
Chapter 1: Basic Primer on the Business of Trading 
 
1-1 Trading as a business. 
 

In the capitalistic society we live in today, businesses make up the basic functional 
units of society, as Adam Smith beautifully conceived the idea that what keeps society 
intact and functioning is the individual’s desire for monetary gain. Hence a business is 
at its simplest; an entity whose sole purpose of existence is to produce value for 
society – to make money. Trading, at its core is no different, and anyone with money in 
his pocket can engage in trading and some do. What is important here is for the trader to 
not to be intoxicated by the glamour, respect and prestige trading seem to have and lose 
sight of discipline. Others trade to pursue goals such as freedom and self expression (of 
one’s view on the market), not having to answer to a boss, only to realize that trading 
requires the utmost level of discipline. These are all respectable and important goals for 
the human being, but a trader must always remember the only goal to trading is to make 
money consistently. We will look for respect, freedom and love elsewhere but not in the 
markets.  
 
1-2 Trading VS Investing 

 
Investing and trading are popular as ever as over half of the American population 

own some form of equity investment. Speaking of investing, we shall address the 
definition of trading and how it differs from investing and any other profit-driven 
activities. Investors profit by recognizing new trends in the economy and buying into 
them before the majority wakes up to the opportunities. A good investor can earn huge 
percentage by holding his stock over a long period. Traders make money by betting on 
short-term price swings. Market fundamentals change slowly, so what causes the short 
term market price fluctuations are not fundamentals such as the current interest rate or 
the corporate earnings announced two weeks ago. What causes the short-term price 
swings is simply trading activities between the traders in the market and their mind-set, 
namely, market psychology. Trading aims to profit from crowd behavior moving the 
markets. How mass psychology affect price movement will be discussed further in the 
section on market psychology. 
 
 
 
 
 
 
 



1-3 An Unique Challenge in Trading; Psychology 
 
As popular as investing and trading is, the rate of success remains low, the sad fact 

is most market participants are not even sure they are trading or investing to begin with. 
If they intend on short term trading, and a stock they bought plummets, they rationalize 
with themselves saying that; “Oh, it will come back up someday, it will be my long term 
investment”, and end up with a portfolio full of underperforming stocks. For investors 
who intended on holding onto an investment for long term sells out when the stock 
jumps 10% in one day. He reasons “Wow, let me sell out before the stock comes 
crashing down, I will buy it back after it has become cheaper” only to realize afterwards 
that the stock price doubled the next week and regrets deeply at how much profit he had 
missed. We will learn that grabbing profit early and fast is one key to making money in 
trading, but in investing it is counter productive. The trader in the first example is acting 
out of fear (afraid that he will “realize” his loss in the market) and choose to not face it 
by delegating it to “long term” investment. The investor in the second example is acting 
out of greed (greedy to grab some profit now and not sticking to his original plan of 
long term investing) and missing out the subsequent much larger gains. Fear and greed 
are emotions that interfere with our performance in the markets; we will show how 
emotions and psychology play a major role in trading success. A big part of success in 
trading is first conceiving a clear plan and sticking to that plan with discipline. Even 
when attempted by highly intelligent professionals from other fields such as doctors, 
lawyers, accountants and financial analysts, the rate of success in trading remains low 
because although most successful people have the proper mindset to deal with success 
in their careers and everyday life, they do not have the proper mindset to deal with 
market price fluctuations which requires a different way of thinking, which is again why 
psychology is such a central theme in trading success.  
 
1-4 Contributions of this Paper to participants of the market. 

 
Due to the high participation rate of trading and the low success rate amongst the 

participants, there is a demand for a primer on the business of trading. This paper will 
serve as an introduction to those people who are interested in trading and want to take 
the first step in the right direction. Secondly, this book introduces the concept and 
application of technical analysis, which is the study of past price movements in an 
attempt to forecast future price movements. Besides being the bread and butter of active 
traders; technical concepts and related trading strategies discussed in this paper can aide 
long term investors maximize their profits by suggesting appropriate entry and exit 
strategies in the shorter time frame. Technical analysis seeks to forecast prices, and just 
like weather forecasting, technical analysis tells us what is “likely” going to happen to 
prices over time, which requires the unique mindset of thinking in probability. 



Appropriate mindset or psychology is central to success in trading, and many traders 
who try very hard to succeed do not perceive this, they just study more about the 
markets and still go nowhere like a hamster on a wheel. This paper offers chronic failing 
traders the missing piece of puzzle; trading psychology which is a totally different 
mindset required when one deals with the market that is essential for trading success. 
This paper puts together a primer to trading, technical analysis, market psychology, 
trading strategy, and trading psychology in a comprehensive package which will serve 
as a primer and a guide for further studies in the respective areas.  
 
1-5 Contributions of Trading to Society 
 

Capitalism believes that the sole driving force that keeps an individual motivated is 
monetary gain and in actuality, I believe that human beings can also be driven by 
another power force; a sense of contribution to society and purpose for existence of self.  
On top of monetary reward, I believe an individual can be driven to excellence if the 
motivation also encompasses a sense of purpose and importance to society. Most 
businesses and professions serve a very legitimate purpose essential to keeping a society 
functional, yet, trading is a business of its own kind, and quite different from many 
businesses in the traditional sense. If compared to a business of bakery, the baker takes 
flour and water and transforms it into bread, adding value in the process as he extracts a 
fair profit where the “fair profit” is determined by competition. A fair trade, which is 
what keeps modern society together. A trader on the other hand; makes money by 
buying on the cheap and selling at a higher price, or selling when the price is sky high 
and buying back when the price is dirt cheap; and in the process one can argue that not a 
cent of value is being added by the trader. The trader merely buys and sells and pockets 
the price difference without contribution to society. So is the trader some parasite of the 
society who scalps profits from other people's hard earned money and take advantage of 
others by exploiting the market? It may seem so, but one must realize that trading is a 
unique kind of business and requires scrutiny from a different angle. If we take a look at 
the free market, where price of goods are determined by supply and demand, yet 
imagine a temporal moment when there is a shortage of one resource and none are 
available for sale on the market. The situation results in misallocation of resources 
where needed, and the trader who sweeps in and offers the much needed resource at a 
premium. By exposing himself to risk, taking on an early position in that resource; the 
trader provides the basic liquidity for whatever commodity or equity that is needed. The 
trader by participating in the market, provides liquidity for the market. Liquidity means 
whenever you want a certain commodity, it is always available for sale at a reasonable 
market price. The trader buys when the price is low which prevents the price from 
sinking below the cost of production; ensuring that the supply is never totally 
diminished in case there is demand for the commodity again in the future, and selling 



when the price is sky high prevents prices from going too high which obstructs with the 
normal operations of society. By buying when prices are too low and selling when 
prices are too high, the traders are trading the inefficiencies of the market, and in a way 
policing and maintaining the reasonable price on the free market. We can now see how 
the trader contributes to society by trading and providing liquidity and proper pricing to 
society while playing his part in the free market and guaranteeing efficient allocation of 
resource where resource is needed.   
 
1-6 Defining Successful Trading Business. 

 
With the societal merits of trading aside, the only goal of trading should only be to 

make money. We will define what it means to have a successful trading business. To be 
more precise in defining the monetary goal of trading, or for any business for the matter; 
is to realize a rate of return above the risk free rate of return on capital while minimizing 
the associated risk. If the return is lower than the risk free rate, then there is no logical 
reason to engage in trading and be exposed to risk, a better option would be to park the 
capital in risk free fixed income instruments. Hence the additional risk undertaken by 
trading must be justified by the higher rate of return. The second piece of the puzzle is 
to ensure long term profitability by managing risk, in other words; consistency in 
performance. A trader does have to engage in some risk to realize a higher rate of return; 
so in conjunction with earning a higher rate of return he must also manage long term 
survivability and profitability of his trading account. Any lucky amateur can put all his 
money into one stock today when the market opens and watch it go up substantially and 
sell for a handsome profit tomorrow. Being a trader is not just being about 1 trade, it is 
about the profitability after a period of time after a series of trades. The reality is that 
most speculators of the market lose some if not all of their money after a year of trading 
the markets. Long term profitability is one of the defining traits of a successful trader.  
 
1-7 The Market is a Battlefield  
 
We have defined two main criteria’s in which we judge if a trader is successful or not, 
by earning a rate of return over the risk free rate; consistently, over an extended period 
of time. The criteria’s are simple to list, but is it as simple to implement? The market is 
not a friendly place, and most jump in without prior training. In most professional 
endeavors such as medical doctor, pilot, or accountant; society puts the individual 
through rigorous mandatory education, trains for real skill application, and tests the 
individual for knowledge and competency, before a license that allows the individual to 
practice the profession can be granted. People are not expected to fly an airplane 
without proper training yet every year, thousands of people jump into the markets 
risking their hard earned cash expecting to turn a profit without any education. As a 



medical doctor, if he keeps making mistakes, the medical supervisory board intervenes 
and society has a way to protect him from further mistakes. In trading, there are no rules 
that prevent you from practicing bad trading, your loss is another man's gain. Yet, most 
market participants today jump into the market trading without proper training. This 
paper aims to provide a basic primer that may hopefully point an aspiring trader in the 
right direction on their road of growing into a successful trader. 
 
1-8 Trading: Nature or Nurture? 
  

With the motive of educating traders, it assumes that with the completion of proper 
training, almost anyone can become a successful trader, which is a very risky 
assumption. Can trading be taught? What if it is a natural innate talent that cannot be 
learned? This question is very interesting and at the same time poses an important 
question that must be addressed by all aspiring traders. What makes this question even 
more controversial is that even successful traders cannot agree on the answer to the 
question; can trading be learned? An experiment conducted by two successful traders; 
Richard Dennis and William Eckhardt seeks to answer this question. Dennis believes 
that trading success can be taught, while Eckhardt scoffed at the idea. They placed an ad 
seeking persons interested in being trained as traders, and through extensive screening, 
they filtered through approximately one thousand of applicants until they got their 
fortunate group of 13; to which they taught them their system of trading. These 
fortunate trainees are later known in the industry as turtles and their successes have been 
legendary. One turtle even surfaced years later and documented the story and the system 
in the famous book “Way of the Turtle” by Curtis Faith.  



1-9 Trading System at a Glance 
 

We now know that effective trader can be obtainable by proper training, the next 
component of the trading business is the trading system. A trading system (used 
interchangeably with trading strategy, trading method) is a set of tools and rules that 
govern how a trader analyzes the market and makes decisions as he trades for the goal 
of long term profitability, the rules can often be automated for the computer to execute 
the trade. A trading system is essential because the key to success in trading is to first 
have a clear game plan, and the second step is to adhere to the game plan faithfully until 
the goal has been reached. A trading system at its very core is composed of two sets of 
rules; what must happen to buy and what must happen to sell. Having a clear definite set 
of rules, a trading system help the trader to stay objective and not let emotions seep in 
and corrupt trading decisions. In addition, it has been found that successful traders often 
react to what the market is doing in the present moment, so having clearly defined rules 
beforehand allows trader to trade in the moment and not having to second guess or 
fumble and miss valuable trading opportunities. The lack of preconceived method and 
well rehearsed trade execution, profiting opportunity will often escape the trader as he 
freezes to market activity. 
More mechanical systems have mostly rigid rules while discretionary systems have a 
mixture of rules which are non-negotiable and some rules that are subject to the trader’s 
decision. 
 
1-10 Discretionary Trading Versus Mechanical Trading 
 
A mechanical trader analyzes the market and develops a mechanical set of rules for 
entering and exiting trades. He back tests the rules and programs the computer to trade 
for him automatically. Mechanical system traders have an advantage of being able to 
minimize counter-productive human emotions such as greed and fear in trade execution, 
full automation of trading rules can allow for easy application across many markets and 
back testing allows the trader the ability to reasonably forecast system performance. “In 
eliminating emotions from trading. In doing so, it allows the speculator to avoid many 
of the common errors that often impede trading performance. Furthermore, the removal 
of the implied need to constant decision making substantially reduces trading-related 
stress and anxiety.The second major benefit of a mechanical trading system lies in the 
fact that it ensures a consistency of approach, because even if a profitable strategy can 
result in losses if applied selectively with bias, so consistency is also important in 
trading.”(Schwager,2005).Yet the idea of an all fully optimized automatic trading 
system is partially flawed as market conditions are ever changing and difficult to predict. 
The market is a huge crowd of people acting in accordance with the imperfect laws of 
mass psychology. To analyze that mass psychology is not an exact science like physics, 



as trading is both an art and a science. A discretionary trader has a set of tools and rules 
to analyze and trade the market, yet he is likely to shift and apply different tools in 
different ways to different markets at different times. In other words, although he has 
rules, he chooses the rules that best fit the situation at hand and adjusts them 
accordingly to market conditions. At the end of the day, he also has an inviolate set of 
rules that he will always follow such as rules for risk control. In retrospect, in order for 
mechanical systems trader to be profitable long term, he needs to continually monitor 
the system after putting it on autopilot, and have the skill to know when the system is no 
longer working and adapt accordingly. In other words, successful mechanical traders 
can afford to rely on mechanical system because they are capable of discretionary 
trading and making judgment on the basis of their analysis of the market.   
 
1-11 Trading System Suitability 
 

When discussing the issue of which trading system to use, the possibility will seem 
almost endless; there are countless questions that can be asked. What is the rate of a 
return expected? Or how much capital is risked on each position, each month? What is 
the worst case scenario loss within a year? What is the probability of success? Will we 
expect small steady gains or frequent losses coupled with super huge gains? There is no 
right or wrong answer as any combinations of answers can be describing successful 
trading systems, and yet their nature differ by a lot. Upon studying many books on 
trading, one recurring theme that were present in most books were that each trader is 
unique and the trading system they use must match their personality, temperament, 
unique style in order to be successful. What makes the system successful is not the 
system itself, but the level of suitability between the system and the trader. These 
differences in trading systems are all dependent upon the trader and the circumstances 
of the trader. Although all speculators participate in trading for the sole reason of 
making money, each and every speculator is different and unique. There maybe one 
market with one price movement, but there are thousands upon thousands of traders of 
different kind that participates in that market. Even traders within the same firm differ 
by trading style. The differences amongst traders can be seen from qualities such as; 
what is the trader's personality? What is the trader's expertise and background? Is the 
trader trading his own money or does he trade for someone else? How much money is 
he trading? Is he an institutional trader? How much money is he managing? What is the 
market condition like in relation to the trader's outlook? Some traders employ different 
trading system in different market conditions. After writing several top trading books 
and interviewing many successful traders, the author Jack Schwager concluded that 
“ For me, the single most important lesson provided by the interviews is that it is 
absolutely necessary to adopt a trading approach precisely suited to one’s own 
personality.”(Schwager,2005) I agree with Schwager’s view that each person need to 



find a unique methodology best suited to the trader. At the same time I also believe that 
there are a few universal rules or traits shared by almost all successful traders, and when 
emulated greatly increases the chances of success a trader may experience. We now 
know that there exists many different kinds of systems, and on top of that we realize 
that each human being is unique to a certain degree. We all have different conditions, 
different amount of starting capital, expertise, psychology talents and most importantly 
each individual has a different set of beliefs. At the heart of any trading system is a set 
of concepts that the trader uses to trade the market, it also represent the trader’s beliefs 
about what the market is likely to do in the future. Where the system binds with the 
trader is in how the beliefs of the trader matches the concepts of system; only then can 
the trader trust the system and confidently and faithfully executes the system without 
hesitation. It will be beyond the scope of this paper to discuss all the different kinds of 
trading system for all types of people with different beliefs in detail. Yet, if the reader 
can only take away one concept after reading this paper, then let it be this concept; 
Different traders with different psychology and circumstances require different and 
unique trading systems in order to be successful.  
 
1-12 Recommendations for Different Personality Types 
 

In the last section we have discussed how different people have unique 
personalities and due to the difference in character, a trading system that is well suited 
for a trader maybe not be suitable for another trader. Knowing that for maximum trading 
effectiveness, we need to match the characters and personalities of the trader with the 
trading system, I have used the commonly used personality type test to categorize 
traders into different categories and using my background in psychology, knowledge 
gained through reading trading books and gathering of experiences and wisdom in the 
markets by asking professional traders, the following recommendation for different 
personality types have been given with the hope that the trader will have a idea of how 
to tune his trading style to better suit his personality.  
 
 
 
 
 
The way we will categorize personalities is by using the model provided to us by 
www.personalitytype.com.  
 

There are 4 questions each with 2 choices as answers, and the individual can pick 
the personality type that is closer to his own character. So the process is to pick one 
choice for each question, so you end up with a personality profile of something like a 



Extravert, Intuitive, thinker, judger at the same time. Due to the personality type chosen 
for each category, recommendations and implications to trading are given  
 

Extraverts often:  
   

• Have high energy  
• Talk more than listen  
• Think out loud  
• Act, then think  
• Like to be around people a lot  
• Prefer a public role  
• Can sometimes be easily distracted 
• Prefer to do lots of things at once 
• Are outgoing & enthusiastic  

Introverts often:  
   

• Have quiet energy  
• Listen more than talk  
• Think quietly inside my head  
• Think, then act  
• Feel comfortable being alone  
• Prefer to work "behind-the-scenes"  
• Have good powers of concentration  
• Prefer to focus on one thing at a time 
• Are self-contained and reserved  

 
Extroverts’ energy directed primarily outward, towards people and things outside 

of themselves. One of the questions often asked of aspiring traders is “Can you work by 
yourself day after day?”(Tharp,2006) So on the outset, trading may not be the most 
sociable profession for the extrovert, so the extroverted person needs to be ready for a 
more behind the scenes type of work. But at the same time, there are examples of 
successful extroverted traders, and because the mental focus of this type of person is 
outside, he has a easier time staying current with that is happening in the markets, and 
an extroverted personality is useful for traders such as oil contracts, where information 
networking with other traders is important. “While people trading shares or currencies 
can get a lot of their information from analysts' notes and computerised trading systems, 
the oil trader still relies on chatting to a wide range of people, ranging from other traders 
to specialist oil trading journalists, to try to find out what is going on in the 
world”(BBC).  
 
 
 

Introverts in this case due your preference of working alone, having powers of 
concentration, he may be well suited for the job as a trader, especially as a day trader. 
Experienced swing trader Dr. Elder mentioned “Day trading requires total concentration 
on one market” (Elder,2002). So an introverted person is naturally equipped with traits 
that are contusive to trading success such as focus, self-contained, working alone and 
behind the scene. Yet introverts must still manage their states and realize trading is 
about trading the market, what is outside of the trader, being too focused on what is 



inside of your head may cause your biases to skew your view by too much, and cause 
you to lose touch with the market.  
 
 

Sensors often: 
   

• Focus on details & specifics  
• Admire practical solutions  
• Notice details & remember facts 
• Are pragmatic - see what is  
• Live in the here-and-now  
• Trust actual experience  
• Like to use established skills  
• Like step-by-step instructions  
• Work at a steady pace  

Intuitives often:  
   

• Focus on the big picture & possibilities 
• Admire creative ideas  
• Notice anything new or different  
• Are inventive - see what could be  
• Think about future implications  
• Trust their gut instincts  
• Prefer to learn new skills  
• Like to figure things out for themselves 
• Work in bursts of energy  

 

Sensors notice the facts, details, and realities of the world around them whereas 
Intuitives are more interested in connections and relationships between facts as well as 
the meaning, or possibilities of the information. Sensors tend to be practical and literal 
people, who trust past experience and often have good common sense. This type of 
person is naturally suited to trading, as these sensors tend to be visual people, and it is 
easy for them to recognize patterns and set up in price charts. Traders need to focus for 
long time on details and specifics, and trading is all about sticking to the cool logical 
facts. Movements of the market can instill people with great emotions of lofty dreams or 
nightmares. When everyone is swept up in the emotions of the market, the sensor sticks 
to the facts, see what is, and live in the moment to take advantage of what is happening 
in the markets to make money. Trading can be a repetitive job as the trader needs to 
monitor markets daily to not miss a move, and this is well suited for a sensor who likes 
to use established skill and work at steady pace. Trading is not about being inventive, it 
is about having a game plan and sticking to that plan when the appropriate time arrives.  

Intuitives tend to be imaginative, theoretical people who trust their hunches and pride 
themselves on their creativity. Are suited as long term investors, as their level of 
creativity, and capacity for thinking about future implications allow them to see way 
into the future before the majority of people wake up to the possibility. Other traits such 
as focus on big picture and possibility is literally self explanatory for being suited to 
being a long term investor where their strength lies in their sensitivity to the big picture 
and allowing their views and possibilities to play themselves out in a longer time frame. 



Their natural interest in new and different things also allow them to detect shifts in 
society far earlier than most people, these people are natural investors. 

 

Thinkers often:  
   

• Make decisions objectively  
• Appear cool and reserved  
• Are most convinced by rational

arguments  
• Are honest and direct  
• Value honesty and fairness  
• Take few things personally  
• Tend to see flaws  
• Are motivated by achievement  
• Argue or debate issues for fun  

Feelers often:  
   

• Decide based on their values & 
feelings  

• Appear warm and friendly  
• Are most convinced by how they 

feel  
• Are diplomatic and tactful  
• Value harmony and compassion  
• Take many things personally  
• Are quick to compliment others  
• Are motivated by appreciation  
• Avoid arguments and conflicts  

 

Thinkers make decisions based primarily on objective and impersonal 
criteria--what makes the most sense and what is logical. Thinkers have a natural edge 
over other people in trading, as successful trading is largely about making decisions 
objectively, and keeping cool and calm despite market price swings. The ability to 
weather market ups and downs and not take failures personally is one of the hallmarks 
of a successful trader.  

Feelers make decisions based primarily on their personal values and how they feel 
about the choices. Feelers have acute sensitivities when it comes to their emotions, and 
emotions can be the biggest obstacle for a trader. Emotional up and down swings can 
prompt a trader to feel excessive greed or fear in the market and it clouds the 
individual’s ability to make logical decisions. For this type of person, he can either rely 
on an automated trading to make objective decisions for him or he can use his emotional 
sensitivity as an edge. How can emotion both be an obstacle and an edge? Feelers tend 
to be more sensitive to their emotions, so they feel their emotions one step ahead of 
other traders, so if they can feel it and trade against their feelings when they feel a 
certain emotion of either pain or fear, then it could be an edge for them to avoid 
emotional trades and pitfalls beforehand. Yet, it is often more difficult to ask a human 
being to do what is against his own emotions.  



 
Judgers often: 
   

• Make most decisions pretty easily 
• Are serious & conventional  
• Pay attention to time & are prompt 
• Prefer to finish projects  
• Work first, play later  
• Want things decided  
• See the need for most rules  
• Like to make & stick with plans  
• Find comfort in schedules  

Perceivers often: 
   

• May have difficulty making decisions 
• Are playful & unconventional  
• Are less aware of time & run late  
• Prefer to start projects  
• Play first, work later  
• Want to keep their options open  
• Question the need for many rules  
• Like to keep plans flexible  
• Want the freedom to be spontaneous  

 

Judgers prefer a structured, ordered, and fairly predictable environment, where 
they can make decisions and have things settled. Judgers are organized and productive. 
Because judgers prefer an organized orderly environment, and also likes to do things by 
the plan, these people are naturally inclined to become successful traders because of 
their discipline to stick with plan, and their discipline to finish the required work 
everyday. At the same time, due to the rigidity of these judgers, they need to beware to 
admit when they have taken a wrong view of the market when the market proves them 
wrong, and not stubbornly keep betting against the market, judgers need to work on 
improving their flexibility of mindset, and go with the flow, which is very important in 
trading.  

Perceivers prefer to experience as much of the world as possible, so they like to 
keep their options open and are most comfortable adapting. Perceivers are also flexible, 
curious and nonconforming.  So, Judgers tend to be organized and productive while 
Perceivers tend to be flexible, curious, and nonconforming. Perceivers have an edge in 
maintaining a flexible mindset, and staying in the flow of the market due to their 
spontaneous and flexible nature, but these traders have trouble making up their minds 
and sticking to a trading game plan. The latter demerits could prove to be fatal to a 
trader, so perceivers need to work on their discipline, which is the one aspect that is 
most important to successful trading.  

 
 
 
 



1-13 Trading business plan for the novice trader 
 
This paper aims to provide a road map for the individual trader to learn, evolve, 

adapt and develop his own system of trading that fits his personality. So far we have 
touched upon some basic concepts of trading, the next step ahead will be to introduce 
basic technical analysis concepts. The third step will then to be explain how a trading 
system works, one that is geared towards the committed average person with average 
amount of starting capital which is conservative by nature will be discussed, because 
conservative strategies allow the beginner trader ample opportunity to experiment and 
learn and adapt strategies unique and effective just for himself. By learning the 
components of a trading system, and how they work with one another, the reader will 
get a better idea of how a trading system functions.  
 


