                                                               CHAPTER22

MORE WORDS ON

TRADE MANAGEMENT
"Trust also your own judgement, for it is your most reliable counselor.

A man's mind has sometimes a way of telling him more than

seven watchmen posted on a high tower.”

                                                                                Ecelesiasticus

Now that you have seen our trading strategies, let us share a few more lessons we've learned over the years.

First, if you are a beginning trader, only paper trade initially Enter each trade in a ledger exactly as if you were trading with real dollars. You must take it seriously! Only after you have a legitimate record should you trade an actual account.

You will realize that most of Your profits are small and you will probably be disappointed. However, most of the losses will be small, too, and this is the way trading usual ends up. Your first goal in trading should be to become a breakeven trader.

With time and practice, the losses will become smaller and might even become scratches (no loss at all). With luck and experience, there will also be a small handful of large trades in a month. In this respect, trading is strictly a game of preservation of capital. Then one gets lucky once in awhile, and everyone should realize by now that luck is the residue of effort!

Many beginning traders feel overwhelmed by looking at too many technical indicators. As the old saying goes, if you give a person one watch, they'll know what time it is. If you give that person two watches, they'll never be certain what time it is! Most of the time, oscillators and moving averages are not going to all line up at once for the perfect trade. Approach the market in tiny bite‑sized pieces and it will be more manageable. Much of the time, even professionals don't have a clear picture of what is going on, but they have learned to have the patience to wait for select, specific setups. You must learn to trade on only the most recognizable and reliable patterns.

You must also learn to watch for the signals that the market itself gives you. Notice what it is telling you when it has shallow reactions. If it doesn't want to go down, the next move up should be ‑very strong. It is also important to note its response to bullish or bearish news.

•
Your own preconceived opinions about where the market might go will be your biggest enemy. The opinions       

              of friends or brokers will be your next biggest enemy.

•
Don't carry losing positions overnight! This one piece of advice will save you thousands of dollars. It is far

              better to exit and try entering at a more favorable level the next day.

•
Correct mistakes immediately! If the market is closed and you realize you made a mistake, get out on the next

             day's opening. Don't try to trade out of it. The odds are that a losing position will get worse as the day goes on!

•
If the market offers you a windfall profit on a trade, you must lock it in! This means either take profits or trail

             an extremely tight stop on any balance. It is vitally important to be defensive and not give back profits when

             swing trading.

The lower your expectations, the happier you will be. Be pleasantly surprised when a windfall occurs, but never be looking for "the big one." The market will decide how much profit to give you. Only you can decide how much to limit your loss.
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It's not unusual for beginners to give up all control to the markets. They wait for the market to give them a profit. They wait for a loss to occur so they know when to get out. Their profits and losses can be said to be determined by the market itself.

More seasoned traders know that while the markets do indeed give profits when they're agile enough to grab them, they (the traders themselves) determine their losses. Your only control over the markets, your best control over your profitability~ lies in determining your risk, that is, how much you decide to lose when a trade turns against you.

The trader who masters this one, single concept will have taken the biggest step we know toward consistent profitability.

Lastly, take these patterns and make them your own. Create your own variations; take our ideas and modify them. These concepts will provide a good, solid foundation, but ultimately experience will be your best teacher.

LINDA:

1 think by now we've harped enough about money management. What is one more thing that contributes to a trader's success?

LARRY.

Consistency It's the only way to know if what you do works or if it doesn't work. If you are constantly tweaking indicators, you'll never learn whether they work or not. Most of the patterns in this book are conceptually simple.

LINDA:

Yes! We are both firm believers in the K.I.S.S philosophy (Keep it simple, stupid.) Much of trading really comes down to having the mental fortitude to grind it out.

LARRY..

1 think some people have the misconception that professional traders make money every day. Everyone feels that he or she is the only one who is not making money
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LINDA:

No way. Professionals can have high and dry times, too! Even floor traders can go weeks without being profitable. You just have to step back and ask, "How much did 1 lose during these periods?"

LARRY.

That's why 1 say a person's first goal should be to become a break‑even trader. If you wait for good setups and follow the rules, it usually doesn't take long for a winning trade to make back a string of losses.

LINDA:

It's very analogous to playing poker. The real discipline is in waiting for the right hands. You don't have to play every hand but you must bet very aggressively when you have the best hand. Don't bet money when the odds are not fully in your favor!

