’t have to make any hard decisions at all, ever. Imagine a world
where the only decisions you have to make are which game o play with
your kids and what food you are having for dinner. Boring, you say?
Yes...but it would also be STRESSFREE! Mot having to make deci-
sions is the basis for stressbree trading,

Very few traders have the discipline to do dhis. Very few traders are
at the top of thar specrrum. Very few traders can honestly tell them-
schves, “It's nothing personal™
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To Be a Successful Trader, Don’t Be a
Successful Trader

When | rerurmed home from class one :|1ig]1|: | found my wile 3.'|.'|.-L'L'F.I 0
the conch with the television remaore control in one hand and 2 book
thar she was n.'-adiug at the time in the other hand. | couldn’t |1-::|r.| but

think abour how grear her balance muse be to be able to hold dhose two
iteins in her hand AS SHE SLEPT?

That got me thinking about what kind of balance she had in her life
at the fime. She was a very successful developmental therapise for small
children, a successful wite, a successful mother, a Reiki therapist, and a
new student in a PhD progeam. Not only that, she evidenty had some
mystic balancing power thar enabled her to not drop things thar she
was holding onto even while Falling into a deep sleep!

Then | started to chink about the balance thar | had in my life. One
thing thar | realized that night was that there was a very specific reason
as to why | had begun the Applied Behavioral Scence program in the
first place. | needed balance. Whether it was on the forefrone of my
mind or somewhere deep in the subconscious, | knew that there was
something out of balance in my life. It wasn't anything that | could
necessarily pinpoint at the tdme but | knew thar an educaton in the

:HEIIEI. IIJZI'- |I]1.'I.I]13.[I ]H:]'I.H.'I'ii W Iy gi\"t‘ e 4 .'i[l]ﬂ]l I'_'|.LII'_'-
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Thar nighe [ realized that the one ching chat was a licde our of place
in my life was purpose. | was doing well by most standards. | was stay-
ing home to raise my two children (I now have been blessed with a
third!), I ran a somewhat successful business (although still a fraction of
the success of my wife's business), | had one book published with a sec-
ond being considered by publishers, and | played basketball every Sun-
day morning, Life was grand! Bur | needed a purpose to bring
everything rogether. | needed a source of energy thar could fuel all of
these “successes”. And | Agured an education in the feld of human
behavior was the answer.

That night I also realized char 1 was well on my way towards that
balance char | had craved, thar was necessary for me ro continue fecling
Ed_}-l.lld abour my life’s endeavors. The educarion was wurl-:irl.g!

| then remembered something thar Maria had caught us abour bal-
ance in one’s life. She used the text from Stephen Covey's Seventh
Habit to describe the one ching chat would act as the glue o make all
the pieces of your life's puzzle fir together; he referred to it as sharpen-
ing the saw (Covey, pg. 287). The paradigm that Covey uses is the one
that finds one person sawing a tree in the forest. Another person walls
by and finds the frst drenched in perspiration. The second person asks
the first why he looks so exhausted and the firse replies thar he had been
sawing the tree for several hours and that it was very hard work, The
second person asks the first why he doesn't sharpen his saw in order to
make the work go much easier and faster (hecause after that much con-
stant sawing the saw must have been terribly dull). The fist person
explained that he had no dme to sharpen his saw because he was so
busy sawing that eree! (Covey, pg. 287)

Before | started the ABS program | felt like thar person sawing the
tree. | had so many responsibilicies and | really fele as chough | was suc-
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ceeding ar all of chem. Bur [ was wold (by something inside me as

opposed to a person walking by) that | needed something to pull every-
thing together. | needed balance.

5o that night as | warched my wife performing her balancing ace |
realized that | was currently sharpening my saw. | was going to school
tw learn abour how o be a more efficient and effecrive person., | was
gaining balance.

It's funny how things work out because during the next class the
students were given a survey form by Maria. Occasionally the school
wanted to know how the program was going. They wanted w know if
the students felr as excired abour the resuls of the program as the cre-
ators of it did!

The last question of the survey asked if there was anything char |
would change abour the program if | could. | began wo write a grear
deal abour how the lessons learned were wonderful bue thar 1 fele as
though the subtlery of the manner in which they were leamed could be
changed. In other words, | knew that | had learned the lessons thar
were presented to me bur | was concerned that other students may
have missed some of the lessons because they weren't taught in a
stmightfnmrﬂrd format. | was a thinker. | would think for hours afer
each class. And | often began to understand the true lessons afrer hours
and days of heavy thinking and pondering. Did other students have as
much time to invest in the subjects as | had? Did they all learn as much
as | did? Or did they miss things that | would have missed had [ not
put so much thought and energy into deciphering che messages taughe?

Ultimately [ ended up crossing out whae | had written because |
realized that it may have been necessary for me w think as muoch as |
did only because | was a slow learner. Perhaps the others learned the
lessons with a litele less effore. | concluded thar the program was being
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taughe perfectly because the smdents could pur as much effort and
thought into the program that was necessary for them o understand
the lessons.

OF course, | was a livde anxious to broach the subject with Maria
after the surveys had all been complered. | aslked her whar she thoughe
about the way the program was set up and if it would be casier ro reach
the subjects in a more raditional manner. Her response was indicative
of why I loved the program so much!

She asked if | had seen the movie The Sixeh Sense. After replying that
| had seen the movie, she asked if | enjoyed the “erick” ending, | wid
her it was one of my favorite movies and thae | loved che trick ending
and all the littde twists thar constandly kepe you on your toes because it
really kepe your attention and made you think throughout the entire
movie. She then got a linde smile on her face and asked if 1 choughe 1
would have liked the movie as much if all dhose tricks and twises were
revealed to me ar the beginning of the flm.

“Of course not,” | replied. “It wouldn't have made me think as
much if | was told everything betore anything happened. Half dhe fun
of the movie would have been gone!”

Maria juse smiled and looked at the rese of the class, who seemed to
understand before | even asked the questions. The average adule
human being loves to hgure cthings our for themselves. They feel a
sense of accomplishment when they complete a task themselves, They
are less motivated when chey are simply told what to do.

And to not break precedent, the litle discussion char we had
brought us right into the next section of the program that deale with
management and leadership (these livde self discoveries always seemed
o offer Maria a perfect transition into the next section of the pro-
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gram). Maria immediately began w explain the “Immamrity-Maturity
Theory” of management by Chris Argyris (Hersey, 2001, pg. 65). The
basic theory is that people generally mature as chey age. They go from
being passive to active; dependant to independent; understanding only
the present to understanding the past and furure as well; and so on and
so forch (Hersey, pg. 65).

So the fact that | enjoyed the Sixth Sense because it offered me an
opportunity o discover the plot for myself was one example of how |
was more active and less passive. In my immature years, | would have
been juse as satished, if not more so, w have my parents explain the
movie to me instead of me trying w Agure it out for myself, Similardy,
the students in the ABS program seemed to really appreciate whar they
were learning. They enjoyed the face char they were hguring our things
on their own. The material wasn't simply told to them, They truly
learned the lessons (as opposed to being told the lessons). We were all
being caughe in a marture way!

This was the balance chat | had been seeking. | was sharpening my
saw! | wasn't going to school just to ger a degree or just to enhance my
resume. | was trying to learn how w balance my life. That was my goal
for the program. . and it was working wonderfully.

Whar | have come to realize after thar “lmmarurin-Maririty™ lass
was that | needed to And balance but | needed o And it myself. |
couldin't be told by someone else o have balance in my life, | could be
guided toward that discovery by the wachings of Maria and Stephen
Covey and others but it was imporant for me to truly leamn that con-
cept myself. And, like with the Sixth Sense, it would be more fun that
way, too!

S0 it is no wonder that | firmly believe thar balance 15 the catalyse
necessary to become a successful erader (and person?!). Lets face ir,
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rrading has traditionally been viewed as a rather stressful acrivity. As |
staved lase chaprer, you must do whatever you can w eliminate as much
of that stress as possible. | have never met a successful trader that was
constantly stressed. Usually, it is quire the opposite. Most of the highly
successful traders that | have spoleen with are rather laid back in their
trading approach. They seemed very relaxed and confident. [ have no
doubts thar these characrenistics are whar helped wo mold and form
those traders into the successes they are today.

But what does this mean? Does this mean that you have o not care?
Dhoes this mean thae you have o be able o throw caudon inoo the

wind? Does this mean thar you have w be passionless abour crading?
Well, sort of...

Atrer reading Marber Wizards (Swager) | found thar one common
factor picked up on all the best traders was cheir ability w disassociare
themselves with the marker acton. It really was as if they didn't care.
They seemed to never be concerned about their positions. Considering
that some of these traders had millions of dollars on the line, | find that
fact almost unbelievable! How could they possibly not care? How
could they continue t have a smile on their faces through thick and
thin? After all, most of the (unsuccesstul) traders 1 knew (including
myself in the early on) would ger over anxious and rather excited when
they only had a conple hundred dollars to lose.

But one thing that | discovered over the years was thar my success
increased exponentially once | began w spend less time crying w con-
trol the market (by warching it every few minutes and trying to will it
o go my way). | would stare ar thar quote machine and end of day
graphs all the time. | couldn’t stop. It reminded me of when my wife
was i labor. | could not take my eyes off of that starisoics machine
{you know which one I'm walking about if you are a husband of some-
one in labor.. the one that shows the strength of the contractions and
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the heart rare of the mother and child). My eyes were glued w that
screen, | was obsessed! Bur what should | have been paying attention
to? Certainly not that scupid machine chat wold me how my wife was
probably feeling, | should have been paying artention o her! | remem-
ber telling her, *You should be in pain now, your contraction number
is 720"

Then | would ger a look like | was the stupidest, most insensitive
person in the world! Like, dub! 1 was paying artention to the wrong
things. | was looking ar a machine to tell me how my wife was feeling
instead of looking at and talking to her. But char is what hushands do,
right!?

Well, thar is whar | did as an early trader. | was looking ar the num-
bers and the machines and the newspapers. After all, that is whae trad-
ers do, right!?

RIGHT!

But whart | am here to tell you is thar you don't want o be a erader.
You want to be a successful trader. And in order o be a successful
trader, you can't be a erader (got ie?)!

What | mean is you need balance, Trading needs to be just one
small thing on your plate. It needs to be the litdle dinner roll nexe to
your steak, potatoes, corn, and salad. Ic's just one small pare of the
meal. Your plare needs balance! Just imagine if all you had on thar plage
was that little dinner roll. You wouldn't be able to focus on anything
else. You would just keep staring ar that dinner roll. You would pray
that that dinner roll will All you up. You would hope o no end that
that dinner roll would be so good that it would be enough o satisfy
vou. Unfortunately, 1 can’c think of a dinner roll on this planet thar
would be enough to satisfy my dinner needs!
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Dion’t let trading be the only thing in your life. Onee | realimed chis,
I took up baskethall, writing, jogging, tennis, school, computers, pho-
ography, and a world of other things thar make up life. | knew thae |
needed o take my toral focus away from the markers. | needed a life!

The grear thing is thae, along with the quality of my life improving
by leaps and bounds, the resules of my trading also skyrocketed. 1 was
doing better than | ever thought | could do simply by applying dhe
principles | mentioned in cthese chaprers. | worked less and pained
more. What could be Erancltr.'

S0 to review, how can the top traders I:.:-n:p it 5o coil when the risles
and scakes are so high? What works?

1. They decided a long time ago to take responsibility and find
out what worls

2, They have a system that fits them perfecty

3. They plan every trade down to the finest detail by sticking to
their rules. They never compromise those rules ever, for any
reason. They stick to their rules no marer what

4. They pur the ground work into their systeem and continue to
grow and learn. They don't stop leaming because they know
that they knowledge they have is wonderful for the time being
but in order to sty successful they need to keep up with the
ever-changing economy

5. They have complete confidence in their system and they faw-
lessly execure it

0. They view trading as a game and stopped counting money a
long time ago. Most wp traders are now rather wealthy so if

they no longer enjoyed cheir game, they would have retired
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7. They learned a long dime ago thar they can't control the mar-
kets. They don’t constantly warch those machines and num-
bers. They focus on the imporeant things in life and realize
that balance is the key to success.

Trading really is no different than any other aspect of your life. |
know it sounds obvious but whenever you focus on only one thing in
life, the other things seem to suffer. This is just common sense. I your
wotal focus is on one point then the imporeance of every single linle dip
and peak becomes extremely exagperated. This kind of peak and valley
emotional trading will not only ruin your trading results but may in
face leave you destroyed as a person, wo.

In order w be a successful rader, you nead o learn how o ke dme
away from trading. You need to learn how to not be a trader! Re-charge
those batteries and gain a lietle perspective. | remember my first few
vears as a trader. I would spend all day, night, weekends, and holidays
reading, studying, staring ar the charts, trying different systems, etc.
Frankly | wouldn't wish it upon my worst enemies. Trading is stressful.
It'nagim: d{'ril‘Lg I"I.-l.ll:l'lil'lg bt tral:lihg.' 1 would -r:n:rt:linlj.r have lu:pt my life
more balanced had [ known all along, 1 learned a lot in those times but
| was miserable. Remember, work hard and play hard. . not worle hard
and then work some more,

The stresses {'hl‘-tra:ling are bad tm::lugh without maki tg it your unl}.r
focus. If you have nothing to “go home w” and you have no other
interests, then the world of investing is going o ear you alive. Instead
of evaluating your overall performance in the market every day or every
week, try writing a ten year business plan or list of goals for your
1west thgz endeavors, When youl Lok at it i the hig Flil:tl,ll'ﬂ.. you will be
more apt to enjoy yourself in the meantime. Bue if you focus on hourly
or daily goals, you won't have much energy to do much of anything
else.
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Find your purpose and gain balance in your life. Trading should juse
be a small piece of thar puzzle. Much like the secret w success of other
jobs, work hard while you are on the job but be disciplined enough to
switch off after you punch oot and live your life. Don't take your
seresses home with you. Schedule in your trading. Don’t schedule in

your life!

Some of my very best trades over the years were the ones where |
would place a buy order on a stock and leave my broker with the stop
loss order. | would then go on vacation or a sabbatical for months at a
time without so much as Erving the stocks a singh: thn::lu.ghr_ [ would
come back home to find thar my system once again worked perfectly
and my shares jumped 40%. It really never ceases o amaze me juse
how simple (and stressfree!) successful trading can be.

| guess you just have wo ask yourself why you are working so hard
now, whether it be in the stock marker or at your 9 w0 5 job. If you are
like me, you are working hard so that you can eam time; time tw be
with your family and time o spend doing the things thar you really
enjoy doing. S0 how can you accomplish thar goal of vime if you do
nothing bur spend every minuee of every day looking ar the charts and
agunizing OVET yoE tr:;tding?

It's kind of like the story of the small wn Mexican Asherman that |
heard in one of my classes. You've all heard this one before, right?

It begins with a Asherman living in a small coastal twn in Mexico.
He wakes up around noon every day to go out fishing. He only fishes
for a couple hours each day...just enough o ensure that he can sell
enough to take care of the basic needs and wants of his family. Afrer
recurning from his work in the cady afternoon he typically will play
with his children for a couple of hours before taking an evening siesta
with his wife. Upon waking, he and his family have a grand supper full
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of fresh fish, rolls, beans, and com. Afrer supper he mdks his wife and
children into bed and meets up with his buddies ar the avern down
the street. He drinks wine and plays his guitar with his friends into the
wee hours of the night. He grabs a lemon ice on his way home and
sleeps until noon the next day. ..

Then one day a cruise ship docks in a nearby pore for a few hours in
order to refuel. A wealthy American businessman exits the ship and
decides to take a stroll down the streers of this small Mexican wwn. He
finds the Aisherman walking down the street carrying two large bags of
fish that he had caught that day. The wealthy businessman strikes up a
conversation with the fisherman and fnds our that all che fisherman in
this small Mexican town have a similar schedule. They work only a
couple hours a day and they never think anything of ir. “Let me show
vou how to really make ie big,” says the businessman to the small town
fisherman.

“You could really clean up. We could work together to become the
premier fishery in the region. We could ger several boats and eventually
be the only game in town. Then | could bring you to New York and
show you how to start your own American company. You could
branch out and have several successful hsheries. Then you could release
vour own [PO and make millions!™

“How long will this cake?” asked the small town Asherman.
“Probably no more than 20 years,” replied the wealthy American

businessman.

“Then what do | do?™ asked the small town fisherman.

“Well then the fun really stares!” replied the wealthy American busi-
nessman. “You could retire a wealthy man and do all the things you
have ever dreamed of. You could do anything you want. What is your
idea of heaven, because it could be yours!”
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“Let’s see...my idea of beaven,” said the small own fisherman,
“would be to sleep in until noon, go our hshing for a couple of hours,
come home and play with my kids in the sun. Then | would rake a
sicsta with my wife and wake up in the evening v a grand feast. |
would then love wo sip wine with my buddies all night while playing
my guitar...”

The Mexican fisherman wasn’t deliberately trying to be a smartass.
He just truly wondered if the Amercan businessman knew what
wealth really meant. The fisherman wasn’t sure if the businessman
knew why he was working. . whart his purpose was.

What do you think is the true measure of a person’s wealth? Life is
funny. If we aren’t careful, we ger whar we wish for. __we just have wo
make sure we really put some time and energy into determining exactly
what it is that we want. The poine is, figure out what you want before
you start working towards your goals. Don't do the work if you have
n idea how to measure your success. The small cown Asherman knew
exactly what he wanted and he did exacily whatr was necessary o fulfll
his dreams and desires. He was, by all accounts, a very wealthy man.
And he only worked two hours a day!

This reminds me of another of Covey's Habits: Begin With The
End In Mind (Covey, pg. 97). In other words, know exacely what ir is
you are working for. Don't just work and hope thar you'll get some-
thing good our of it. Know what your goals are, if for no other reason
than to be able to recognize them when you achieve dhem. It's funny,
Sometimes | see people wandering around their lives thinking they
need vo do things a cerrain way. They have been brainwashed o believe
that they need to follow a certain partern. But they don’d! That's dhe
beauty of this world. You make your rules!!
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Trading is funny, wo. ICs a weird way 1o make money. [t's almose
like: interest. . .you can make money by not doing anything {or much of
anything). Some people would almost feel guiley abour this. Some peo-
ple think thar they should work forty or fifty hours a week in order w
earn their paycheck. Again, they get caught up in believing these tradi-
tionalist views. They don't know any bener.

But my hope for you is thar by reading these ideas you will begin wo
kiwow berrer! Think about it for a minuee. Let's say that you buy
550,000 waorth of stock at $50 and sell one year later ar $200 (because
that is whar your rules and your system told you to dol. You have just
made $150,(00 prohe (minus fees if applicable). Amazingly, it only
took about sixty minutes to earn chis money. You simply spent about a
minute every other day or so making sure that you followed your rules.
What else was there to do?

The funny thing is thar most people would have had a difhculy nme
doing this. Some may feel guilty. Others would get too antsy. And yer
others would feel stressed when the price reached $70 because they
would wane to break their rules and sell then for the sure profie. Unfor-
winarely, all of these people would have missed our on the full
$150,060). The balanced trader would have been spending his time
wisely thar year and followed histher rules without exceprion. {S)he
would have been fishing or hiking or swimming or playing baskethall
while the others were sweating over the daily numbers,

S0 keep it in perspective. Realize that you have no way of control-
ling the prices. You'll find yourself itching for something o do
{because following your rules only takes about one minuee per day) so
find some other interests. Here is something simple you can do in
order o ensure that you are not spending o much dme managing
vour trades: Ger yourself a good kivchen timer and set ic to Afteen min-
utes every morning when you wake up. Start it every time you think
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about your trades {yes, think!) and every time you look at the newspa-
per or read the charts. Then stop it every time you stop doing those
things. I the bell rings ar any point betore you go to bed every night,
you are spending too much tme orying o manage your trades. You are
erying to See something that just does not exise.

So just remember that successful trading is:
* Boring
* Effortless
* Easy

* Seressfree

Successful trading will happen to you. Just follow the rules outlined
in these chapters, determine your pach, and seick o ie! OF course, this is
not going to happen overnight. You have to make these rules your hab-
its. Habits are something that you do without thought. You won’t have
vo refer to this book once these rules become habits. You will just do
them automatically. It will take time, but | guarantee you the results
will be well worth it Ar che very least you'll save money on antacid!
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Trading Programs for the Adult Learner

The first section of this book focused on the theories of successful trad-
ing. What do you have to do in order to be successful? What do you
have ch;lngn:?‘

This section of the book will focus on two very useable, very man-
ageable trading programs thar can be implemented by almost anyone.
In fact, they are written for the average adule leamer, Throughour my
studies | have learned a few things about what it means o be an aver-
age adule learner. You see, an adule leamner is different than a child
learner. For a child learner, the teadher must teach the lessons while
externally motivating the youngster (if you have kids you know whar |
mean. .. “just sit down on the pory for dhree minutes and Ull give you a
sticker or a treat”). A child generally wanes o see what the reward is
before completing the rask.

Ta:m:hing an adule leamer is a whole different h:;lllgan‘it! Adult learn-
ers tend o be modvared from wichin. Sure, the rewards of money and
success and status all come in to play but the real motivating factor to
an adult who is faced with learning something new is what comes from
within, Adule learners can think of their own reasons for learning a
new task. They understand the rewards without having to be told what
the rewards are. They motivare themselves and they expect tw be given
the opporunity to learn at their own pace and with their own goals in
mind.

)
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These two trading programs are specifically designed for just such an
adule learner. They will provide goidance but you will be able w fully
understand the rewards yourself. You won't need me w el you! And
you can spend as much time learning these programs and integraring
them with your own trading style as you wish. This is not a “Learn
How To Trade In Nine Days” type of program. This is more of a
“Learn How To Trade At Your Pace™ type of program.

Bur before we ger to the programs, perhaps we should recap the
secrets of the successful and stressfree erader. So let us take a look ac a
short () & A session (fun!).

Q1) How can | become a successtul trader with lots of spare time and a
well balanced life?

Al) View trading as a game in term of poines. Money is stressful so
remove it from the equarion.

02} Bue how do | do chis?
A2} You have to really have toral belief in yourself and vour system,
Q23) How do I get this?

A3) Do the ground work on your system and yourselt. Keep working
vowards perfection and don't be afraid of failures along the way. Some-
times failure is the best reacher and most powerful motivator around.

Q) What kind of work. ._how do 1 work towards perfection?

Ad) Plan for every eventuality in every trade. [F you missed one the Rrse
rime, add it to your list and don’t miss i again. Be like the Boy Scouts.
And most importantly, develop the discipline to follow your plan with-
UL EXCEPI.
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(25) How do | plan a trade and have confidence in dhis plan?

A5) Either start from scravch and learn enough to build your own sys-
tem or find a syseem char fits your personality as a trader (and don't be
abraid to tweak it in order to malke it YOUR plan).

Qﬁ]l Hiow do | ge about ﬁnding such a systems?

Af) Read the next two chapters to learn two systems thar have helped
thousands of people! If neither of those two systems work for you then
visit our websites at www_yourinvestmentelub.com or wew stresstree-
trading.com to ind some more systems, !

Before deciding on your system, make sure you reread the first sec-
tion of this book so that you are well versed in the secrets of suceessful
trading, Remember thar the idea is to make the process stressfree!

Some clichés to look out for:
* Ler your profics run
* Curt your losses

* Follow your rules (you have o really know whar this means so if
you skipped over the st section, make sure you go back and
read it before continuing!)

Also be sure to watch out for some of the really bad advice that is
out there today including:

* You can never go brole taking a profic
* Buy a good stock and forger abour it (buy and hold dheory)
* Buy low and sell high

. One foousing on investment education and the other on investment programs,
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Successful and seresstree trading goes well beyond these ancient
quotes and sayings. So don't just buy a good stock and hold on w
it...buy a good stock and hold on to it when yonr rules tell you to hold
ot e 5t

95% of the people who oy to ger into rading fail the firse year.
Some people seem to be naturally better ac erading then others, Bur |
firmly believe that anyone can be a successtul trader. They just have to
follow the simple rules outlined in the preceeding chaprers and follow
their rules.

| have taken these very principles and used them over the years wo
help me develop several trading systems that can be used by just abour
any type of trader. | have induded two of these systems in this book.
Again, make sure you understand the principles of successful and
seressfree trading before you adopr dhe following systems.

The reason that | have decided o incdude these two systems in this
book was because | believe thar the Weekly Small Cap Trading System
and the 1-2-3 Trading System are my two most straightforward pro-
gram thar are the simplest to utilize no mareer what your rrading expe-
rieiice may be.

You have just learned the theory behind becoming a successful and
seressfree erader. Mow are you ready to apply some of the knowledge
vowards trading? Remember, the most important aspeces of successful
and stressfree crading are developing a plan that you fully believe in
and then sticking to that plan without exception. 5o these two trading
systems thar | have developed should give you a grear starting poine
towards developing the trading system thar is perfectly ilored to your
needs and ideals as an investor. Ar some points, you may think you are
nea:ling a workboolk. That's E-I.H.Ild! Wrire all over these pages {after all,
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you can always purchase several more copies o keep in pristine condi-
rion!), These systems are designed o be worked chrough by you.

Plus, after gaining a small understanding abour adule behavior and
the different (complex?) learning styles thar adults possess through my
Adult Behavior Studies program, these two systems seem to be per-
tectly tailored to che adule learner!!

Let me explain. The average adult learner seems to be less dependane
upon external motivators when it comes o learning something new
{MNational-Louis, 1999, pg. 15). However, this certainly does not mean
that the average adulr learner does not need any help. Cire the con-
trary! The adult learner will enlise the help of others as a source of
knowledge, reference, understanding, and encouragement (Marional-
Louis, pg. 37). Well, these two trading systems on the following pages
take those principles w heare. They will show you the path wowards
developing your system. You could even use these systems o make
actual trades (and be quite successful along the way!} while you are
learning about yourself as a trader. But they are not pushy. Again, this
is not a Learn-In-14-Days investment program. You are an adule
learner and that means thar you get w learn iv your way (Anally, a
reward for sitting through four years of high school history class lec-
tures)!

These systems can be vour references. Go ahead and refer back wo
them when you are making your own trades. Or simply follow them w
a tee if you feel your wading seyle is perfecdy reflecred by the nuances
of these programs.

One more thing about the average adult learner: Don’t stop! Whar |
have learned through my studies is thar adules really need w feel suc-
cess and then scruniniee every last drop of it before they feel comfort-
able in performing the same task. In other words, if they do a job and
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know that they are doing it well, they will continue w do it So for
poodness” sake, if you realime the porential success of your system then
do not stop trading with it! Feedback and follow-up will be crucial ele-
ments in your development of your system. After all, you are a learner,
And adult learners need to evaluate their performance if they are to feel
comfortable with continuing the learning process (National-Louis, pg.
38). You are not a child (or ar least you likely won't be for long!) so you
are not going to simply use the system, achieve the results, and never
think abour it again. Righe?!

Of course not! You are going to use this system, integrate it into
your trading style, develop it as you go along at your own pace, and
evaluate the process uneil you are comfortable enough with your pro-
gram and have enough faith in it so thar you never break your rules and
you begin to trade sans seress.

S0 use these systems and use them wisely. . by developing your mules
and sticking to them no marer whar!
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The 1-2-3 Trading Signal

The 1-2-3 Trading Signal if really funny because once you train your
eyes to see the patterns, you will see them everywhere! At first you will
be so excited. . ."Hey, there it is; the 1-2-3 Trading Signal just like the
book said!”

But eventually you will ger o the point where sporing them
becomes ordinary and acting upon them becomes habit. OF course, no
pattern can be 100% successful (or else trading would be no fun,
right?) bue this is by far the most accurate and profitable pactern | have
seen over the years. I you wane o become an expert in one chart pat-
tern, this is probably the one you will want to focus on!

Mow as | mentioned earlier, you will likely wane to develop this sys-
tem yourself and integrate into your own trading program and rules.,
One of the reasons why this parern is a good one w stare with is
because it 15 abour 95% objective. Once you become an expert using
this system, you will likely introduce a slight subjective analysis of the
data. That's the idea! Bur for the sake of this book, 1 will only focus on
the purely objective aspects of this partern.

S0 what are the objectives here? What is it you wane o learn from
this system? Ler me give you a pre-summary. You'll learn:

»r
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* what exactly the 1-2-3 pattern is

* which charts and time frames exise for the pattern
* the entry “trick”

* the exit

Thart's it! But before we begin let me tell you how [ seill use this pae-
vern. | really like to keep my eyes on the 1-2-3 parterns in very over-
sold/overbought markets, especially on the stock indices and the
furures market. And although this method is extremely profitable when
used to trade the big cap stocks, | have acually milored this method o
go along with a momentum erading program | developed. Again, most
of you will want to develop your own program with guidance from chis
one.

If you happen to be a pure stock crader, then use the 1-2-3 w deter-
mine trend changes on the major indices and keep your eye open to
spot them on the stocks you are following,

L you are a furures mrader as well then | would seriously consider not
only looking for 1-2-3 patterns as to major moves bue also adopring
this into a complere trading system. For more on this subject, take a
look at the web links and recommended reading lises ar the condusion
of this book.

S0 what exactly is a 1-2-3 pawern? Thar is a good queston thar is
best angwered by looking ar some chars!
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Above is simply a daily bar chare of the stock for the big blue chip US
General Elecrrie. The stock symbaol is GE.

Clearly marked is the 1-2-3 pattern that evolved in February of last
year. This is a great example of a 1-2-3 buy patern. It is a bottom, a
correction, a retest that does not go beyond the original botcom. It is
then a rebound beyond the correcrion. Phew. . .thar was a mouthful!
Bue it is really simple when you look ar the charr, Take a look ar it
agrain and keep your eyes at Poine 1.
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Point 1 represents the botcom. Poine 2 is the correction. And Poine 3 is
the retest. Point 3 is the key because it DOES NOT GO BEYOND
Point 1. 1f it does then all bets are off. In other words, if Poine 3 does
go beyond Poing 1 then you wouldn't be looking ar a simple 1-2-3 buy
pattern! Just take a look at the chart again and feast your eyes on that
number 3 point. You'll see thar the patern of this stock was w dip
down to Point 3, then rebound up to Point 2, only to fall back down a
litele e Point 3. That Point 3 may look low (to most investors who are
anxious!) but it will not go below Point 1 (the bottom point). Again, if
it does then move on and find something else!

Look ae it like this: Try to ind a parcern where the ticks have a boe-
tom then a top then a bortom {(bur nor as low as the first bottom). So
you'll see this down, up, down pattern and want o buy when it goes
back up o the firse up. IF it never does, then you just don'c buy?!
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Omnee you have a valid 1-2-3 pacern then you would place your buy
order in at the breakout of the number two poine on the patern. |
know thar sounds complicated but 1 will show you what | mean. And
once you grasp these basic fundamentals of the pactern then [ promise
vou will see chese everywhere.

Take a look ar che ﬁ:||4rwi11g chart and notce the p-:.'-a]-m and T:II]L‘}"H
associated with Poine 2.
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What do you notice? You are keeping your eye on thar Point 2,
right? If so then you probably are secing the buying and selling pat-
terig. To illustrare the point ler's do a simple exercise thar will help

i UI]dEl'.'iEE.[II'j I:I'II'_' E.II'lIIIﬂI'[II’.']'Il'EI.'i lh:l'- Et]i?i .'i_'|-"."i1'|'.']1'l {J. Ly ]IH.'I'I'_' [T~

1. A sell seder usng the 1-2.3 %nﬂ woudd then be the reverse patrern l:l.||.1.
down, up, and then sell when it hiss the fre down), We will prmarily focus
on buy orders LI:i.n.E the 1.2.3 :i.gn.'.ll. because there are everml l-:f:il:im'.n:..' axir
routes once ypou have I:-u-l.||_=_h|:.
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rioned that chis secoion will read like a school workbook, didn't 12).
This exercise is loads of fun:

1.
2,

10,

Caet a blank piece of paper and a pen

Starting at the top left hand corer draw a diagonal line o the
center of the page

Mark the spor where you stopped your pen with a BIG NUM-
BER 1

MNow from this point draw another diagonal line towards the
top right hand corner bue only go about half way up

Mark this spot where you stopped your pen with a BIG
NUMBER 2

Diraw a diagonal line from the number 2 point, parallel w the
hirst line and down towards the bottom right hand corner. But
do not go anywhere near as far down as your number one
peint! This line should be your shortest one. Make i abour
half the length of your number 2 line

Mark this point with a BIG NUMBER 3

Mow yo have a zig—zag pattern, marked ¢|-|:ar|].r as a 1-2-3.
Mow draw a fat, horizoneal line right on top of the number
two point, On wp of dhis line write: BUY HERE!

Mow imagine this is a stock you have been observing and it has
formed a 1-2-3 botom. If thar horizontal line across the num-
ber two is taken out then yiva have a valid |,1-u_',r

For a 1-2-3 topping formation char gives you a valid sell signal
simply reverse the whole procedure

Practice this fun worksheet again and again and again and
then practice a lictle more until chis partern is firmly fived in

vour mind. It takes a liecle time and effore to grasp the pattern
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bur it is like riding a bike: when you get it right, you will never

have to learn it ag:lin.

This is how your drawing should look (and if it looks weally differ-
eitt then try :|::|inh_r| the abowve exercise ug:aiu while lu::ll-:ing at this drawe-

ing!):
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The drawi:ng EXCTCISE 15 d::';i.g_n-l_'cl T 26T YOUT eyes used o rec K-
ing this 1-2-3 pattern. Have you ever had a meeting where your man-
agers discussed doing a bunch of new things w increase sales or
increase customer satisfaction and you sar chere thinl-:ing. “Whar do
th::].r kitomw? '['hr_'}r Just sit in their offices all -I:l.H._}'. SIp coffee, and have

. e
]'I'I.L'lL'IZlI]g!-i.

Well, that is whar 'm trying to avoid here. Most people rend o
learn better when they are given an opportunity o do the job while
|r_':|rni11g. Haven't VOl EvEr heard of “on the juh tr:lining"? Of comrse

vou have! You learn while you do. Most adule learners do ic chis way!
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50 go ahead and do some more of the exercises (as many as you need)
to et that hypotherical, general feel of the pattern.

Then take a look ar some more real examples:
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What do you notice abour this chart? Can you spot how many valid
1-2-3 buy and sell signals are present on this daily bar chart of General
Eleceric? | understand thar it may be a linde difhcule to spor them on
this shrunken down version bur that is not the poine. The poing is chat
I wanted o show you just how consistent this pactern truly is. And |
also wanted you o gain some conhdence becanse I'm sure you were
able to spot a few of the signals. By the way, there are twelve valid buy
and sell signals on thar chard?
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Let's rake another look from a birds eye view:
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Alright. S0 now you can spot some valid 1-2-3 signals. So now what
do you do? Practice! Pracrice drawing 1-2-3"s (remember thar fun exer-
cise you did a linde earlier?). Also practice looking for them on your
favorite stocks and furures markers. They happen all the time and are
about 70% aceurate in the price pn:dicl:iun.

Mow we can take a look ar some different chars and ame frames
with 1-2-3 Signalﬁ.

But before we do chat, lets take one more look at whar a valid 1-2-3
sigmﬂ losokes like om 2 bar chare, This one is a PERFECTLY FORMED
1-2-3 signal. OF course, we do not live in a perfect world (especially
when looking at stock chars), bur the idea is to get used o sporting
these signals.
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1"|.|.__r|ui11, the abowve chart represents a [JL‘]’E.'I’.‘EIJ-’ formed .liil.__rln:ll. Muost
.liigna]x will look drastically different. In fact, some .'."Lgnul:i won't even
pccur on the same bar, Sometimes the formarions will occar over sev-
eral bars and you just have to train your eye to spot the formations no

marter how ]uug, hig.. short, fast, low, or high it 15.

Here are two examples of a 1-2-3 signal forming over multiple bars:
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S0 t:ll:win:j:luﬂ}' there i absn::llutd}' m’rthihg Wi with 1-2-3 forma-
tions forming over multiple bars as opposed o the one bar corrections
shown in the perfect signal chart, And as you can see from the two
charts, 1-2-3 parterns sometimes happen very quickly and somerimes
seem to take forever o develop. All stocks are different. All markers are
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different. All times are different. All economies are different. But the
patterns are the same. You can pretry much bank on the patterns!

IMPORTANT POINT TO REMEMBER:

Generally, the more bars thar are involved in the 1-2-3 buy or sl
pattern the bigger the move, In the above three eamples | would
expect bigper moves from the last two charts as opposed to the first
one. This is simply because there are more bars involved on those two
examples. This is just a general rule, though, and nothing to live your
life by. In fact, as long as you stick to your nules as stared in the first
section of this book, it really won’t marter how big a move it is. You
will stick to your rules whether the potential payout is 310,000 or $10,
right!?!

Additionally, 1-2-3 patterns happen in ALL time frames. What |
mean is that you will notice these parterns whether you are looking at
those five minute tick charts and you will also notice the patterns if you
are looking ar the yearly charts. However, since | never have and never
will day erade, | will opt not to show you one of these miniscule time
frame examples.

But one thing | will do is show you some weekly and monthly
charts, just to prove to you that you will spor these signals no mareer
what time frame you are looking ar. They are always valid!
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Isn't this one great! Look at chat powertul 1-2-3 bottoming pattem
that gave a valid buy signal ac $9.80. This share happened w be ar
$14.50 ar the time of writing. A whopping 48% gain in 10 wecks! [F
you had followed this simple pattern and boughe where the signal wold
YOI o qught. Yol would have made 48%!

MNow think for a moment exactly whar it takes o make these kinds
of gaing, Remember thar this is a weekly bar chart so you could essen-
tially have taken a look at it for a few minures on the weekend. [ mean,
haowe ||:::ll‘Lg would you have had to work in order to make 48%7* How
long would it have taken you to spot, manage, and profic from this
rade? A couple of minures!

If this doesn't prove what a fantastic signal the 1-2-3 is then you are
a tough one to please!
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Now you got me excited so let's rake a look at some more:

Sapternber Britsh Pound Futuras Sarfract
Weekily L chal

fidim-enfeonnbdCndsttiadns

This chart is a British Pound futures contract, viewed on a weekly
bar chart. Again, you'll notice the incredible up trend direcly follow-
ing the valid 1-2-3 buy signal {red horizoneal bar ar Point 2). So this is
another example of 2 weekly chare with valid 1-2-3 signals.

So now let's look ar a mondhly bar chare to show you that the time
frame doesn't marer, . these 1-2-3 signals are everywhere!
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Do you remember how | had mentioned earlier thar, in peneral, the
more bars thar are involved in the signal the more powerful and long
lasting the move will be2 Do you further remember that | had men-
tioned that it may not matter to you since you will be following your
rules so size doesn't play a facror? Well take a look ar the above chart
and try and guess why size DOES marter!

Yep, vou guessed it! Your rules will eell you when to get in, when to
hold, and when to get out. 5o if you have designed your trading pro-
gram to incorporate the 1-2-3 signal then your rules may tell you w
expect a bigrer trend with a signal on a monthly chart than you would
on a weekly chart {and a bigger trend on a weekly chart than you
wonld on a daily char. . ).

Think about ie: Do you chink that the bigger move is going tw be on
a daily chart where the 1-2-3 signal develops over five bars or a
monthly chart where the signal develops over en bars? OF course you
said the monthly char!
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Here 1s a very gr.':m:ral rule of thumb wable for YO 1) consider: ]f:.-'n::ln
spot a 1-2-3 bottom on the NASDAQ monchly it could .'.'ignul 4 new

hl]” I]13II:EIL'E I.'I'IH.IZ I'_'HI]]-EI. |.:I!‘it &ix I]1H[ITI1.'|.' T DLk yeals EHI ]TlL“I'_']-

Here is a table ::ngr_':m:rul mMove patterns. You can |-:r_'r_'|.1- this table in

I:I'II'.' I]ﬂd'L HF}"I.?I.IF [I]i[ll’j FII]F DL'EL‘I"L‘I'I.I’.'L':

1-2-3 Length of Chart Generally the Move Could Last:
daily chart 2-8 wesks
waakhy chart 4-16 waaks
monthly chart 2 to 12 months

Az this point you may be a.liking which types of charts you should be
looking ar in the hopes of spotting 1-2-3 signals. Well, to be very
blune...1-2-3 patterns appear on all the chars! Be ir bars, lines,
Renko, P+F, candlestick you name it It makes no difference. The

ExAcT saime PGI.TI'_'TH [J]ﬂ}"!-i o T]'I.l:: SAITIC,

Below is an example of a 1-2-3 :-iigua] [JI:I}"i.I]g out on a line chare.
But let mie retcerate that | am not a rja}' trader and will not giw_' CRAM-
ples of day deing. So my advice would be o look ar weekly or

monthly line chares when trying o spot 1-2-3 signals.
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Again, my tip with using line chares is to use weekly or monchly
only. Daily chares just give too many false signals.

But like | said, you will be able to spor these 1-2-3 signals on any
chart you look at. Afer you practice and practice and practice some
more then you will be able to spot these signals in your sleep. _even if
you run across a char that you may not be towally familiar or combor-
able with. 5o let me show you an example of a RENKO chare and see if
you can spot the valid 1-2-3 signals.
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Do you see them?! Can you see why using the 1-2-3 pattern on the
indices on a weekly or monthly basis is one of my favorite wechnigues
for sr.lutting overall madeet erend changts? When | see a 1-2-3 bottom
on a weekly or monthly chare | get very excited. If you spot one | urge
you o make the VERY best investment you are likely to make. 1F you
don't know what [ mean, check out some of the resources ar the end of
this book (the Momentum Share Trading System char [ developed will
g0 hand in hand with the 1-2-3 signal if you use the signals tw indicare
market trends).

This is one of the secrets that the so-called “investment gurus”™ don’t
tell you about. You don't have wo wait for them to write a newspaper
article or appear on the morning news to tell you how the marker is
going to go. You can look ar the charts yourself and trade accordingly
before everyone else does (or ar lease ar the same time as the successful
traders who follow their own rules and parterns instead of waiting for a
front page amicde in cthe Wall Street Journal w tell them when and
what to buy).
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S0 are you beginning to feel a lictle more comforrable with sporting
1-2-3 erading signals? Remember, the 1-2-3 works on:

* ALL time frames

* Both buying and selling

* Stocks

* Futures

All types of charts (line, bar, RENKO, etc.)

You now know that if you can spot it and chare it, the 1-2-3 pattern
will appear. Now let us take a look ar a slight rick for entry once you
have your 1-2-3 patter Armly in place.

And ey not to worry about this whole process just yer. You will
develop your erading system that perfectly matches your comfore level.
I'm showing you whar has worked for me and how o spot the winners
in the marker. [t's up to you to tailor chis information to meet your
needs as an investor. The ball will irmly be in your court!
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Applying the 1-2-3 Trading Signal

You have now learned how to spot the 1-2-3 signal on any chare in any
time frame, Earlier, | had told vou to eicher buy or sell the breakour of
the number two point. Why don't we refresh our memories and take a
look at a p-::rl'-::cr, ]1}'|.1~nr]1.-|_'|:ir_'ul 1-2-3 patrern that diﬁp].a.}'!i a sell xig:|u|
and a buy .'.'ignul:
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Above | simply show the valid 1-2-3 wp and bottom patterns and
where o place your buy/sell points. In other words, 1 am showing you
the breakout of the number two poine.

But, you see there are many traders, systems, experts, erc. that
blindly sell and buy ar the breakour of every pivor point on a chare,
What we do know is there are usually many orders placed ar the break-
outs of these points (as if tons of people had their computers fixed w
buy whenever there is a pivor poine on the chart).

These investors have the general rule down. They are doing a fair
job and are ar the very least utilizing important information about the
patterns of the stock marker. But you can bear even this crowd (with
the knowledge you have already gained, you are well ahead of the
erowd that buys and sells based on the newspapers or dares). You, of
course, want o be in the marker just before the masses. You wane w
score before everyone else does. Thar is cthe game in the stock marker,
isn't it? Bur how can you achieve this?

Easy! Bring your order slightly in. Bring your order in to 2 buy point
ar a slightly lower price than the breakour of the number two poine.
You'll be slightly ahead of the game. Take a looks



118 = How to Become a Stressfree Trader

=

.

v

i

P ory ra 353wl :l'_,

4 s

3 —— i

i3 s

e

[ECTE T E TS [ i

e

e

™

|

h

HH

i

| o

1

F

-

| oz

[ 1] Eouie

e

|

| B

Eoin

E:x

@ | i

L

|

r--
| |F

T LI 1 E 1 K 1 E E 1

F K-

There really are no big secrers here. Instead of buying ar the break-
out point and joining the mass of people who have some knowledge of
the game and scramble to get on board righe ar the breakour point,
simply move your buy order in s0 you can enter the market slightly
betore most others. This will cut down on your slippage potential and
will ensure thar you will ger a big initial move on your order (because
quite a few others will be gerting in slighedy after you will be).

After you understand what it takes 1o make a suecesstul buy, you
obviously must now be in a position to make an appropriate sell. Luclk-
ily, the principles don’t change, Take a look at the following sell order:
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Just how far you move this buy/sell in o bear the crowd is entiredy
up to you, your rules, your mading ideals, and your comforr level.
There 15 no exact scientihe amount of time {or else the masses would
follow it and it would keq:l MOvIng back and back and back unal no
system would work anymore!) bur you dehnicely want 1o make sure
you get in with plenty of time to spare before the masses enter on the
breakout.

Just keep practicing. Experiment a licde to determine the numbers
and times you are most comfortable with, And give a major consider-
ation to the notion of keeping a tight (no more than 10%) initial stop
loss once you have entered your trade. Again, the system thar you
design for yourself will reflect these rules.

Just as impontant as when to ger into to a wrade is when o ger our
Mow that | think about it, exiting may actually be more imporrant
than entry because this is where the money is made. Remember in Sec-
tion One when | alked about trading in poines rather than money?
Well when you exit a trade, you are now talking abour money. | always
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hear people talking about how much money they made or how much
money they lost when a stock wene up or down. Ridiculous. You don't
gain or lose a penny until you sell your stodke. Your buying power, your
wealth does not go anywhere undil you actually exit a rade. 5o sure,
think of it as a game where you score points instead of money.. but

ll'.'l]'lL'[I]'.'H_T tt]ﬂT TI'IE EXIE 1% WI‘II'_'TI'_' III'IE INICHEY 15 Efll]}" I]13.II|I'_'-

Unfortunately, a very small percentage of raders (one our of a hun-
dred in my experience) focus as much of their artention on the exit of a
trade as they do when they buy. This seems so silly because they are
playing with chips and not money UNTIL THEY SELL! It is my
steadfast opinion that one of the main reasons why eraderss Fail is
because they do not focus enough on the exiting of a trade. So let us

take a look at some of the vical pri ncip]::-.' learned and see how thc}r fir
Nt my exit rules.

1. The big money is in the big moves. So when you are in a trade
and it gives you some eatly profits, DO NOT look o bail out as soon
as it stares o correct. Make it a pare of your system (one of your mules)
to hang in chere for as long as possible and hope your small profies turn
it large ones. Follow the 1-2-3 signals. 1f you see a signal across eight
or ten bars then wait a licde ]ung::r than you would if the Higna] W
across two of three bars. You can start by using the graph | showed you

earlier:
1-2-3 Length of Chart Ganerally the Move Could Last:
daily chart 2-8 wesks
weaskhy chart 4-16 weeks
monthly chart 2 to 12 months

Burt remember, this is a g::nural g__l:lidr.'lin-l.'. Once youl gain ::l:n:Jng__h

experience you will develop vour own graph to apply to your rules.
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Tweak it until you can create a more accurate chare based upon your
rading experiences and strategies.

2. Cur losses short. | am absolutely gob smacked when | hear of
traders and investors not cutting cheir losses short when their rules say
they should (I'm even more appalled when they don’t cur their losses
shore AND they don't even have any mles o Follow!). 'm sure you
have heard it before. They may say things like, "it’s not at a loss unwl 1
sell it”, which is a voral misundersanding of whar | was trying o say
earlier, They are right that they have not yer lose money if they have
not yet sold the stock. But | assure you that nobody ever made money
by not selling cheir scock! IF you don't sell, you can’t make money. It's
as simple as that You need to focus on the exic of the trade in order o
win the game.

I have also heard things like, “bur it's a good company so why
should 1 sell?” or “if it drops any more then | will sell it”. Pure insanity,
These traders really need to develop some discipline and stick to their
rules {of course, if they don't have any rules then they need w make
some rules and then develop some discipline to follow those rules). The
oily way you can survive in the marker is to cut out your losers ar a
pre-defined percent stop loss (as dictated by your rules). Don't second
guess your system. Don't think that you should make an exceprion juse
because the company is a good company and it can't go down forever.

If your initial stop is hit then get our and move on. Don't be emo-
ional. It's not like you will be losing a friend or a loved one. You'll be
cutting a losing stock. Deal with it and move forward! Another way w
think abour it is to consider thar the losing stock thar you are holding
on to for some sentimental reason may be gerting in the way of you
entering into a fantastic winning crade. Wouldn't it make sense w drop
the loser and go looking for the winner? Again, ic's all abour discipline,
Set up that stop loss order and don't even think about it



122 » How to Become a Stressfree Trader

3. Less is best. Most people wane to actually make more rades. They
like to cur off their winning stocks/futures in search of the next one.
But one of the keys to making money in the markets is o acoually trade
less often. This means you have to be extremely patient before entering
a trade and then once you are in the middle of it, it 15 acually much
betrer to hold onto your winning stocks than o cur them off and ini-
riate a new trade. The most dangerous part of any trade is when you
enter, which is why most craders focus on that aspect of trading (notice
| said “dangerons” not “important”™). Why traders want to continue to
place themselves in this danger zone more often than necessary is
beyond me.

You may be thinking that number three coneradicts number two.
But the balance berween the two is what will keep your head above
water. You want to cut your losers as soon as they hit that stop loss
number and you want w keep your winners so as to not risk gering rid
of something good for something bad. It sounds so simple, doesn’t ic?
Get rid of the bad stocks and keep the good ones. Yer mose traders have
a difficule time with these conceprs.

EXIT RULES AHEAIM

S0 we touched on some of the basic, peneral guidelines to follow
when creating your system. Now let's talle abour what you should do
once you have entered on a valid 1-2-3 pattern. Firse of all, you will
want to set your initial stop loss relatively tighe. For individual stocks |
do not like to lose more chan 108 of the initdal investment. Find what
you will be comfortable with. Futures will have to be a pre-determined
dollar amount. Bear in mind, though, thar a good rule wo follow is that
you should not be in danger of losing more than 3% of your total
equity with any one wrade. So if you have $10,(00 in total equity and
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you want o know where to place a stop loss order for a new $3,000
trade | would recommend going no lower than $2,700 (so you could
lose a maximum of 3% of your total equity on that one trade and a
maximum of 10% of the individual eade). IF your account has
$20,000 then make sure each rrade has a maximum risk of $60H.

OF course, this is my rule. Your rules may be different. The 3/10
rule (lose no more than 3% of your total equity or 10% of dhe individ-
ual rrade amount) seems o work in most instances because i allows for
Hexibility without allowing for grear losses. Ir ensures that you can
move on if you come across a loser stock.

Secondly, when you gain as much as 25% then move your stop tw
break even (the amount you invested plus fees). IF the stodk doubles
back from here and takes your stop out then you have lost only your
brokers rransaction. In other words, once your stock has gone up by
25% then your exit will be ar a place where you will neither lose nor
gain any money. Sure, if your stock goes down and you reach your new
exit then you lefr 20% profic on the rable bur thar's the chance you
took in the hope of making a much bigger profie.

Then, when you gain at least 50% you should protect half those
profies uneil you are stopped out (if the stock has reached its peake ar
this point and goes back down then you will have gained 25%). Once
vou have gained 100% then protect 75% of those profies uneil you
have been stopped out. Keep raising this exit marker to protect 75% of
vour profs unel the stock Anally falls back down and your rules rell
you to make the exic. Most traders will have gotten our long before you
have. Many would have gotren our after the 25% gain, others afrer the
50M% gain, and yet others after the 100% gain. You'll be getting out
slightly lower than the stodkd’s peak EVERY time. . .and you won't even
have to think about it.
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Obwiously, 1 like to keep my exits very simple and straighcforward. 1
never rely on oscillators to rell me a marker is overbought or oversold.
They simply do not work. Once you have a profit it is all about hoping
that profic turns into a bigger profie. And then once that profic turms
into a bigger profi it is all about cuming char bigger profic into an even
bigger profit. You'll have to be prepared to give back a percentage of
your gains in the hopes of doing this. Bue since you will have your spe-
cific rules in place, you really won't have to think about ic ar all. Ie will
be fun because you will become excived when vou are able 0 move w
the next stop marker,

It may be easier to understand with an example so let’s run through
a quick scenario of stops. You have a total account worth $5,000 and
you purchase $1,000 of YIC stock priced ar $20. You initally ser up a
stop loss marker at $900 or 518 per share (no more than 109 of the
one trade). Your rules then rell you w wait. Let's say that stock rses w
$25. You are now ar 25% prohe (let's not consider fees for the moment
for the sake of simplicity) so you place a scop loss order at 520 per share
{up from dhe initial order of $18). In other words, the stock could rank
at this point and you would end up petting our of the trade with nei-
ther a loss nor a gain.

Then the stock rises to $30. Now you are at 50% profit so you place
a stop loss order ar 325 because you are provecting half of your profics
(remember, you boughe ar $20). Most people at chis poine would be
gerting out (if they have nor already) but your simple stop loss rules rell
you to stay in, Now the stock rises to $40 50 you place a stop loss order
at §35 (75% of the profies). If the stock were w rise any more, you
would place the new stop order ar 75% of the new profits. This obvi-
ously would continue until the first time the stock goes down to your
exit. At this point you would just wait until your stop loss has been hit.
This will ensure thar you will carch any rebounds {(while the lase
remaining bold investors have gotten out at the first site of a drop) and
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increase your profits even more. This will also ensure that you will end
up making quite a bit from where you began,

In a nueshell, you have been given a simple exit system. Your rules
will tell you what to do and when to do it. No decisions. No thoughe.
Mo seress. Just think abour it! You spot a 1-2-3 signal to buy a stock,
you buy it, you establish your exiting straregy, you exit when your plan
tells you to, and you reap the rewards of stressfree trading!

S0 remember, taking a profic too early is just as foolish as not cute-
ting your losses! Just remember hope and fear.

FEAR your losses will get much bigger (so cut them off).
HOPE your profies will become much bigger (so give them the
opponunity to do so).

Sadly, most do it completely the other way around. They fear that
their profies will disappear so they cut them off too quickly. They hope
that their losses will tum into profits so they hang onto them for far
too long, Is it amy wonder they lose in the markers? And although you
will tailor your system to meet your needs and desires, | highly recom-
mend you try my spstem At so thar you can have a benchmark with
which to recognize success. I've been doing this for a long time and
have played with these numbers, They really work for me so utilize my
experiences to your advantage. You don’t have to go through nearly as
much trial and error as | have gone through becanse you can benefie
from my past successes and failures,

| started off simply following trends in stocks with sound money
management rubes. Guess what? | made money.

Then | embarked on a quest w fnd the Holy Grail of trading, |
artended literally dozens of seminars and spoke with hundreds of trad-
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ers. Sadly, 1 have boughe many $3,000 {and up) black box trading sys-
vems. | purchased hundreds of books, reports, files, rapes, and CD's.
You name it and | probably have boughe it!

But it's almose all JUNK! Almost all of what | have boughe, heard,
read, and seen simply does not make money in the stock and furures
markets. It's all smoke and mirrors to simply disguise the face char |
have been ripped off.

But along the way there have been a few things thae | have learned:

* Mo man alive or system on Earch has ever, can ever, or will ever

be able w predict the furure marker behavior. 1f someone tells
vou they can then RUN AWAY!

= Simplicity is the key. Complicared technical systems are trying
tor baffe yo L0 Farting with your money. If it sounds too
complicated then it is probably trying o hide the fact thae i
doesn't work and the seller just wants your money

* Systems have three main components: 1) Trade entrylexit rules
2} Money management 3) Trader psychology

| have also learned that 95% of eraders seem to want to purt chat lase
bullet poine in the order of importance exactly how | have listed them
(1 being the most important). However, what | have found is chat the
most important component of a trading system is the trader psychol-
ogy. If you do not have the correct mindser then you are doomed o
fail. Most traders | have come across were seeking a get-rich-quick
scheme. Or they simply wane to make money in the markers with no
effort whatsoever by just listening to someone else’s “hot tip”. Then
they wonder why their account is sinking faster than the Titanic. They
jump into the markees wich litde or no stock marker education but
expect to compete with the most successful traders in history. Make no
mistake about it If you enter the stock marker with no education then
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you are treating it as a gamble. Nothing more. However, if you gain an
education, test, and adopt a more professional stance, then you are
treating exactly as it needs to be rreated: as a business. Who do you
think will make more money and have less heart artacks? The gamblers
or the businesspeople?

The second most importane component of the trading system is the
money management rules. | could trade solely on money management
rules and come out delighdfully ahead. | spend mose of my time in this
area now as a marter of kace. Ic's that imporant. | have adopeed a much
more businesslike approach to my trading and have seen the rewards.
My gaing and my life have improved dramatically as a result.

And contrary to whar most investors will tell you, the least impor-
tant component of the trading system is the trading system ieself. |
have my very simple systems now thar | wse like the 1-2-3 signal and
they work beautifully. They may need a linde tweaking here and there
but | certainly don't waste my time seeking out the Holy Grail of trad-
ing. ..the one get-rich-guick scheme thar “acally works™ (if you think
vou know what it is, please don't tell me because [ would likely scream
and run in the opposite direcrion).

And ler me reiterate thar trading really is a grear business. _if you
eliminare the stress. | used to rade from emotion and take it from me,
it's not worth it Ir was che most stressful vime of my like. | hated i |
had no fun ar all because | was constantly worried about the numbers,
| was forever anxious about whar might happen w my positions. |
don’t even want to think of where | would be righe now if | continued
on in this manner.

But | now apply the principles outlined in Section One of this book
and make trades according w my 1-2-3 signal system and/or the
Weekly Small Cap Trading System chat | will talk about next chaprer.



128 » How to Become a Stressfree Trader

You can make your trading career as big or small as you wish. The
good thing is thar just because your trading career gers bigger and big-
ger, your ulcers don't have to follow the same path!

Just keep pracricing those 1-2-3 signals and implement your stop
loss rules into your trading system. Then the anly one thar has w worry

15 your broker (because it's their job tw worry about everything so don't
deprive them of their duties. ..you can just relax)!!



12

The Weekly Small Cap Trading System

The Weekly Small Cap Trading System is slighdy different than the 1-
2-3 systemn in that your main purpose is to search for the stocks thar
meet certain requirements. This system is actually a fun exercise for any
investor whether you plan to implement it into your program or not.
The reason is simple: Afrer applying the cricerion for selecring these
stocks, you will begin o understand whar it is you are looking for in
the stock marker. A lot of vimes Ull find investors just blindly picking
stocks because of a “rp” they heard, a newspaper report, or any num-
ber of generic sources. The beauty of this program is that you can pick
the stocks yourself. How do you think the investor gurus pick those
stocks that you see every morning when you open the Business secrion
of your newspaper? They follow a system. Well, believe me. it is a
great deal more fun and more rewarding o pick the stodks yourself,
When you just listen to someone else's adviee, you really aren’t trad-
ing. _.you are juse following!?

50 how do you pick your stocks (other than the ways shown in the
1-2-3 signal system)? It's pretry simple. The first ching you have to do
is establish some parameters. Your goal is to narrow down the held of
thousands o a few dozen stocks from which to choose. Don't you
think it would be a litde more manageable o choose from ewenty
stocks instead of twenty thousand ?!

129
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The stock screener thar 1 like best on the Intemet (for sheer simplic-
iy and usefulness) 5 Yahoo's. Go w their website  (hupa/f
screen.yahoo.comfstocks heml) and punch in the following four

paratmeters {you can Just igno all the athers). I'll txpl;lin as | £o ;Ilung
exactly why | set the parameters the way that | do.

SHARE DATA (seock criteria number 1):

Make the minimum share price $10L00 and the maximum share
price $40.00. | really wane to stress char you stay away from the penny
stocks, There is absolutely no need for you to gamble away your hard
carned money in these low priced stocks. Stocks under $10 can change
as much as twenty tw hfty percent IN ONE DAY!

“But the gains could be so huge,” you might be saying to yourself.
That is absolutely true. . but the losses could be huge as well. And if
you want w0 develop a trading system that can help you w become a
successful, seressfree erader than you certainly don’t wane to be dealing
with stocks that can go up or down by 50% every day. You'd be spend-
ing ten hours a day just replacing your loss stops!

And w be honest, with the superior gains you will realize by using
the principles and systems outlined in this book, you will feel no need
to gamble your money in the hopes of gaining 509! Afeer all, the smart
money keeps away from those stocks. 1 suggest you do the same.

| also get quite a few questions on why | set the maximum share
price at 540.00. The reason for this ironically is the same reason why
you deon’t want to invest in anything under 310, [t's just common
sense., [ts like the idea of diversifying your portfolio or not allowing
any one trade to lose more than 3% of your portfolio. It is essentially
eliminating the “unbelievable highs™ as well as the “unbelievable lows™.
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You still can win this game by seemingly raking the middle road. Bue
you have to have discipline. Many investors will occasionally “rake a
chance” only w find thae if they had stuck to their original rules and
goals they would have been betrer off inancially and health wise.

50w explain the maximum. it is just much easier to carch a 2009
move in a $20 stock than ir is in a 360 or 380 stock. This rule is nor se
in stone but it is a pood parameter to use just so thar you don't have w
worry about the “maybes”™. In other words, let's say thar you keep stick-
ing to your rules when all of a sudden you find yourself empeed w
invest in something outside your paramerers. Perhaps it was a hot tip
from a friend or advice from a news columnist. Then a couple of weeks
later you will see that you could have made a grear deal of money had
vou acted on your impulse. Bur you stuck to your rules, didn’t make
the rrade, and warched those that did male a lot of money.

Well | say that you would have a lot to be proud of. Sure, there will
be a few times when you could have made a lot of money by not stick-
ing to your rules. But | guarantee thar chere will be just as many, if not
a great deal more, times that you would have lost a lor of money had
you not stuck o your rules. Is it worth all the gambles? Some gamblers
make it big but most lose their shirts, Why take the chance when you
have the opportunity to make grear trades withour the seress? Remem-
ber the name of this game: Successful, Stressfree Trading. So make
vour parameters and stick to them,

S0 over the years | have concluded thar you will catch more of the
big moves in the $10 to $40 range than you cn anywhere else. This
system is, after all, designed o narrow the playing field. We are trying
to get our weekly “stock-stalking list” to as low a number as possible.
Concentrare on quality, not quanticy.
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AVERAGE SHARE VOLUME (stock criteria number 2):

| would really want this serring w be ar 250,000 minimum but
Yahoo does not go that high for a minimum. 5o set the Hoor at a mini-
mum of 100,000 and fileer those less than 250,000 out from your short
lise manually,

S0 why ser such a high minimum share volume? The reason is thae
the less share volume there is the wilder the share Auetuations. IF you
notice on some of the shares that rrade less than, say 50,000 per day,
they are prone to large, unpredicrable moves. | know 1 said it before
that no person and no system could ever predice how the stock marker
will go. Well, that's juse the poine with this system! We wane w elimi-
nate the guesswork from the equation. | don’t want to be guessing how
the marker is going o go or how a particular stock will perform,
Guessing 15 just another way of saying gambling, And I'm not much of
a gambler (just ask my poler buddies).

S0 the shares that trade less chan 100,000 per day are much easier to
manipulate. Floor rraders and other investors love to get their hands on
these shares because they can make all the difference. | don’t want o
spend my time worrying about shares thar can be affected so easily by
non-market conditions and facvors. Plus these smaller shares are much
more prone to gap moves so you will have absolutely no way of con-
erolling the risk. And let's be honest, there are so many stocks out there
e trade you have no reason to trade in the ones that have such high
risk. Again, our point is to narrow the playing held. You want to keep
cutting and cutting and cutting uneil you ger a manageable handful of
stocks from which to choose. That's the purpose of these parameters,

And why the one million shares maximum? 'm sure you have
puessed it by now that the shares that trade such high volumes tend to
be very large cap, high priced, slow moving stocks. We are orying o fl-
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ter the best of the best. Withour these paramerers you might as well
just throw a dart, . .whichever stock the dart lands on you invest in,

These parameters will give you whar you want to work with.

MARKET CAPITALIZATION (stock criteria number 3):

Set the minimum at .25 billion and the maximum at L0 billion.
But first of all let me explain what market capicalization actually means
s that you can get a clear piceure as to why | set these paramesers the
way that | do.

The marker capitalization of a stock is the number of shares issued
by that company times the current marker value of that stock. A com-
pany thae has issued 5 million shares whaose shares have a current value
of $15 will have a market cap of .75 billion:

5,000,000 X $15=0.75 billion or 750 million

If Company B has issued 20 million shares of stock at $20 then
Company B will have a market cap of:
20,000,000 X $20=4 billion

It Company C has issued 3 million shares at $15 then Company C
will have a marker cap of:
3.000,000 X §15=.45 billion or 450 million

Can you tell which company is the best o invest in? Well, if you
had plugged in my paramerers to Yahoo's stock screener you would not
even know that Company B exists because it would have been kicked
out by the parameters. Which is good because even if Company B were
doing quite well with their earnings and prohts are looking good the
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stock of Company B will not likely dimb as predicrably or as fast as the
stock for Company C.

S0 what makes a share price climb? That’s acrually a simpler ques-
tion than you mighe think. The answer is MORE BUYERS THAN
SELLERS! If there are more people our there who wane o buy than
there are who want to sell than the price will go up. This is simple eco-
nomics. e's about supply and demand. What would happen if you
placed a buy order of 10,000 shares for Company C? 1F you think
that it would propel the price of Company C's stock into the straro-
sphere you are probably rghe. If Company B is a good company and
other factors are favorable, that company’s stock may dimb as
well. . .but at a much slower pace.

If two companies are equally well managed and have equal profic
and earnings records then which company’s stock will rise the fasvese?
The one with the smallest marker cap.

But let’s nor ger any crazy ideas of trading micro cap stocks (less
than .2 billion} out of your head right now. Those are the gee-rich-
quick stocks. Those are the gambles. As far as 'm concerned, those
stocks are equivalent to penny stocks. . _they are just not worth it. OF
course the gains comdd be tremendous. Bur if something goes wrong
with the stock or the marker or the company then losses will nor only
happen very quickly they will be enormous. As you are probably begin-
ning to realize, these parameters are designed to help you focus on
trading the stocks that will help you become a successhul, seressfree
trader. They are not designed to help you gamble or ger rich quick
{you may ger rich and it may be much more quickly than you imag-
ined but thar is not the focus?).
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ONE YEAR STOCK PERFORMANCE (stock crireria number 4):

Plug in the paramerer that the stodks had w have gained more than
100% over the year. This sounds strange but Ull explain in a minute. |
know, | know.. .you are probably saying something like, “but if they
already gained 100M% over the course of the past year than how can |
expect them to gain any more?”

Let me just say one thing: | never try tw pick the bowoms and the
tops. It's too risky and it's too much of a headache. Let the market firse
prove you right, then simply hop on board and ride the wave of the
already established strong trend on your way tw high gains, Think
about it this way. Let's say you are going to the races for the day and
you will be taking a bet. The bookie, in all his generosicy, gives you an

t:ll:rtiun:

Option One: You can either place your bet now, ar the beginning of
the race or...

Option Two: Withour altering the odds or the payout ar all, you can
place your bet after the horses have complered half the race,

Which one would you place your money on? Sure, you might con-
sicder uFtin:j:ln e i'F]"l_H.‘l. like to be stressed. But uh'u'iuusl}r st thpll:
would choose option number two. The odds of success are stacked way
more in your favor, The homses thar never had any chance of winning
will likely fall well off the pace half way through the race. And you'll
have that informarion! Only the serongest horses with the bese riders
will still be in the race half way through. Basically, you have taken away
a great deal of the guesswork. The odds have been stacked massively in
vour favor!

As we all know the astute bookie would never give you an edge like
this, That would be like the House showing you all their cards during a
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game of Blackjack. They would all be our of business if they gave you
thar advantage. It would never happen in cards or at the races.

But it does happen in the stock marker. By plugging in the parame-
ters where you want to see stocks thar have at least doubled you are tak-
ing a “bet” thar a strong stock thar has already doubled will keep going
on and on and on. What are the odds thar a stock thar has doubled
over the course of the past year has reached its absolute peal?!

Thinking about it that way makes me wonder why anybody would
risk trying to pick tops and botroms. There's just a much easier and less
seressful way 1o make money. Ler a vend ger firmly established and
jump on the bandwagon. But remember, this is one of four parameters
that you need o plug into the stock screener. IF you just relied on this
one paramerer (or any single parameter) than you would probably be
about 25% as successful as the rest of us following all four!

There is one more parameter that | manually plug into my screens.
Yahoo does not allow for maximum price increases but | like to keep
my stock picks at under 400%. So manually discard those shares that
have seen a 4009 gain or more over the past year.

Why? It's simpl}r the law of averages, The more advance the stock
makes, the closer it is w its peak. Sure, some stocks go on w make
10HWN S gaing in one year bue they are few and far between. Besides, we
are trying to filter out the possible trouble stocks and only keep the
quality stocks thar have the greatest chance for success, We wanr o
keep the risks manageable and throw out any stocks that have fallen
into the HIGH risk rerrivory.

Buy high and sell higher is the goal. But buy very high and oy o sell
even higher becomes too risky. Remember, these are parameters (no
less than 100% and no more than 400%). The reason for not going
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any lower than 100% is inversely similar to the reason why you don’t
want to go any higher than 400%. Get the stocks in between and you'll
find the winners.

S0 which are the stocks thar we wane o “sealk”™ In 2 nurshell: We
want low o medium priced, high volume, small cap stocks thar have ar
least doubled in the pase year but nor gained more than 400%. Gor all

that?

Let's review what we don't want

penny stocks

high priced stocks

massively traded or non-liquid stocks

micro-cap or anything larger than small cap stocks
to predice moves

to erade in stocks where the move is already (or most likely)
complered

50 when you et to the Yahoo stock screeners screen you will see a
bunch of input oprions, Remember, you only need to worry about the
four parameters we talked about. You will Flug the numbers in like:
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As you can see, there are a number of different paramerers that you
can plug in. But the only ones you need w worry about are che share
price, average share volume, market cap, and 1 year stock performance.,
This filtering process will produce a list of about 15 to 20 stocks (19 in
the case above. . entered in on January 31, 2003). The list looks like

this:
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With the above list we guickly eliminate the stocks thar Yahoo
couldn’t flver for us. So lec’s ger rid of those stocks with a daily volume
of less chan 250,000 shares traded daily. Just cross off the stocks that
don't fit our pre-determined parameter. This will leave you with a
much more manageable list of stocks with which to work. In this
example, you would ger the following list of eight stocks to work with:

1. BSTE
CQB
ISPH
MVL
NTES
RGLD
SCSS
UNTD

23 AL el pns B

Now cross off those stocks thar have gained more than 4005 for the
year. Remember, we have plugged in the parameter of a minimum gain
of 1008 For each stock but Yahoo does nor allow screening of a maxi-
mum gain. 50 you must do this manvally. Just eliminate these stocks
that are in the “probably finished moving” category or the *too high
risk to think about” CHLEEOTY. This eliminates (:QB {(1947% Eairﬂl and
NTES (1680% [_.;ain]l i leave you with the fn“::lwing six stocks:

1. BSTE
ISPH
MVL
RGLD
SCS8
UNTD

E R e
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Mo questions. Mo analyzing, Just simple dimination of the stocks

tl:]ET Cli II]1T IEI.' LIt T]'Ll!: jrard ITCTLrs IZI1ET Wi ]'I.H.'ﬂ.‘ [Pra-5LE Mo seress!

Even if the stock eriteria fails by just one percent or one volume,
delete ir. We wane to take all the puesswork out of choosing stocks.
You have o stick to your rules and your fltering process NO MAT-
TER WHAT! Don't worry, you will always have enough stocks w
work with, We are trying to be as selective as we can be.

And also remember thar one or two big moves in the marker is bet-
ter than taking dozens of smaller trades.

Mow take a quick look ar some of the gems that we now have left
from our weekly stock selection. Our of some 20,000 stocks our there

W arc |L'|.:|' Wi.l'l'l IZ|I]L"!'|1‘ !'n-'l'[]d'L"E

SYMBOL PRICE AVERAGE MARKET YEARLY

VOLUME CAP ADVANCE
BSTE F35.14 556,618 520.95M 152.89%
ISFH 1205 264,590 311.44M 241.36%
MVL F11.09 471,318 G73.91M 153.78%
RGLD F2T .04 543 454 515.386M AT2. T 3%
SCES F11.60 45.3,590 34410 246 2T
LINTD #13.80 18,818 5E5.TM 190.53%

Talk abour small cap gems thar the marker already clearly loves!
MNow we must find out how o trade them to make maximum profies,
You could cermainly just set entry and exit parameters to your trades of
these stocks in much the same wdy 4% you wiould wich the 1-2-3 xig:|u|
system. Bur led's talk about an entry and exir strategy thar may be bet-
ter suited for chis small cap trading system.



142 » How to Become a Stressfree Trader

First ]L"T.'!'i tH.I'II'_' d IIIJIIJI'C it a I]EF ET:I'PI'I l:lil'-ﬂ. .'il.'“vl:k l']'lH.E I.'L'I'.'FL'[ITI}" Et LA
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The entry position for chis stock is simple w0 spot. Just wair for a
correction on the weekly bar chart and place a buy stop a Facrion
above the break our (325.1 on the above example). The point is to buy
on the way up so vou'll know where o appropriately place your exit.
When you see peaks and valleys, buy when ir reaches .-.:]ighr]].-' heyond

the previous peak as it's recovering From its last valley.

The initial stop is not going to be a simple, mechanical percentage
stop. Instead, place the inital stop a fraction below the low after the
break out bar {at $21 on the above example). This initial stop is $4.1
below the buy order. . .or a whopping 16%. You've already chosen the
stock so the hard part i over. You have already identified the winners
sor now just buy in ar the previous peak and put a stop at the previous

valley. This exit order is rather important. Let me explain.
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You must place the stop here, rather than say at a mechanical 5% or
10 belowe the buy order because occasionally the stodk will rerest this
low point. Most investors who place their stops via percentages will
miss out on any rebounds thar the stock may have. Have you ever
traded on Ebay? [t kind of works the same way. When an item is listed
at $10 and you need o input your maximum bid, you may be rempred
tw place that maximum bid on a nice round number. Bur the smart
bidders will place that maximum bid a couple pennies ABOVE their
maximum s as to weed out those thar placed their bids ar the nice
round number. Get it? In other words, if your maximum bid is poing
tor be $15 for the item then you would want wo well Ebay thar your max-
imum bid will be $15.19 or mmtthing like that in order o bear those
bidders who pur cheir bids at $15 or $15.01. ..

S0 it's the same with you initial stop order. Place it slightly below
what many investors would. 1f the stock retests chis low, then you don’t
want w0 be out like many investors.

However, these will be your rules so if the stop is too big for your
liking then either reduce the amount of capital you trade with or sim-
ply pass on this tade. Fir dhis rule into your system. Bur do not com-
promise the stop simply to trade with a tghter stop loss (e with a
smaller percentage of possible loss. . . this system really shines when you
follow these mles). It will mean thar you will take o many unneces-
sary small losses. And don't you hate when you lose an Ebay bid and
vou fnd out that the winner beat you by seven cenes!?!

Let's take a look at a positive situation that you will find yourself in
that somerimes leaves investors questioning whart they should do. We'll
use the same stock (THQY) thar we used in the previous example, Le's
say thar you boughe in ar $25.1 like in the previous example and you
placed your stop loss at $21. Now the stock beging to rise. Obviously,
there is going to come a point where you will want to change your stop
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losses. But there may also come a poine where your rules will eell you to
re-buy this stock. That's grear! Follow your rules even if your emotions
are relling you, “1 just boughe this stock two weeks ago ar 525 and now
my rubes are telling me to buy more of it ar $327 That's crazy, | should
have just bought more shares ac 325!

Thar thinking is all well and good but most of us cannot predicr the
future (by the way, if anyone can predice the furure can you rell me
whether or not the Cubs will go o the World Series in my lifetime
because | want to be able to prepare for the occasion!). So if your rules
tell you o buy you need w buy. regardless of what your emorions tell
you. By now you shouldn’t even be chinking about it!

Let's rake a look at the example:

Feramisling Into The Position;
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MNotce the a:l.;ling {'rl‘_lzltj:lsitiuns at break owts and roving of the stop
loss behund the low AFTER the break out. You are Euing B0 want th
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buy in again at Point A and dchen move the stop loss up w Poine B afrer
the low point has been established.

As time goes on you begin to notice the same pattern, only a lirde
higher up the chare. This is great! Simply buy in again at Poine C. The
stop loss stays way down at Point B until Point C is established (a low
after a break out). Then move your stop loss up to Poine [ These
moves should be automatic and withour hesitation. . _regardless of the
fact that you already own this seock!

Remember, each trade needs to be treated as unique. You'll need o

apply vour rules to cach trade all the way through to the end. It
makes no difference what has happened in the pase.

One thing you may want to do, however, is o establish a rule for
how many times you are going to buy into the same stock. [ never buy
into the same stock more than three times bue you can do whatever is
comfortable for you...until you are completely stopped out of the
trades. For instance, take a look ar what happened w this stock. You
did quite well but when it is time to end, it is time to end!
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S0 whar does it take o rrade using the Weeldy Small Cap Trading

System?
* About ten minutes a week

* 1009 objectivity (no emorion, no re-considerations)

And that's about it! This system follows a very simple procedure for
En:linl.__r' those small Cap, MOMENm gems. And the great 'r|1'mg w5 that
the matket has E]I'L'E-EI.J-' tirld you which stocks are the winners. You Just

have to tag a]ung for the nde!

And the reward/risk ratio is really che best chat | have ever seen with
any trading/fltering system. Besides the Anancial rewards that you wall
reap, you will also gain a grear deal of confidence in the fact that you
won 't have o listen o anybody else well you which stodks wo trade. You
can pick your own! And you won't get stressed by your decisions
because vou will be l"'::l]]n::n.ll.ril:lgI your pre-determined set of rulbes. You'll
simply eross off the stocks thar don’t meer your criteria and keep the
ones that do. It's that easy!
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Whar do you norice most about this complete trade? The entries,

the exics, the SOPS, the patterns? Mah, we all notice THE RETURMY

So take this system and mold it w At your needs and wanis as a
trader. Make it your own. Set your rules. You can even combine
aspects of this system with the 1-2-3 signal system o creare the Laurie-

and BobSimith 'rr:ading System!

The Weekly Small Cap Trading System is all about narrowing the
hield to find the marker gems. Then you have to have an entry and exit
system to follow so thar you don't have o pur any thought into the
decisions. [F your held has been namrowed to six stocks and vour rules
tell you to buy just above the break point on each stock’s bar gr:]ph
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then do ie! You may only see that break point or entry point on two of
those six stocks. That's fine! Remember, quality. . .not quannry,

Just make sure you follow your rules. . .and made withour seeess!!



Conclusion

After finishing this book, | returned to Maria's class with a sense of
accomplishment because the thoughts that wene into the informarion
for this book were thoughts that | had had throughout the entire
Applied Behavioral Science program. They were so much a part of my
studies and my participation in the class that once the book was com-
pleted | wasn't sure if | would know how to continue with the classes.
What would my morivadons be?

But as always, Maria immediately put things into perspective as
soon as | encered the dass for the first time after completing the bool.
And | doubr she had any idea thae she was having such an im pact!

The other students and | entered the dassroom to hnd a bunch of
old mirrors lying on the table in the front of the room. They were all
different. Some of the mirrors had cracks in them, some were faded,
some were dirty, some were new, etc. Since it had always been grear
fun for us to hgure out what exacely Maria was crying o do before she
did it, we immediately began talking about the mirrors.

One of the students offered the suggestion that Maria was going o
get superstitious and start ralking about bad luck. Another thought she
might ralk abour the different perceptions that we have of our-
selves. . how we look ar ourselves. Believe me, there were plenty of
explanations to go around!

145
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But when Maria walked in the room, she stared labeling che mir-
rons by affdng big letters on each one (the cracked mirror had the lee-
ter “A’, the dirty mirror had the letrer "B and so on and so forth). She
then asked us w systemarically walk in a line and look ingo cach mirror,
We were told to write down what we saw in each mirror.

What | saw in each mirror was prewy predictable, In the mirror chat
had a big crack in it, | saw my face with a big crack down the center of
it. In the diny mirror | saw a cloudy portraic of myself. In the dear
mirror | saw a perfect reflection of my face.

After we were all Anished reflecting (ger i?), Maria went o the
blackboard and wrote: Cliché—good communication requires a good
speaker and a good listener. We had all heard chat before (and most of
us at one point or another had tried to use that on our spouses during
“discussions”} but the exercise with the mirrors really drove the point
home and illustrated just what thar old diché really means. When we
looked in the dirty mirror (the speaker), we (the listeners) saw a shady
reflection of ourselves. Now was that the mirror's faule or was thar our
Fault? Does it matter whose fault ie is? OF course not! The poine is that
the message got scrambled a livtde bit on its way from the speaker o the
listener. Something had to be done. Figuring out who's faule it was
would have been a big waste of time.

As a result of that class, | began to think about this book and the
messapes contained within, Cerrainly if you did nor get the messages
there was some problem with the communication method! The words
I used in chis book were designed to help you undesstand what it
means to be a successful and stressfree trader. These words were meant
to guide you in your own discoveries as an investor.

But these aren’t just words. To quore Joseph DeVito, author of the
Interpersonal Commmunication Reader (2002, pg. 9): Words are tools
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which people use o give and get information. So I'd like to emphasize
the meaning of bis words. .. you've been given tools, Tools thar (1 hope)
will give you the information necessary to become a successful and
stresstree trader. How you choose w use these wools is entirely up w
you. But should it seop here? No way!

Keep learning, Keep asking questions. Keep trying wo understand
exactly who you are as an investor. Bur make sure that you know how
to ask questions and accepr feedback! 1 you are stuck or you think you
need a livtle more information in order to make a trade, go ahead and
ask someone who knows. Bur be ready for the answer and use it
accordingly! When you decide o ask questions in order o get more of
the information that you need, you need to be “prepared o listen
artentively to the responses they provoke..or risk finding yourself
worse off than ever” (DeVieo, pg. 64).

And if you chink you got a cracked or smudged book and the mes-
sage is just not getring chrough clearly, don't worry! We have made
plenty so you can buy as many copies as necessary before finding the
one thar gives you daricy!

Happy investing!!
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