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‘Consistent stcress is not only difficult to realize
but hard to find. It is the rarest of all commodities, "
says market wizard Jake Bernstein.

Whether you are a newcomer or a seasoned
trader, you'll find a wealth of valuable insights in
Market Masters. Boost your profits and stay on
the winning track. Keep this timaly new book close

to yourdesk to guide. inspire and motivate you to
succead,

. Play your own game. Daon't expect immediate

results. Bovour homework. Oon't force trades.
- Develop discipline, perseverance and a willingness

| 1o accept lnsses, These arejust a few of the
dozens of winning tips you'll find in Market
Masters. What does it take to succeed? What do
winners have in common? How can their experi-
ences help you succeed?

Learn from soime of the most well-known
traders ever!

« George Angell, day-trader, technical analyst
par excellence
= Gerald Appel, father of MACD, one of the
most widely followed timing tools
* Bruce Babcock, developer of trading soft-
ware and publisher of the Commuodity Traders
Cansumer Report—the industry watchdog
» George Lane, father of stochastics and one of
the most experienced technical analysts in the
wiorld :
» Conrad Leslie, the man whose crop reports
move markets
* Robert Prechter, the preeminent Elliott Wave
- analyst whose forecasts are followed by

traders throughout the world
» Welles Wilder, the man behind Delta and

RSl and developer of technical tools that have

revolutionized the trading world
= Larry Williams, colorful, controversial-—a

legend in his own time |

Keep your eye on the concept; act on opportuni-
ties——pratits will follow, Find your niche in the vast
- world of futures trading. The ability to think and act

contrany 1 the crowd will set you apart from the
rest—hecome your own market master!
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Introduction

Without a doubt, the last bastion of capitalism is the
futures market. Few areas in today’s world of complex
economics and investment strategies lend themselves as
readily to potentially successful use by the average indi-
vidual than do the futures markets. Yes, it is a known fact
that most futures traders lose money. Yes, futures trading is
perhaps among the most, if not the most, demanding of all
undertakings in the area of speculation.

Yes, it is a known fact that those who speculate in such
things as futures options have even less probability of
success than do those who trade futures contracts. It is also
true that the futures markets are extremely volatile and
subject to substantial price moves within a matter of min-
utes. And, yes, prnfessic-na] traders have a distinct advan-
tage over the average individual. Yet, given all the draw-
backs, no other vehicle of which I am aware, offers as great
a potential with, relatively speaking, such a limited amount

ix
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ofrisk as do the futures markets. I do not mean to imply here
that risk is limited. Certainly, the risk of loss in futures
trading can be substantial. However, given the potential
rewards, the risks are reasonable; given a method of well-
defined risk management, futures trading is, to my way of
thinking, the greatest game in town!

.

. . . given the potential vewards, the
risks ave veasonable; given a method of
well-defined visk management, futures

trading is, to my way of thinking, the
greatest game in town!

v

Separating the Winners from the Losers

Vast fortunes can be amassed within a relatively brief
period of time by trading futures. Naturally, the other side
of the coin cannot be ignored. Vast fortunes may be lostina
relatively brief period of time in the futures markets. What
separates the winners from the losers in futures trading?

This question has fascinated, intrigued, haunted, ob-
sessed and frustrated traders since the first futures contract
was traded hundreds of years ago. While one is tempted to
take refuge in a plethora of intellectual and defensive re-
sponses, theanswer to this questionis indeed simple. Yet the
simplicity of the response fails to do it justice inasmuch as
theimplementation of the response s, at least on the surface,
exceptionally difficult. Scores of seminars, books, articles
and lectures have attempted to cover the subject. But, as
elusive as the keys to success may be, they are attainable
through the use of various time-tested techniques.
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The keys to successful trading are not only attainable;
they can be learned and taught. One of the most effective ways
to learn is by example. The interviews that follow in this book,
along with the analyses of these interviews, will help illumi-
nate the path to successful trading by way of example.

Lessons Learned from W. Clement Stone

On a hot Chicago summer day in the mid-1980s, | was
fortunate enough to have an experience that changed my life
asatrader. Onawhim, several weeks earlier, | had called the
offices of W. Clement Stone, the driving force behind Com-
bined Insurance Company of America. Beginning with noth-
ing more than determination and a vehemently positive
attitude, Mr. Stone, or “Clem,” built a vast insurance empire
as well as a tremendous fortune. The Stone rags-to-riches
story intrigued me. Given the close proximity of Mr. Stone
and his empire to my home, [ asked if [ could interview him.
To my surprise, he agreed.

With several “attendants” at his side, Clem arrived at his
corporate studios, perfectly dressed—suit, white shirt and
ascot, his imposing mustache curled and tailored perfectly.
When Clem entered the room, [ felt a certain respect that, to
this day, [ cannot describe. The man exuded self-confidence;
he made every movement with self-assurance and single-
ness of purpose. He reached out his hand, and I took it. His
handshake was solid, purposive and firm. He looked me
straight in the eye—a piercing, deep and all-knowing look.

Attitudes Versus Luck

[ told Stone that 1 was indeed privileged to interview
him, and I stated my purpose for the meeting, which was to
gain some insight into his business philosophy and more-
over his psychological techniques for maintaining a positive
mental attitude throughout the years. The question on my
mind was whether Stone’s attitudes were truly major forces
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underlying his success or whether he just happened to be in
the right place at the right time. This question is always
asked of those who are successful, but it can be answered
only after an examination of the pertinent facts. Some trad-
ers claim success is based on having a “lucky break.” Others
claim that success is based on knowing the right people. Still
more claim that success is based on positioning. I do not
agree, nor would W. Clement Stone.

Positive Mental Attitude

In addition to Stone’s vast wealth and business empire,
he is most recognized for his preaching of positive mental
attitude (PMA). Along with such notables as Og Mandino,
Norman Vincent Peale and Napoleon Hill, Stone claims that
the power to achieve comes from within and that positive
motivation overcomes all obstacles to success. Those who
maintain the PMA point of view argue that to be at the right
place at the right time, one must have the correct attitude to
recognize the opportunity for success.

The PMA group has given the world numerous books,
tapes and publications—all designed to educate the U.S. on
the benefits and techniques of positive mental attitude.
While I believe that PMA is truly valuable and that it should
be studied by all who are interested in achieving and main-
taining success, many feel otherwise. Positive attitudes can-
not be replaced by such vague and fleeting concepts as luck,
positioning or political influence. I do not claim that other
methods of achieving success are not effective; rather, to
facilitate the functioning of these other techniques, one must
first have a solid base of positive mental attitude. The
individual who seeks to succeed by creating opportunities
through political manipulation must be confident in his or
her abilities, or success will not come.

Whether we agree that positive mental attitude facili-
tates and enhances success, the fact remains that in the
struggle for success in futures trading, a negative attitude
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easily spells ruin, just as the lack of a positive attitude easily
inhibits success. Recognizing this fact, I found what follows
in my interview with W. Clement Stone not only exception-
ally interesting from an academic point of view but ex-
tremely powerful and helpful in my futures trading,

A

. . . in the struggle for success in futures
trading, a negative attitude easily
spells vuin just as the lack of a positive
attitude easily inhibits success.

. 4

1 asked the pertinent question: “Mr. Stone, you are
among one of the most successful individuals in American
history. What contributed most to your success?” What
follows is a very close approximation of his response.

Think, See and Do

“To be successful, you need to cultivate and practice
three important elements. When [ was 7 years old, I had my
own newspaper route. When I was 11, 1 had my own
newspaper stand. When I was 16, I began to sell insurance.
Iwentto the bank building in town and approached the desk
of the bank president. I said, ‘Sir, may I take a moment of
your time?’ He looked at me and said, ‘Son, are you here to
sell me something?’ [ answered, “Yes." He said, “Then don’t
ask for a minute of my time. Take it!" “ At this point, Stone
looked me straight in the eye as if to say that he had made a
significant point. I replied with a look of acquiescence to
indicate that I understood exactly what he meant.

Stone continued, “To be successful, you need to incorpo-
rate three elements into your plan. First, you must think. You
must think about what you want to do and how you will do
it. Next, you must see an opportunity asit develops. Andlast,
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you mustact when the opportunity presentsitself. You must
think, see and do. Those are the important elements to
success.” These important words unlocked a new and effec-
tive strategy for my career as a futures trader. I realized that
I had not achieved even a small fraction of my potential as a
trader since | had approached my market work haphazardly
and without a predisposition to success.

i

“You must think, see and do. Those are
the important elements to success.”
W. Clement Stone

w

To begin with, I wasn't really thinking; rather, I was
hoping. | hoped for success and in vague terms; I organized
for it. However, when it came to visualizing a plan of attack,
I was sorely lacking. Secondly, I did not visualize opportu-
nities when they presented themselves. Because I was so
intent on not missing opportunities and unsure about what
opportunities I was looking for, | failed to see them when
they presented themselves. And, failing to see opportuni-
ties, I could not act in a fashion that yielded successful
results. In other words, I was sorely lacking in all three of
Stone’s elements to success. Knowing this, I altered signifi-
cantly my behavior and opened the doors that eventually
lead me to success as a trader. Without Stone’s words on that

fateful day, my path to success would have been difficult, if
not impossible to follow.

What This Book Can Do for You

I do not claim to be as motivational a speaker or writer as
W. Clement Stone or his PMA colleagues. Nor do I promise
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that this book will change your life as a trader. However, I
can make you some promises about the value of this book:

o Studying the interviews and, in particular, the analysis
of the interviews in this book will give you important
insights into the thought and action processes of indi-
viduals who, through their efforts and motivation, have
become respected figures in the field of stock and com-
modity trading.

+ Comparing your behaviors and attitudes with those of
accomplished market analysts and traders will either
confirm or negate your orientation and may therefore
alert you to changes you may want to incorporate into
your behavior and trading.

+ Reading this book will give you important tools to assist
the developmental process that tends to typify those
who have been successful in the markets.

A Book for Individuals

As you read Market Masters, make comparisons to your
own situation and seek out behaviors, attitudes and meth-
odologies thatappear to fit your needs and personality. Inso
doing, remember above all that what you do in the markets
must fit your temperament. The stock and futures markets
offer many opportunities. Vastly different styles of trading
may yield success, but not every avenue is suitable for every
individual. Just as life itself offers a multiplicity of different
expressive avenues, so do the stock and futures markets.
While one individual may be well-suited for the demanding
position of a floor broker, another person is at ease trading
long-term positions and infrequently checking the prices.
Either avenue may lead to wealth. Then again, neither
avenue may lead to wealth if the skills necessary for success
have not been mastered. Remember, above all else, that this
book is not a Holy-Grail, perfect-trading-system, get-rich-
quick, never-lose, isn't-futures-trading-great book.
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Market Masters is for individuals who are individuals. It
is for those who do not wish to follow the crowd but who
wish to follow the lead of a few successful individuals who
have achieved success through hard work, persistence and
consistency.

Think, see and do—wealth will follow. Although many
contemporary books on personal growth and psychology
stress the importance of keeping your eye on the goal, I feel
that keeping your eye on the concept and acting on oppor-
tunities are more important. Jesse Livermore, legendary
speculator of the early 1900s, said, “Profits take care of
themselves; losses tend to get worse.” And soitis withone's
personal orientation to the markets.

Success Follows

Success tends to take care of itself if you provide the
proper psychological and behavioral backdrop for it to
occur. Goals are indeed wonderful; without them, we would
all proceed haphazardly about our lives, randomly finding
success and possibly notevenrecognizing it onceithascome
our way. Yet, the road to success must be paved with
behaviors, attitudes, opinions and visualizations,

Theoretical Framework

My theory on and orientation to the issue of trader suc-
cess is based upon four elements. These elements form the
underlying structure of what I will attempt to demonstrate
through the interviews that follow. [ am not presenting a
psychological evaluation or clinical examination of the re-
sponses to my interview questions. As you will see, each
individual has his own brand of personal psychology. The
individual’s personal psychology does not interest me, nor
do the methodological considerations that were used to
achieve success. Instead, each individual’s response style
intrigues me because it reveals a great deal about how a
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person who has been successful approaches the markets

and, above all, copes with the many reversals that are,
unfortunately but necessarily, such a significant part of
futures trading,.

Here then are the four elements that comprise the es-
sence of my success theory:

1. Thewayinwhich traders deal withloss and failureisjust
as important, if not more important, than the way in
which they deal with success.

2. Effectively controlling and channelling emotions are
two primary issues in the equation for success.

3. Those who have been successful and continue to be
successful either as traders or as marketanalysts, trading
advisers or market experts recognize the importance of
market psychology and, to a certain extent, incorporate
it into their work.

4. There are core elements common to the behavior of
successful market professionals; to be successful in the
markets, you need to develop and maintain similar
attitudes, behaviors and opinions.

From Reality Back to Theory

Remember, my theoretical framework does not seek to
pigeonhole all traders into a given response style or set of
attitudes. Rather, itworks from reality back to theory. Let me
clarify what1 mean. Some explanations of phenomena bggin
with a theory or hypothetical construct. They begin with a
set of assumptions based on logical alternatives, which in
turn are based on known scientific, psychological or socio-
logical facts. These theories then work forward amassing a
body of evidence to either confirm or negate their valu;hty.

My approach is distinctly different. While I begin with a
theoretical exposition on the subject of trader success, this
conclusion has been derived from a pragmatic or empirical
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orientation. I did not wake up one day and decide that my
theory of market success must be based upon trader psy-
chology. Rather, I studied successful traders and analysts
and extracted common elements in their behaviors, which
thereby allowed me to construct a theory or explanation
with the advantage of factual support.

The information in this book should not be taken as
supportive of a scientific or quasi-scientific theory of trader
behavior. In fact, much of the information is anecdotal and
unsupported by hard evidence other than the experiences,
results and considered opinions of those who have the
credentials of success to justify the value of listening to their
ideas and learning from their experiences.

Understanding Failure

It has been said that we learn more from our mistakes
than we do from our successes. Although success is impor-
tant, understanding failure and its role in shaping trader
behavior is equally important. E.L.. Thorndike, the father of
American Psychological Learning Theory, observed so
insightfully that millions of behaviors are wrong, but only a
handful of behaviors are right. By punishing for trading
errors, either our own or those of others, we are not really
learning anything. Because traders may do many wrong
things and so few right things, to punish for those wrong
things would simply open the door for something else that
iswrong. The idea is not to punish or ridicule that which was
done wrong but rather to understand it, correct it and to do
it right so that the rewards of being right may solidify the
winning behavior.

The Weak Link

The markets offer fortunes without limit to those who
master the few simple rules of profitable trading. As I stat-
ed before, the rules are simple but their implementation
is difficult because human beings ultimately are the ones

Introduction » Xix

who must implement trading decisions and market timing
signals. The weakestlinkin the chainis, hasbeenand always
will be the trader. Do not fall victim to the same perception
that has proven to be the downfall of so many traders before
you and that most assuredly will prove to be the un;imng of
many traders after you. Do not fall victim to the belief that a
better trading system will make you a better irm._ier. The most
sophisticated and potentially successful trading system in
the world will prove to be nothing more than a tool of self-
destruction.

N

The weakest link in the chain s, has
been and always will be the trader.

. 4

The world’s best trading system in the hands of an
incompetent, undisciplined and unsophisticated trader will
prove to be the vehicle for consistent losses. I do not imply
that a good trading system cannot help you succeed. Indeed
itcan! Yet, no matter how good your trading system may be,
you are the only one who makes that system work as it was
intended unless, of course, you hire an experienced and
disciplined professional. _ ,

Consider a trading system that is so profitable it gener-
ates, within a short time, thousands of dollars. Then, con-
sider a period of drawdown, which is a necessary part of all
trading systems. The drawdown is really what makes or
breaks a trading system. If the individual who is trading the
system limits drawdown to what it should be, based on the
trading signals generated by the system, then the system
will recoup and move on to bigger and better things. How-
ever, if the individual is undisciplined, unwilling to accept
losses when they should be taken according to the system,
the drawdown period will either be longer than intended
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and/or the dollar amount of drawdown will be greater than
intended or greater than it should have been. The system
will deteriorate because of the trader.

I maintain that the ability of a trader to cope with such
periods of drawdown and losses will either make or break a
system. No matter how good a system may be, this, the
weakest link in the chain, will break the back of the system
and the trader more quickly than any unexpected event. At
this point, the psychology of the trader becomes of para-
mount importance; attitudes, behavior, perceptions and
experience become the quintessential elements for success.

By correctly applying what has been learned through
experience, and by coping with losses, the trader will either
make or break the system. While no predetermined formula
exists for dealing with such situations, there are methods
and procedures that may either minimize the degree of
trader error or maximize it depending upon the trader’s
response style.

Shovteut to Leavning

You can learn the elements to successful trading in
different ways. For example, you can undergo a lengthy
period of psychiatric treatment that may or may not be of
value. You might enroll in a success motivation course that
willlikely help you succeed. You can read extensively about
futures trading and investing in the stock market to develop
your own methods and procedures. You may read the
writings of master traders and speculators to extract the
most meaningful methods and procedures. You might em-
bark on a course of finding the perfect trading system only
to discover that it will not help you. Or you can shortcut all
the above by going directly to Jack Schwager’s Market Wiz-
ards books or to the information provided in this book.

Either way, your goal should be to focus upon technique
and trader psychology as opposed to market methodology
ortrading systems. | estimate that a trading systemis only 20
percent of the necessary ingredients for success in the stock
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and /or futures markets. The balance consists of effectiverisk
management tools, positive mental attitude, personal trader
psychology, discipline, structure, consistency and persis-
tence. All these can be learned, but, like anything else that is
worthwhile, practice, patience and persistence are the criti-
cal tools in successfully bringing you to your goal.

PN

. . . your goal should be to focus upon
technique and trader psychology as
opposed to market methodology ov
trading systems.

b 4

Visualize, Recognize and Act

1 hope that the interviews and analyses that follow help
you on your road to success as a trader. Remember, hcl?vr
ever, that to win the battle as opposed to winning {ml_}r bn‘ef
battles, you need to think, see and do. You need fo visualize
opportunities, recognize them when they appear and, above all,
consistently act on them once they present themselves. You need
to act without concern as to whether these opportunities will
produce profits or losses because the success of any tradi}'ug
signal or any investment can be known only PE.Itl.au}lr prior
to its actual occurrence. Do not fall into the trap of thinking
that the trade or investment you are about to make will not
be successful. It has no greater or lesser chance of success
than does any other signal derived from your system.

Winning Attitudes and Behaviors

Every signal generated by your trading system or method
of market analysis must be considered at the outset to be the
signal that will produce a vast fortune. If you do not look
upon each trading opportunity as a significant opportunity
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for profit, you will allow yourself to be dissuaded from
acting accordingly. If you do not enter each trade with a
positive attitude, you open the door to self-doubt, which is
among the greatest enemies that defeats a trader.

No individual, no course, no tape, no lecture, no article,
no book can do for you what you can do for yourself. To
develop winning attitudes and behaviors, you need to work
with yourself, and you need to develop your skills through
your own efforts. In so doing, you have only a limited
amount of time, and you must therefore be selective about
what you seek to study. My advice, which is based on
considerable experience, is to focus on your personal growth
as a trader by studying the elements that have made others
successful in this field.

1.

The
Market Masters

Sed omnia praeclara tam difficilia quam rara sunt . . . “But
everything great is just as difficult to realize as it is rare to
find . . .” are the closing words of philosopher Spinoza’s
great work, Ethics.

Whether greatness is achieved in art, science, business
or philosophy, it is rarely an overnight phenomenon. Some
of the most accomplished individuals, often considered
“overnight successes” in their field, realized their greatness
only after years of effort and thousands of failures. What
seems obvious and apparent on the outside often bears little
resemblance to what is inside. It seems somewhat blasphe-
mous to borrow from one of history’s greatest thinkers to
make a point about success as a stock or futures trader.
However, if my application of Spinoza’s wisdom helps you
achieve greatness as a traderorasaninvestor, thenapplying
his teachings to trading psychology will be worthwhile.
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Years of Experience

Frequently, I am asked what I have learned in more than
22 years as a stock and futures trader. At times, I respond
that what I have learned could easily fill 20 books; yet 1
realize that | have learned little. However, the value and
intensity of whatI have gleaned from my years of experience
are significant. As in the case of anyone who attempts to be
successful as a trader, I found it difficult to realize my
success both in terms of the actual process and in terms of
recognizing my own success.

The road to profits is lined with the best intentions, the
best trading systems and the most disciplined trading plans.
Consistent success is not only difficult to realize but hard to
find. It is the rarest of all commodities.

Through the years, I have shared with other traders the
knowledge I have accumulated through my long and often
hard experiences. In my book, The Investor’s Quotient (1980),
I set forth the principles that govern investor and trader
behavior. I provided numerous suggestions as to how los-
ing behaviors might be transformed into positive behaviors
and attitudes. In Beyond the Investor’s Quotient (1988), 1
expanded on the techniques and insights offered in The
Investor's Quotient. In 1993, I wrote The New Investor's Quo-
tient, which updated the concepts and techniques provided
in the original edition and expanded on new methods that
had developed since 1980.

Yet in spite of everything I have written and spoken
about regarding trader behavior since 1972, the trader’s lot
has not improved significantly. Traders, for the most part,
are still victims of myriad weaknesses and shortcomings,
demons of their own creation. Most limitations can be
corrected easily, but none can be changed without varying
degrees of effort.

1/ The Market Masters « 3

The Ostrich Syndrome

Moderntechniques of psychological and behavioral treat-
ment are numerous and effective. Today, no trader should
continue on the same path of blunders that has inhibited
success forsomany years, Butthe traderishuman. Given the
frailties of the human ego, it is difficult for the trader who
realizes that psychological difficulties are inhibiting his or
her success to seek professional assistance in remedying
these problems. Most traders, believing erroneously that a
“better trading system,” a “faster computer,” or "more
historical research” will be the panacea to what has inhibited
their success, continue to struggle with themselves and with
the market. Many traders refuse assistance because they
have been told that they can “do it themselves.” They do not
admit weakness. They do not let others know that they have
lost control over their emotions or that they had little control
in the first place.

[ have labored long to find a solution to this ostrich
syndrome that afflicts so many traders. I realize that the same
methods and techniques will not be sufficient for all traders.
While a great deal can be said for books, tapes, seminars,
group therapy and one-on-one therapy, these methods do
not guarantee success no matter how strongly their propo-
nents extol the virtues of their methods.

How You Can Benefit from
Trader Psychology

After many years as a trader and an observer of trader
behavior in the futures markets, | am convinced that a trader
must know which behaviors must be changed to achieve
consistent success. A trader must also know which new
behaviors must be learned to replace dysfunctional or nega-
tive behaviors.
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Knowledge from the Experts

While I could easily bend your ear with lists of sugges-
tions and observations, I think that the better approach is to
share with you the knowledge I have acquired through the
analysis of a series of interviews with individuals who are
respected for their achievements in the stock and futures
industries. In futures trading, as in most endeavors, nothing
succeeds like success. The key is to isolate what constitutes
success and to learn from the triumphs of others as well as
from one’s own achievements.

A

The key is to isolate what constitutes
success and to leavn from the triumphs
of others as well as from one’s own
achievements.

w

The Trader’s Worst Enemy

Theidea for this book originated many years agobut was
not developed until recently because of my belief that trad-
ers would eventually find their own way and improve their
ability to profit consistently from the markets. Time has
proven me wrong. Time has shown me that for one reason or
another, traders and investors continue to trip on their own emo-
tions and fail as a result of their own shortcomings. Sad but true,
the trader’s worst enemy is, has always been and probably
always will be his or her own self. | have observed hundreds,
perhaps thousands, of occasions when traders have taken
effective trading systems, outstanding recommendations,
highly successful advice and otherwise solid analytical in-
formation, and used them not only ineffectively but to
distinct disadvantage. If this had occurred infrequently
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or accidentally, I could write off my observations to chance.
However, the pervasiveness and repetitiveness of such be-
havior in virtually every individual at one time or another
has lead me to conclude that as an experienced trader [ must
try to rectify the situation or at the very least improve it.

A

. . . traders and investors continue to
trip on theiv own emotions and fail as
a vesult of their own shovtcomings.

4

A New Focus

Before writing this book, I focused on rmngmzing, ana-
lyzing, eliminating and replacing behaviors that limit per-
formance in the market. Though I have received many
letters and telephone calls through the years praising my
efforts and thanking me for results achieved due to my
information, it is still not enough.

At this juncture, the best approach is a positive one that
focuses on recognizing and accentuating behaviors that
have facilitated the success of others. Why not study suc-
cessful market analysts and traders to determine precisely
what they have done, either externally through behavior or
internally through thought processes or attitudes, to suc-
ceed at speculation and investing, two of the most difficult
undertakings that traders and investors can attempt?

The Interviews

Who should I interview? I avoided interviewing mar-
ket professionals who have already been featured in books
such as Jack Schwager’s Market Wizards. Rather, I searched
for individuals whose experiences, understandings and
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insights can be used effectively by futures and stock traders
inasmuch as their perspectives are somewhat different,
given their varied positions in the futures industry. Further-
more, | chose individuals who I have known personally
either as colleagues or as business associates.

George Angell

George Angell is highly skilled in fechnical analysis. His
extensive experience as a floor trader, day trader and spread
trader offers valuable insights to newcomers and seasoned
tradersalike. George's personal expeériences during his years
of trading can serve all of us well.

Gerald Appel

Gerald Appel is known as the father of moving average
convergence divergence (MACD), an indicator he developed
for the purpose of trading stock index futures. He is an
accomplished professional trader who has achieved both
the respect and recognition of his peers as a highly disci-
plined and innovative trader. He brings to Market Masters
his skill, insights and observations,

Bruce Babcock

As “watchdog” of the futures advisory industry, Bruce
has seen all too many traders, systems, advisers and hotlines
come and go. Bruce is an active trader and devoted re-
searcher. As long as I have known Bruce (at least ten years
now), he has been direct, analytical and deeply dedicated to
his work as well as his trading. His observations and insights
are offered herein with the hope that you will find them as
valuable as I have.

George Lane

George is the father of stochastics. He is indeed the fore-
most authority on stochastics and a keen observer of futures
trading and futures traders. I have known and respected
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George for more than 20 years. Few individuals can match
his level of expertise or, for that matter, his iconoclastic,
“shoot from the hip” style. He is indeed the granddaddy of
futures trading with much to offer.

Convad Leslie

Conrad Leslie and | go back many years as players in the
same difficult game. Yet Conrad has experienced much
more than | have in terms of fundamental research. His role
as an authority on crop forecasting has not prevented him
from growing both philosophically as well as technically.
Conrad can teach us a great deal—all we need dois to listen
and act accordingly.

Robert Prechter

linterviewed Robert Prechter of the Elliott Wauve Theorist,
aman | have known for many years and one for whom I have
great respect as an individual doggedly dedicated to his
analytical methodology. For years, 1 have felt that Bob's
knowledge of trader psychology is perhaps equal to, if not
greater than, his vast achievements as a market technician.
I had been convinced that the Elliott Wave, Bob's lifework,
is primarily an emotionally inspired pattern, and his inter-
view confirmed my belief. My questions to Bob therefore
focused precisely on his understandings of market psychol-
ogy with only passing mention of his preeminence as an
Elliott Wave analyst.

Welles Wilder

Welles Wilder is known throughout the world for his
development of numerous trading methods, as well as the
relative strength indicator (RSI), which has become synony-
mous with Wilder’'s name. In the early 1980s, Welles and I,
along with a group of other traders and analysts, toured the
Far East presenting a series of futures trading seminars. |
recognized Welles's true talentas a trader, and I admired his
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ability to remain detached, calculatedly analytical and ex-
ceptionally realistic about the markets.

Larvy Williams

Larry Williams has found himself in the midst of numer-
ous controversies through the years, many of which have
centered around his aggressive promotion of trading sys-
tems and seminars. Quite candidly, as Larry will be the first
to admit, he is a hero to many and a villain to others. I will
always remember Larry’s aplomb and confidence as he
methodically parlayed $10,000 to well over $2 million in the
Robbins World Cup of Futures Trading Championship,
only then to give back about $1 million before the contest
ended.

Larry has been a great contributor to futures and stock
trading not only in terms of techniques and methodologies
but asan individual whose approach to futures trading must serve
as a model to all traders aspiring to succeed.

The Elements of Success

I am fortunate, indeed gratified, that these individuals
agreed to be part of Market Masters. | know that their contri-
butions will be appreciated by every reader.

My hope is that the analyses that follow each interview,
as well as the overall analysis of the interviews collectively,
will help pinpoint specific areas of commonality among the
experts interviewed so that you can extract and eventually
develop within yourself the personal skills that have facili-
tated the success of these well-known individuals. You will
note that the people interviewed for this book have dis-
tinctly different backgrounds and substantially diverse
points of view about most matters, yet they share in com-
mon elements that [ feel are inherent to successful traders
and analysts.

Offered herein are the quintessential elements of success
as a trader or as an investor, and I urge you to explore,
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understand and integrate them into your trading approach
so that they may facilitate and enhance your success as they
have done for so many other traders and investors.

Methodology, Assumptions and Technigues

My interview techniques were simple. To obtain the
greatest amount of useful information from each individ-
ual, my questions were as general and open-ended as pos-
sible. In some instances questions related to the individual’s
methods or achievements and therefore were more specific.
The general list of questions were as follows:

+ What precipitated your desire to trade, and when?

+ What qualities do you feel contributed most to your
success as a trader?

+ Do you use specific techniques for coping with losses?
« Estimate what percentage of a trader’s success is a direct

result of a good system as opposed to trading skills.
What would be the split?

+ What is the greatest lesson you learned in your life as a
trader?

+ Do you feel your success was inspired by any famous
traders? If so, who, and how so?

+ Areyouintouchwithany specificexperiencesthateither
facilitated or inhibited your trading success?

« Do you have any favorite techniques for emotionally
dealing with periods of drawdown?

+ Whatadvice would you give to new traders interested in
using some of your techniques?

Some questions were altered to accommodate specific
interests of the individuals being interviewed; however, for
the most part, this is the core of questions presented. A
complete list of questions is included with each interview.
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My Goals

My goals in each interview were as follows:

¢ To extract as much information as possible on the sub-
jects covered.

+ To obtain answers that were as specific as possible in
relation to each question.

+ Toengage each expert in a thought process that would
yield responses meaningful to my readers.

« To provide responses that would lend themselves to an

overall analysis to ascertain any common elements or
lack thereof among our different experts.

Assumptions

Although [ entered into the interviews with certain
basic assumptions regarding what I might find, I allowed
for the option of changing them if I should discover that my

original assumptions were incorrect. Some of my more
significant assumptions follow:

+ Common elements among the experts would exist not
only in the areas of emotional response to the markets
but in areas of discipline and experience as well.

¢ The experts would agree generally as to the importance
of psychological issues in forming successful trader
behavior.

+ Most experts would attribute their success to the same
basic qualities.

¢ The experts would share similar learning experiences in
the markets that helped shape their successes.

Format

To evaluate the interviews objectively, each interview
chapter has the following format:

+ An entire chapter is devoted to each interview.

1/ The Market Masters ¢ 11

+ Each chapter begins with a brief biography of the indi-
vidual, as given to us during the interview.

+ Each response is evaluated in terms of common elements
in the following general areas.

Similarity of experiences. Were any experiences important
in shaping attitudes, behaviors and expectations? If so, how
were they similar? If not, how were they different? What can
be concluded about the experiences that shape winning
behaviors?

Similarities and/or differences in attitudes and opinions. How
do the attitudes and opinions of each individual compare to
one another? Are there common elements?

Methods of dealing with emotion. What methods does the
individual use in dealing with emotional responses to vari-
ous market conditions and events? How are these similar to
or different from those of other experts interviewed?

Recommendations to other traders. What general recom-
mendations are given to other traders by our experts to help
them achieve and maintain trading success?

Importance of a trading system. How important does the
expert feel a trading system is in the overall attainment of
success as a trader?

Evaluation

After the presentation and discussion of the interviews,
you will find an evaluation of the important common ele-
ments and differences to determine what can be learned
from the experts’ experiences. You will also find specific
suggestions in every major area of investor and trader
behavior.

The Chosen Few

You may wonder why [ interviewed market analysts
and traders as opposed to interviewing only traders.
My goal in writing this book is to assess particular behaviors
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and attitudes within a concise theoretical framework. The
individuals selected are, in many cases, public figures and
therefore easily identified with. Given my many years of
training and experience as a psychologist, I felt that my
method of analysis would be quite meaningful to traders on
a personal level,

My reasons for selecting these individuals are as follows:

+ They are known by traders throughout the world and
have achieved a significant public following of their
work during the years.

+ Given their lengthy experience, both in market method-
ology and as traders, these individuals are in a better
position to identify with the “average” trader than are
those who strictly trade or manage money. They have
had significant contact with the trading public and are
familiar with the problems that face most traders today.

¢ They have experienced many different types of market
environments through the years and by virtue of their
longevity are capable of expressing meaningful opin-
ions derived from their vast experiences.

¢ It is important to understand the psychology of those
who have had more ups and downs, more trials and
tribulations than have money managers who became
overnight successes or who were not subjected to as
much adversity.

Open to Change

To truly master trading, an individual must be open to
evaluation and change, and to adjustment if necessary,
based on the observations and recommendations of those
who have been successful over time, Herein lies the key to
better trader understanding and learning and, as a result, to
profits.
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Perhaps the single most important fact that endures
throughout the lifetime of the trader is that much of what
transpires in the stock and futures markets is totally unre-
lated to the systems or methods that have been chosen for
the purpose of market timing. Even the most inexperienced
speculators or investors soon discover that the emotional
and psychological makeup of traders is more significant in
the equation for success than is any single method of analy-
sis, system or timing indicator. The millions of dollars
(possibly billions) spent annually in the development of
more effective timing techniques are, in the final analysis,
wasted unless their costly conclusions can be translated into
definitive market action in a consistent, disciplined fashion.

Successful Trading

Successful traders and investors are known to possess
certain qualities that facilitate and enhance their achieve-
ments in the markets. While some may argue that these
individuals were born to be successful, this is in fact not the
case. More often than not, success is achieved by trial and
error with few overnight rags-to-riches stories. Successful
individuals in virtually any field will tell you that it took
them years to be “overnight successes.”

A

Successful traders and investorvs are
known to possess cevtain qualities that
facilitate and enhance their achieve-

ments in the mavkets.

b 4

Human behavior is so complex that determining which
elements, behaviors or learning experiences are most im-
portant to achieving successful investing is exceptionally
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difficult, if not impossible. Ultimately, as observers or even
as social scientists, we have no choice but to judge the inputs
on the basis of the outputs. In other words, we can only
surmise and conjecture as to the quintessential ingredients
that constitute successful investing, speculation and trad-
ing. But, before we delve too deeply into this subject, the
more fundamental question is: Why should we be concerned
about these issues?

oW

Bernstein’s Building
Blocks to Success

During my years as a futures trader, [ have made per-
haps 10,000 to 15,000 trades in the markets. Yet I am still
learning: Every trade is another lesson no matter how small
that lesson may be; every trade is a challenge no matter how
major or minor the task; and every trade is as likely to be a
loss asitis a profit. It's not that [ haven't learned a great deal
as a trader, but rather that there is so much to learn, it makes
what I have learned seem small in comparison.

Actually, only a few things must be learned, but literally
thousands of behaviors must be unlearned if success is to
follow. A trader can do many things wrong and so very few
right! The trader must constantly watch for weaknesses and
reflexive responses that inhibit success and ensure failure.
Consequently, the relationship between the trader and the
markets is a never-ending learning process, This has cer-
tainly been true in my case!

15
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The Constant Struggle

[ often wonder whether this fact of market life means that
the skill of trading can never be totally learned or that the
learning process will never end. For many years, I refused to
accept the possibility that trading would be a lifelong strug-
gle. I refused to admit that I must forever be on guard to
avoid what Jesse Livermore called “the constant enemies
struggling from within . . . fear and greed.”

As [ gained trading experience, | expected my task to
becomeless difficult, more predictable, less anxiety-provok-
ing, more tolerable and, above all, more profitable. How-
ever, | have learned through long, hard experience that this
is not always true. The process of becoming a successful trader is
indeed without end. No trader is immune to the possibility
of a psychologically motivated error in judgment. No trad-
er can constantly win, rarely lose or live his or her trad-
ing life in an eternal uptrend. Trading is a stepwise process

that generally proceeds in a two-steps-forward, one-step-
back fashion.

iy,

Trading is a stepwise process that
genevally proceeds in a two-steps-
forward, one-step-back fashion.

w

Trials and Tribulations

If I were alone in my trials and tribulations as a trader,
the pain of suffering failures would certainly be more in-
tense and interpreted more personally. However, many
traders find themselves in the significantly worse situation
of being unable to profit consistently from their experiences
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in spite of “following all the rules.” Unfortunately, most
traders are not aware of the rules that lead to success, not
disciplined enough to follow the rules if they know them or
unable to understand why they lose when they lose. Herein
rests the heart of the matter.

Move to Futuves than Expected

My education and experience as a clinical psychologist
from 1968 through 1982 convinced me that there is more to
futures trading and investing than any of us suspect, even
those of us with years of experience in this venture. For all
too many years, traders have wondered why there is such a
disparity in trading results even among those who follow
the same systems and methods. Why can two traders, each
with the same amount of starting capital, the same basic
trading philosophy and the same computer and/or quota-
tion system, produce such markedly different results to the
extent that one may win while the other may lose? The
simple fact is undeniably: Human behavior, as learned through
life’s myriad experiences, life’s failures and successes, shapes
attitudes and opinions, thereby mediating action.

The ability to perceive market opportunities and, above
all, to act upon such opportunities without the hindrance of
psychological or behavioral restraints distinguishes win-
ners from losers. Winners not only act differently than
losers, but the process that ultimately results in action is also
distinctly different for winners than it is for losers. Integral
aspects of the process are such factors as perception, atti-
tude, interpretation of reality as well as the ability to consis-
tently formulate and implement plans.

Three Building Blocks

Although some traders will vehemently disagree with
me, | have concluded that profitable trading and investing
depend on the following three variables (not necessarily in
order of importance):
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1. A trading system, method or indicator that has shown
consistency and profitability both in historical back-
testing and in real time for a significant length of time
or for a significant number of trades. A significant
number of trades is defined as at least several hundred
trades. A significant length of time is defined as at least
five years and preferably five years in different types of
markets (e.g., bull market, bear market, sideways mar-
ket, etc.). Yet, as you will see from the interviews that
follow, most recognized trading authorities place more
emphasis on the trader than on the system. The system
is important but not of primary significance.

2. Discipline. Discipline is the ability to formulate and
plan, to implement that plan with nearly 100 percent
consistency. [ will discuss this aspect in great detail in
Chapter 12.

3. Theability to cope with losses. Although winning in the
market hasitsattendant demons, losing isa much greater
evil. Losses are the precursors as well as the correlate of
literally hundreds of potential trading blunders, not the
least of which is the trader’s unwillingness to follow the
system that produced the losses. Because systems take
time to perform, the trader who abandons a system often
does so prematurely, frequently just before the system
would have started to perform as it did in back-testing,
Traders must work through losses without abandoning
their system(s) if success is to follow.

The ability to integrate these variables into an overall response
style or trading approach is ultimately what separates winning
traders from losing traders. Other factors that fall under these
three building block variables will be discussed in Chapters
11 and 12.

Different Scenarios

Inaddition to the importance of these three factors, their
distribution in terms of weighting is also important. Con-
sider the following three scenarios:
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1. A highly disciplined trader without an effective trading
system. Extremely profitable results rarely will be
achieved (other than through chance). Although the
discipline will be there, the truly great trades may not be
entered due to the lack of an effective trading system.

2. A trader who has developed, discovered or purchased an
effective trading system but who lacks the all-impor-
tant self-discipline variable. In such a case, system
performance will be either partially or totally denigrated,
and the trader will find that his or her system, no matter
how promising, is undermined by inconsistent and un-
disciplined application.

3. A trader who not only has developed a trading system
that meets the indicated criteria but also has achieved
competence in the other two areas (self-discipline and
the ability to copewith losses). Thisis, of course, the best
of all possible worlds for the trader and the most likely
combination for consistent success as a trader.

My Story

My lifelong searchtoisolate, understand and remedy the
factors that limit trader success has taken me in many
directions. I have investigated thoroughly the teachings of
traditional psychology and psychiatry as well as their con-
temporary offshoots. I have thoroughly studied the cogni-
tive and learning theory approaches to human behaviorand
personality. My readings and experiences have taken me
into the areas of new age psychology, self-realization, self-
actualization, guided imagery, positive mental attitude, role
playing and neurolinguistics. | have learned many lessons.
My intention is to share them with you through the inter-
views and analyses in this book.
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An “Overnight Success” in 20 Years

Asachild, Iwasraised ina very poor family in Montreal,
Canada. Speculating in the stock and futures markets was
not only the furthest thing from my mind; it was the furth-
est thing from my ability—financially and educationally.
When my academic career was about to end in my first year
of high school due to poor scholarship, my family was
fortunate enough to leave Montreal and to move to the
northern suburbs of Chicago.

Within one week, my world was transformed. In Canada,
I was raised on a street that was infested with gangs,
violence and abject poverty. In the United States, spe-
cifically, Winnetka, Illinois, I was exposed to tremendous
wealth, high society and unlimited opportunities. Although
the move to the United States improved my family’s finan-
cial resources considerably, they were never on a par with
what was typical in my area.

As a high school student, I frequently was told by vari-
ous friends that their fathers were “commodity traders.”
The term meant nothing to me other than what was plainly
evident—the major trading families possessed tremendous
wealth. Chicago, [ soon learned, was the world capital of
futures trading, the home of the Chicago Board of Trade and

Chicago Mercantile Exchange, and a hotbed of trading
family money.

Destiny

Although I did not know it at the time, my life was
destined in the direction of futures trading. If anyone had
told me that I would make my fortune in the futures mar-
kets, I would have looked at them in utter disbelief. Not
only was I totally disinterested in stocks or futures; I had
virtually no idea of what they actually were. But time has a
way of changing things for people, and I have learned in my

lifetime never to say never and never to say that my life will
not go in a particular direction.
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In my second year of college at the University of Illinois
in Champaign, Illinois, as an undergraduate student in
clinical psychology, I metJohn, a younger man whose father
was an avid investor in stocks, futures and precious metals.
Although the subject was of no interest to me, my friend’s
fervor intrigued me. For months he lectured me on the stock
market, and for months his words made no impression on
me. Yet John persisted in his efforts to recruit me as a trader,
and ultimately his hard work paid off. I joined him in his
market studies although, 1 admit, without his unique enthu-
siasm and verve.

The First Account

John convinced me to open a brokerage account so that
we might invest in and trade gold mining shares. This was
in the late 1960s when the gold and silver markets were in
the infancy of their bullish moves. John himself was influ-
enced by his father, a shrewd man who had survived the
Depression and who had become prosperous in his own
right by developing his skills as an independent investor.
In those early days of my trading education, | failed to see
the obvious similarities and sharp contrasts between father
and son.

Today, however, with the aid of 20 /20 hindsight, I see it
all so clearly. John was highly technical in his approach. As
a young investor, he was very excited about the technical
approach to trading. He studied all the “right things™:
technical indicators, charts, earnings reports, government
statistics and, of course, a plethora of investment newslet-
ters. His reading was far-reaching and intense. John was
capable of reciting the history of major market moves, the
price trends of many stocks and the biographies of numer-
ous legendary traders and investors.

John's father, on the other hand, was a quiet, methodical,
almost compulsive individual who measured his words
carefully. Through the years he had developed not only
various highly precise attitudes about investing but had also
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developed a keen sense of patience and a marvelous per-
spective of economic history. While his son was aggressive,
jumping in and out of quick-moving stocks, the father was
slow and methodical. He accumulated large positions in
stocks and precious metals, respected the importance of
time and was clearly aware that the big money is made in the
big pull.

Enps, Egps, Eqgs

After my college days, I worked at a hospital treating
chronically ill psychiatric patients. The work was difficult,
the hours long and the rewards few and far between. At
times, when I worked the midnight shift and the patients
were finally in bed, there was little to do. On those peaceful
occasions, [ pursued my graduate studies, working on my
masters thesis.

One fortuitous evening, I glanced at a copy of Barron’s,
which contained several advertisements for commodity
brokerage firms. One particular ad attracted my attention.
The ad discussed futures trading in shell eggs and boasted
that egg prices were likely to skyrocket “to the moon” that
year (1968). In those days of lax regulations and “wide open
futures trading,” ads could promise virtually anything with
impunity. Unaware that I would soon be seduced by the

markets, [ wrote to the brokerage firm and requested more
information.

Fast Talker—“Send Money!”

Soon thereafter Dan, a commodity broker, called and
attempted to fast-talk me out of what little money I had. He
dangled many carrots before my eyes, one of which was the
promise that if I sent him $1,000, he could “make me a very
rich man.” In spite of my persistent refusal, Dan continued
to call. I must admit that finally, after several weeks of
badgering, | relented and agreed to send money. This was

not an easy promise for me to make since I had virtually no
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money of my own. With loans from several friends, I raised
the necessary $1,000 in capital to open an account.

After several days, statements began to arrive in the
mail. “For your account and risk, we have bought today 1
September ‘68 shell egg.” It was meaningless to me. All I
knew was that within several weeks, my account had grown
to approximately $2,500. My account partners were under-
standably nervous about this game. They decided to “cash
out,” leaving me with my share of the profits. My broker was
unhappy but agreed to work with the small amount of
money that was left, and he did so admirably. The money
continued to grow. In fact, | was so impressed with what
Dan was doing that | asked more questions and wondered
whether this was something I could do on my own. Dan did
not encourage me. He indicated to me that his approach to
the market was seasonal, that his method of making money
was based on weather forecasting. He continued to assert
that “when chickens die, we get rich.”

Roasting Chickens

Knowing that chickens are extremely sensitive to high
temperatures and that their egg production rapidly declines
as temperatures increase, Dan bought egg futures in ad-
vance of hot temperatures, hoping to capitalize on de-
creased supplies. Dan told me that when temperatures
became even higher, “the chickens would roast and the price
of eggs would go bananas.” Indeed, he was right. I watched
my account continue to grow as Dan traded egg contract
upon egg contract for me, while the weather continued to
heat up and the chickens roasted.

A Lesson in Greed

Before long, I fell victim to an ailment that, at one time or
another, afflicts all futures traders—greed. It wasn’t enough
that Dan was earning me several hundred percent on my
money. It wasn't enough that Dan was trading actively for
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me. And it wasn't enough that Dan was making all the
decisions. I was convinced that what Dan was doing was
easy. | felt that by reading a few books, I would soon be an
expert trader. | was unaware that there was much more to
trading than merely knowing what to trade. I was ignorant

of the psychology of trading, the importance of trader
emotion and the undermining forces of fear and greed. But
[ soon discovered them firsthand.

i

... 1 fell victim to an ailment that,
at one time or another, afflicts all
Sfutures tradevs—ygreed.

w

Becoming a Statistic

For several weeks, | became an avid student of futures
trading. I started with the classic text, Modern Commodity
Futures Trading by Gerald Gold. After a few readings and
several sample charts, [ was convinced that I was an expert.
After studying a pork belly chart, I decided that my next big
move was going to be in the belly market. With trend lines
on charts and a clear understanding that within the next
several days my account would easily double in value, if not
more, | confidently called Dan and asked him to buy pork
bellies for me. Dan was flabbergasted that I would even
think about trading pork bellies. “We know the egg mar-
ket!” heexclaimed. “Don’t you dare tradebellies, Jake; you'll
lose your shirt,” he warned. But I refused to listen to reason.
[ ordered Dan to buy me several pork belly contracts on the
next morning’s opening, :

You can guess what happened next. Pork belly futures
began to move limit down and “locked limit” several days
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inarow. The small fortune that Dan had made me was gone.
When all was said and done, I had my original investment
back plus $72. It was a sobering lesson. | called Dan for
consolation. I will never forget his prophetic words. “Jake,
I'll tell you where you went wrong. You couldn’t leave well
enough alone. We were doing so well. We had a system, we
were trading that system and it wasn't enough for you. You
had to get greedy. When we were making 500 percent, you
wanted 1,000 percent. When we were making 1,000 percent,
you wanted 10,000 percent. It just wasn't enough for you,
was it? You just had to go and shoot for the moon. Jake, I've
been in this business for only a few years, but I've seen it
happen so many times. Traders go for broke, they never
have enough and they don’t know when to quit. Congratu-
lations. You've just become a statistic!”

“What statistic is that?” [ asked. “Jake, you've justjoined
the ranks of the 90 percent,” he said dryly. Only then did I
realize that I had joined the ranks of the 90 percent losers,
that I too was a loser in spite of all Dan had done to make me
a winner. But | knew that this would not be my last hurrah.
[ would be back.

The Aftermath

Determined to make my mark and my fortune as a
futures trader, I embarked upon a two-year course of study.
I read everything I could find on stock and futures trading.
Slowly, almost imperceptibly, a pattern, which at first I
refused to accept, emerged. Gradually I not only accepted it;
| embraced it. Having been educated as a clinical psycholo-
gist, | was surprised at myself for not having recognized the
connection sooner.

I realized that although it was important to approach the
markets with an effective trading strategy, the ultimate suc-
cess or failure of a trader was not first and foremost a function of
his or her trading system. It was rather a function of his or her
personal psychology, that is, the ability to follow a program or



26 ¢ Market Masters

system with discipline, consistency, persistence, self-control and
self-confidence. These important variables contribute either
to the success or the failure of all trading systems.

The Psychological Puzzle

Gradually, the pieces of the psychological trading puzzle
began to fall into place. | eventually realized that my many
years of study in clinical psychology were, indeed, appli-
cable to attaining my goal of being a successful futures
trader. I recognized that everything in the markets was
related to psychology and the self. I realized that trading
systems were of secondary importance.

My life as a trader since then has been characterized by
one psychological struggle after another, one small victory
after another. The serious futures trader cannot totally avoid
the trials and tribulations that must be encountered on the
road to success. In some cases, these trials come quickly, and
their lessons are learned quickly. But in far too many cases,
mine included, lessons are learned slowly and painfully.
Each loss, if not a strict function of our trading system, must
be analyzed until its reasons are fully understood. This
insight alone took me several years to achieve. However,
now progress grows quickly, and success becomes more
attainable.

What I have learned about futures trading will appear
throughout the text of this book in the form of rules, realiza-
tions, insights and observations about the markets. You will
also find my knowledge reflected in the interviews that
follow. I sincerely wish and hope that the insights, attitudes
and observations offered here will forever change your
relationship with the markets for the better.

Though 1 have learned from each of my studies and
experiences, the learning is still incomplete. Traders still
commit the same blunders—blunders that inhibited their
success for many years and will continue todo sounless they
drastically change their personalities, response styles and
relationship with the markets.
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Opportunities for Victory

Today's traders are afforded numerous opportunities to
improve their skills and emerge as victor in the battle for
investment survival. Numerous treatment modalities for
resolving dysfunctional behaviors exist; excellent courses
and training seminars are designed to teach traders the skills
they need to be consistently successful.

Yet, in spite of such general availability of courses and
cures, the real world of trading has changed very little.
Traders still lose, and traders still make the same mistakes.
As an example, consider the sad but true fact that many
traders continue to ride losses way beyond their predeter-
mined stop loss point. They continue to do so qepeatedly
despite the fact that they have made the same mistakes for
many years. These traders continue to err; they know they
are wrong but cannot change.

N

Traders still lose, and traders still
make the same mistakes.

w

If, at the very least, traders were making different ejffcrts
than they did 10 or 20 years ago, there might be a hint of
progress. But, alas, this is not the case. This is truly unfcr'ql-
nate since it means that most traders will continue to contrib-
ute their funds to the small minority of successful traders
who have control of their emotions and have mastered the
skills necessary for success.

Although I do not offer what follows as a panacea for
poor trading, I do feel that the insights and experiences that
have been shared with me are sufficiently powerful and
instructive to benefit every trader, whether aspiring novice
orexperienced professional. The market expertswhoa greed
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to participate in this project were open, honest and willing
to share, in the hope that the lot of all traders might be
improved.

It’s Not Magic

I am not foolish enough to assume, for even an instant,
that the trader’s life will be transformed suddenly and
magically after he or she reads this book. Positive changes
do not happen overnight. We live in a world in which
disorder is the norm. Great effort is required to overcome
the entropy that pervades our daily lives. Most things, if left
to themselves, will regress to a state of disorganization and
disorder. Therefore, even armed with the insights that this
book and others can provide, you will notachieve consistent
success without effort. I do not therefore offer the insights in
this book as the ultimate methods for improving your
success.

Yet I feel strongly that if we can learn from those who
have achieved success, in particular those who have been
trading for many years, then we can use their knowledge
and experience to our benefit. Remember, however, that no
matter how valuable the insights may be, they won't work for you
unless you use them.

The Key to Changing Negative Behaviors

As I stated earlier, there are many methods and courses
that purport to teach traders how they can improve their
results both in terms of profits and in terms of consistency.
While many of them are promising and certainly effective
for quite a few traders, they do not seem to answer all the
important questions that must be answered if a trader is to
succeed and remain successful over thelong run. After years
of study and trading, I have concluded that perhaps the single
best way to learn is to analyze and study the successes and failures
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of other traders, in particular, traders who have been success-
ful and who have had, most importantly of all, a history of
longevity. I believe that the key to success is to learn from

these individuals.

A

. . . pevhaps the single best way to learn
is to analyze and study the successes and
failures of other traders . . .

-

There are many ways in which we can go about achiev-
ing this goal. The most simple of these is, of course, to find
and read the writings of master traders, such as Jn_ess_e
Livermore, W.D. Gann, Arthur Cutten and others. This is
certainly a reasonable approach; however, I believe tha_t a
more specificand contemporary technique may prove vghd.
In particular, I am referring to the study and analysis of
attitudes, opinions and experiences of present-day market
analysts and traders.
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George Angell

Experience Pays Off

George Angell has enjoyed many years of successful
trading both on and off the floor. As an expert in short-term
trading systems and futures spreads, he has shared his
knowledge with others in books and videotapes. I first met
George at an author’s party given by one of my publishers.
Soft spoken and shrewd, George has a keen wit and an
observant nature. But his most obvious quality is persever-
ance. Like all good traders, George is not a quitter. Rather he
persists until he attains his goal. Therein, I concluded, is one
of George's greatest “secrets” to success.

A Biographical Sketch

George Angell is an ex-floor trader with more than 20
years of trading experience. Heis one of the most recognized
and well-respected authors in the futures industry. He has
written seven books on futures investing, including Real-
Time Proven Commodity Spreads, How To Triple Your Money
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Every Year with Stock Index Futures and Winning in the Com-
modities Market. His most recent works are two videos: The
Essential Secrets of Day Trading and Advance Breakthroughs in
Day Trading.

il
An Interview with George Angell

What precipitated your desire to trade, and when?

It goes back a long way now. When | graduated from
college, I got interested in options on stocks. And then |
read about futures. [ read Mort Schulman’s book, Anyone
Can Make a Million. This was back in the late '60s, early
'70s, and when I learned about leverage and how it
worked, I thought it was a good way to make money.
From there, | started to dabble in the futures market, and
I had the misfortune of being successful right away. So 1
thoughtit waseasy. Later Irealized it was alittle bit more
difficult, but I decided that I had to learn about it. I was
living in Los Angeles at the time, and after a few years
there, I decided to go to Chicago where | bought a seat.
And from there I went to the floor, and that’s where I got
my real education.

What qualities do you feel contributed most to your success
as a trader?

The quality would be: to be able to say that you are not
always right—to be flexible and to admit mistakes.

Do you use specific technigues for coping with losses?

Yeah. Firstofall, I don’t take any losses overnight—ever.
Second of all, I try to keep them small. I don’t use stops,
but I watch it very closely so I'm out very quickly. The
training as a floor trader helps with that.
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Estimate what percentage of a trader's success is a direct
result of a good system as opposed to trading skills. What
would be the split?

The split would be—about 30 percent is the system, and
70 percent is the person using it. You could give the same
system to two different people. One will be very success-
ful with it, and one will have nothing but losses. You
wouldn’t think that would happen with a mechanical
system, but it does. One reason is that one trader will
watch it win seven times in a row, say, ‘Oh, thisis a great
system’ and start on the eighth day when it goes into a
drawdown. Another reason is that a trader might be
successful withitand decide to go from one lotto tenlots,
and then he’ll have losses on the ten lots trade. Discipline
is very important.

Do you feel that close contact with the markets is necessary
for success?

I do. I think you have to watch them closely. Sometimes
you can get too close.  mean sometimes you are better off
the floor than in the trading pit because you get carried
away with emotion in the pit. Not that it's not a good
training ground—it is.

Your recent book and videotape on day trading have estab-
lished you as an authority in this area. What advice would
yougive today traders regarding theiremotions and success
as a trader?

They have to learn to know themselves and not to get
overly despondent when things go poorly or overly
enthusiastic when things go well. So, again, it's control-
ling one’s emotions and treating every day as a process
so that a winning day and a losing day are more or less
the same as just another day in the market where you
know over time you’ll come out ahead if you are doing
the right thing,
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Do you feel that your success was inspired by any famous
traders?

I do. The people I met on the floor influenced me. When
I first went to the floor, I met some people who were
successful, and they kind of helped me along by telling
me what to do and what not to do. So, if you can find a
mentor in the market, it is a good idea, sure. If they teach
you good lessons as you watch them trade, you see what
they do. In general, though, people think it's a lot easier
than it is,

Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

Well, having money certainly helps. I mean, if you're
trading on a shoestring, you worry about the money too
much. What you have to do is separate yourself from
the money so that you're thinking of the trade and not
how much money you're making. That takes a certain
amount of discipline that’s hard to master, but it's very
important to do if you're going to trade correctly.

What advice do you have for a new trader who seeks to
achieve consistent success in the market?

You need a certain amount of money that's really risk
capital soif you loseit all you can still feel like you can go
on. It helps to know what you are doing, and most
importantly it helps to have control over your emotions.
You don’t panic over losses and things like that.

If you had to do things all over again, knowing what you
know now about trading, what would you do differently in
regard to this business?

I'would have started at a younger age. When I got out of
college, I would have gone straight to the floor, gotten a
job as a clerk and tried to apprentice myself with some-
body who had been there. I didn’t go to the floor until I

3/ George Angell « 35

wasinmy mid-30s, so [ got a late start really. But you can
do that only when you are ready to do it, and not
everybody is at a very young age.

N

Analysis of George Angell’s Interview

The Desive To Trade

Like many of the experts, George learned trading from
the bottom up. After developing an interest in the markets
and trading from the outside, he went to the trading floor
and became an “insider.” George's response points out the
value of experience, particularly the experience one can
acquire as a floor trader. Furthermore, he states, almost
parenthetically, that he had the “misfortune” of being an
instant success. Clearly, this shows that the seasoned trader
knows and appreciates the value of losses as learning experiences.

Qualities Needed for Success

George’s response here is a classic one indeed since it
emphasizes the value of admitting to a mistake. This is yet
another way of stating that one cannot ride losses. To ride
a loss is to avoid admitting a mistake. And this can be very
costly. George agrees therefore with most experts that this
is one of the worst blunders a trader can commit. This also
emphasizes the importance of being honest with yourself—
a prerequisite to success as a trader and something so
eloquently pointed out by Robert Prechter in his interview.
Success as a trader, it seems, is more likely a function of not
doing than doing,.

Coping with Losses
George is in agreement with the other market masters.

Keep the losses small . . . take them quickly is the recurrent theme.
In other words, the best way to cope with a loss is to limit it
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and to dispose of it quickly! His response echoes the “pres-
ervation of capital” theme that is prevalent throughout all
the interviews.

A Good System Versus Trading Skills

According to George, success depends 30 percent on the
system and 70 percent on the person using it. Give two
people the same system; one will be successful, one will lose.
This is an interesting response since George has developed
a reputation in recent years as a seller of trading systems,
books and videotapes designed to teach futures trading. Yet
in spite of all that George knows about trading systems, he
attributes 30 percent of the success factor to systems and 70
percent to the trader. I couldn’t agree more.

Close Contact with the Markets

George underscores the importance of being in close
touch with the market. This is understandable given his
short-term trading orientation. But he warns us: . . . some-
times you can get too close.

Emotions—Asset or Liability?

George underscores the importance of emotional con-
trol, of knowing that each day—winning or losing—is part
of the process of coming out ahead, if you are doing the right
thing. This, by the way, is strikingly similar to Welles Wilder's
response that it is important to do the “right thing” if we are
to maximize profits and minimize losses.

Influenced by Famous Traders?

Like the other masters, George believes that his success
was assisted markedly by fellow traders who had more
experience than he did. Again, the voice of experience ranks
high on the list of valuable tools. He tells us to follow the
teachings of a mentor, and we will do well. | agree.
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Experviences That Help or Hinder

While George’s reply that money certainly helps is not
exactly the answer | had hoped to hear, it is nevertheless a
useful response since it emphasizes the value of being
sufficiently capitalized. Too many traders begin with too
little and lose it too fast. This is a sad but true fact of market
life. He also refers to the value of not being attached to your
money as an important aspect of discipline. You can’t be too
attached, too caring, too emotionally involved, or you will
most certainly blunder!

Advice for the New Trader

This was yet another opportunity for George to reiterate
his basic themes: (1) Start with enough capital, and (2) have
control over your emotions if you want to increase your
odds of success.

Hindsight

Given the opportunity, George would have started his
career atan earlierage. This reinforces several points he (and
other experts) have made: (1) Get more experience, and (2)
follow a mentor or teacher.

.

Conclusion

George Angell’s responses are concise and well thought
out. He answered quickly, almost reflexively, which is the
mark of experience. His many years of experience as a trader
both on and off the floor attest to the validity of his responses
and advice. George's responses are consistent with my own
opinions and with the clear majority of the other market
masters.
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Gerald Appel

Overvcoming Youv Emotions

Imet Gerald Appelin the mid-1980s when he and I spoke
at several seminars. What impressed me most about Gerald
was his dedication to the precise trading systems that he had
developed for trading stock index futures. His techniques
were precise, logical, well developed and appeared to have
considerable validity from a technical standpoint.

Gerald appeared to be a highly disciplined trader as well
as a very organized speaker. His methodology was ex-
tremely appealing due to its well-defined procedures and
accompanying risk management procedures. In addition,
Gerald had an obvious zest for his topic. He was dedicated
to perfecting his methods.

A Biographical Sketch

Gerald Appel is president of Signalert Corporation and
is an investment adviser, author and lecturer with an inter-
national reputation. He has written more than ten books on
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investment and stock market timing, as well as numerous
monographs and articles that have appeared in such publi-
cations as Barron's, Stocks & Commodities and Personal Fi-
nance. In addition, Gerald has produced a number of invest-
ment videotapes related to investment tactics.

Two of Gerald's books have received the “Investment
Book of the Year” award from the Stock Trader’s Almanac.
Systems and Forecasts, his newsletter that has been published
since 1973, has been cited for its performance.

Gerald is a noted authority on stock and bond timing. He
has appeared on “Wall Street Week with Louis Rukeyser”
and is a regular guest on the various financial news net-
works. He participates in the Mansfield Blue Ribbon panel and
provides an annual forecast for that charting publication.
His market predictions appear frequently in Barron’s.

An Interview with Gerald Appel
What precipitated your desire to trade, and when?

I guess [ wanted to make money in the stock market. This
was in 1965, 1966. It was more than 27 years ago.

What qualities do you feel contributed most to your success
as a trader?

Well, I'm pretty disciplined and risk averse, you know.
[think that's very important to keep the losses down and
maintain kind of a disciplined, organized approach to
trading. I'm quite good with numbers and statistics. | put
a lot of research into the timing model that I use.

Do you use specific techniques for coping with losses?

Yes. Every trade has a fixed stop. You know, a stop loss
built into the timing model that I use. All the models
employ some sort of a trailing stop to protect profits.
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Estimate what percentage of a trader’s success is a direct
result of a good system as opposed to trading skills, What
would be the split?

Probably when a person refers to a trading system, he or
she is referring to a system or method interpreted in an
intuitive manner or to a totally mechanical trading sys-
tem. In both cases, a person must follow the methods
with as little emotional involvement as possible given
that people are people. It'simportant to limit losses, to let
profits run and to periodically evaluate performance.
Trader and system are therefore equally important.

You are credited with having popularized the MACD, which
has become by far one of the most widely followed timing
indicators ever. Do you feel that traders have applied your
timing methods consistently? If not, how would you rectify
the situation?

I think that there are a lot of traders out there who are
using the stuff that we've developed, including not just
my MACD but a timing model called Time Trend 3 and
a number of other timing tools. I know that there are
people out there who are using it and using it very
actively and very well. The big problem with people who
don’t use it is that they don't follow anything, which
could be for a lot of reasons. Sometimes, any system
might have a temporary period where it's not working
too well. People give up when a trade doesn’t work out, and
they give up on the system too quickly. More often people
begin tinkering with the system by injecting their own
views or wishes about the stock market so that a system
may say “buy,” but they've decided for some other
reason that the market is not going anywhere, so they act
on their own. You know, they just don’t follow it. The
biggest problem is people who try to use a system but some-
times do not follow it in a mechanical way. The whole idea of
a system is to get the emotion out of the game.



42 ¢ Market Masters

As a veteran trader of many years, what is the single most
meaningful lesson you've learned?

Not to take small losses quickly, and do a lot of research
into what I'm using before I use it. Once the researchis in
place, follow the things | develop.

Do you feel that your success was inspired by any famous
traders? If so, who, and how so?

Notreally. Therestill are people from whomI've learned,
but not people who I would consider inspirational.

Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

Not really. Most things you learn along the way. Most
things you have to pay to learn, You take some losses,
and that teaches you something. Butl would say that the
important thing is to try to keep moving and analyzing.
When things begin to go wrong, firstlook at yourself and
see if you are you doing anything differently. It has
nothing to do with trading of the markets but how good
you are feeling. But, you know, that aside, if you want to
become good at it, first you should research and proceed
and trade iton paper a while, and then useit. Periodically
evaluate to see whether you are still performing well. But
that’s just after one of your trends.

Do you feel that emotion is an asset or a liability in suc-
cessful trading?
By and large, it's a liability.

Can you elaborate on that?

Probably the biggest emotion that gets into trading is
anxiety. And you become too fearful of losing or some-
thing like that. You know, you get out, you don’t go in or

4/ Gerald Appel o 43

something like that. The second emotion is connected
with the need to feel like a winner, which often causes
people to get out of their best positions too early and to
keep their worst positions too long. But as a result of
wanting to cash in their winnings and being afraid to take
a loss or admit their mistakes, people gradually degrade
their portfolios by holding onto the stocks that aren’t
performing well and getting into the stocks that are.

If you had to do things all over again, knowing what you
know now about trading, what would you do differently in
regard to this business?

Perhaps one thing 1 would do differently is to take more
risks at different times than I sometimes do. You know,
to the extent that my systems have been really quite
efficient, I haven’t always taken a winning position to
some height. By and large, you know, [ think we have done
a good job for our clients. I hope to continue to do so.

.

Analysis of Gerald Appel’s Interview

The Desirve To Trade

Clearly, Gerald’s motives were prompted by the desire
to profit. His response was confident and terse, which is
characteristic of successful traders.

Qualities Needed for Success

Gerald stresses four aspects that contributed to his suc-
cess as a trader: discipline, limiting losses, organization and
research. These are the four qualities that all the market
masters interviewed for this book have emphasized to one
degree or another.
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Coping with Losses

Note the common thread in Gerald's response. His
method for coping with losses is to use a fixed stop loss on
each trade. The stop loss is a necessary part of the trading
system as is the trailing stop loss. As you can see, Appel
avoids the problems associated with riding losses by plan-
ning ahead. In this respect his response is very similar to
those of the other experts. The key is to avoid the problem by
planning ahead, by knowing what to do once there is a loss.

A Good System Versus Trading Skills

Clearly, Gerald favors the combination of a good system
as well as a disciplined approach. Both are necessary for
success.

Consistent Application of Your Timing Methods

Gerald says it all, concisely, precisely and with great
accuracy! His response, which contains some of the most
important issues in trading success, deserves repeating:

The big problem with people who don't use it is that they don't
follow anything, which could be for a lot of reasons. Sometimes,
any system might have a temporary period where it 's not working
too well. People give up when a trade doesn’t work out, and they
give up on the system too quickly. More often people begin
tinkering with the system by injecting their own views or wishes
about the stock market so that a system may say “buy, " but they ‘ve
decided for some other reason that the market is not going any-
where, so they act on their own. You know, they just don't follow
it. The biggest problem is people who try to use a system but
sometimes do not follow it in a mechanical way. The whole idea of
a system is to get the emotion out of the game.

Influenced by Famous Traders?

For Gerald, the issue of inspiration apparently is unim-
portant. He seems to be a self-made trader and does not
credit any famous traders with inspiring him to success.
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Experiences That Help or Hinder

Although Gerald does not cite any specific experiences,
he does elaborate on techniques that he uses to improve his
success as a trader. Note the following excerpts from his
response:

... when things begin to gowrong, first look at yourselfand see
if you are you doing anything differently. It has nothing to do with
trading of the markets but how good you are feeling . . . if you want
to become good at it, first you should research and proceed and
trade it on paper a while, and then use it. Periodically evaluate to
see whether you are still performing well . . ..

Emotion—Asset or Liability?

Gerald's response is a simple statement that emotion is
essentially a liability to the trader. In this respect, he agrees
with all our experts: Emotion is one of the enemies, if not the
chief enemy, of the trader. When asked to elaborate, Gerald
makes the following statement, which succinctly summa-
rizes his feelings:

... the biggest emotion that gets into trading is anxiety . . . the
second emotion is connected with the need to feel like a winner,
which often causes peaple to get out of their best positions too early
and to keep their worst positions too long. But that as a result of
wanting to cash in their winnings and being afraid to take a loss or
admit their mistakes, people gradually degrade their portfolios by
holding on to the stocks that aren’t performing well and getting
into the stocks that are.

Hindsight

Gerald pats himself on the back for doing well but at the
same time bemoans the fact that he may not have taken
enough risk at times. He realizes that his conservatism has
served him well. Risk is an individual matter that varies
from trader to trader. Thereisnosetstandard. Aslongasrisk
is defined in dollar amounts, it ceases to be an issue unless
the dollar risk is too high.
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Conclusion

Gerald Appel is a highly disciplined, systematic trader.

His methodology and discipline have brought him success.
In many respects, he is a model trader whose attitudes and
opinions should be studied thoroughly by all traders. His
major ingredients for success are as follows:

¢ Discipline. Follow your trading system at all times.

+ Losses. Limit losses by planning ahead.

* Research. Develop and refine effective trading systems.

¢ Organization. Plan ahead at all times in order to avoid
erTors.

.

Bruce Babcock

Tracking the Experts

Bruce Babcock is the futures industry “watchdog”—
constantly monitoring the performance of advisory news-
letters, hotlines and trading systems. In his role, Bruce has
encountered literally hundreds, if not thousands, of trading
systems, trading advisers and traders. This exposure has
given Bruce a thorough education in what traders do to
inhibit as well as to facilitate their success.

By nature, Bruce is a very analytical person. He is precise
and deeply interested in understanding what makes things
work and what makes them go astray. The precision and
preparation required in his former profession as a trial
attorney are clearly reflected in his attention to detail as a
futures trader and publisher of Commaodity Traders Consumer
Report.

Since Bruce has seen traders come and go, he is sitting in
the “catbird seat” when it comes to understanding the
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quintessential qualities for success. And his interview re-
flects this awareness. You may not like everything Bruce has
to say—he is direct and unconcerned with sugarcoating his
responses. But do pay attention to his comments since
they emanate from a background of considerable experience.

Through the years, I have come to know Bruce well and
to respect his opinions. I feel that if I need an objective
opinion about either my own trading or that of others, or a
reasonably unbiased analysis of systems, methods or indi-
cators, I can call Bruce to solicit his input. I respect Bruce's
ability to tell things as he really sees them. He has often told
me things about myself and my trading that I haven't
wanted to hear, but after considering his advice, I found a
great deal of truth and direction in it.

Bruce is among the handful of traders whose work and
professionalism I thoroughly respect.

A Biographical Sketch

Bruce Babcock grew up in New York and attended Yale
University and the University of California at Berkeley. He
received his bachelor’s degree in business administration as
well as a law degree. After a successful career as a federal
prosecutor, he left his law office in 1979 at age 35 to concen-
trate on commodity trading.

Bruce has written six commodity trading books, includ-
ing The Business One Irwin Guide to Trading Systems and
Trendiness in the Futures Markets. He has had numerous
articles published in Futures magazine and Technical Analy-
sis of Stocks and Commodities. In 1983 Bruce started publish-
ing Commiodity Traders Consumer Report, a bimonthly news-
letter that tracks the performance of the top commodity
advisory services and makes a significant impact on the
industry. He also publishes Major Moves, a long-term, spe-
cial situation advisory letter. Bruce has designed numerous
computer software programs for traders, including
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optimizable trading system programs, trading tools and a
data management program for using continuous contracts.

Bruce’s work has been featured in The Wall Street Journal,
Barron's, Forbes and Money magazine. He has appeared
frequently on the Financial News Network and is an occa-
sional seminar sponsor and speaker.

An active commodity trader since 1975, Bruce continues
to trade the markets for his own account and actively pur-
sues his futures market research.

N

Interview with Bruce Babcock

What precipitated your desire to trade, and when?

In 1975, I changed stockbrokers. [ was 32 years old at the
time, single and a federal prosecutor by profession. My
new broker thought my financial profile would allow me
to speculate a little more. He suggested 1 trade some
commodities. He told me that an associate in his office
was a pretty good trader, that he would follow his ideas.
I said, “Fine.”

My first trade was in potatoes, although, truthfully, 1
can’t remember whether [ won or lost. Since I wanted to
learn about how my money was being invested, [ started
reading about commaodity trading. It became more and
more fascinating. I soon opened an account with a spe-
cialized commodity broker and started calling my own

shots.

What qualities do you feel contributed most to your success
as a trader?

My natural aversion torisk and to gambling helped keep
me from bankrupting myself while I learned how to
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conventional wisdom—not to become too elated during

trade. My skepticism, analytical ability and logical mind
good periods or too depressed during bad periods.

enabled me to sift through all the misinformation and
discover the truth about profitable commodity trading.

It took a very long time, however—over ten years. Estimate what percentage of a trader’s success is a direct

result of a good system as opposed to trading skills. What
Do you use specific techniques for coping with losses? would be the split?

Yes. | have learned that I trade better when [ isolate
myself from my trading as much as possible.

Virtually all my trading is accomplished with computer-
ized, mechanical systems. My own software, which [ sell
to the public, generates all the trading signals. By the
way, [ hold nothing back from my customers. | have no
secret methods I keep to myself. Every system I use is
available at a very reasonable price. Customers are free
to trade exactly like I do.

My broker has a copy of my software programs. He runs
the software himself, generates the trading signals and
puts in the orders. Although we talk every once in a
while, he can trade my systems on his own without any
input from me.

When I am in town, I run my software myself and print
out the signals to keep up with what is going on. When
[ travel, which I do frequently, I don’t worry about my
systems until I return.

I don’t re-optimize or change my systems. Occasionally,
I'may add or delete a market from the portfolio that
trade. As my account increases, | may add new systems
or additional contracts. | would allow myself to discard
asystem that does not perform, although I have not done
this for three years.

Since [ watch what goes on in the markets, I am aware of
losses. But I dont dwell on how big they are or what is
happening to the equity in my account. [ try to follow the

I am not sure exactly what you mean by this question. |
see an ambiguity between someone who is using a
system, yet at the same time applying “trading skills.” If
someone is trading with judgment, by my definition he
is not using a system.

I will assume your successful trader is following a me-
chanical system. If that is the case, I suggest that one-
third of his success would be the result of the quality of
his system. One-third would be the result of his choice of
markets to trade and keeping the size of his portfolio in
line with his available capital. The remaining one-third
would reflect his ability to trade the system religiously
for a number of years. The correct choice of system and
portfolio would give him a statistical advantage. The
discipline to trade the system long enough would ensure
that he could realize his statistical advantage.

How did your previous career as a trial attorney influence
your skills as a trader . . . if at all?

This is a question [ have never been asked before. | have
thought carefully about the skills necessary to be a good
trial lawyer. None of them except perhaps organiza-
tional ability seems useful for trading as I conduct it.

A good trial lawyer is well-organized. He can organize
the facts of his case in a way that helps him easily retrieve
them and explain the case to a jury that comes to the
courthouse with no previous knowledge. A good trader
is well-organized in the sense that he assembles the facts
he needs to make proper trading decisions.
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A good trial lawyer can think quickly “on his feet.” He is
able to respond to surprises. This may apply to those

who trade with judgment but not to those like me who
trade with a system.

A good trial lawyer has excellent common sense. This
helps him evaluate the likely veracity of testimony and
know how to counter it, if necessary. Common sense is
not very useful for trading. What appears to make good
sense is invariably wrong,

A good trial lawyer is a good speaker and a good actor.
He can conceal his true feelings if necessary and make
the case interesting for the judge orjury. Neither glibness
nor acting ability will help a trader do anything but
disguise or explain away his failures.

Finally, a good trial lawyer is persuasive. He knows how
to present a case and argue its merits in a way that
“pushes the right buttons” for the judge or jury. He is
able to convince them to decide the case in his favor. This
ability has no relevance to trading.

What do you feel is the single greatest skill a trader can
possess or develop?

This is a difficult question. Obviously, there are a num-
ber of different skills that a trader needs in order to be
successful. They are allimportant. If T had to pickjust one
that is most important, I would say it is the ability to
perceive true reality.

Unsuccessful traders have a distorted view of the mar-
kets, themselves and what they are really doing when
they trade. It is difficult for them to shed these miscon-
ceptions, so they are doomed to long-term failure.

The whole market universe is constructed in a way that
reinforces their misconceptions. This compounds the
challenge of overcoming them.
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Do you feel that your success was inspired by any famous
traders? If so, who, and how so?

Certainly, I learned many things from the famous trad-
ers whom | have known and whose work I have read
over the years. However, I can’t think of a single famous
trader who trades like 1 do. Nor was there any famous
person who inspired me to start trading or keep trading
after an unsuccessful period. Thus, it would be hard for
me to single out any one person as having inspired my
SUCCess.

Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

I can recall two especially large losing experiences. Both
involved trading without a stop.

In one case, | was trading the yield curve with T-bill
spreads. They were at an all-time historically low level,
solkeptaveraging down. Eventually, I gave up and took
a huge loss. This taught me, | hope, never to average
down and never to bank on historical price extremes as
a barrier.

In the other case, I was holding a very large profitable
position with a trailing stop loss to protect profits. I
convinced myself to remove the stop loss without at least
replacing it withanother furtheraway. The market made
a historically large move in a short period of time and
cost me a great deal of money. I learned from that never
to trade without a stop in the market.

My learning process was evolutionary rather than revo-
lutionary. Therefore, I can’t really pinpoint any specific
positive experiences that had a great influence on my
progress. My first really big score was in the silver
market in 1979 and 1980. At that point, [ had quit law
practice and was pursuing trading full-time. Those prof-
its helped me continue my trading career.
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As part of your business, you market trading systems. To
what extent do you feel that a good trading system is
important for success?

For many years, | have thought that the only chance a
person has to be consistently profitable in the long term
is to use a mechanical system. Only the most exceptional
individuals have the ability consistently to overcome the
emotionalinfluences that prevent long-term profits. That
was the underlying premise of my book, The Dow Jones-
Irwin Guide to Trading Systems, now called The Business
One Irwin Guide to Trading Systems.

Stated another way, it is virtually impossible to consis-
tently trade with the trend, cut losses short and let profits
run without depending on a mechanical system. Win-
ning traders may not all use a computer to generate their
entries and exits, but they probably use a mechanical
system in their head.

The more a person trades without fixed rules, the less
chance he or she has to be profitable over a multi-year
period. Trading without fixed rules enhances the chances
that a person will be trading with losing methods that
over time give him or her a statistical disadvantage.
Furthermore, trading without fixed rules allows emo-
tional factors to influence trading decisions. This will
usually result in bad decisions.

If you had to choose between discipline as a trader and a
good trading system but could only choose one of these,
which would it be, and why?

This is a false choice. If someone has a good trading
system but no discipline, he or she will not follow that
system. Having the system will be meaningless. If a
trader has perfect discipline but no method to follow in
a disciplined way, success will depend on luck.
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If absolutely required to choose, | would choose the
discipline to keep losses small. If a trader could do only
that, he or she might stumble on enough winning trades
to make some money. But I wouldn’t bet on it.

il

Analysis of Bruce Babcock’s Interview

Ounalities Needed for Success

Clearly, Bruce favors the control of risk as a primary
ingredient to success in futures trading. He points out the
need to avoid the gambling impulse. Perhaps the most
important aspect of his response is that he stresses the value
of having an analytical and skeptical mind. As all traders
know, there is a tremendous amount of misinformation in
the futures arena. Literally hundreds of trading systems,
methods and indicators exist, a vast majority of which do not
work and never will. Bruce feels that the ability to separate
the good from the bad, the profitable from the unprofitable,
is a major asset on the road to success.

Coping with Losses

Isolation is the key to mastering futures trading accord-
ing to Bruce. Here again, Bruce stresses the value of disci-
pline, organization and a logical methodology to avoid the
negative emotional consequences that accompany losses.
He points out the value of having the assistance of a broker
to help him manage his systems when he travels. The tone of
Bruce’s response appears somewhat unfeeling and insensi-
tive. YetI have known Brucelong enough to understand that
heisanythingbutcold. This aspect of his trading personality
is an asset. When it comes to futures trading, and in particu-
lar to implementing systems and dealing with losses, a
trader must be somewhat unfeeling,
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A Good System Versus Trading Skills

Here Bruce attributes one-third to the value of a system,
one-third to the result of trading choices and one-third to the
ability of a trader. He uses the word religiously in relation to
the application of a trading system. His response leaves no
doubt whatsoever that a system, if it is systematic, must be
followed perfectly for it to succeed.

Applying Skills of an Attorney

As a trial attorney, Bruce was required to be organized
and disciplined. Hence, his training in that field was excel-
lent preparation for his career as a trader, Note, however,
Bruce’s statement that having common sense may be detri-
mental to the success of a trader. This is often the case. Often
logic and scientific reasoning do not point the way to suc-
cess. What works, works, because it works. It is not possible
to predetermine whether a system will work or whether an
indicator is any good. The test of its results will be the
ultimate determinant of its value, Again we see the logic that
is typical of Bruce Babcock.

Experiences That Help or Hinder

It has been said that traders often learn more from their
losses than from their profits. Bruce confirms this assertion
by discussing two of his worst losses. He notes that his
learning process was evolutionary, namely it evolved from
many experiences as opposed to specific experiences that
“changed” his life.

Systems and Success

Bruce echoes the opinion of all the market masters inter-
viewed. He points out the importance of a mechanical
system whether it is computerized or not. The value of fixed
rules is twofold. First, rules tell you what to do, and second
and perhaps even more important, they help you maintain
organization and discipline.
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Discipline

Clearly, Bruce s in favor of maintaining a strong trading
discipline as are all the market masters interviewed. The
essence of what Bruce says about discipline is that it must also be
combined with a good trading system. Discipline alone will not
make you a successful trader.

.

Conclusion

Bruce Babcock has given us many valuable insights as to
how traders can increase their odds for success. Given
Bruce's years of experience both as trader and observer of
other traders, his openness and willingness to share ideas
with us was refreshing and appreciated. Bruce's pragmatic
and performance-oriented thinking should serve as alesson
to all traders,
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George Lane

Fatber of Stochastics

Known as the father of stochasticsby many traders, George
Lane’s indicator is a household word among traders. I
prefer, however, to think of George as the granddaddy of
futures trading, the manwith enough experiences and knowl-
edge to easily fill ten volumes. It was therefore a distinct
privilege and an honor to interview George.

Although I had known George professionally for many
vears, | had spent little time with him on a personal level. We
have often exchanged expressions of mutual respect, [ for
George's development of his stochastic indicator, and he for
my work with variations of his indicator.

George has enjoyed a long and varied career in virtually
every facet of the futures industry. He is a survivor of all
types of markets as well as a victor in the battle for trading
success. He has had his ups and downs as we all have, yethe
continues to emerge on top.

59
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George was overjoyed to grant me the interview since he
always has something to say and is always willing to share
his point of view in the hope that others will benefit. Many
years ago George was referred to as “crazy like a fox.”
Indeed he is just that. Behind his well-groomed white beard
and cowboy hat are years of experience. Behind what some
may once have considered worthless ideas about the futures
markets is a man with a great depth of self-understanding,
a man with significant market knowledge, a man who is
both shrewd and calculating when applying his wisdom to
futures trading. George walks softly but carries a big stick
when it comes to futures trading.

A Biographical Sketch

George Lane received his training in the investment field
at the E.F. Hutton school in New York in 1953. Upon his
return to Chicago, George became a professional trader. He
joined the staff of Investment Educators, where he taught
stock market seminars and commodity courses. He and his
research groups have developed technical indicators for
trading the markets and originated indicators, such as %K,
%D and the stochastic process (Lane’s Stochastics).

In 1963, George bought a seat on the Mid-America
Commodity Exchange (then called the Chicago Open Board
of Trade), and served on its board of directors in 1965. That
same year he formed a partnership, Miller-Lane & Co. For
11 years George wrote a daily market letter for his firm. He
retired from Miller-Lane in 1974. ~

In 1977, three former employees asked him to help build
a new firm. Four years, 14 states and 47 branch offices later,
George had taught thousands of farmers, ranchers and bank-
ers how to use the futures markets as a profit-making tool.

Until 1984, George served as research director for a third
brokerage firm. He has written four commodity trading
courses and a book entitled Using Stochastics, Cycles and RSI.
He has been published in The Market Technicians Association
Journal and Stocks & Commodities and is featured regularly in
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Consensus. He has been interviewed by Futures, Financial
News Network and Channel 26 in Chicago. He has taught
numerous workshops on technical analysis.

i

An Interview with George Lane

What precipitated your desire to trade, and when?

Well, I was working for E.F. Hutton, the stock market
had died and | was wandering about town buying a tie
and bumming around downtown. I wandered into a
place and found a bunch of guys screaming and yelling
and jumping around. It was the Chicago Open Board
of Trade. | was fascinated; | sat there and watched. An
older man came over and took me into the office and sold
me a membership for $25.1was a member of a commodi-
ties exchange. | could come over there and trade. It was
kind of an accident.

And you didn’t know anything about it?

Ididn’t know it existed until that day. It was kind of quiet
in those days. I think yearly range of the hottest com-
modity, which was corn at that time that first year that |
traded, was 23 cents. So things were kind of quiet.
Markets never moved more than a cent and a quarter a
day, and that was kind of nice because the margin was
almost nonexistent. I mean, you come in for $20 and put
it in the cashier's cage and go out and trade 200,000
bushels of corn. There was no risk to the brokers, so the
margin was very small.

What qualities do you feel contributed most to your success
as a trader?

Iwasverylucky. WhenIgotthere, the average age of that
exchange was about 85. They hadn’t sold a membership
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for seven or eight years. The Board of Trade hadn’t sold
amembership for fourorfive years. After l arrived, things
livened up. | was at the right place at the right time, and
Ilearned the trade when it was quiet and easy and grew
with the volatility of the exchange. | was just lucky.

We were teaching stock market courses at the time. The
man [ was working for advertised.. .. we started teaching
commodity courses . .. we advertised that if you'd come
take my course, why we'd cut your commissions in half.
Gee, the round-turn commissions in those days were
only $2.50, and all he did was buy a whole bunch of
memberships at the Mid-Am and then give them to the
people who took the course. Well, here all of a sudden at
the Mid-America, we sold 175 memberships that were
lying dormant in the treasury. Nobody had even ex-
pressed an interest in them. That got the Board of Trade
all excited, and they ran over there to find out what Mid-
America was doing that day. All of a sudden a lot of
young people came in. Those old-timers were pretty
appreciative. We kind of saved the exchange, 1 guess.
And they took me under their wing and helped. And so
[ had two or three old-timers, fellows who had never had
a losing week in ten years.

So you really were lucky?

Yeah, and I was lucky. They said, “Kid, if you don't
straighten out, you're not going to make it.” And they
took me aside and helped a lot. That's what you need
when you first start in any business. Some old-timer has
to help you out.

Do you use specific techniques for coping with losses?

We use very close stops. With 28 years on the floor
trading, fairly short-term for 45 years, I don't keep posi-
tions long. That's because [ was there on the floor. On the
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floor, if it goes against you a little bit, you're out. I learn-
ed early that we don’t take very big losses. And even
nowadays we only trade mostly intra-day and, like in
currencies, our losses are limited to $60. So I think if you
control your losses and make them small, you're bound
to make money in commodities. The biggest error that
you have in commodities is letting yourself have big
losses. And even with trading the S&P now, we limit
our losses to $225. We just don’t take a trade where the
risk is greater.

Estimate what percentage of a trader’s success is a direct
result of a good system as opposed to trading skills. What
would be the split?

Over the years, we have learned some systems or trading,
skills from other people, and we developed a few of our
own and adapted some to our own personalities. As far
as I'm concerned, we have an approach or a system, and
that is almost 100 percent of our success now.

You are credited with having popularized the stochastic
indicator, which has become by far one of the most widely
followed timing indicators ever. Do you feel that traders
have applied your timing methods consistently? If not, then
how would you rectify the situation?

Stochastics can be used by newcomers, amateurs and
professionals who don’t really 100 percent understand
it, and it will still work to a certain extent. But stochastics
is just a little bit more sophisticated than just taking a
quick look at it. It's a good overbought and an oversold.
So I'm spending my declining years teaching at a school
here in this little country town where I live. We teach a
five-hour course in stochastics so the people can learniits
sophisticated nuances. When you get that down, why,
it's a fantastic tool.
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Is it easily understood?

Yes. I have had no trouble. It just takes oh, three and a
half, four hoursto go overall the details. Most everybody
grabs it,

As a veteran trader of many years, what is the single most
meaningful lesson you've learned?

Oh, boy. Patience. Patience and stop losses. Limit your
losses, and have patience trading. Everybody thinks
commodities are so fast and furious. Actually a lot of the
times, like flying an airplane, you just sit there bored to
death, then there’s the stark-raving fear when the prop
quits turning. And in commodities, it's the same way.
You're bored hour after hour. Then all of a sudden
something happens, and you must have the ability to
take advantage of it.

Everyone wants to make a fast buck in a day.

That's wrong. It's absolutely wrong. I've seen thousands
of kids do that. The real winner is the fellow who consis-
tently makes money, who watches the market, studies it
and takes mediocre and small profits.

Do you feel that your success was inspired by any famous
traders? If so, who, and how so?

Richard Det has helped a lot. He taught some courses at
Mid-America. It kind of straightened a lot of people out.
He’'s a natural trader and, gosh, we studied everybody
who we've ever read. Jake, you helped a lot. A lot of
people have contributed to my education.

Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

Yeah. One time I lost $85,000 one afternoon just because
I got stubborn. And I was going to push the market. |
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learned on that day that it does not work. I was also very
lucky—we got in on the bull side of that Russian grain
deal. It took a fabulous fortune out of that market. And
so I've learned that there are about five to eight big
profitable markets a year. And if the person will just wait
patiently and spend several hours every week studying
the monthlies and the weeklies and the long-terms and
getinto these markets early, there are several timesa year
that an absolute fortune can be made. But it does require
a tremendous amount of patience. Sometimes it takes
months before a market gets going.

Do you feel that emotion is an asset or a liability in
successful trading?

Emotion is a liability. You must control your emotions. I
think that better traders don’t have much emotion, or
they just don’t show it.

If you had to do things all over again, knowing what you
know now about trading, what would you do differently in
regard to this business?

[ think I would take the money out of the markets. To
make over a million dollars and to leave it in there and
keep trading it, I think, is foolish. I would take it out and
put it in investments and stock it away somewhere.

.

Analysis of George Lane’s Interview

Georgeisespecially candid in hisinterview. [ feel that his
responses come straight from the heart. But that’s not un-
usual for George, who I have always known to be a down-
to-earth, “no-holds-barred” person.
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The Desive To Trade

George “fell” into the futures markets by accident as did
so many of us. In this respect, George’s answer is not too
different from other market expert’s replies. George is truly
a veteran trader. When he made his first futures trade
market, volatility was so very small that margin require-
ments were extremely small as well. His longevity as a
futures trader makes his responses more credible and valu-
able than if he had been a novice.

Qualities Needed for Success

At first, George seems to attribute his success to luck
rather than his qualities. Yet he goes on to state that several
seasoned traders took him under their wing. On further
questioning, George again refers to the importance of get-
ting help from an “old timer,” a seasoned veteran, which, of
course, now applies to George as well.

Coping with Losses

George offers the same sage advice as do most of our
market masters: Keep your losses small. | totally agree. The
best way to cope with a loss is to anticipate the loss and to
keep itsmall. In so doing you will not have difficulty coping!

A Good System Versus Trading Skills

George's response indicates the voice of experience. He
says that he adapts systems to “suit” his personality. In other
words, he looks long and hard for systems that will fit his
personality. Thisis yet anotherapproach to discipline. If you
find a system that fits your style, the system will be much
easier to follow. George has fine-tuned this process, after
many years, to the extent that he now considers it nearly 100
percent of his success. But remember, it took George many
years to get to this point.
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Consistent Application of Your Timing Methods

The stochastic indicator is truly an important tool if used
consistently. Naturally, George wants to promote and teach
stochastics since it is the tool with which he is most closely
associated.

Most Meaningful Lesson

George's response concerning his greatest lesson echoes
the opinion expressed almost unanimously by our experts:
Patience. Patience and stop losses. And his advice is well taken.
In response to my comment that everyone wants to make a
fast buck in a day, George disagreed, almost vehemently.
The real winner is the fellow who consistently makes money and
watches the market, studies it and takes mediocre and small profits.

Influenced by Famous Traders?

I'm honored that George chose to mention my name in
response to my query concerning who influenced him. The
essence of George's response is that many helped him along
the road. Learning how to be successful is very much an
individual matter, as I've stated previously. Hence, each
trader must find his or her own niche, teacher and system.

Experiences That Help or Hinder

George's response on experiences is a classic! He notes
that his single most valuable lesson was a large loss. And he
is not alone in his opinion. In fact, it bears repeating:

... I've learned that there are about five to eight big profitable
markets a year, And if the person will just wait patiently and spend
several hours every week studying the monthlies and the weeklies
and the long-terms and get into these markels early, there are
several times a year that an absolute fortune can be made. But it
does require a tremendous amount of patience. Sometimes it takes
months before a market gets going.
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So you must exhibit patience and know your markets
torecognize and take advantage of opportunities when they
present themselves. Being stubborn can cost you huge losses.

Emotion—Asset or Liability?

Concerning emotion, George succinctly states that emo-
tion is a liability. Clearly, this underscores the value of
emotional self-control as one of the key ingredients to suc-

cess. If you allow your emotions to control your thoughts,
you will surely be a loser!

Hindsight

In my first book, The Investor’s Quotient, I state that it is
important to take money out of the markets whenever
trading is profitable. There are two reasons for this strategy:

1. Itisimportant to reward yourself for good performance.

2. Itisimportant to build up a cash inventory that you may
need in the future if you experience a drawdown that
may require you to add funds to your account. George
confirmed the value of this procedure in his response.

Allin all, my interview with George Lane revealed few
surprises. As a veteran of about half a century in futures
trading, this “old timer” offers advice for all who seek suc-
cess in futures trading,. His years of experience in markets of
all types are valuable to us. His recommendations, attitudes
and opinions underscore the basic premises of this book.

.

Conclusion

As a veteran trader and analyst, George Lane ranks
among the top authorities in his field. His interview reveals
that he is also in touch with the experiences, psychological
qualities and perceptions that facilitate trading success. Do
not discount his point of view. Do not take lightly what
George has learned in a lifetime of trading.

.

Conrad Leslie

Forvecasts That Move Mawvkets

I first met Conrad Leslie in the early 1970s after being
exposed to—actually, subjected to the consequences of—his
crop forecasts for a number of years. I say this becau_se his
crop reports, particularly during my early trading in the
1960s and 1970s, almost always resulted in substantial mar-
ket moves subsequent to their release and often in anticipa-
tion of their release. Conrad’s work not only deserves atten-
tion for its excellence in research but also for its ability to
move markets.

AslIrecall, I first met Conrad Leslie when I was a speaker
at a Futures magazine seminar in the 1970s, which he at-
tended. After finishing the formal portion of my presenta-
tion I took questions from the audience. While most ques-
tions were the typical “what are gold prices going to do this
year?” queries, one gentleman repeatedly asked dheth prob-
ing and challenging questions. Later I learned that this man
was Conrad Leslie. He introduced himself; I was shaking

]
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the hand of a man who was the grain and soybean crop
forecaster sine gua non. As we chatted briefly, I was taken by
several aspects of his personality: First, he is a humble,
reserved, unpretentious man. In spite of his longevity and
respect in the industry, Conrad does not couch himself in
haughty attitudes, conceit or self-importance. He is genuine
and down-to-earth. He displays emotion, affection and
respect for my time as well as that of others.

Second, Conrad is persistent. If his questions are not
answered, he probes further. And third, he is highly moti-
vated to learn. When [ met this man, who is known as a
cornerstone of fundamental analysis, he was learning about
technical analysis. He confessed to his shortcomings and
indicated two facts that he considered important in the
markets in addition to fundamentals: technical analysis and
trader psychology. Conrad has a joie de vivre that, when
combined with his probing looks, incisive questions and
strong motivation, presented an awesome picture.

We can learn much from Conrad Leslie’s responses,

A Biographical Sketch

Conrad Leslie has been studying the future and the
futures markets for more than 40 years. The New York Times
identifies him as the country’s most widely read private
crop forecaster. Reuters, Dow-Jones, United Press International
and other news services distribute his monthly soybean,
cornand wheat production estimates to agribusiness people
around the world.

Conrad is a member of the Chicago Board of Trade and
president of The Leslie Analytical Organization. His market
interpretations reflect many years of business experience
as a commodity broker and futures market analyst with
major New York Stock Exchange member firms.

Conrad’s penetrating daily grain market observations
and daily grain and livestock price forecasts are presented
each morning to brokers and their clients through ADM
Investor Services.
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An Interview with Conrad Leslie
What precipitated your desire to trade, and when?

My original entry into the world and industries of fi-
nance began in 1949 when I graduated from Merrill
Lynch’s eighth New York training class to become a
broker assigned to the Columbus, Ohio, office. Charles
Merrill endowed all of us with the idea that capitalism is
good and thatit was time tojoin himinacrusade tobring
capitalism from Wall Street to the “grass roots” of
America. In the early 1950s, a 2.5-million-share day on
the New York Stock Exchange was a big day as was a
Dow Jones move from 210 to 212, It soon became appar-
ent that the two-year or three-year wait for an earnings
or dividend increase for a stock (company) was too long
for my patience and not as great a mental challenge as
that offered by the futures markets. There, price changes
were created by the 12-month cycle of changing produc-
tion and demand. (Incidentally, corn production then
was 2.7 billion bushels versus 1992's 9.5 billion and
soybeans 299 million then versus 2.2 billion now.) After
service as the office’s futures broker, I joined E.I. duPont
& Co. in Chicago and issued daily market comments and
chart interpretations to their branch offices. Just before
Ross Perot bought them out,  moved to Bache & Co. and
did the same work. But we felt the USDA was too slow
in issuing its reports of first-of-the-month conditions on
the tenth of the month and too reserved in its month-to-
month changes. So we surveyed elevator managers (in-
stead of farmers) and started issuing crop estimates for
sounder analysis, for an identity and as a goodwill
contribution to agribusiness decisions.

Because a good analyst can command excellent compen-
sation, including a percentage of the gross commissions,
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and a market position can weaken the accuracy of his or
her daily writings, trading has been secondary to me,
even through the later period of our independent writ-
ings distributed by Thomson McKinnon and E.F. Hutton
brokers. Inaddition, there was always the uncertainty of
conflict with positions held by one’s own clients, When
I reached 65, I decided it was time to stop laying awake
nights thinking about customers and the size of their
positions, so the accounts were phased out to others.
(Neither my customers nor I traded my crop reports.)

What qualities do you feel contributed most to Your success

as a trader?

Several qualities contributed to my success:

+ Theexperience of having been a broker and observing
the successes and the mistakes and weaknesses in
trading techniques by customers,

+ Anearly recognition that successful trading depends
75 percent on technical work and 25 percent on funda-
mental analysis.

+ Anunderstanding that 80 percent of the traders in the
market at any one time are going to end up being
wrong—and lose their mone

¢ Thus, an early knowledge that for success one must be
prepared to leave the crowd.

Do you use specific techniques for coping with losses?

Learning to trade, of course, can cost asmuch as a college
education or more. You must stud y the reasons why that
position ended up with a loss. Then, try to blank that
trade out of your thinking. Be bold, always be bold,

Also, one should not be involved in trading every day.
The great big moves in a commodity market occur only
during one out of every three or four years. The less
important price moves each yearlast only for twomonths
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or so. If one misses the up-move, usually the same
amount of money can be made twice as fast when the
correction develops.

Estimate what percentage of a trader’s success is a direct
result of a good system as opposed to trading skills.

One must have a foundation for trading based on a good
system, such as a moving average or the breaking of a
two-week or four-week range, etc. Without such, a trader
is adrift in a sea and surf without a compass for confi-
dence in direction. Trading skills identify whether or not
a trader’s personality and past experiences in life will
enable him or her to compete successfully with the
competition of the speculative crowd and the current
personality of the market.

Do you follow any specific trading rules?

My philosophy for trading has evolved from observing
the trading done by brokerage house customers :pmr:l
from conversations with successful traders “in the pits.”
Here are my basic “bare bones” rules:

Restrict your market positions to those that are in keeping wf'th
sound, basic market fundamentals. When season supplies
are inadequate, relative to probable demand, trade only
the long side of the market. When season supplies are
excessive, trade only the short side. If one thinks the price
level is correct, remain on the sidelines.

Never buck an established market trend. The market may
know more than you know. Give up an opinion befm:e
you give up your money. Don’t sell an uptrend; don’t
buy a downtrend.

Recognize that the greatest difficulty in trading is in knowing
when toliquidate. Most everyone knows when price moves
are starting, but the point to identify is when and where
they have stopped.
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Keep up-to-date price charts. Successful traders believe that
visual pictures are an additional way to see and evaluate
price and identify market thinking.

Never establish a position in the market until you see the
potential for a large profit as opposed to a small loss.

Be prepared mentally to make several attempts at boarding a
major price move. A trader’s major market approach should
be that of carrying out probing attempts that will result
in being on board during major price moves. Be pre-
pared to take small losses. Avoid the common thought
that to take a loss will reflect poorly on your 1Q.

Do not trade too many commodities at any one time. Some
traders have somany ironsin the fire that they are unable
to devote a reasonable amount of attention to any one of
them. Four or five are enough.

Do not attempt to trade in commodities about which statistical
information is vague or difficult to obtain. It is preferable to
trade U.S. commodities.

Do not develop an overextended market position. To take
either an individual or total position larger than the risk
or failure justifies is to invite disaster. Plungers trade
rashly and with only temporary success. When your greed
exceeds your fear, you will self-destruct.

Restrict your trading to commodities that consistently return
profits. Confine your trading to those commodities at
which you are a success.

Direct your efforts toward capitalizing on major price moves
if you transact business through brokerage firms. Profes-
sional traders earn their livelihoods by capitalizing on
hourly news developments. Anyone earning a living
another way should not attempt to compete in this type
of day-by-day trading.

Go with the market as it makes new highs or new lows. The
act itself indicates that a basic change is taking place.
Though the reasons may not yet be clearly recognized by
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the public, they are of sufficient force to establish a new
price record.

Do you feel that close contact with the markets is necessary
for success?

Today we live in an instantaneous economy. Billions of
dollars can be transferred in a minute. Money managers
throughout the world are being paid to constantly moni-
tor the news and make decisions in response. The large
positions of the money managers each day result in
violent volatility in futures and stocks and bonds. Price
stability and orderly money flows are no longer created
by conservative federal governments and their banks
through their open-market activities. But the more things
fly—the greater are the profit opportunities for the play-
ers. In effect, we are recreating the markets of the 1930s.

A major price move in bonds or yen or soybeans can
developinaten-minute period and before public broker-
age-house brokers can explain developments via the tele-
phone to more than two or three of their clients. Constant
surveillance is an important requirement for long-term
success in today’s sensitive and unstable markets.

Yourreports often have a significant impact on the markets.
Can you explain the psychology of how your reports have
influenced traders or markets during the many years that
theyve been watched so closely?

The more lights that shine on an object, the clearer it can
be seen by all. The more even the flow of market prices
and their reactions, the sounder society’s business deci-
sions. In contrast to the USDA's farmer-based reports,
our informational sources are elevator managers. They
are the business people who are putting money on the
barrel head to buy first the U.S. wheat crop, then the
soybeans and then the corn. They have to judge how
much space they will need to store each harvest, how
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much empty space they can rent out and how much
money they will have to borrow from the banks. These
requirements seem to me to create a great sensitivity to
crop developments. Can a farmer really tell before har-
vestis complete whether or not his or her fields will yield
38 or 44 bushels of soybeans per acre?

Since we issued our first survey report in 1960, most
every brokerage and agribusiness firm has started to
issue reports in order to remain professional and com-
petitive. Usually about two dozen estimates are avail-
able to the market prior to our report and the USDA’s
forecast. Such is good for the marketplace. It enables
orderly price adjustments and reduces the surprises.
Most of these competitive estimates, however, are based
on the weekly state crop condition reports rather than
survey. (These state reports may not always be accurate
because they sometimes reflect responses from only 70
or 80 farmers. But it is better for the markets to have
weekly state reports than just monthly estimates.)

Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

Throughout the years and even today, I force myself to
£0 to one or two seminars a year in order to know
whether or not there are any new ideas or discoveries in
analytical work. I think I owe such time to my readers
and to the profession. Unfortunately, in recent years,
most of these seem to me to be ego or money-grabbing
sessions for the benefit of the speakers, Now I feel lucky
if | can get one idea from four or five presentations.
However, attendance does renew one’s confidence in his
or her present applications as well as in the observation
that “there is very little new in the marketplace,” ac-
knowledging, of course, that the psychology and the
personalities of modern markets are constantly new.
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And such are today’s mental challenges for all analysts
and all traders.

What advice do you have for a new trader who seeks to
achieve consistent success in the markets?

I would attend classes and seminars held by the ex-
changes and brokerage firms, colleges and industry
groups. I would read the educational text books avail-
able from the exchanges. For stock and industry ratings,
I would study Investor’s Business Daily. 1 would study
Murphy’s book, Technical Analysis of the Futures Markets,
and six or seven other books on charting, candlesticks
and computer trading. Iwould read the books written by
successful retired traders, such as Peter Lynch, etc. |
would read one new book a month in order to determine
if there was anything new under the sun and to broaden
my vision.

It usually takes two or three years of hard work to know
whether or not a new approach is worthy of long-term
adoption and success. So much of the hype of today
seems to me to be “tealeaf reading,” so one must allocate
his or her time to that which seems worthy. I still like
MACDs, but Stochastics and RSIs and Market Profiles
have been relegated back to secondary thermometers of
some time interest. A basic exerciseisthatstill mark and
read my own bar charts every night, even after all of the
past experiences. Such enables me to more clearly ap-
praise the force of the psychology directing each of the
markets.

Recently, I have often been disappointed when | paid
more than $500 to attend a seminar (or for information
about a new system). One recent seminar presented an
approach that compiles eight trade losses in a row.
Another presented positive profit results before deduc-
tions for commissions. A large part of another’s profit
record was based on the 1987 price collapse.
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New traders should not be shocked if they lose money
during their first two years of trading experiences. They
also should not become discouraged if their perfor-
mance fails to match those monthly published fund
results. They should keep in mind: When the industry’s
average performance is stated, the funds that fail each
month are not listed, as far as I know.

Asabrokerage house broker, | observed that many of the
successful traders were those whose occupations were
involved in a commodity industry—soybeans, soybean
oil, mining, crude oil, sugar, cocoa, the meats, lumber,
cotton, etc. Doctors and lawyers do not often become
good traders.

In my judgment, looking back at 15-year and 20-year
records of performance isn't of great value. What one
really needs to give a system credence for consideration
isits results during the years since 1987. Money manag-
ers change as do industries and governments and eco-
nomic values. The people in this world and their require-
ments will double during the next 30 years.

If you had to do things all over again, knowing what you
know now about trading, what would you do differently?

I would:

+ Arrive at trading decisions based more strongly on
moving averages and their signals.

+ Becomeanintensive student of daily candlestick chart
formations instead of just bar charts.

+ Adoptoneortwocomputer trading signals, and avoid
months of confusion and uncertainty that can come
from reliance on five or six.

+ Study and become more proficient in the use of com-
puters for obtaining faster research results.

+ Establish both a futures and a stock mutual fund.
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Analysis of Conrad Leslie’s Interview

The Desive To Trade

Conrad’s reply to this question differs markedly from
that of the others interviewed simply because he considers
himself to be a market analyst first and foremost. The most
noteworthy aspect of his response is that he considers his
trading activities and his recognition as a crop forecaster to
be somewhat conflicting. In other words, he feels that he
cannot trade and forecast crop conditions at the same time.
Conrad adds parenthetically at the end of his response that
neither he norhis clients traded his forecasts. What he means
specifically is that neither he nor his clients took advantage
of the fact that his reports would often cause sharp market
moves, Few analysts can resist the temptation to take a
position in the markets prior to the release of a report that
will have a predictable impact. Conrad is to be commended
for his ethics, which are a rare commodity indeed in the
futures markets. His ethics make the rest of his responses
more credible and add to the value of his observations.

Qualities Needed for Success

Conrad speaks out unequivocally in favor of being a
contrarian. He emphasizes that the majority of traders are
wrong and are therefore losers, a realization that inextrica-
bly leads him to the conclusion that for success one must be
prepared to leave the crowd. Yet also contained in his response
is a healthy respect for technical analysis in addition to
fundamental analysis. Many readers will, | am sure, be
surprised to find that Conrad Leslie, seen by many as the
dean of fundamental analysis, weights technical analysis as
being 75 percent of the formula for success! An important
point is that observing the successes and failures of his
customers led him to his successful position as a trader.
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Therefore, for Conrad Leslie success consists of three
elements:

1. Use a 75/25 mix of technical and fundamental analysis.
2. Learn from the errors of other traders.
3. Be a contrarian.

Coping with Losses

Conrad offers sage advice: Be bold, always be bold. He
stresses the value of blanking losing trades out of your mind.
In other words, he emphasizes the importance of knowing
that losses are part of the tuition of trading but that we
cannot allow them to influence our willingness to trade. His
“bebold” credo is expressed extremely well and reflects the
thinking of such traders as Larry Williams, Bob Prechter and
George Lane who also point out the importance of having a
positive attitude regardless of losses,

Conrad makes a point that few others have made. He
notes thatifyou fail to participate ina bull move, the ensuing
bear move will often have the same or greater potential and
that money can be made in the bear move twice as fast as in
the bull move. Few traders think this way. Consider the
many times you've taken a loss and entirely written that
market off for a few weeks or a few months. Think of the
many times you’ve missed a move and totally ignored the
market only to find that in your rejection of the market you
have also missed a move in the opposite direction. Clearly,
Conrad'’s thinking reflects the thought processes of a market
professional with years of experience.

A Good System Versus Trading Skills

Conrad waxes poetic when he alludes to a trader with-
out a good system as adrift at sea without direction or self-
confidence. Because he does not indicate whether a good
trading system or trader skill carries more weight, I sensed
that he considered both trading system and trader skill to
be of equal importance. I extracted from his response a
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reference to confidence. My impression is that Conrad con-
siders a good trading system to be something that imparts
confidence and direction to the trader. This point of view is
shared by the other experts interviewed.

Conrad also points out that a simple trading system is
best. | believe, as do many other traders, that complicated is
not necessarily synonymous with profits when it comes to
trading systems. He confirms this by referring to several
very simple systems—systems that although simple have
proven themselves to be profitable over the years.

Specific Trading Rules

Conrad shares his detailed list of trading rules with us.
All his rules reflect both his experience as well as his deep
thought. The common thread in his trading rules is philo-
sophical rather than procedural. In other words, Conrad
stresses a psychological orientation to the markets in prefer-
ence to a technical orientation. While not all of his rules are
applicable to the strictly technical trader, they all make sense
both intellectually as well as behaviorally.

The Psychology of Reports

Conrad sounds philosophical in stating that his reports
shed more light on the market, which helps to clarify the
picture. Using elevator managers instead of farmers as
sources for the surveys reveals more valuableinformation to
traders and provides a basis for making sound business
decisions. Conrad does seem to attribute much value to the
effect his reports have on the markets immediately upon
their release. Conrad is primarily a position trader. He is not
as interested in short-term price swings as are many traders.
As a result, he does not find it necessary to focus on the
“morning after” reaction to his crop estimates.

Experiences That Help or Hinder

Conrad stresses that he is constantly attempting to learn
new things about trading. Yet he finds that little new exists.
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He merely learns what he has known all along: Very little is
new in the marketplace, The French say plus ca change, plus ca
meme chose (the more things change, the more they stay the
same). In so stating, he reflects the feelings of many success-
ful traders who de-emphasize the importance of new meth-
ods and emphasize the value of adhering to the basic psy-
chological and behavioral principles of trading,

Advice for the New Trader

Conrad has many suggestions, most of which fall into
several categories. First, he stresses the value of education
and that a winning education as a trader takes time.

Second, he points out that simple basic indicators tend to
work best, and he states some of his preferences.

Finally, he provides a few guidelines on what the new
trader mightdobothin finding worthwhileinformation and
in avoiding the pitfalls of futures trading.

Hindsight

Clearly, Conrad has learned his lessons and presents us
with specific goals. Once again he stresses simplicity. Note
that he wants to focus on one or two computer trading
signals as opposed to reliance on five or six, which he feels
create confusion and uncertainty. He stresses the use of

candlestick charts and moving averages, both basic tech-
niques that all traders can learn.

il

Conclusion

In all, Conrad Leslie’s interview reveals the character of
a man who has spent many years as a futures trader and
market analyst. His view of futures trading can be summa-
rized as follows:

1. A solid education as well as a continuing education in
futures trading is essential for success.
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- It is important to trade with the market trend using

simple, basic, time-tested and reliable indicators. Any
attempt to complicate a trading system will likely result
in failure.

- A positive psychological orientation is an essential in-

gredient for success.

. A contrarian attitude is vital to success.
. A mix of fundamentals and technicals is the best meth-

odological approach.
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Robert Prechter

Riding the Elliott Wave

Bob Prechter has established himself as the preeminent
authority on the work of R.N. Elliott. His studies, publica-
tions and public pronouncements on the Elliott Wave theory
have gained him a well-deserved reputation.

In spite of the fact that many market students and
analysts consider the Elliott Wave theory to be a matter of
interpretation and subjectivity, the principles underlying
the Wave are sound. Although I have always found the
Elliott Wave difficult to learn, I do not consider the seeming
subjectivity of Elliott Wave analysis to be detrimental or
seriously limiting in terms of the method’s underlying va-
lidity. Many approaches to market analysis and trading
require a certain degree of subjectivity and, by their very
nature, will never be fully mechanical.

[ respect Bob’s work as well as his dedication to the art
and science of Elliott Wave analysis. Bob is one of the
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greatest thinkers in the profession, “thinkers” on the philo-
sophical as well as the intellectual plane. He is much more
than an “Elliott Wave person.” He is dedicated to work,
family and personal development. Although my contacts
with Bob have been brief, his persona has emerged clearly
through his writings, and it is with great respect for a peer
that I publish and interpret Bob's interview.

A Biographical Sketch

Robert R. Prechter, founder and president of Elliott
Wave International, established his reputation in the 1980s
as one of the world’s most successful analysts and market
timers. He has been acknowledged as “the world leader in
Elliott Wave interpretation” by The Securities Institute, “the
champion market forecaster” by Fortune magazine and “the
nation’s foremost proponent of the Elliott Wave method of
forecasting” by The New York Times.

Bob has published Elliott Wave Commentary since 1976
and has written several books on market analysis. In 1984 he
set an all-time record in the United States Trading Champi-
onship by returning 444.4 percent in a monitored real-
money options account in the four-month contest period.
During the 1980s, his Elliott Wave Theorist publication twice
won Timer Digest’s “Timer of the Year” and Hard Money
Digest’s “ Award of Excellence.” InDecember 1989, Financial
News Network named him “Guru of the Decade.” Accord-
ing to The Hulbert Financial Digest, the Theorist matched the
performance of the Wilshire 5000 over the ten-year period
ending December 31, 1992, while being exposed to market
risk only 50 percent of the time.

In 1990, Bob commenced a search for experienced, proven
Elliott Wave analysts to provide market commentary to
institutional customers around the world. He expand-
ed successfully Elliott Wave International’s services to in-
clude short-term, intermediate-term and long-term analysis
of all major currency, interest rate and stock markets around
the world.

8 / Robert Prechter ¢ 87

Bob served ten years on the board of directors of the
national Market Technicians Association and in 1990 was
elected its president. He also serves on the board of directors
of the Foundation for the Study of Cycles. Before startin gout
independently, Bob worked with the Merrill Lynch Market
Analysis Department in New York as a Technical Market
Specialist. He obtained his degree in psychology from Yale
University in 1971.

For Global Market Perspective, Bob provides commentary
for world stock markets, U.S. Treasury bonds, gold, the
economy and social trends.
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An Interview with Robert Prechter
What precipitated your desire to trade, and when?

What initially interested me in the market was quintu-
pling my money in 16 months in gold stocks in the early
1970s on my father’s advice. To this day, I've never
bettered that gain in unleveraged investments.

What qualities contributed most to yoursuccess as a trader?

When I was successful, it was due to discipline, which
usually means taking decisive action immediately when

called for. When I've lost money, it's been because |
didn’t do that.

Do you use specific techniques for coping with losses?

The coping part comes before the loss, If you take a
position large enough to inflict serious financial damage
upon yourself, you are a loser going out of the gate. I try
to cope with mylosses beforehand, determining amount
of risk in advance. It is important to be honest with
yourself. Most people cope with losses by lying to others
and sometimes even to themselves. If you can’t be hon-
est, you're probably not handling losses well.
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Estimate what percentage of a trader’s success is a direct
result of a good system as opposed to trading skills. What
would be the split?

In one sense, it's 50/50. That is to say, you need both to
be successful, in an equal measure. However, a good
system is far easier to come by. The conquest of human
nature therefore makes the difference. Psychologically
speaking then, trading skills are 100 percent responsible
for a trader’s success.

Do you feel that close contact with the markets is necessary
for success?

This is not a trick question, but it has a trick answer, If
you're not close enough to the markets, you lose money.
If you're too close to the markets, you lose money twice
as fast. You should be just as close to the markets as you
need to be in order to monitor and protect your trade.

The intense public following that you have enjoyed for so
many years has often precipitated large market swings.
Some analysts have blamed you for causing these emotional
responses. How would you answer your critics?

Critics who accuse market analysts of causing mar-
ket swings are usually the same ones who accuse mar-
ket analysts of missing market turns. The second accusa-
tion nullifies the first. In other words, the theory they
propose is that a market analystis so “powerful” that his
or her utterances cause people to act and therefore
make the market go in the direction he or she wants it to
go. (It would certainly make an analyst's life easier if
it were true!) If one accepts this theory, then one
must accept that said analyst will never, ever be wrong,
His or her influences can only grow. Obviously, there is
no such animal. A single error disproves the theory. The
conclusion that critics are trying to avoid reaching is that
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analysts whose pronouncements are often followed
by market moves in the expected direction are good at
their craft.

Do you feel that your success was inspired by any famous
traders? If so, who, and how so?

None of the famous traders had any influence on me. My
primary early influences were Richard Russell in the
area of market analysis and Dick Diamond in the area of
trading. Russell taught me that technical analysis was
proper and reasonable. My friend Diamond taught me
how to trade options.

Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

Yes. I've told a few of those stories in speeches. There's
a 45-minute discussion in videotape #9 of our Educa-
tional Video Series, if anyone is interested.

What advice do you have for a new trader who seeks to
achieve consistent success in the markets?

1. Geta method, and satisfy yourself that it works before
trading real money.

2. Trade small amounts of real money. Paper trading
omits the emotional factor, which is precisely the
obstacle to overcome. Using large amounts of money
will bankrupt you early, which, while an excellent
lesson, is rather painful.

If you had to do things all over again, knowing what you
know now about trading, what would you do differently in
regard to this business?

I've been successful trading only when I've focused on
it. When I've traded occasionally on the side while
running my business, I'm usually just tossing lunch
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money to the real professionals. So to answer your
question,  wouldn’t change anything I've done because
I have profited enough (financially sometimes and edu-
cationally other times!) from it. However, if | wanted to
make trading my business, | would drop all other profes-
sional activities and focus on it exclusively.

For several years now, you have removed yourself from
public visibility. Has this been a help or a hindrance in your
life as a trader?

It's been a great help in my life but irrelevant to whether
I'm making money trading. I'm working just as hard as
always, having transformed the business from a 20-
person retail organization to a 50-person institutionally
oriented one. I quit TV, radio, interviews and articles
over four years ago (with two exceptions for Barron's).
Dave Allman took over the airwaves for me and has
done an excellent job. He has a terrific mind for details
and is entertaining as well. However, | made a case in
January (1993) that we would see major turnsin the stock
market, the bond market and precious metals in 1993,
which is 13 years from the last major turning point year,
1980. So I might show up on TV once or twice.

Do you foresee a time when futures trading will be so highly
computerized that emotional responses will cease to be
significant forces in the markets?

No. First, I expect most derivative stock market products
to be outlawed sometime during or shortly following the
next major bear market. Second, and this applies to all
futures markets, a lot of computer programs have emo-
tional factors built in. Remember portfolio insurance?
[ts strategy was to sell more as the market declined, just
like people in panic. Most trading systems include stop
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loss strategies, so in my opinion, to the same extent that
the world of investors is divided into those who sell
rallies and buy declines versus those who buy rallies and
sell declines, this ratio will persist in computer pro-
grams, which of course are designed by people. Entries
and stops will be triggered at points that the people
would presumably have chosen anyway. Even today,
you can often predict “emotional” days by observing
times when the market is about to break a 40-week
moving average, which many computerized strategies
employ as a trigger point. As new programmers try to
anticipate that by triggering action earlier or to scalp in
the opposite direction, etc., the same market action that
would have existed otherwise will ultimately emerge.

You are the pre-eminent Elliott Wave authority in the
world. Do you feel that human psychological response is to
any extent a casual factor in the Wave theory?

My opinion is far more radical than that. Market psy-
chology is not responsive. It is not the result of events
outside the market. It is impulsive, self-generating, self-
sustaining and self-reversing. The dynamics of social psy-
chology operate in the same patterns over and over
again, regardless of different attendant historical or cul-
tural specifics. Events that make history are the result of
the mass mental state that develops. This is the only
possible explanation for the constancy of structure and
consistency of patterns that markets reveal. The fact that
markets follow the Wave Principle, as opposed to some
other law, provides the added insight that social mood,
and its result, history, follow the same law of pattern
found throughout nature in other processes of growth
and decay. That's what makes the subject more engaging
than, say, the put/call ratio,
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Analysis of Robert Prechter’s Interview

The Desive To Trade

Bob's response concerning what attracted him to trade is
notunusual in terms of what normally attracts traders to the
markets. The ability to quintuple his money in 16 months
attracted him to the markets. It's interesting to note that
since his original big score in the gold market, Bob has been
unable to better such gains in unleveraged investments. |
have found that this situation is not unusual.

Frequently, a trader whois not knowledgeable about the
markets will show better results than a seasoned veteran.
Perhaps this is because many veteran traders have “too
much knowledge” and tend to overthink their trades.

Qualities Needed for Success

Characteristic of traders who have been and continue to
be successful, Bob’s success is due to discipline. To his way
of thinking, this means taking immediate, decisive action. This
is perhaps one of the most cogent and valuable statements in
the interview. Bob states that he lost money because he did
not takeimmediate, decisive action. I cannot overemphasize
the importance of taking immediate decisive action as a
critically important variable in the formula for success
whether trading, speculating or investing,

Coping with Losses

Bob claims that the most appropriate action to take in
terms of coping with losses must be taken prior to the loss.
Itis absolutely true and unfortunately all too common that
traders take positions that are much too large—big enough
to inflict serious financial damage—and are therefore emo-

tionally involved with their trades to a much greater degree
than necessary. As Bob so appropriately puts it: [ try to cope
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with my losses beforehand, determining an appropriate amount of
risk in advance. Bob further states that it is important to be
honest with yourself.

Perhaps this is the single most significant aspect of
coping with losses. Unfortunately, many traders have never
been honest with themselves and are unable to admit that
they have a loss or that the position they're attempting to
establish could easily lead to a loss—frequently a loss much
larger than they should be willing to take. Therefore, losses
must be anticipated and kept as small as possible, most
certainly within the scope of what the trader can afford. Bob
concludes: If you can’t be honest, you re probably not handling
losses well.

Bob’s point is extremely important since it suggests
strongly that the best offense is a strong defense. In other
words, the best way to cope with losses is to be prepared for
them, and to be prepared for losses, it is best to deal with
losses that are manageable as opposed to losses that pro-
mote highly emotional responses, which in most cases are
bound to be incorrect responses.

A Good System Versus Trading Skills

Bob feels that both a good system and trading skills are
required in equal measure for success and that a good
trading system is far easier to come by than is a trading
discipline or trading skills. Perhaps his most telling com-
ment is: The conguest of human nature therefore makes the
difference.

Bob claims that, psychologically speaking, trading skills
are responsible for a trader’s success. [ couldn’t agree more;
in fact, I find that this is a common thread underlying all the
interviews. Trading systems are very important. However,
trading systems must be implemented; and unless done so
in an effective fashion according to their rules, they will yield
no success. Therefore, the psychological aspect, the ability of
a trader to have discipline and develop proper and effective
trading skills, is extremely important.
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Close Contact with the Markets

Bob indicates that if an individual is too close to the
markets, it is more likely that money will be lost twice as
quickly than if distant from the markets. However, he also
feels that it is important to be close to the market to a certain
extent to watch your investments or your trades. For Bob, it
appears to be a delicate balance. This is in contrast to some
traders, such as Larry Williams, who feel that distance from
the market is very important. I am more inclined to believe
that distance is important. However, futures traders, for
example, may need to maintain close contact with the mar-
ket in terms of the limitations imposed by their trading
systems or methods.

Influencing Market Swings

For many years, market analysts have speculated on
whether Bob Prechter has been responsible for large market
swings. Frequently, a market analyst such as Bob makes a
statement about the markets, and the markets, if in a highly
nervous condition, respond dramatically—frequently drop-
ping or falling sharply.

Those who lose money in the ensuing market move are
often quick to point the finger of blame at the market analyst
who made the statement that purportedly caused the mar-
ket move. Consider carefully Bob’s answer. He suggests that
those critics who accuse analysts of causing market swings are
often the same ones who accuse analysts of missing market turns.

[ think his answer is certainly appropriate. It strongly
indicates, as I have suspected for years, that markets move
when they are ready to move and that the utterances of a prognos-
ticator can stimulate the market but that a market will not move
unless it is predisposed to do so as a function of its internal or
underlying condition.

Influenced by Famous Traders?

Bob attributes limited influence to famous traders; he
credits Richard Russell in the area of market analysis and
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Dick Diamond in the area of trading. The one aspect that I
would point out from Bob's response is that Richard Russell
is the foremost proponent of the Dow Theory. The Dow
Theory is fairly specific and has detailed elements that are
systematic and therefore promote trader discipline. Bob's
work as an Elliott Wave theorist is also important since a
certain amount of discipline is required to interpret the
Elliott Waves. Possibly his success over the years has been a
function of the necessary discipline imposed by his trading
methodology.

Advice for the New Trader

[ particularly like Bob's advice for the new trader who
seeks to achieve consistent success in the markets. His
recommendations to get a method and satisfy yourself that it
works before trading real money and trade small amounts of real
money are very valuable in that they stress both elements of
trading. Bob suggests that traders need a good system,
method or approach to trading and that they need to begin
trading on a small scale before they expand their operations.
Bob states that paper trading omits the emotional factor, which is
precisely the obstacle that one must overcome to be successful.
Therefore, using large amounts of money certainly is not
indicated during the initial stages of trading. However,
Bob's response includes both elements, which is similar to
what our other masters tell us.

Hindsight

We can all learn from Bob's experience. Bob states: ['ve
been successful trading only when ['ve focused on it. This is
s0 important I can’t possibly overemphasize the value of
taking this response to heart. Bob says that when he was
trading on the side while attempting to run his business, he
was wusually just tossing lunch money to the real profession-
als. That is an important observation. Many traders trade
simply because they feel they ought to or want to fake a flier.
I believe that trading is a business and should be run as a



96 ¢ Market Masters

business. If you study the responses of the market masters
interviewed in this book as well as experts featured in other
market books, you will find that professional traders who
have achieved success approach trading as abusiness, notas
a hobby or an adventure. This is one of the prerequisites
to consistent success as a trader, whether in stocks, futures
or options.

Most telling is Bob's final response: If I wanted to make
trading my business, I would drop all other professional activities
and focus on it exclusively. True, true, true!

Public Visibility

When Bob Prechter chose to remove himself from public
visibility a number of years ago, questions were raised
concerning his motivation. Was this a help or a hindrance in
his life as a trader? Bob feels that it was a great help in hislife
butirrelevant to whether he makes money as a trader or not.
He claims to be working just as hard and concentrating
primarily on his business, which appears to have done well
and practically doubled in size. Bob's response clearly indi-
cates that he is pleased with his decision to remove himself
from public visibility and that it has certainly been a great
help to him in business.

Emotional Responses Versus Computers

Could futures trading become so highly computerized
thatemotional responses would cease tobe significant forces
in the markets? Bob's response, at least in terms of my
expectations, is certainly predictable. And I agree with him.
Essentially, he predicts that emotion will always be a part of
the market as new programs attempt to anticipate the trig-
gers for trader action and reaction and that these would
ultimately emerge as the same market action that would
have existed otherwise.

I believe, as do most of the experts interviewed, that
emotion will always be an important force in the markets,
whether stocks, futures or options, and that it can never be
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eliminated. Therefore, the lesson here is: Emotion must be
dealt with, understood and, most of all, mastered by the trader who
seeks to achieve consistent success.

Market Psychology

In response to the possibility of human psychology
affecting the Wave theory, Bob states that market psychol-
ogy is impulsive, self-generating, self-sustaining and self-revers-
ing. He indicates that, from his experience, theimportance of
the Wave theory is that markets are emotional, that they do
follow the same law or pattern found throughout nature.
This, according to Bob’s understanding, is the Wave prin-
ciple. In other words, he feels that emotion is the underlying
factor in market movements and that the Elliott Wave is a
measure of market emotion as expressed in terms of prices.
Bob's responses in this case are similar to those of our other
analysts and experts. Again, this reinforces the point that
market emotion and market response to price are primary
underlying forces that motivate market moves.

il

Conclusion

Every trader, novice or professional, can learn a great deal
from the Robert Prechter interview. Bob is a deep thinker,
obviously very verbal and unafraid to express his opinions
no matter how they may affect his readers or listeners. Bob's
chief points are:

+ Traders are often undermined by their own emotions.

« Emotion must be understood and mastered if success is
to be achieved.

* Trading is a business and must be treated as such.
+ Discipline is important to achieving lasting success.
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Welles Wilder

The Man bebind Delta
and RSI

I first met Welles Wilder in 1980 when I was part of a
group that toured the Far East and presented commodity
trading seminars. Welles has his clean-cut appearance and
quiet demeanor; heis a deep thinker. Yet somehow I feel that
he is somewhat detached from the markets, perhaps by
intent but primarily to remain emotionally insulated from
its effects.

I recall fondly Welles's comments as he spoke in Hong
Kong to a large group of aspiring traders. Teaching one of
his systems and showing its outstanding results over a
lengthy period of time, Welles digressed for a moment with
a brief aside: “This has been a fantastic system for the last seven
years, but remember that trading systems somehow have the
uncanny ability to stop working for a while after they've been
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taught.” The precise explanation for this seemingly para-
doxical state of affairs bewildered me for many years until
one day, in a moment of insight, I realized that systems
always look good on paper. Only when traders begin to use
them does their performance deteriorate. It is the human element
that debases systems.

Best known for his work on trading systems and timing
methods, such as the reverse point wave and relative strength
index (RSI), Welles is a most accomplished systems-and-
timing-signal researcher who has prompted a number of
controversies throughout the years, particularly in relation
to his Delta Society. It is not my intention to delve into the
politics or controversies that have been part of the Delta
system; rather it is my intent to present a fair and positive
picture of Welles as I have come to know him and, of course,
to analyze and understand his experiences and qualities as
revealed through his interview.

A Biographical Sketch

Welles Wilder is known worldwide for his original work
in the field of technical trading and for introducing the
concept that all markets follow a unique order that is pre-
dictable. He has lectured at seminars in the U.S., Canada,
Asia and Europe. Articles about Welles have appeared in
such publications as Forbes, Barron’s, Futures and Stocks &
Commodities magazine.

Welles has been the owner and CEO of Trend Research,
Ltd. (publishing and promoting), Delta Sciences, Inc. (sup-
ports the Delta Society), Americom Corporation (introduc-
ing broker), Wellex, Ltd. (advertising agency) and Wilder
Classics (collects and restores classic Packards). He has
written four books: New Concepts in Technical Trading Sys-
tems, The Adam Theory of Markets, The Wisdom of the Ages in
Acquiring Wealth and The Delta Phenomenon.
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An Interview with Welles Wilder
What precipitated your desire to trade, and when?

In the beginning, I didn’t have a desire to trade.  came to
the futures market in search of a way to buy silver
utilizing the greatest leverage. That was in 1970. When it
became apparent that the same leverage was availablein
other markets, then | began to trade other markets also.

What qualities do you feel contributed most to your success
as a trader?

Patience, tenacity and a realistic expectation of profit.

Do you use specific techniques for coping with losses?

Yes, I look at losses as a businessperson looks at ex-
penses. Losses are the cost of doing business. A lot of
small losses along with some large profits are not hard to
deal with. They are the trader’s business expenses. The
bestand only technique luse to control lossesis tosimply
decide before entering the trade how much I am willing
to lose on that trade. | put my stop in as soon as [ get my
order filled, and I change it only in favor of the trade.
will never, ever take a large loss.

Estimate what percentage of a trader’s success ::5 a direct
result of a good system as opposed to trading skills. What
would be the split?

I think it depends on whether the trading system is
totally mechanical or whether it requires some subjec-
tive input. If totally mechanical, then the only skill
involved is to follow the system. To do this requires
a trading skill in a class by itself. Few traders have this
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skill, so I'll say 50 percent of a trader’s success lies in his
or her ability to follow the system.

If the system requires some subjective input, then |
believe the split would be 75 percent for the trader and 25
percent for the system!

You have long maintained that the markets have “perfect
order.” This has been a source of confusion for some traders.
Can you explain what you mean?

All freely traded markets have an innate “perfect order”
that they follow all the time. I call this the Delta Phenom-
enon. There are five time frames to the Delta order. This
order works the same way for each market on all time
frames. For example, consider the intermediate-term
time frame. In this time frame, all markets repeat every
four lunar months, This is about every 112 days. Within
this 112-day period, each market has its own number of
turning points in the series. Soybeans have the most
turning points at 12. Crude oil has the least number of
turning points at 7. The rotation of the turning points
may change at point 1 when a new series begins, but once
established at point 2, the high/low rotation will con-
tinue until the end of that series.

The “perfect order” comes from the fact that this order
never changes. For instance, soybeans will always have
12 turning points in a high /low rotation every 112 days.
Perfect order does not imply perfect accuracy. Let me
explain. If you analyzed ten series of soybeans, you
would learn that point 6 most often occurs on the 58th
day of the series. If you took an average of all occur-
rences, you would find that sometimes the 6th point
would come before the 58th day and sometimes after the
58th day. However, the average position in the series for
point 6 would be the 58th day. Perfect order and perfect
accuracy are two different things. If they were not, you
would not be reading this!
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What is the greatest lesson that you learned in your life as
a trader?

The most valuable lesson is to always do the right thing

in trading. W.D. Gann had 28 rules he always followed
in trading. My book, The Adam Theory of Markets, stakes
out the concept in 10 rules. If you follow Gann’s 28 rules
or the 10 rules, you will always do the right thing in
trading. Doing the right thing doesn’t guarantee you will
make a profit because that depends on how good your
system or trading method is. However, always doing the
right thing does guarantee that in the long run you will
always make the most money that your system or method
is capable of making.

It also guarantees that you will lose the least amount of
money when trading any system.

Do you feel that your success was inspired by any famous
traders . . . if so, who, and how so?

When [ first became interested in trading commodities,
I collected everything I could get my hands on that
involved technical trading. At the time, this meant rent-
ing works from several other collectors around the coun-
try. Frankly, I didn’t understand anything about Gann
except what was obvious. The Elliott Wave was intrigu-
ing but too nebulous for me to use.

Eventually, it came to me, as a mechanical engineer, that
there was a void in the area of defining some basic
concepts that could be used as building blocks to de-
velop new trading concepts. For example, defining the
concept of True Range led to the development of the
Volatility system. The concept of Directional Movement
led to the concept of defining a trending market. Defin-
ing the price relationship between two days (28 points of
evaluation) precipitated the Swing Index Concept. I
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guess the bottom line is that, at that time, because of my
engineering background, | felt more comfortable with
mathematical market relationships than with things like
chart trading techniques that required interpretation. To
answer your question specifically, I can’t think of any
famous trader who inspired me.

Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

Experience is a great teacher. [ suppose that at one time
or another, [ have done everything wrong that could
havebeen done wrong. Inmy early days, | wiped out my
trading capital twice. Now that was an experience—one
that will never, ever happen again. Absolute adherence
to the 10 rules assures that. Talking about experiences, I
must say that the greatest experience I have had regard-
ing trading was the first time I saw the Delta order in the
markets laid out on a chart with the colored lines and
numbers so that I could see it immediately.

Do you have any favorite techniques for emotionally deal-
ing with periods of drawdown?

If you are referring to trading a mechanical trading
system, for me three things are involved. First, draw-
downs mustbe accepted as anintegral part of the trading
process. Second, there must be a set limit to the percent
of drawdown (based on the actual or historical experi-
ence) that will be accepted and still continue to trade.
Third, with this in mind, go for it! It is out of your hands,
your plan s in place and you don’t have to worry about
its being incumbent upon you to interfere with the
process. The bad news is that you could lose a battle but
not the war. The good news is that (assuming you know

your system) the chances that you will lose the battle are
highly unlikely.
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What advice would you give to new traders interested in
using some of your techniques?

I would give new traders the same advice that I would
give anyone regardless of what techniquv_as th:a trade_r is
using. Learn to always do the right thing in trading
before you take your first trade. W.D. Gann’s 28 rules are
in his book, How To Make Profits in Commodities. A free
copy of the 10 rules is available by writing me (Cavida
Ltd., PO Box 416, McLeansville, NC 27301).

.
Analysis of Welles Wilder’s Interview

The Welles Wilder interview is especially interesting
because Welles expresses his responses in a concise yet in-
depth fashion. Welles's responses are in agreement with the
responses of the other market masters interviewed.

The Desive To Trade

Leverage in the silver futures market attracted Welles to
futures trading, This response is similar to those offered by
the other market masters who were interviewed; he was
interested in the profit potential.

Qualities Needed for Success

Welles believes that patience, tenacity and a realistic expec-
tation of profits contributed most to his success as a t{ader,
This very concise, direct response is comp]!etel}r c_cmsmtent
with what has previously been seen in the interviews. The
common thread here is that patience and persistence are as
important as the ability to anticipate reasonable profits and
thereby avoid the greed, which is so common among new
traders, particularly among traders who are not successful.
It is important to have realistic expectations as well as t_he
ability to persevere and to be patient in waiting for profits.
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Coping with Losses

Welles indicates that he approaches trading much as a
businessperson looks at the cost of doing business. The
losses are therefore seen as a necessary part of trading, It is
interesting to note that Welles, along with Bob Prechter, sees
the importance of controlling losses as one of the most
significant aspects of trading success. Before entering the
trade, Welles determines how much he is willing to lose on
that trade. Perhaps the most telling aspect of his response is:
Iwill never, ever take a large loss. Neither will any of the other
market masters.

It is important to understand the basic aspect of what
Welles is saying about his trading. He indicates that losses
are necessary, that losses will occur, that losses must be kept
small and that they must never be allowed to become unmanage-
ably large. This is one of the quintessential elements of
success in trading and it pervades all our expert’s opinions.

A Good System Versus Trading Skills

Welles indicates that if a system is totally mechanical,
skill is required to a lesser degree than if it requires subjec-
tive input. However, he still estimates that 50 percent of a
trader’s success lies in the trader’s ability to follow the
system. In other words, Welles states: To do this requires a
trading skill ina class by itself. Welles goes so far as to indicate
that in the case of subjective systems, 75 percent of the
formula for success involves the skill of the trader. Note here
again the common thread that underlies all of our experts’
responses, namely that skill is extremely important, much
more so at times than is the value of the system itself.

An Explanation of “Perfect Ovder”

Through the years, Welles's long-debated statement
about the “perfect order” has been the cause of considerable
commentary, disagreement and confusion among traders.
Thus this seemed an outstanding opportunity to ask Welles
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to respond to this issue. Welles's response is certainly rea-
sonable and one that is echoed by all of the experts to one
degree or another. The greatest lesson to learn in the life f;lf a
trader is that the rules of trading must be followed if success is to
be the result.

Influenced by Famous Traders?

In response to the question about famous im:!ividuals
who may have inspired Welles, the only one mentioned by
name in Welles’s response is W.D. Gann. I:Imvtrever, it is
interesting to note that Welles discusses his view of the
market from the standpoint of a mechanical engineer and
does not mention any particularly famous tracirer otheF than
Gann as having been inspirational in his Ihfadu_lg. I did not
expect our experts to name so few inspirational individuals.

Experiences That Help or Hinder a

In relation to experiences that either facilitated or u:1h1b—
ited his success as a trader, Welles responds that f—‘:xp?nence
has been his greatest teacher. He ind?cates :chat, in h’? early
days as a trader, losing his trading capital twice was an mmhf—
able experience but one he will never repeat! In addition to his
losing experiences in the markets, Welles notes that the
order of the markets in terms of his Delta concept are
important to his success as a trader.

.

Conclusion

Welles is a respected authority on futures trading as j-.vell
as a seasoned trader. His engineering background has given
him an appreciation for the technical approach to tradmg,
yethe also values discipline and trader psycholo BY: Welles's
observations reinforce the other market masters’ opinions.
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Larry Williams

A Legend in His Time

[ first met Larry Williams in the early 1970s. At the time
I had just started my weekly commodity newsletter and
noticed that Larry Williams's ad in Commodities magazine
(now called Futures) purported to answer the question:
Which commodity advisory service is best? I found the
intent of the ad most intriguing since Larry was putting
himself in the position of judging his competitors. I ordered
the report. In spite of the fact that we were competitorsin the
advisory business, Larry evaluated my weekly newsletter
very favorably.

When I telephoned Larry to thank him for his recom-
mendation, he invited me to attend a commodity trading
seminar that he was conducting in Chicago and to join him
for breakfast before the seminar. | decided against wearing
blue jeans (typical attire for me) and instead wore a suit,
dress shoes and my best tie. The illustrious and world-
renowned Larry Williams emerged from the elevator with
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shoulder-length hair and a sweatshirt. | was surprised but
pleased to meet Larry the person, not Larry the icon.

As I listened to Larry’s wonderful trading stories, |
realized that he was very different from what I had imag-
ined. A picture of Larry began to emerge that would soon
teach me asignificant lesson as a trader. The idea had not yet
formed entirely in my mind, and it was not until that
evening that the full concept was clear to me.

After breakfast [ went to the seminar only to find that
Larry’s meeting had nothing to do with what I had expected.
!'had anticipated a seminar on trading techniques. Instead,
he taught a host of psychological and personal development
techniques gathered from many different sources, including
Buddhism, self-psychology, Freudian psychology, positive
motivation, visualization—in short, techniques that were
well ahead of their time, techniques now recognized and
accepted as part of the so-called new age movement. Larry’s
audience was either in love with, totally disinterested in or
irate with the subject matter.

Some traders who had anticipated learning a trading
system were disappointed. However, for those who stayed,
great rewards followed. Larry was characteristically moti-
vated, dynamic, positive and insightful. Those who listened
carefully to what Larry had to say, participated in the
exercises and accepted the new ideas, benefited.

Laterthatevening, Larryand Imet for dinnerin Chicago’s
Chinatown. He ordered a bottle of wine. The waiter replied
that wine could be purchased only by the glass. Since the
price of two glasses of wine was greater than the cost of an
entire bottle, Larry insisted on ordering a bottle. The waiter
replied that he was prohibited from selling wine by the
bottle. Larry told the waiter that we would return shortly
and asked me to accompany him to the nearest liquor store
s0 he could buy a bottle of wine. Upon hearing this, the
waiterreplied that there were no liquor stores in Chinatown.
Larry refused to accept his fate and told the waiter that we
would be back shortly. We left the restaurant in search of a
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bottle. After being rejected at a number of bars, Larry’s
resolve increased. The issue was no longer that of acquiring
a bottle of wine but rather of beating the system. One barr after
another, Larry came out empty-handed unﬁl,_ on his 16th
attempt Larry emerged victorious with bottle in hand.

Larry had accepted a challenge and beat the system. Suddenly
the pieces of the puzzle fit together so neatly and s0 clearly. T saw
what I had respected in Larry all along—his persistence.
Persistenceis the key to everything that Larry hasachieved as
a trader. Larry was not a quitter! :

In my interview with Larry, I sought to tap into the
qualities that Larry feels made him a successful trader many
times over. Although Larry has been and will most _llkﬂly
continue to be one of the most controversial figures in the
futures industry, his achievements exceed those of many
other traders. Not only has Larry developefti many highly
profitable trading systems, but he has also introduced nu-
merous innovative concepts to the futures industry. We can
all learn from Larry’s achievements as a trader and from his
insightful point of view based on his experiences as a trader.

A Biographical Sketch

Larry Williams is one of the most widely quoted _and
followed investment advisers since the late 1960s. Articles
about him have appeared in Barron's, The Wall Street Journal,
Forbes, Money magazine and Fortune. He has made appear-
ances on major television talk shows and is a contributing
editor to the Financial News Network. He hasbeen a speaker
at leading commodity and economic conferences through-
out the world.

Williams has written several books, including The Secret
of Selecting Stocks, How I Made One Million Dollars demg
Commodities, How Seasonal Factors Influence Commodities, How
To Prosper in the Coming Good Years, The Deﬁnit_:w Guide to
Futures Trading, Volumes 1 & II and The Mountain of Moses.
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An Interview with Larry Williams

What precipitated your desire to trade, and when?
Greed. It looked like easy money. That was in 1965.

What qualities do you feel contributed most to your success
as a trader?

The ability to withstand pain, persevere, not give up and
an insatiable desire to know more about what makes
markets move.

Do you use specific techniques for coping with losses?

ljustlearned to accept them. That is part of this business.
It goes with the turf; it happens to everybody; they're
always going tobe there. You just have tolearn that that's
the way it is and that while they’re part of this business,
you can’t turn them off. You've got to learn to accept
them. You can’t turn them off. You can’tlet them get very
big. You do have to have stop loss points; you have to
make it mandatory to get out at a certain price level.
But your stop is the more important aspect of managing
your money. It doesn’t have anything to do with the
trade; it has to do with managing my money; exposing
myself to ruin.

Estimate what percentage of a trader’s success is a direct
result of a good system as opposed to trading skills.

In my case, I don’t think that | have any trading skills at
all. So any success I have is through system.

What would be the split?

That's simple in my case. I don’t think I'm a very good
trader, and 1 think people who think they are good
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traders are under a delusion. That really comes back to
bite them because they start swimming, get a winning
streak of trade going, think it is themselves not their
techniques and then make huge errors—something you
would call blowing out in the marketplace.

Do you feel that close contact with the markets is necessary
for success?

I don’t know what you mean by the word close. If you
mean looking at the market every 30 seconds or every
hour, I don't think so, no. My contact with the market is
daily. I may call a couple of times during the day to find
out what's happening, to get a sense of what's happen-
ing, to hear the newest joke in Chicago, but I don’t think
that we should be hooked on each and every tick that
prices take.

Itis generally believed that you have made and lost fortunes
in futures. If this is true, towhat extent doyou attribute each
of these successes and failures?

Well, it is not true. After my first book, How I Made a
Million Dollars Trading Commodities, 15, 20 years ago,
there was a rumor that my next book would be How I Lost
a Million Dollars Trading Commodities.I don’tknow where
that rumor got started. | have made lots of money; [ also
have had losing time periods in the market. Like any
trader, I've had a yo-yoeffectin my life, butithasn’t gone
from rags to riches to rags to riches to rags to riches.

Do you feel that your success was inspired by any famous
traders? If so, who, and how so?

Well, I don’t know about inspiration, but I did learn a
good deal about fundamentals from a guy named Bill
Meehan. In the stock market, [ learned a lot about under-
standing the market from a fellow named Gil Haller.
And over the years, I've talked a lot with Tom Demark.
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All three of those people have certainly expanded my
education and understanding of the market.

Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

Let’s go to the next question and come back to this one.

What advice do you have for a new trader who seeks to
achieve consistent success in the markets?

My advice would be: Don't expect it. That's a false
expectation. Consistent success is illusory. Success is
here, but don't think it’s going to happen each and every
day or week or year. [t's like a frog in the well; he jumps
up three and flies down two and jumps up four and
maybe flies down three. Don't have too high of expecta-
tions. Spend all of your money on education before you
start trading because you're going to lose several thou-
sands of dollars without knowing what you're doing.
You better get educated first. Otherwise you'll lose the
money and then figure out you can get educated, so
you've got a double hit. Get your education first.

If you had to do things all over again, knowing what you
know now about trading, what would you do differently in
regard to this business?

Well, I would have used different stops from time to
time, and [ would have held on to some trades a lot
longer than I did. I would have become knowledgeable
about computers much earlier in my life. I wished I
would have done that so I could have begun serious
research earlier. | wished | would have learned more
about money management earlier on and that I would
have been a better person. I think a lot of being good in
the market has to do with being a good person. I have a
problem with that all the time, as [ suspect we all do, but
[ try to be a whole individual with some interests other
than making good in the market.
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Are you in touch with any specific experiences that either
facilitated or inhibited your trading success?

| think the inhibition of trading success comes from fear,
and that comes from the experience of having done the
wrong thing in the marketplace. So any inhibitions that
| have about trading come from fear. You need to over-
come fear—it is always there; it is not an ally; it is an
enemy. The fearful experience still inhibits, i.e., losing
money or getting into a quandary in the market. The
most facilitating experience comes from research that
shows me there are times that [ have to take advantage
of the market—absolute overwhelming advantages on
my side of a trade. I still may make money on it, but
the probability is the odds are scantily in my favor, and
that comes from research. Experience has allowed me to
do what I have done. Without research, I could never
have taken $10,000 to $1.1 million when | won the
Robbins World Cup Trade Championship or haveturned
a small amount of money into a million dollars when a
million dollars meant something back in the late "60s.
That was all based on understanding and research. To
me, that's the most important experience in the market.
It facilitates your success.

il

Analysis of Larry Williams’s Interview

The Desive To Trade

Larry’s response is direct, simple and honest. He tells it
like it is. He trades for greed and greed alone. Although
some traders enjoy the thrill or the challenge of trading,
successful traders are interested primarily in the financial
aspect of the game. Not one of our experts said that they like
to trade for the challenge or “because it's there.” They all
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began with an interest in making money. It's important to
know why you trade and that your reason for trading is to
make money and keep it.

Qualities Needed for Success

High on Larry’s list of necessary qualities are the ability
to withstand pain and perseverance. If Larry is not persis-
tent, he is nothing. You will recall my brief story about
Larry’s persistence at the beginning of this chapter. Persis-
tence and perseverance are essential aspects of the formula
for trading success,

Coping with Losses

Larry does not offer any specific techniques for dealing
withlosses other than to state that losses are part of the game
and, as a consequence, must be tolerated and accepted with
as much self-control as possible. He stresses two elements
for coping with losses, both of which are points made by the
other experts interviewed. They are:

1. Keep the losses small.
2. Know ahead of time how much you are risking,

A Good System Versus Trading Skills

Now here’s a typical “Larry Williams” answer; it re-
quired an additional prompt to evoke a lengthier response.
Larry answers simply that he has no trading skills, that his
success is entirely his system. In actuality, Larry is correct. A
trader who can religiously follow his or her system is a
trader who courts success. This is the trader’s dream. The
ability to follow a system totally and without thought is
indeed what profitable trading is all about. Few traders can
do this. Larry is evidently one who can. And so within his
terse response is a wealth of information. Larry is simply
saying that he is his systems and nothing more.

Concerning the split, Larry does elaborate somewhat by
noting that traders often think they are better than their
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systems. When their systems work well, they think that it's
due to their skill; when their systems fail to work well, the
system is at fault. However, Larry’s goal is to become one
and the same with his systems, and this is the ultimate in
mechanical trading. Naturally, if all hinges on the system, it
had better be a good one!

Close Contact with the Markets

Larry indicates that he prefers to keep his distance from
the markets. | know from personal communication with
Larry that he does not have quotation equipment in his
offices and that he prefers to avoid closely watching prices.
He is the master of mechanical trading systems and as a
result requires only limited inputs each day. While this
approach works well for Larry, it will not necessarily suit all
traders. On the whole, I think that traders are too close to the
markets most of the time, and our experts tend to agree on
this point.

The Key behind Fortunes Won and Lost

In his response, Larry denies the rumors and avoids the
issue of what attributed to his success or failures. However,
in examining his previous responses, I think that he more
than answers this question.

Influenced by Famous Traders?

Larry credits much of his learning to three individuals—
Bill Meehan, Gil Haller and Tom Demark. However, charac-
teristically absent is credit to trading giants such as W.D.
Gann or Jesse Livermore. This seems true for most of our
experts. Perhaps heroes do not have heroes of their own!

Advice for the New Trader
Larry offers two important pieces of advice:

1. He suggests that education is important and that traders
should get as much education as possible before they
start trading.
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2. He cautions us not to expect success because it is rare,

Both pieces of advice are valuable and correct.

Hindsight

Other than having used different stop losses from time to
time, Larry underscores the importance of computer re-
search and risk management, both of which he wishes he
had ventured into earlier. He also stresses the importance of
having interests outside of the market. In other words, being
a well-rounded individual is an asset to successful trading,

Experiences That Help or Hinder

Larry stresses fear as an inhibiting force and research as
a facilitating force. His advice bears repeating,

. . . the inhibition of trading success comes from fear and that
comes from the experience of having done the wrong thing in the
marketplace. So any inhibitions that I have about trading come

from fear.
s

Conclusion

The interview with Larry went very much as expected.
Larry displays his usual degree of seriousness combined
with humor and disarming truth. Through his very basic
and mechanical understanding of the markets, Larry has
mastered self-discipline by having faith in his systems. He
stresses the value of systems and their ability to facilitate
self-confidence as a result of solid research.

AP

The Keys to Success
as a Trader

On the whole, I felt that the interviews were extremely
revealing on an individual basis. Although I had expected
some agreement among our experts, I did not expect the
agreement to be so significant and to be so similar across the
board.

I imagine that the common elements among my panel
of experts would also be similar for others who have been
successful as traders in stock, futures and/or options mar-
kets. It is important to evaluate specifically what these
elements are so that those who strive to achieve success in
trading can learn from the experiences and comments of our
experts. This chapter will review the qualities that our
experts found to be important in the development of their
trading success.
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Patience

One important theme that underlies each interview is:
Patience is paramount if trading systems are to be effective. The
ability to wait for trades is very important since lack of
patience frequently causes traders to take profits and losses
too soon, thereby circumventing the value of their trading
systems or methods.

Patience is important in the overall formula for success
because most trading systems take time to work. The suc-
cessful trader must be willing to await not only each indi-
vidual trade but the trading system as a whole. As you
know, it is not uncommon for trading systems to take a
number of sequential losses before they begin to work. If a
trader is impatient about waiting for the trading system to
work, this will undermine the overall effectiveness of the
program and thereby the success of the trader.

o

Patience is paramount if trading
systems are to be effective.

w

Losses

Another theme that pervades the commentary of our
experts is the importance of taking losses promptly and
according to the system or method. Losses must be taken
when the system indicates. And, as pointed out by the
commentaries, losses must be keptto a minimum. Whilel do
not wish to dwell on the obvious, it is important to realize
that losses must be prepared for in advance, and once
recognized, they must be cut short as quickly as possible.
The trader who is following his or her trading system to the
letter will be quick to take losses when they must be taken.
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As Welles Wilder said, “doing the right things” is very
important if a person wants to realize the largest profit and
the smallest loss from the trading system.

N

Losses must be taken when the
system indicates.

&l

Perseverance

Perseverance refers to the ability to persist with the trad-
ing system or method in spite of the fact that the system
temporarily may not be functioning as expected. One of
the single most important qualities for success that a trad-
er can possess is the ability to persist and to persevere. All
the experts agreed on the value of perseverance. Certainly
this quality ranks uppermost in contributing to the success
of a trader.

&

One of the single most important
qualities for success . . . is the ability to
persist and to persevere.

w

My Time-Tested Procedures

I cannot overemphasize that great traders are great
because they have mastered the discipline of trading as well
as its mechanical aspects. I've placed great emphasis on
discipline. Since discipline is undoubtedly the weak link in
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the chain of trading behavior, consistent success is not
possible without it. Various traders and writers offer dis-
tinctly different opinions on what constitutes discipline. My
point of view has been tempered and shaped by more than
22 years of trading—trading that has exposed me to every
conceivable type of market and news event. This has helped
me dewelcp arepertoire of time-tested procedures, which to
one extent or another are echoed by the market masters I
interviewed. Following are my time-tested procedures (not
necessarily in order of importance).

Find Your Place

One of the most important considerations in futures
trading is for the trader to find his or her place in the vast
world of futures trading. A trader can do many things but
only so many at one time. Find one or several techniques
that you relate to and are confident about. Use these tech-
niques in your trading, consistently, day in and day out.
Determine which approaches suit you best, and consistently
devote your time to those methods and for a reasonable
period of time.

Don’t Expect Immediate Results

Many a trader has been sorely disappointed when im-
mediate success was not attainable. [ urge you to persevere.
Give yourself sufficient time to achieve success. It's one
thing to learn how to ride a bicycle by reading a book (which
is basically what we're doing here), yet it's a far different
thing to actually get on that bicycle and ride it.

[ assume that you have already done quite a bit of
trading. While you may feel that this experience will serve
you well, it will likely be detrimental since you come to the
market with preconceived notions. You need to abandon
theseideasin favor of those in thisbook. And remember that
the process takes time.
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Some failures are unavoidable. You will fall off the
bicycle a few times before you can ride it. At first your
progress will be shaky and slow, but after a while you will
feel at home on the futures trading bicycle. It will take you
where you choose to go, provided that you follow a smooth
road. How long will it take? | cannot say exactly, perhaps
more than two weeks and less than two years. Some indi-
viduals are successful in several weeks, whereas others
cannot achieve consistent success as futures traders even
after many years.

Keep Expectations to a Minimum

While some books on positive mental attitude tell you to
have great expectations, 1 caution against it. Do not have
great expectations. Expect to lose. Expect that with time you
will begin to break even, in more time you will have profit-
able results. Expect that learning the game will cost you
tuition both in terms of time and money. Hundreds, if not
thousands, of traders have come to the markets with great
expectations and a fistful of dollars but left the markets
beaten, broke and broken. If anything, expect failure while
hoping that through your efforts you can minimize the
failures and maximize the successes.

Play Your Own Game

If you allow yourself to be exposed to and influenced by
the many fantastic claims for ultimate trading systems and
incredible seminars, you will be distracted on the road to
success. While there is nothing wrong with improving on
what you are doing, the act of searching, ever searching,
tends to distract you from your goal. Don’t be sidetracked
from your goal. Persevere and ignore the claims.

The world of futures trading is constantly barraged by
those claiming to have better systems, better methods, fool-
proof indicators, outstanding results and fail-safe methods.
Before you give any new technique serious attention, make
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sure that what you're doing is not intrinsically better. Every
system you test, every seminar you attend, every piece of
software you buy and every path you take may prove to be
a costly excursion away from your final destination. Sys-
tems take time, effort and money. And these, my friends, are the
most precious commodities in the world. They are limited re-
sources, not easily replaced. Therefore, I suggest that you
find a methodology and commit to it for a predetermined
length of time. And during this period of time do not allow
yourself to become distracted by anything else, even if it means that
you need to close your eyes and ears to the magazines, newspapers
and mail you receive.

Admit to Your Losses

I have stated repeatedly throughout this book that the
single worst offense a trader can commit is to carry a loss beyond
the point indicated by your system. To do so is to violate the
essence of futures trading and torisk exposure to everything
that a futures trader seeks to avoid. Do not, under any
circumstances, violate this cardinal rule regardless of the excuse.

If, perchance, you are “locked in” to a position due to a
limit move against you, you have no choice. You could
spread a position off (take an opposite position in a different
contract month if possible) to avoid the exposure; however,
there is still danger, even in a spread. In the event of a limit
move in your favor, you may be tempted to hold your
position overnight, expecting that there will be more profits
in the morning. Even this is a dangerous procedure because
a limit move in either direction on any given day does not
statistically guarantee follow-through in the same direction on the
next day. My research has shown that over the next several
days there may be follow-through; however, what happens
between now and then may wipe you out.

End the Day with a Profit

I encourage you to have one simple goal every day of
your life as a futures trader: Aftempt toend the day witha profit.
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Place no dollar amount on the profit, or it may distract you.
To set a goal too high would be unrealistic; to set a goal too
low might be unfair. However, another type of goal—
following your rules and being true to your methods—is the
goal of the futures trader. If, however, you need to establish
yourselfa goalin terms of dollars, strive to end each day with
at least a small profit.

Don’t Let Good Profits Turn into Losses

Many a good trade has become a bad trade by turning
a profit into a loss due to poor intra-day risk management.
This is an important rule that you must not violate. Preser-
vation of capital is quintessential to consistent success as a
futures trader.

Don’t Force Trades

Many traders crave action. This fatal flaw causes them to
search out trading opportunities where and when none
exist. If you have not seen an opportunity to trade and find
yourself idly searching through your “screens” and charts
for opportunities, you are headed for a disaster. Do not
attempt to create an opportunity where one does not exist. Be
patient. There will be trades tomorrow or the next day. The
market always provides opportunities over time. Do not
ever, ever force yourself to trade if an opportunity is not readily

apparent.

Don’t Hesitate

This is one of the worst enemies of the futures trader. The
expression “those who hesitate have lost” relates more to the
futures markets than anywhere else. Since futures trading is
Encapsulat{:‘d in a circumscribed period of time, every mo-
ment you lose in entering or exiting a position may cost you
money. If you hesitate, do so with premeditation and calcu-
lated caution. Do not hesitate out of fear or indecision. Hesita-
tion subsequent to a clear-cut trading signal or opportunity
indicates lack of confidence, and lack of confidence indicates
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that you are not comfortable with your choice of systems
and/or methods or with your skills as a futures trader.
Hesitation can be costly.

Keep a Diary

It will help you learn from your mistakes and, of course,
from your successes. Refer to your diary both at the begin-
ning of the new day and at the end of each trading day. Learn
from what you did the day before.

If You Have To Watch the Mavrkets and Cannot,
Don’t Trade

Some trading techniques are so mechanical that your
presence is not required and live price quotes are not neces-
sary. Other methods, however, require your presence and close
attention. If a situation arises that requires you to leave your
quote system, either close out your positions immediately or
give your broker stop loss and/or other necessary orders. Do
not attempt to keep in touch with the markets by frequently calling
for quotes or by using a portable quotation system.

When in Doulbt, Stay Out

This old expression is particularly appropriate for the
futures trader. Not all indicators or signals will be clear all
the time. Furthermore, other developments, such as news,
reports or short-term fundamentals, make signals unclear or
market response uncertain. In such cases, my best advice is
to stay out—do not trade. There will always be plenty of
trades; there is no need to enter a trade unless its potential
outcomeisrelatively clearand free from the erraticinfluence
of news or other fundamental events.

Do Your Homework

[t never ceases to amaze me how few traders consistently
do their market homework. Even though they have devel-
oped good market indicators and effective trading tech-
niques, traders often fail to consistently keep up-to-date on
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the markets and allow a good methodology to turn into a
bad one. This makes no sense. If you develop something that
works, and if it is making money for you or facilitating your
ability to make money, by all means continue with it.

Too many traders become complacent about their mar-
ket studies, fail to do their homework and then wonder why
they lose money. If you intend to succeed, you must do your
homework no matter how simple or complex it may be.

Perhaps you have developed a trading system that re-
quires no homework. This is certainly possible. Several of
the techniques described in this book do not require home-
work. However, you still need to work on your trading diary
and keep in close touch with trading opportunities that may
develop during the next trading day. The only way to do this
is to study the markets. This is what I mean by homework,
and this is why it must be done.

Monitor Your Performance

Some traders refuse to monitor their trading results as a
form of defense against being distressed by bad results.
Avoid doing this. Always keep close track of your results on
a trade-by-trade and day-by-day basis. Know where you
stand at all times to acquire effective feedback about the
techniques you are using. Unless you know where you
stand, you will not have sufficient information about how
well or how poorly your methods are performing. To keep
track of your results, use a computerized accounting pro-
gram or a manually updated spreadsheet. Pay close atten-
tion to your average winning trade and your average losing
trade. Your average winners should be consistently larger
than your average losers. If they are not, you are risking too
much and getting too little. A change is needed.

Another good reason for keeping track of all your trades
and their results is to determine if and when your trading
technique, system or indicators have deteriorated and need
change or review. Unless you check your performance, you



128 « Market Masters

will not know that change is necessary, other than perhaps
a vague feeling that all is not going well.

More Complicated Is Not Necessarily
Move Profitable

You will be tempted to use more complicated trading
systems. You may think, erroneously, that more rules will
improve your system. You may feel that if your system
considers more market variables, you will trade more prof-
itably. My experience strongly suggests otherwise. With the
exception of artificial-intelligence-based systems, which
process vast amounts of data in exceedingly complex ways
and relate this data to market patterns and relationships,
adding new inputs or variables to your own analytical
techniques does not necessarily improve them and may
cause them to deteriorate.

If there is a relationship between complexity of system
and profitability of system, it may well be an inverse rela-
tionship. The simpler a system is, the more likely it is to be
profitable,

Beware of Market Myths

Markets are forever subject to the emotional influence of
traders. Through the years, traders have believed that cer-
tain relationships exist in the markets when these relationships
donot exist at all, Statistically, few consistent market relation-
ships have persisted over many years. Do not get caught in
the cycle of hope that perpetuates market myths.

Pyramid with Caution

Pyramiding is the act of adding increasingly larger units
to your position as a market moves in your favor. You may
begin by buying one unit and add two additional units once
the trade has moved in your favor. If the trade continues to
move in your favor, you may add four new units; if it
continues in your favor, you might add six or eight units.
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The essence of pyramiding is that increasingly larger
positions are added as the trade moves in your favor, The upside
of this methodology is that you accumulate a very large
position consistent with the trend and use the capital avail-
able in open profits to margin new positions. The danger of
pyramiding is that the pyramid is built upside down. It is
heaviest at the top and rests on only one unit at the bottom,
It is therefore subject to violent collapse at the slightest
indication of a trend reversal. If you intend to build a pyramid,
do so by establishing your largest position first and follow it up by
successively smaller numbers of units,

Trade Only Active Markets

I'm repeating a bit of advice; however, | cannot stress it
too strongly. By trading only in active markets, you avoid
the problems that come with thinly traded markets and the
relatively poor price executions that are so common in such
markets. As a futures trader, you must have liquidity to
move easily into and out of your positions without too much
slippage. Moreover, if you intend to trade large positions,
liquidity is absolutely essential for success. As a futures
trader, you do not have time to wait for price executions to
be reported to you, nor will you have time to go back and
forth with different price orders in an effort to have your
positions either entered or closed out.

Since markets wax and wane in terms of trading activity,
you need to evaluate this on an ongoing basis to make
certain that you are participating in actively traded markets.
If you find yourself trading thin markets and experiencing
the difficulties that go along with such markets, you can
blame only yourself since you have violated one of the
cardinal rules of futures trading,

As this book is being written, the active futures markets
are as follows: S&P 500, Treasury bond, Swiss franc, Dmark,
British pound, crude oil, Eurodollar and a handful of other
futures markets. As you see, the number of vehicles open to



130 & Market Masters

the futures trader is rather small. But this, I assure you, isa
blessing in disguise. An effective futures trader cannot
spread him or herself too thin among too many choices.

Be a Contravian

Some of the largest intra-day moves occur when they are
least expected. The general trading public and most profes-
sionals will be on the wrong side of the market when these
moves happen simply because they get blindsided by their
collective sentiment. Mob psychology may be used to the
advantage of the futures trader. If the market sentiment is
heavily weighted on one side of the market or another,
watch closely for timing indicators that will give you market
entry on the opposite side of majority opinion.

Your Own Prerequisites to Success

Although these rules are important to remember if you
sincerely want to be a successful futures trader, they are by
no means the only prerequisites to success. Develop your
own list based on your own experiences as a futures trader.
The foregoing procedures, which appear to be supported by
the market masters [ interviewed, are merely a beginning, a
base upon which to build your personal keys to success.

o

The Psychology of
Trading

Perhaps the single most important aspect of any trading
methodology, whether for thelong-term, intermediate-term,
short-term or day-trade, is the psychology of the trader. My
work with trader psychology dates back to the first trade I
ever made in 1968, Having been trained as a clinical psy-
chologist, and having practiced as such for quite a few years,
[ am familiar with the limitations of the trader and the
psychological roadblocks that traders constantly throw in
their own paths. My book, The Investor’s Quotient, continues
to be a bestseller, which indicates that traders realize their
limitations and seek to know more about how to overcome them.

While some people will disagree with me, I feel that this
chapter is possibly the most important one in the entire
book. While you may be tempted to skip this chapter, I
sincerely believe that fo do so would be the worst mistake you

131
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could make. Although it is impossible to completely cover
this topic in one chapter, | will do my best to acquaint you
with the pitfalls that await you as a futures trader. You
would do well to consider my comments in relation to what
the market masters have told us.

Formany years, futures trading has been considered the
most speculative of speculative trading activities. I believe
that this is a market myth that hasbeen perpetuated by those
who are unable to trade profitably or who are afraid to do so.
The fact of the matter is, the futures trader is in an advanta-
geous position. The accomplished futures trader under-
stands the limitations of what can be achieved as a specula-
tor. The futures trader is like a sharpshooter. The futures
trader is interested in finding the correct target, taking aim
atit, pulling the trigger and bagging the prey. As mercenary
as this may sound, this is what futures trading is all about.
The effective futures trader keeps his or her powder dry,
aims only at the most promising targets and aims only at
targets that are likely to be hit. This is yet another point that
was emphasized repeatedly by the masters.

Al

The futures trader is intevested in
Sinding the corvect target, taking aim
at it, pulling the trigger and bagging
the prey.

w

Qualities of a Successful Futures Trader

The futures trader must be consistent, efficient, adapt-
ableand persistent. Because futures trading isunique among
the many different avenues that are open to traders, it has its
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unique brand of psychology. In this chapter, I will acquaint
you with the major issues that the futures trader faces and,
moreover, suggest methods that you can use to overcome
your limitations and maximize your strong points.

Trading Discipline

One aspect of universal agreement among the masters is
the importance of discipline. This is probably the most worn-
out term in futures trading. Saying the word is one thing;
truly understanding its definition on an operational or
behavioral level is another.

Discipline is not just the ability to develop a trading plan
and to stay with it; it is also the ability to know when your
plan is not working and therefore when to abandon it.

Discipline is the ability to give your futures trading
positions sufficient time to work in your favor or, for that
matter, sufficient time to work against you.

Discipline is the ability to trade again once you've taken
aloss, to ignore extraneous information and to avoid inputs
that are not related to the system you are using,.

Discipline is the ability to maintain reasonable position
size and to avoid the motion that leads to overtrading.

Discipline is the persistence required to maintain your
trading systems and to calculate consistently the necessary
timing indicators during the day, either manually or by
computer.

Discipline, above all, is the ability to come back to the
trading arena every day, regardless of whether you won,
lost or broke even the day before.

As you can see, discipline consists of many different
things. Discipline is not any one particular skill.

Discipline’s Component Behaviors

Perhaps the best way to understand trading discipline is
to examine some of its component behaviors.



134 ¢ Market Masters

Be Pewsistent

As I've said earlier, this is perhaps the single most
important quality a trader can possess. Futures trading
requires the ability to continue trading even when results
have not been good. Due to the nature of markets and
trading systems, good times frequently follow bad times,
and bad times frequently follow good times. Some of a trader's
greatest successes occur following a string of losses. This is why
traders mustbe persistentinapplying their trading methods
and continue using them for a reasonable period of time.
Consider the lessons learned from Larry Williams, George
Lane and Conrad Leslie.

.

Fumrfs trading requives the ability to
continue trading even when vesults
have not been good.

w

Individuals who quit too soon will not be in the markets
when their systems begin to work; those who quit too late
will run out of trading capital. Therefore, although persis-
tence is important, it is also important to know when to quit
and not play any longer using the existing system.

How do you develop persistence? While the answer
appears simple, the implementation is not. You develop
persistence by being persistent. While this may sound like a
circular answer, it truly is not. The only way to be persistent is
to force yourself initially to do everything that must be done
according to the dictates of your system or method.

[f you're having difficulty, try this. Make a commitment
to a trading system or method. Follow through with that
approach for a specific amount of time; take every trade
according to the rules or, if the system is subjective, attempt
to trade the system with as much consistency as possible. If
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you are consistent in applying your rules, in most cases you
will have profits to show for your efforts. Even if your
trading is not successful, you will have learned a great deal.
You will have learned that you can follow a system or
method, that you can trade in a disciplined fashion and,
moreover, that the only way to do so is to be persistent by
following as many of the trades and rules as possible.

Compare the above scenarios to the ignorance and con-
fusion that come from haphazardly trading or inconsis-
tently applying trading rules. Think back to your experi-
ences as a trader. Remember your worst losing trades. You
will find that losses that were taken according to a system or
method are easier to accept psychologically, whereas those that
were not accepted according to the rules often turned into terrible
monsters, ultimately costing you much, much more than they
should have financially as well as psychologically. To master the
skill of persistence, you need to practice it. Make the com-
mitment, and you will see some wonderful results, even
over the short term.

Accept Losses

Another important quality that the market masters em-
phasized is the ability to accept losses and to take them
promptly. Perhaps the single greatest downfall of all traders
is the inability to take a loss when it should be taken. Losses
have a nasty habit of becoming worse rather than better.
Unless they are taken when they should be, the results will
not be to your liking.

Although it is easier on one hand for the day trader to
take a loss than it is for the position trader (since a loss must
be accepted by the end of the trading day), it is still the
downfall of many futures traders who are unwilling to
accept the loss when it is a reasonable one. The good futures
trader must have the ability to take a loss when the time to
take thatloss is right. What's right is dictated by the particu-
lar trading system or risk management technique you are
using. From my experience and observations, perhaps 75
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percent or more of all large losses are due to not taking losses when
they are small or relatively small or when they should be taken.

S

The good futures trader must have the
ability to take a loss when the time to
take that loss is right.

b 4

I can certainly speak from experience when I say that my
largest loss resulted from the fact that I refused to take the loss
when the time was right. 1 allowed a $500 loss to turn into a
$5,000 loss. Fortunately, that was the first and last time [ was
guilty of that serious a transgression. Unfortunately, many
traders refuse to take losses when the time is right. The
futures trader has two opportunities to take a loss. The first
opportunity is at the stop loss point as determined by a system or
at the predetermined dollar risk stop. The second point is at the end
of the day.

Here are some suggestions as to how you can improve
your ability to take losses when they should be taken:

+ Formulate your stop loss rules specifically whether
they relate to systems or dollar risk amount, and type or
write your rules in large print. Place the hard copy close
to your quotation equipment, the computer that you use
for trading or the telephone from which you place your
orders. If you do not use a computer or quotation system
for your trades, keep your rules handy on an index card,
and refer to them frequently during the day.

+ Make the commitment to accept completely your next
ten losses as dictated by your system. Once you have
done this, the behavior will become habitual, and losses
will be easier to accept.

¢ If you trade with a full-service broker or a trading
partner, make your broker or partner aware of where
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your stop loss will be and have him or her remind you
that you must exit your position accordingly. You may
also give your broker or partner the authority to do so for
you, if your relationship is close enough to allow for such
a procedure.

+ Place your stop loss as soon as your entry order has
been filled. This procedure is much simpler although
one that I do not necessarily recommend at all times
because of the nature of futures trading.

Avoid Overtrading

Too many futures traders feel that they must trade every
day. Let's face it, some traders are addicted to trading. A day
without a trade for themislike a day withouta meal. The fact
is that some days offer few if any trading opportunities. The
futures trader who wishes to preserve capital and avoid losses as
well as unnecessary commission charges should understand that
futures trading is not an everyday event. There will be days
when no trades are indicated. This is for the best.

A

. . . futures trading is not an
everyday event.

w

One of the telltale signs of the futures trader about to go
astray is the searching-for-a-good-trade syndrome. Have you
ever found yourself sitting at the computer or quotation
screen, bored because there were no trades that day? Have
you ever found your fingers idly rambling over the key-
board as you searched chart after chart for markets to tra de‘?
This is the first sign of trouble. If you ever find yourself in this
position, do yourself a favor and stop looking. Good futures
trading opportunities do not occur every day.
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Set standards as to which markets you will trade. If there
are no trades in these markets, do not allow yourself to
endlessly search for trades in obscure or thinly traded
markets. This may work occasionally, but the odds of suc-
cess are slim. The successful futures trader will specialize
only ina handful of markets and will do well at these. Do not
attempt to spread yourself too thin by looking for trading

opportunities where they do not exist. This brings me to my
next point.

Specialize

+Suc-::essful futures trading is a time-consuming under-
taking that requires close attention. Many of the market
masters whom | interviewed specialized in certain markets
or groups of markets. In most cases, successful trading
requires diligence, follow-through and persistence. Because
most trading techniques require close attention, traders
should not be involved in too many markets at one time. |
suggest that five to seven markets are sufficient for most
traders. In fact, for new traders, I recommend specializing in
one or two markets and attending to them thoroughly to
develop your skills and increase your overall profits.

What should the new futures trader trade? Naturally
the answer to this question changes as a function of market
conditions. Some markets are better to trade than others, for
example, the currencies, S&P futures and Treasury bonds.
However, other markets, such as silver, soybeans, the petro-
leum complex markets and other currencies, also make
good futures trading vehicles under certain market condi-
tions. Pay attention to any market that becomes active and
volatile. For the newcomer I recommend a very limited
portfolio of markets until techniques have been mastered
and self-confidence has been achieved.

Begin with Sufficient Capital
Perhaps one of the worst blunders that any trader could
commit, whether trading from the day time frame or from
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a position trade perspective, is to trade with insufficient
capital. Virtually all the market masters agreed on this point.
The argument may be made that the futures trader does not
need to have substantial capital in his or her account since
trades are closed out at the end of the day and therefore the
necessity for sufficient margin to maintain positions s elimi-
nated. While this may be true, those with limited funds
cannot play the game as long as those with larger funds. In
any venture it is important to start with sufficient capital so
that the trader will not feel pressured to perform and can
allow the particular trading system or methods sufficient
opportunity to ride through periods of poor performance.
The trader with limited capital will be a nervous trader
who looks to minimize losses beyond the point of realistic
trading. Frequently, the anxious trader is knocked out of the
game after a series of losses, before his or her trading
methods have had the opportunity to perform. Conse-
quently, capitalize your trading account sufficiently, or
decide ahead of time that you will trade only a very limited
portfolio consistent with your available capital. Do not start
with an undercapitalized account. To begin trading with
sufficient capital, the aspiring trader will have to be realistic
and, above all, patient enough to gather the speculative
capital that will be needed.

Use News to Your Advantage

Many a trader has learned the hard way that following
the news frequently leads to losses. However, Thave discov-
ered waysin which the trader can use the fundamental news
or developing international, domestic or political news to
his or her advantage. Do not be a follower of the news; rather
“fade” the news. Use the news to exit positions that you
probably established before the news became public knowl-
edge. I firmly believe in the old market dictum: Buy on ru-
mor, sell on news. On an intra-day basis, markets are very
sensitive to news well before the news is known by most
traders. Insiders buy and sell on expectation, sometimes
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based on rumor, frequently based on fact, They establish
positions before the general public is aware of the news;
once the news has become public knowledge, they take
advantage of the surge or the dropin prices to exit positions.

y_.

Buy on vumor, sell on news.

Therefore, to use the news to your advantage, you must
be a contrarian. This is especially true from the futures
trading perspective, While there is nothing wrong with
following intra-day trends, frequently these trends react
strongly to news developments. If you are following a valid
trading system or method, you will most often be on the
correct side of the market when such news develops. Take
advantage of price surges or declines to exit your position.
This requires self-control and the ability to see the news as

your opportunity to get out, not as your opportunity to hold
on for even more profit!

Take Advantage of Brief Price Surges

To trade profitably, you must also learn to take advan-
tage of brief flurries in prices. At times, markets will drop or
rally quickly, seemingly in response to no news. What may
be happening is a rumor on the trading floor, a large buyer
or buy order, or large seller or sell order of which you are
unaware. Such brief price surges or drops are opportunities
for you to exit positions consistent with the price move.

Regardless of the source, consider all price rallies or
declines that occur quickly within the day’s trading session
asanopportunity for you either to exit your current position
at a profit or to establish a new position using support and
resistance methods that were outlined previously. It is im-
portant to develop this quality as a futures trader since it is
entirely consistent with the futures trading objective.
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Too many futures traders assume that bulges or sharp
declines in price within the day are basically meaningless.
Believe me, they're not. They are tailor-made for the fu_tures
trader. The futures trader who is committed to taking a
profit out of the market every day must take advantage of
these price moves. If you decide notto doso, you must either
raise or lower your stop loss (depending on your position),
or you must use an appropriate mental stop loss that is
adjusted to the change in price. Simpl}t, this means: Use a
trailing stop loss in the event that the price move is neggted
shortly after it begins. In this way, you will have given
yourself an opportunity to lock in a larger profit that you
might not otherwise have had.

Stick to Your Goals

Above all, remember that as a futures trader you have one
major goal: to make money. To do so, you must berpamcqlarly
aware of your net profits at all times. Mj,r‘adwce, which is
based on many years of futures trading, is to set yourself
specific standards and conditions gnc;er which you will
begin to liquidate positions. My adviceis to du_:r so while the
trend is still in your favor. You may either begin to close out
your positions at that time or you may use a follow-up stop
loss procedure to “lock in” existing profits.

.

. .. as a futuves trader you have one
major goal: to make money,

w

To achieve your goals, you need to internalize th-_fm _;md
keep them foremost in your mind at all times. What is right
and proper for the position trader or for the short-term
trader is not necessarily good for the futures trade:r, If you
find yourself wanting to ride profits or losses overnight, you
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arenotbeingtrue to your goal as a futures trader. If you wish
to day trade and position trade as well, I urge you to do so
in different accounts to avoid confusion. Keep your goal in
mind, and you will be less likely to stray from it.

Use Mavket Sentiment To Find Shovt-Term and
Day-Trading Opportunities

Ihavealready discussed theimportance of going against
the majority opinion to find profitable futures trading op-
portunities. I believe that this is one of the most important
qualities a futures trader can possess, While there is certainly a
great deal of money to be made in futures trading with the
existing trend, it is also important to know when the existing
trend has reached a possible turning point. One of the best wa Vs,
if not the best way of doing this, is through the use of market
sentiment. Although I discussed the particulars of applying
market sentiment for the purposes of futures trading, I want
to stress its importance. The futures trader must also be a
contrarian. This does not mean that you must buck the trend,
but it does mean that you must always be aware of whether
sentiment is very high or very low. This will give you important
clues as to whether you should be quick to take profits,
whether you can allow profits to run and whether you
should look for trading opportunities on the opposite side of
the existing trend.

My Conclusions about Trader Psychology

While there are many other qualities that a successful
futures trader must either possess or acquire, these are the
most significant ones. If you strive to develop these qualities,
your odds of success as a futures trader will certainly be better. |
have learned, after many years of trading, that the major
difference between those who are successful traders and those
whoare not is found in their psychological makeup and in the skills
they have acquired as traders rather than in the trading systems
they use.
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While it is certainly helpful to have an effective trading
system, even the best trading system in the hand:s of an
undisciplined trader is nothing more than a destructive tool.
Consequently, you must develop your skills as a futures
trader along the guidelines provided in this chapter. e

Occasionally, traders have idiosyncratic difficulties in
the markets that must be addressed on an individual basis.
If this is the case, identify your particular problem as suc-
cinctly as you can. If you cannot formulate a good method
for minimizing the problem that this behavior causes, con-
tact a professional for assistance. If you are not successful in
your search for help, please drop me aline. | may have some
helpful suggestions for you.

Finally, I urge you to carefully study the words _cf the
market masters, Take their observations and experiences
seriously. Learn from their examples and insights. Your
time will be well spent.
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Conclusion

The process of writing this book has been particularly
educational. I do indeed feel privileged to have had the
opportunity to evaluate and analyze responses to these
important questions from fellow traders and analysts whose
work | have respected for many years.

While the process of conducting and analyzing these
interviews was certainly enjoyable, I would not want it to
obscure the importance of the learning that resulted from
these interviews. I would like to recap what I have learned,
what I can share with you and what you as a trader can learn
from discussions within these pages.

The Ultimate Capitalist Tool

Of all vehicles that are available to capitalists, the most
blatant is without a doubt speculation in stocks and futures.
If the goal of a capitalist society is to create more money by
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using money, the goal of the stock or futures speculator is
also to create more money by “less” money. By this [ mean
that the speculator in stocks may buy stocks on margin,
borrowing money in the hope of using leverage to produce
large percentage gains.

The futures trader is the ultimate capitalist since the
margin requirements in most futures markets are often less
than ten percent of the total contract value. Naturally, there
are two sides to the leverage coin. The negative side is that,
in spite of the benefits that leverage can provide, its limita-
tions are considerable.

While the use of margin can facilitate larger gains, it also
opens the way to losses that may easily be far greater than
the amount invested. Hence, the game of speculation is
difficult to win. There are many, many losers and only a
relative handful of winners. The leverage vehicle may facili-
tate large gains or may prompt large losses due to the
emotional response it evokes among traders. Emotion is the
chief enemy of the speculator unless it is used to his or her
advantage.

N

Emotion is the chief enemy of the
speculator unless it is used to his or
her advantage.

w

Although the situation for investors using 50 percent
margin in stocks (or even futures) is not nearly as exagger-
ated as itis for those who speculate in futures using minimal
margin, it is similarly difficult for the investor to be consis-
tently successful. Both investors and speculators are victims
of human error, poor judgment, emotion and lack of self-
confidence.
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To achieve consistent results in the ultimate game of
capitalism, it is necessary to play the game skillfully and
aggressively. However, the game is not readily learned nor
willingly taught. Precisely for this reason, those wholearn to
play the game profitably are respected, honored, rewarded
and revered. Even those who are marginally successful are
admired because even minimal success is often extremely
difficult to achieve.

Thisis true in virtually any field of endeavor. Those who
have achieved great things are respected and studied so that
their students may have the opportunity to achieve great
results. [ hope that by studying the methods that great
investors and traders have used in their struggles for suc-
cess, you will find a way toilluminate your road to profitable

investing.
To answer the question at the end of Chapter 1, why be
concerned about these.issues? . . . because they will make

success more likely.
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since 1968. During the course of his years as a
trader, Bernstein has amassed a wealth of knowl-
edge about the qualities that either ensure failure
or facilitate success. His persanal acquaintance
with the trading areats makes his latest offering
one of his best. There is no substifute for expen-
enee in the quest for success. In Market
Masters, Bernstein brings you the insights and
perceptions that market masters have taken many
years to achieve.




R s el el i e

“Bernstein has done it again! Market Masters ranks among the greatest trad-
ing books ever. I've gotten valuable insights on the thought processes of master
traders and market analysts. To learn what runs through the minds of great
traders when they trade is the best of the best information. Every trader, new-
comer or novice, will cherish this book forever. Get it, read it and live it!”

o Sarmno. Formes Dhreetor Commadihes Bdoeatasial nstitute

What Separates WINNERS from LOSERS in Futures Trading?

Hus guestion has fasonated, intrigued and frustrated traders smee the first futures con
ait was traded hundreds of years ago According to Jake Bemstem, graat fraders are ¢e
ated. nat born- Mors often than nat, they achieve success by tnal and error with few
avernight rags- o-nches stores- it takes them years to be "overnight” successes

Those whin Fack disciphing, persistence and seli-confidence lose the never-ending Strug-
e for trading profits But those who survive the battle by using the tools of the masters
srjoy the frints of consistent sttcess

Wiho dre the market masters? How didithey do b7 Wik did they do A7 What are their
secrets? How can YOU do it too?

Bestseling author and veteran tader Jake Bernsten gives you an diuminating close-up
aitn the minds of highly successtul traders who share the turning points and gxperiences
that have shaped their successes. He also explores n-depth kiy questions, such as

How does understanding failure help shape success?

Are effective controlling and channeling of emotions major keys to your trading
success?

Why is market psychelogy so important? How can you incorporate its best points
into your own trading systems?

What do successful market professionals have in common?

L el o v oo Gak benebt from the secrets of the masters-Let Markef Masters nalp
i develop @ successful trading personality that will serve you well for Hife!
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