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This is an excerpt from The Psychology of Trading (Wiley, 2003).

An important goal of this book is to help you approach trading the way a psychologist approaches his or her clients.  I call this “trading from the couch,” which means learning to utilize your thoughts, feelings, impulses, and behavioral patterns as market data.  Trading from the couch entails an important shift from traditional thinking.  Instead of trying to overcome or eliminate your emotions, this self-aware trading calls on you to learn from your reactions.  Your goal is to turn yourself into a finely calibrated instrument for detecting and acting on the patterns of both the trader and the trading.

Note that cultivating such sensitivity does not mean simply going with your feelings in placing orders!  As you will see in the coming pages, it often means the opposite: learning to use excess confidence and risk aversion as valuable contrary indicators.  Surprisingly often—for the trader, as for the therapist—acting counter to one’s initial impulses is the winning move.

In trading from the couch, you become your own psychologist.  That is not an easy task in the markets or in everyday life.  The rewards, however, are considerable.  Trading, like competitive sports, is a powerful crucible for cultivating the emotional skills crucial to life success.  In few arenas are the pursuit of values and the management of risk so tangible and immediate.  Nothing so drives home lessons in self-understanding as brutal hits to one’s bottom line.

Self-aware trading also presumes a vital symmetry: In mastering the markets, you can further yourself as a human being; and in developing yourself as a person, you can enhance your trading success.  Once you are able to extract the information contained within your emotional, cognitive, and behavioral patterns, you will be better equipped to identify and exploit the patterns that appear in the financial markets—and vice versa.
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