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Note:  A version of the following will appear as the preface to John Forman’s book, published by Wiley, entitled The Essentials of Trading: From the Basics to Building a Winning Strategy

As a psychologist who has worked with many professional and casual traders, I have received numerous requests for reading material appropriate for those just beginning their journey through the trading world.  With the publication of The Essentials of Trading: From the Basics to Building a Winning Strategy, John Forman has addressed this need most admirably.  Intrepid souls considering the pursuit of the markets as a vocation or avocation will find in these pages a lucid, engaging, real-world account of what trading is all about.  


John is the content author for the popular Trade2Win website, an online community of traders.  His familiarity with trading and traders, born of this experience, is evident in his text.  As an author myself, I know how difficult it can be to write an introductory work that avoids the twin perils of talking down to readers vs. writing over their heads.  John navigates this path effectively, taking readers first through the basics of placing trades and understanding how markets work and then progressing to the development of trading plans, the implementation of risk management, and the building of trading systems.  His incorporation of exercises and use of examples brings topics to life, maintaining the interest of even the most hyperactive traders.

When I was writing my book The Psychology of Trading, I posed the questions: What is the core skill involved in trading?  What separates successful traders from their many, less-successful counterparts?  The answer I came up with—and that the intervening years of experience have validated for me—is that the essence of trading is pattern recognition.  Experienced traders become keen observers of bids and offers, flows of volume, and price shifts that are the hallmarks of auction markets.  Over time, they become sensitized to repetitions of these patterns and learn to identify these as they are occurring.  

Research in psychology refers to this process of pattern acquisition as implicit learning.  It is how little children learn to speak grammatically even though they cannot enunciate the formal rules of grammar.  Most successful traders cannot verbalize their expertise in a way that would allow another person to immediately duplicate their success, and yet it is clear that these traders do hold knowledge at an implicit level.  They know more than they know they know.  Though the end product of this knowledge seems like an intuitive hunch, it is actually a sophisticated form of understanding that results from a high level of immersion in a field of study.
Investigations across of variety of performance domains, from chess playing to athletics, suggest that years of structured, deliberative practice are needed to achieve expertise.  This is why surgeons require years of study, why Olympic athletes prepare for events with years of daily practice, and why fighter pilots spend long hours on simulators before they take to the skies.  Of course, not all of us who pursue trading will seek comparable levels of expertise.  My experience, however, suggests that even more modest levels of trading success, such as annual profitability, require substantial investments of time and effort in implicit learning.  You will need to see thousands of patterns—and their myriad variations—before they begin to feel so familiar that you can pick them out of the chaotic flow of price and volume changes.
Why bother?  While trading might seem like an easy way to make a living—click a mouse, place a few trades, and watch the money roll in—the reality is far different.  It is not easy to sustain concentration for hour after hour, removing ourselves from social interaction and the basic security that most jobs offer.  Markets are forever changing in their trending qualities and their volatility; successful strategies during one set of years often perform abysmally thereafter.  Periods of losing money are common, even for the best and the brightest traders, especially at such times of market shifts.  With no fixed salary, no fringe benefits, no assurances of success, and very little social recognition, why endure the lengthy learning process demanded by trading?

The answer to this question is complex, and ultimately it is psychological.  The majority of people work at jobs where the outcomes of their efforts are determined by teams of individuals and many groups of teams.  While this adds a valuable social dimension to the work experience, it distances workers from the concrete success or failure of their labors.  I may write software code for a video game or telephony application—and I can certainly take pride in my work—but whether the end product becomes a massive hit or bomb is largely out of my hands.  It depends upon the collective efforts of many others, including management, sales, and design professionals.
Trading, like individual sports, strips the layers that normally separate people from outcomes.  Every trade has a profit/loss number attached to it.  At the end of the day, traders know exactly how they performed.  Average workers in a mediocre business can always reassure themselves that they are doing good work, even as others make a mess of things.  There are few such reassurances in trading.  You either performed or you didn’t: the credit for success and the responsibility for failure will lie squarely on your shoulders.

Those with a passion for trading are attracted to this challenge.  They recognize that trading is one of the few activities in which individuals can directly compete with the world’s finest talent and take full ownership for success or failure.  Traders may be employed by firms, but ultimately they work for themselves.  They decide when they will buy, sell, or hold tight.  They determine their economic fates.  For the passionate ones, such a prospect is more than a vocation or avocation: it is a calling.

If you are one of the ones who feels called to trading, John Forman’s text will be an excellent introduction and guide.  After reading it, you will not be ready to trade successfully—that, after all, requires the immersion necessary for implicit learning.  You will, however, be prepared to begin your training and ready yourself for the challenges that lie ahead.  Look hard enough, and you will find qualified mentors and helpful, experienced colleagues at trading firms and in online communities such as Trade2Win.  They will help you build upon the knowledge you gain from this book and accelerate your learning curve.  You are about to embark upon a journey.  May it be profitable—in all respects!
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