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.

He lay nearly in the fetal position on top of damp leaves and dirt. The darkness of night couldn’t break his skin, but the cooling of his body made his bones ache. In this quiet moment he wondered why he had voluntarily placed himself in this situation.


The selection process for the elite military Special Air Service (SAS) in England is considered among the most rigorous in the world.  Chris McNabb, in the SAS Handbook of Mental Endurance, describes the process as “combat proofing”; that is, exposing soldiers to such extremes of heat, cold, fatigue, and pain that the survivors will be mission-capable under almost any wartime conditions.  The U.S. Navy SEALS set their own bar excruciatingly high with “drown proofing”: binding the hands and legs of trainees and requiring them to stay afloat in deep water for extended periods.  This ensures that SEALS will be able to function in circumstances that would completely overwhelm the average human being. 


In this article, we explore this process of proofing: exposing individuals to extraordinary levels of challenge as a method for building confidence and cultivating adaptive responses under conditions of stress and uncertainty.  Specifically, we propose that proofing accelerates psychological change across a variety of settings and holds considerable promise for cultivating expert performance among traders. 

Therapy as a Proofing Process


The authors approach proofing from different life experiences.  For the past two decades, Brett has practiced and taught brief therapy in a medical school department of psychiatry.  He has written several reviews of research and a forthcoming book on trading psychology (The Psychology of Trading; Wiley) that identify the ingredients that accelerate behavioral and emotional change in all therapies.  Of these ingredients, he concluded, proofing appears to be the most powerful.


Brace’s encounters with proofing include an education at West Point and successful completion of U.S. Army Ranger School.  There he learned first-hand how individuals could learn to function cohesively as members of a team under extreme conditions of pain and fatigue.  Brace’s book, Ranger School: No Excuse Leadership, captured the experiences of a dozen graduates of this rigorous program.  To a person, they testified that the training brought out the best in them—qualities they never knew they possessed.  

To understand how proofing of the Army Ranger variety catalyzes personal change, consider the example of a young man who seeks help for a social phobia.  Afraid of rejection, he avoids interactions with others.  This contributes to his depressed mood, as it leaves him isolated and lonely.  


The various therapies differ in their approach to proofing.  A cognitive-behavioral approach would expose the young man to uncomfortable social situations (such as group sessions), requiring him to challenge his negative expectations and practice basic social skills with group members.  In a short-term psychoanalytic therapy, the therapist herself might behave in a seemingly rejecting way, allowing the young man to discover that he can, indeed, handle the feared situation.


In these and other therapies, change is accelerated when the individual directly experiences a high level of challenge while enacting desired coping responses.  This is not so different from the training of Ranger School.  Much as rustproofing protects the integrity of metal and waterproofing keeps fabrics dry, psychological proofing builds emotional resilience.  Or, to use a different analogy, proofing is an emotional inoculation, improving people’s adaptive capabilities by actively stimulating them under conditions of duress.

Emotional Patterns, Change, and Trading


An enduring theme in writings about trading is the myriad ways in which negative psychological patterns can sabotage market success.  Research that Brett conducted last year with Linda Raschke found that several psychological factors differentiated profitable traders from unprofitable ones, including high levels of conscientiousness (capacity for purposeful activity) and low levels of neuroticism.  Traders who were least rule-governed in their approach and who experienced considerable negative emotional experience reported the greatest problems with their trading, as patterns of frustration fueled hesitant or impulsive decision-making.   A number of these troubled traders reported that they had taken numerous steps to remedy their trading problems and yet still found themselves repeating their mistakes.  Why?

The phenomenon of proofing suggests that change proceeds most efficiently and deeply: a) when problematic situations are activated in real time and b) when people use this activation as an opportunity to think and respond in new ways.  (See Figure One at the end of this article).  Such proofing enables individuals to create customized instincts that can be activated under conditions of challenge.  Traders who address their psychological patterns outside of the context of the rigors of actual trading—through books, counseling, or seminars—are never pushed to develop the adaptive coping and confidence that become second nature to the Ranger.  By conducting maneuvers under conditions of unusual fatigue, cold, damp, and hunger, Rangers and SEALS force themselves to operate on instinct alone, ensuring that mission-critical skills are learned at a deep level.  They realize that the most reliable path toward self-development is found by blasting through human limitations, not by skirting them. 

Proofing the Trader


How might we rapidly cultivate trading success, much as the military efficiently trains its Special Forces for high levels of performance?  Let’s examine one dramatic example of proofing, identify the steps that are required to produce superior performance, and then extend this model to traders.


Raids and high risk warrant service are among the most dangerous activities in law enforcement.  Serving a felony warrant or conducting a tactical raid on a narcotics or terrorist operation entails risks both to oneself and to nearby innocent parties or hostages.  Amazingly, SWAT team members can be efficiently trained to engage in these demanding operations with superior focus and minimum stress: qualities desirable for any trader.


Careful examination of law enforcement manuals suggests that training for such work involves several phases:

1) Creation of a simulated setting – Commandos and law enforcement officers who perform raids first learn their skills in facilities that are specially built to mirror real life settings.  Mock-ups of airplane cabins, for instance, are used in the training of Delta Force troops who will be tasked with recovering hijacked aircraft and rescuing hostages.

2) Breakdown of complex maneuvers into bite-sized skills – Many component skills are part of the raid curriculum for Specialized Tactical Training Units.  These include the ability to immediately recognize captors and captives; quickly and quietly breach aircraft doors; clear a room upon entry; shoot rapidly and accurately; and separate hostages from captors.  Each complex operation is defined as the sum of these component activities.

3) Drilling of skills in a crawl-walk-run sequence – First trainees walk through mock raids unarmed, rehearsing each step until it becomes routine.  Then the walkthroughs are conducted with realistic dummy equipment.  Only when such drills are conducted flawlessly will training proceed to walkthroughs with live munitions and then half- and full-speed drills.

4) Real-life rehearsal of skills – As long as drills remain mere simulations, they cannot fully build confidence.  The final phase of training brings real-world dimensions to the simulations, with very real risks.  Delta Force trainees, for example, are required to serve as mock hostages during exercises in which their peers learn to conduct armed raids.  This means that any live fire mistake could result in the death of a Delta buddy.  Such proofing instills a very high level of confidence in both one’s own skills and the skills of one’s teammates.

This four-step model can be readily adapted to the training of traders.  Proofing requires that training proceed in a simulated market environment, in which traders practice the component skills that comprise trading strategy and then progressively apply these skills under real-time conditions of risk and uncertainty.  When the application of trading skills to fast-paced, uncertain environments becomes so routine that proper response patterns emerge automatically, we know that a significant degree of proofing has occurred.

Proofing the Trader


We propose that there are four components to a proofing regimen for traders:

1. The simulated trading environment – A historical database provides a useful foundation for market simulations.  For example, Brett has assembled a four-year archive of one-minute values for a variety of futures indexes and market indicators.   The archive is divided into six day segments in Excel, where the trader can examine the past five days for trading patterns/signals and then advance the screen bar by bar to simulate trading on the sixth day.  

2. Breakdown of component skills – For the purpose of training, the trader must divide trading strategy into a set of replicable skills.  At minimum, these include: a) entries (recognizing and acting upon signals; determining the best stocks or contracts to trade); b) trade management (utilizing rules to adjust position sizes and to define and adjust stops); and c) exits (recognizing and acting upon situations where profit targets and stops are reached).  Each of these skills is captured as rule-governed behaviors that have been validated against trading experience and formal testing (e.g., enter when the SP breaks out of a two hour range accompanied by a similar breakout in the NYSE TICK; move stops to breakeven after position is profitable by 2 points).

3. Rehearsal of skills in crawl-walk-run sequence – To mimic Ranger School, traders should begin their training by walking through market sequences bar-by-bar to experience the unfolding of patterns and the applications of rules.  Next, simulated trading continues on an untimed basis, advancing the screen bar by bar, but now placing trades aloud, managing positions, etc.  Finally, the intensity of the simulations is increased.  For example, exercises might demand that simulated trades be placed, managed, and exited within a set number of minutes.  Simulations can also be conducted under challenging environmental conditions (noise, distraction, fatigue, discomfort) to push the trader to draw upon reserves of focus and concentration—ensuring that trading skills are now instinctive.  

4. Application of skills in real-time conditions – Once the walkthroughs and drills proceed successfully, the trader is ready for real-time application under conditions of risk, starting with small positions and proceeding to larger size and multiple positions.  Losing trades are tolerated, but failure to employ the trading rules and skills is not, and results in a return to simulation mode.  When internal and external distractions—in simulations and real-time—are no longer able to detract from efficient, rule-governed behavior, the trader has achieved an important measure of proofing.

We describe this proofing process as one of skill, drill, and fulfill: define component skills that are essential to successful performance, drill these under conditions of increasing challenge, and then fulfill the training by applying the skills to real-world situations.  The best way to improve one’s trading psychology, we believe, is to overlearn trading skills under duress, ensuring their deep internalization.

Conclusion


In coming months, we will be implementing a version of such a training regimen for traders on a full-time basis, with Brett serving as a guinea pig in a Ranger-inspired proofing experiment.  Because it is our experience that people—by definition—cannot independently transcend their own limitations, the experiment will be overseen by Brace, who will serve the role of Ranger Instructor.  We propose to make the results—trading outcomes and psychological ones—available to readers in future articles, in hopes that this will spur further readers’ efforts at cultivating elite performance.  At this point, the notion of proofing as a central ingredient in trading success is but a hypothesis.  Only the achievement of sustained successful results across a variety of traders will move the idea from hypothesis to preferred practice, spurring the evolution of new training technologies and procedures.
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Figure One

GREAT:  Five Factors That Accelerate Learning and Behavioral Change

· Goal-Orientation:  Targeting specific skills or patterns for change efforts and actively maintaining this focus;

· Realism of Training:  Conducting change efforts in simulated conditions that mirror those of real life to ensure maximal transfer of learning;

· Experiencing: Conducting change efforts when learners are in altered states of emotional experiencing, to ensure deep processing of new information and skills;

· Accumulation: Conducting change efforts in a concentrated fashion with repeated rehearsal, to permit an overlearning of new skills;

· Tangible Results: Providing rapid, accurate, and continuous feedback to learners regarding skill performance to shape behavior patterns.

Adapted from Steenbarger, 2002
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