
Chapter 4: Trading Psychology 
 
 It is common for traders who have failed to make money in the markets to try to 
improve upon their results. They study more, learn more about the stocks they are 
trading, learn more analysis methods, learn even more about how the market works. In 
the end, they still lose money, and so the vicious cycle goes on. They lose money, they 
study more, and then they lose some more. These traders fail even when they keep 
studying the markets, the financial pages, and trading techniques because they neglect 
the one essential element to their every trading decision, and it is their mind. They 
forget that every time they make a trading decision, the decision is a product of their 
mind-set or psychology, not the result of market knowledge or whatever they were 
studying. So to escape from the vicious cycle of failure in trading, the trader must take 
his own emotion and psychology into account and develop a mind set that is geared 
towards success in trading. The development of this success-prone mindset will be the 
topic of this section. 
 

We humans have adapted and learn ways to think that help us cope and thrive in 
our everyday lives. Yet these everyday way of thinking can be detrimental to trading, as 
the rules of life which served us so well in daily life does not work in the markets. Same 
goes for emotions, as human beings are naturally emotional day to day and it is fine, yet 
in the markets today, emotions are best left at the door when trading. “The tactics an 
individual uses to achieve goals in everyday life do not work in trading, and in fact are 
one of the main reasons for a trader’s failure.”(Carter,2005) This is analogous to how in 
our everyday life, Newtonian physics seems to be the truth, and practical in our life. Yet, 
when we scale down to the atomic scale in the attempt to figure out the real “true 
nature” of the world, we discover that another totally different set of physical law of 
quantum physics takes over and redefines reality. In other words, learning to trade for 
the average successful, intelligent professional is like a baseball player trying to play 
basketball, it is a totally different game, with a different set of rules, which explains the 
high percentage of failure amongst market participants. Like how baseball is different 
from basketball, the fundamental nature of the markets is different from our daily lives 
as the market can do virtually anything at anytime. So to be successful in the markets, a 
trader needs a whole different way of thinking; named the “positive successful attitude” 
by mark Douglas which will be discussed in detail.  
 
Common emotions and judgmental biases that are detrimental to trading success.  
 

In trading, it is essential to take control of one's emotions. To trade, one needs to 
remain objective, unbiased and stay with the flow of the market. Emotions and 
unhelpful biases come in and tamper with the objectivity of decision making and is 



often the main cause of losing money in the markets.  
 
4-1 The 3 most common Emotional Obstacles to Trading Success 
 

Whatever mental obstacles you may have when trading, they generally can be 
categorized into Fear, Euphoria and Self Sabotage. If these 3 emotions can be controlled 
and conquered, the trader will be left with a clear neutral mindset that is most conducive 
to trading objectively and without bias. And these emotional blocks are generally the 
result of a loss of balance in the objective non biased mindset.  
 
Fear – Fear is a major obstacle in trading as around 85% of trading psychological 
problem is associated with fear and fear is basically pain avoidance. If a person has lost 
money trading in the past, it is normal for him to associate past painful trades with 
current market situations, so the fear they experience in the market is a self generated 
experience. Fear is an animal's natural emotion to encourage avoidance, in prehistoric 
hunter and gatherer days, fear was a very useful emotion for the caveman to avoid 
predators and high cliffs to survive. But fear is also a very debilitating form of energy as 
it causes us to withdraw, to protect ourselves, to run, and narrow our focus of attention, 
all very counter productive in absorbing market information and trading in the moment. 
Fear induced pain avoidance in everyday life prompts us to block out painful traumatic 
memories and allow us to carry on with our lives. But in trading, if vital market data is 
blocked out, or avoided, the results maybe disastrous if we perceive certain market 
information as painful. Hence fear or pain avoidance may not be the most useful 
emotion in this case. If we perceive certain market information as painful (IE: the price 
of the stock we just bought took a nosedive) then we are likely to block out that painful 
information by rationalization like delegating a short term trading position into a long 
term investment position. The interesting fact is that if we didn't own the stock, and 
hence emotionally detached from the stock, we would have clearly and objectively seen 
the nosedive and objectively judged the trade as a bad trade without unnecessary 
justification. Another reaction to fear is that fear paralyzes us, freezes us, a natural 
reaction when hiding from a predator when we must remain absolutely still, this is 
innate in all animals. Yet freezing up from fear is counter productive in trading. If you 
are facing an opportunity that your system is telling you to trade, you may suffer fear or 
trauma from past failures that causes you to hesitate to take the position and may 
sometimes cause you to lose the chance to profit. In the worse case scenario if a trader 
has had traumatic failures in the past, he may develop a fear of the markets, or pain 
associated with the market. In this debilitating frame of mind, it is next to impossible to 
trade and trust one's judgment, in some severe cases, the trader may even have illusion 
to think that the market is against him personally, like “ why do I always buy at the 
highest point and sell at the cheapest point”, when the market doesn't really care where 



one trader bought or sold. It is not hard to see how fear tampers with objectivity and a 
productive state of mind. Most people were brought up with the idea that “mistakes 
must be avoided at all costs,” “there must be something wrong with me if I make a 
mistake” so the thought of making a mistake is extremely painful to them. Winners in 
any field have a mind set to not fear mistakes, they are not afraid of making a mistake, 
and do not think any less of themselves when they make a mistake, so in other words 
they can face their mistakes objectively and monitor themselves effectively, this is very 
difficult to do if a person has painful association with making mistakes. Self monitoring 
is a skill essential for successful trading, and people who have painful association with 
making mistakes have trouble self-monitoring. Fear consists of roughly 85% of the 
mental obstacles to trading success. If one can conquer fear, he has come close to 
success, but not quite there until he overcomes the remaining hurdles of euphoria and 
self sabotage.   
 
 
The trader finds himself in the face of two emotions that can come up to block his 
success once he started winning.   
 
Euphoria and Self Sabotage –  
 

A trader gets a hold of his natural instincts of fear in the markets and starts winning, 
ironically; in the moment he realizes he is winning is the moment he is exposed to the 
emotional pitfalls of euphoria and self sabotage. As mentioned, these two emotions only 
come up after winning, but if you starting winning consistently, everything seems to be 
going fine, which is very hard for the average person to want to be concerned with any 
potential problems, especially with traps that feels as good as euphoria of personal 
achievement or as elusive as self sabotage. Euphoria creates a sense of supreme 
confidence where the possibility of anything going wrong is virtually inconceivable and 
hence causes traders to ignore risk management and warning signs. On the contrary, 
errors that come from self-sabotage come from conflicts traders have regarding their 
beliefs about themselves and their desire and deservingness of success or money. As a 
result, roughly half of the traders experience the so called “boom and bust” cycles in 
their trading. These are the traders who have learned how to make money, experienced 
success, but the euphoria and self sabotage which follows success robs them of the 
money they had made; they have not learned how to keep the money they made.  
Euphoria is almost an opposite state of mind from fear. If fear debilitates a person from 
performing at his full potential, then euphoria encourages him to make careless mistakes 
and promotes recklessness in trading. Euphoria is easy to slip into when one is winning 
consistently. So that supreme sense of confidence developed prompts the trader to 
overtrade, which is putting on too large a position for the equity at hand, and being 



careless of risk control is a sure way to bust out in trading. However, as soon as the 
trader puts on a too-large position, tiny price fluctuations in the price will have serious 
impact on his account equity. On the other hand, the lack of confidence can be equally 
detrimental to trading as making decisive choices in a timely manner without hesitation 
requires confidence and belief in one's own judgment. Mental state management 
requires the trader to delicately balance between the state of confidence and euphoria; 
their difference lies in that euphoria is a state of overconfidence where you cannot 
perceive anything to go wrong. Confidence on the other hand is totally accepting that 
anything can happen on the next trade, win or lose, yet having a strong, unshakeable 
belief in an uncertain outcome with an edge in your favor. In other words, over a large 
sample size of trades, there will be a net positive result on earnings. 
 

Self sabotage is one of the most interesting phenomena in psychology, as it 
represents manifestation of conflicts within a person's mind. There have been cases 
when a person strongly desires a particular outcome in life, and is totally dedicated to do 
whatever it takes to achieve that goal whether it be to make a certain amount of money, 
or experience closer relationships with other people. With those people, they have a 
conscious desire, but do not truly believe they can achieve it. So they often get really 
close to their goals and all the sudden find themselves destroying the efforts they have 
made, no matter how hard they have worked at it. This is the phenomena of self 
sabotage, as the human mind does not like conflicts between reality and the perception 
of reality, so if there is a conflict between reality and a perception of reality, the human 
mind will do all that is necessary to have those two images match. For example a person 
wants to earn 100 thousand dollars (conscious desire), but he does not truly believe he 
can accumulate that much money (perception of reality-belief), so if he eventually 
works hard and makes 100 thousand dollars (reality), this fact represents a conflict 
between belief and reality in the person's mind, which is an uncomfortable situation for 
the brain, so the sub-conscious mind will unconsciously cause the person to engage in 
illogical acts to lose the 100 thousand dollars in order to let the belief and reality match. 
Tragic stories of people who won the lottery happen too often to prove this point. It 
sounds insane, but the reality is most people have this mechanism limiting their full 
potential. Self sabotage can potentially be very damaging in trading, but most people do 
not realize that it exists. Common sign of self sabotage in trading manifest itself as 
careless errors that seems idiotic at times. Errors such as putting in a sell for a buy or 
indulging yourself in some distracting activities with a open position in the market 
without a stop loss order; these are typical examples of how traders subconsciously 
make sure that they don't win. The bottom line is all traders consciously want to win. 
Yet, there are some underlying psychological conflicts regarding winning. In other 
words, not all parts of the trader agree for the same outcome of winning. There maybe a 
deep rooted programming either from religion, childhood, etc. (EI, the phrase of 



“money is the root of all evil”) that make people think they don't deserve success or 
don't deserve money. So if a trader wants to earn money consciously, but 
subconsciously believes that “money is the root of all evil”, or if he believes “ I do not 
deserve all this money, I am not good enough” he most likely will win some money and 
lose it unconsciously, because his conscious desire is in conflict with his belief. The 
mind wants to make sure that the real world is in line with the perceived world. This 
conflict is the root cause of self sabotage. So what we believe we are worth or deserve 
determines how much we ultimately get. Traders need to realize that self sabotage exist, 
and establish new empowering beliefs that is helpful for trading success. Only when one 
truly believes he deserves success and success is good, can he hold onto success without 
any mental conflicts.  
 
4-2 Biases  
 

French economist George Anderla measured the changes in the rate of information 
flow with which we human beings must cope. He has concluded that information flow 
doubled in the 1500 years between times of Jesus and Leonardo da Vinci. It doubled 
again by the year 1750 (which is in about 250 years). The next doubling took about 
another 150 years to the turn of the century. The onset of the computer age reduced the 
doubling time to about 5 years. And with today's internet age, the current doubling time 
is in about a year or less. Psychological researchers have found out that even under ideal 
conditions, the limited mental capacity for a human is between 5 to 9 chunks of 
information at a time. If we are a trader following every market in the world 
simultaneously, we could easily have hundreds of chunks of information coming at us 
every second. With the current information available doubling every year, how does the 
modern human cope? The answer is that we generalize, delete, and distort the 
information to which we are exposed. We delete most of the information that does not 
concern us, we generalize and distort information around us so we can make timely, 
beneficial decisions. Psychologists call these mental shortcuts “judgmental heuristics” 
or simply judgmental biases. These are an essential mechanism for decision-making, 
because without these mental shortcuts, we will try to consider all information available 
and all the possible outcomes and may never arrive at a conclusion. These heuristics are 
useful under most circumstances, and they are very important to traders, as traders could 
never make market decisions without them, but it is also very dangerous to people who 
are not aware that they exist and their usage in the decision making process. For 
example when we are trading, we typically trade our beliefs about the future movement 
of the market, so the movement is still in the future in our minds, and not reality. The 
interesting thing is that once we've made up our minds about those beliefs, we are not 
likely to change them, because we thought we have considered all of the most important 
information (our trading system is perfect), and we stubbornly believe that what we 



predicted will happen regardless of what is happening in the present moment. It is 
impossible to know all the important information that affects price movement, so we 
have to accept this fact, and trade despite the fact that we do not know everything.    
Most of the biases we encounter comes from the trader's ego to be correct. This 
association of cause and effect is the very basis of how human learning and opinion 
formation takes place. And it works very well in everyday world. Cloudy skies means to 
bring an umbrella and mom frowning at us means she disapproves of us making a mess 
in the house. Red light means stop, green means go. These are all useful learning or 
associations that we humans make since the day we were born to help us in life. and 
most of the case, they are useful. If I see A, then it means B, cause and effect; this is an 
almost 100% accurate rule in the real world. Yet this could be very dangerous to take up 
such assumptions in the markets as the market is more unpredictable than everyday life. 
But people often take the “rules of everyday life” and apply it in the markets so when 
the market's unpredictability hits them, they selectively choose to take in only the 
incoming information that agrees with their initial judgment -  it preserves the exact 
cause and effect relationship – and to prove that we are correct, protects the ego.   
 
Representative-ness bias  

“What you see is what you get.” “People often assume authenticity when looking 
at something that is meant to only represent. So people assume that the representation is 
reality”(Tharp,2006). There is no shortage of various optical illusion tests that prove to 
us that we cannot always trust our vision. In trading, when looking at the daily bar chart, 
we assume the daily bar chart is the market. But actually the daily bar charts only 
represent the market; the market consists of more information than the daily bar chart, 
which includes all the intra-day trading activities that happened within the bar chart, and 
other information such as opinions of traders not yet in the market and trading volume 
are not shown in the daily bar chart. We must not assume that what we see (the daily bar 
graph) is the full picture of reality. We need to admit that we do not know everything 
and admit it when our decision is wrong. Same goes with pattern recognition, we must 
realize that chart patterns are merely a record of past market movements that suggests 
that the probability of the market moving in a particular direction is slightly larger – this 
slightly higher probability is defined as the trader's edge. By the same token, the trader 
must realize that there is also significant probability that the chart pattern prediction  
may not pan out and it is essential for the trader to set specific parameters beforehand to 
get out of the trade ideas that are not working. So a chart pattern may represent a 
“chance” that the price may go up tomorrow, but does not represent a “guarantee” that it 
will go up.  If some trader actually assumes that previous high represent the near future 
high or vice versa for lows, and attempts to trade the tops and bottoms without any risk 
management, he may be engaging in a difficult proposition. Each moment in the market 
is unique and the past chart pattern movements does not guarantee future repetitions. So 



with that in mind, one must take careful precautions as to anticipate what if the 
prediction does not pan out as expected, in other words the trader must learn to think in 
probabilities. And fully accept the probabilities of risk and losing money. 
 
Ego Bias 

The human ego, or personal pride is a very emotional subject. For example, you 
may hear someone else express his opinion that is different from yours and let it slide by 
not openly exposing your contrary opinion, the ego is not involved yet. Yet, if you first 
express your opinion and the other person openly rebuffs your view publicly, then it is 
more likely that you also openly give your side of the argument in an attempt to save 
face or appear consistent with your opinion in front of others, because the ego is 
involved. When trading, each and every trade you make represents your opinion of the 
market. So it is human nature to want to protect that opinion even when the market 
proves that opinion to be wrong. Most people continue to stay with that position and 
even add to the losing position, because they have so much conviction that they are 
correct. It is important to stay detached from each individual trade decision and admit 
when the market has proven the decision to be wrong and get out of the trade. As an 
extension, human beings tend to value things that they have invested in heavily, whether 
it be effort, time, capital. Human beings naturally do everything they can to protect 
things they value and invested in heavily, and this has very important implications in 
everyday life – to protect what was hard earned. Yet in the markets, this could be 
detrimental to trading performances. If a trader expends an extraordinary amount of 
effort on analysis, he may be prone to defending his opinion and block out all 
information contrary to the opinion he formed from all the effort he has put in. This is 
the reason why I believe in most financial firms; analysts and traders are different 
positions manned by different people. Where traders do minimal market analysis and 
analysts do minimal trading. To prevent effort expenditure to interfere with the 
objectivity of trading. Contrary to popular belief, one does not need to understand 
everything to make money in the markets, and doing too much research can actually 
cloud our judgments because we have done so much research we believe our opinion 
must be correct and we have looked at everything. And what is meant by clouding with 
judgment when trading is that when we are biased, we want to remain correct. So in an 
attempt to be correct, we stay with losing positions for too long, because we want to be 
proven “right”. “We will wait for the price to come back up”; as the market mercilessly 
burns our equity down, or on winning trades we take tiny profits too early on big 
winning moves because we are afraid the market will turn around and take our winnings 
away and prove us wrong so we “cash out while we are right”. Winning in the market is 
not about being right, and satisfying one person's own ego, it is about being objective 
and neutral about the market, so one can see what is really happening without bias and 
emotions, and calmly take the side with a higher probability of success.   



 
4-3 The nature of market and a roundup of the Positive Winning Attitude  
 
The Market is Neutral 

The market does not care one way or the other if a trader makes money or not, it is 
more unpredictable than daily life, and hence to trade in the market, requires a different 
mindset, in this following section we will explore the right mindset for trading. Like 
how every child is naturally curious and longs to explore the world around him/her, the 
natural urge to want to express ourselves is innate and natural in every human being. Yet 
modern society places limits on these natural urges starting off with mom's favorite line 
“don't do that!” Trading is an activity that offers the individual unlimited freedom of 
creative expression, a freedom of expression that has been denied to most of us for most 
of our lives. The market is a very unrestricted environment, there are millions if not 
billions of different combinations of  trades and spreads possible if you take into 
account of the different markets. This freedom is naturally desirable for most people, we 
all naturally want freedom. The market is such a place of infinite possibilities when 
compared to our everyday life that it almost requires a different way of thinking when 
trading the market. Our upbringing has programmed us to function in a social 
environment, which means we have acquired certain thinking strategies for fulfilling our 
needs, wants and desired that are geared towards social interaction. We depend on each 
other to fulfill our needs, wants, and desires we cannot fulfill completely on our own. So 
in the process we have evolved certain socially based controlling and manipulation 
techniques for assuring that other people behave in a manner that is consistent with what 
we want. The market and trading may seem like a social endeavor, because of the many 
traders involved, yet it is really not. The market is in reality a battle field where it is 
truly every man for himself. We cannot depend on the market to do anything for us, we 
cannot expect the market to be reasonable, and it is extremely difficult if not impossible 
to manipulate what the market does.  And if we are skillful at controlling and 
manipulating other people and used to having our wants fulfilled that way, but suddenly 
we find ourselves as traders in an environment that does not know, care or respond to 
any of our usual rules of life. This is one of the primary reasons why so many successful 
people have failed miserably at trading is that their success is partly due to their ability 
to manipulate and control social environment to respond to what they want. And none of 
these techniques work with the market. The market is neutral. Trying to manipulate the 
market and expecting it to do anything for you is taking the market personally. This can 
hinder your ability to read and react to the market intelligently and objectively. We need 
to learn to play by a different set of rules, we must learn to control ourselves instead. We 
now aim to perceive information from the most objective perspective possible, and 
structure our mental environment so that we behave in a manner that is in our own best 
interest. Having an objective mind set means you are not expecting the market to do 



anything for you. You understand that the market is neutral, and you do the best to stay 
in tune with the market objectively.  
 
 
4-5 Discipline- You must create your own rules beforehand and stick by them  
 

Most of the rules we abide by everyday was given to us as a result of our social 
upbringing and based on choices made by other people. What attract some people to the 
market is this sense of freedom from the rules made by other people. Yet it is quite an 
irony that once one participates in the market, he finds that rules are still necessary for 
long term success. It is like as if we found this oasis of complete freedom and then 
someone taps us on the shoulder and tells us “hey you have to create rules, and you also 
must have the discipline to abide by them.” The natural urge to be defiant and not 
follow rules can be very strong, and this is what the trader must watch out for. It takes 
considerable discipline, effort and focus to follow the rules you made because you know 
the underlying denied impulse for freedom is present. Sticking by the rules you have 
created when the going gets tough also shows self trust, which is another required 
attribute to successful trading. Patience is one of the best manifestations of discipline. It 
is obvious why “patience is such an important quality for a trader – both in learning 
what setups best work for you, and in waiting for those setups to occur.”(Carter,2006). 
 
4-6 Need to take total responsibility 
 

In our daily lives we deal with other human beings, and we can often get by 
without taking total responsibility by blaming others. Yet in a trade, no matter what the 
outcome of the trade is, the trader is totally responsible. A trade only starts and ends 
when the trader decide to. Having the freedom to trade does not mean that the trader is 
always ready to take on the responsibility that comes with the freedom. Taking 
responsibility here means to also accept the possibility of the outcome being 
unfavorable, which is painful to and avoided by most people.  People often want to 
enjoy freedom without having to take responsibility. The way to avoid responsibility 
and enjoy freedom in trading is to trade randomly which includes poorly planned or 
trades that are not planned at all. It is easy to avoid responsibility when the trade turn 
out unfavorable due to the random nature of the method. So an example would be that 
traders would spend hours on market analysis and trade planning for the next day, then 
instead of putting on the trades they planned, they did something else. They either did 
not trade, or simply put down some other trades usually ideas from friends or tips from 
brokers(random trades). The logic behind this seemingly ludicrous action is the trader's 
avoidance to take responsibility for the result of the trade. When we act on our own 
ideas, we put our creative abilities on the line and we get instant feedback on how well 



our ideas worked. It will be very difficult to rationalize away any negative results. But 
the random trade we entered instead, we could easily blame the friend or broker for their 
bad ideas. Random trading may occasionally yield a big winner but it is never a formula 
for consistent winnings.  
 
4-7 Need to learn to truly accept risk.   
 

One maybe wondering about the implications of taking responsibility, because 
after all it is painful to acknowledge that one has failed in one trade, and it is difficult to 
accept the fact that he is totally responsible for the negative result. It would be human 
nature to avoid taking responsibility to protect the ego, how can one take on 
responsibility while maintaining sanity and a positive attitude? The answer is that the 
trader must learn to totally accept the risk. Acceptance of whatever results good or bad 
is important. Because it is human nature to want to avoid painful experiences, and if 
certain experiences (like the stock price of the stock you just bought is declining) is 
perceived as painful, then it is human nature to block out and avoid the painful 
experience. While human beings can still function in everyday life having certain 
painful information blocked off; having market information blocked off while a trader is 
trading is catastrophic. Ways our mind shield us from painful information include 
rationalization, justification, distortion, illusion. To win in trading, one has to come from 
a care-free confident mind set. They are open to all available information, so they can 
stay in the flow and be in tune with the market without his own preconceptions. The 
way one achieve that is to accept the risk. Accepting the risk means accepting the 
consequences of your trades without any emotional discomfort or fear. If you are afraid 
of the consequences, your fears will affect your perception of information and your 
behavior. Which will interfere with you perceiving the market as it is, which means to 
keep yourself focused, in the moment, and in the flow. The bottom line is your mind 
must not be affected by the market's behavior, you don't impose any limitations or 
expectations on the market's behavior. You are perfectly satisfied to let the market do 
whatever it is going to do. To do so is to be in tune with what the market is going to do, 
some say it is to be tapped into the collective conscious of the market, and they can 
anticipate a change in direction just as a bird in the middle of a flock or a fish in the 
middle of a school will turn at the precise moment that all of the others turn. So from 
another perspective, winning traders have liberated their minds from the fear of being 
wrong. They are not afraid of being wrong, that is the secret to their success. Because if 
we still have fear of admitting that we are wrong, we place an inordinate amount of 
significance on information that tells us that we're right. This will taint the objectivity of 
our judgment.  
 
 



 
4-8 The Five Fundamental Truths about the market. 
 

“1. Anything can happen 
2. You don't need to know what is going to happen next in order to make money.  
3. There is a random distribution between wins and losses for any given set of 
variables that define an edge. 
4. An edge is nothing more than an indicator of a higher probability of one thing 
happening over another. 
5. Every moment in the market is unique.”(Douglas,2000).  
 
One must realize that there are always countless unknown forces acting on the 
market at every moment, it does not matter how much effort you spend on market 
analysis, you can never know for sure what will happen. Each moment in the market 
is truly unique, even when the price actions are the same between two moments, the 
underlying causes for the price moment maybe different. To trade, it is very 
dangerous to have any expectations of the market, which will interfere with your 
objectivity and cause you to perceive certain market information as threatening. A 
trader's edge is simply over a large enough sample, the positive net result will be 
larger than the negative net result. So assuming each trade size is the same, the 
trader might have an edge where 12 of the next 20 trades will be winners and 8 will 
be losers. A trader must come to the realization that trading is a probability or 
numbers game with the odds stacked in his favor. The best way to think about this is 
like how a casino makes money the odds are in the house's favor, yet there is always 
a chance that the house may lose in any game. Anything can happen the next trade, 
you may win or lose, but they lose their significance, because you have confidence 
in your edge over a large sample size. Because the goal is to not expect the market 
to make you right, then you are not afraid of being wrong and losing. As a result you 
have no reason to avoid certain painful market information, and so your mind stays 
clear and open and in tune with the market.  

 
 
 
 
 
 
 
 
 
 



4-9 Positive Winning Attitude 
 
Mental Structure (mindset) essential for success in trading.  
 
“1. Build self trust necessary to operate in an unpredictable environment. Create a 
strong unshakeable belief in your consistency as a trader. A strong, unshakeable belief in 
an uncertain outcome with an edge in your favor. 
1. Learn to flawlessly execute a trading system (rigid in rules) 
2. Train your mind to think in probabilities (flexible in outcome) 
4. Trade without fear or overconfidence or self sabotage 
5.  Perceive what the market is offering from its perspective stay completely focused in 
the now moment opportunity flow” (Murphy,1999). 

 
Trading can be accurately described by the word “paradox”. We need to be rigid 

and flexible at the same time, more specifically, rigid in our rules and flexible in our 
expectations. The trader requires an absolutely unshakable, strong self trust in his own 
consistency as a successful trader. Belief in one self’s consistency as a winner is 
absolutely necessary for not hesitating and not second guessing when a trading 
opportunity presents itself. A weak belief in one's consistency causes hesitation that may 
mean a loss of profiting opportunity or taking on unplanned trades that are random. Self 
trust and trust in the trading system is a must for accurate flawless execution of a trading 
system. Iron clad rules must be laid down to follow the system, and this is where 
discipline plays a big part in trading success. There must be no hesitation in execution 
of the system every single time the system gives the signal, so no profit opportunities 
are compromised. Money management parameters of the system must never be violated. 
At the same time, the trader needs to be flexible, there is also a need to think in 
probabilities. This is basically the belief that anything could happen on the next trade, 
and there is a chance that it may go unfavorably. So you believe in the uncertainty of the 
next trade, but you trust your long term success. By thinking in probabilities, the 
successful trader's belief in uncertainty is so powerful, he believes without a shred of 
doubt that truly anything can happen, he prevents the association of the “now moment” 
situation with the outcomes of his most recent trades. In other words any particular loss 
would not put a shred of doubt in his minds regarding his consistency as a successful 
trader. By not thinking any less of themselves when they lose on a trade; winners have a 
winning attitude that allows them to easily move beyond mistakes and keep going. They 
are not bogged down in negative self criticism, regret, self-pity. This is actually being 
objective, as it is ridiculous to label one self’s identity due to a very random result of a 
trade. This way the trader will have no fear of making a mistake which is beneficial 
because he will stay completely objective, clear and unbiased of the information that the 
market is presenting to him. He is not blocked off to certain information that he may 



perceive as painful, information that may suggest that he is a loser. He realizes that the 
next trade may very be a winner or loser, hence he are totally objective. When he is 
objective and free from the need to be right, his mind is open for an exchange of energy. 
His mind is in a state conductive to entering “the zone” or being focused on the “now 
opportunity flow” This means that his mind and the market are in sync, market 
information is taken in with no distortion. What is more amazing is that you can sense 
what the market is about to do as if there is no separation between yourself and the 
collective consciousness of every participant in the market. Very much like the bird in 
flock or fish in a school phenomena we discussed. The now moment means you are in 
the moment acting, there is no chance that the you would associate a present moment 
opportunity action with any past experience. The manifestation of a winning attitude 
and appropriate mindset can be summed up in one statement, and it is: 
 

“Positive Winning attitude in Trading is defined as expecting a positive result from 
your efforts, with an acceptance that whatever results you get are a perfect reflection of 
your level of development and what you need to learn to do better” (Douglas,2000). 
While I may agree totally with this statement, it takes more than just knowing this 
statement to enjoy the benefits of a positive mental attitude, I believe that one must 
internalize a certain set of beliefs (like the one shown above) to really reap the positive 
benefits of the belief. It takes more than just knowing, it requires one to emotionally 
internalize it, the trader is dealing with an emotional issue here not an intellectual, and it 
takes much more to emotionally internalize an attitude or belief.  
 
Other Important Mental Rules of thumb traders should keep in mind at all times.  
 

 1. I objectively identify my edges. 
2. I predefine the risk of every trade. 
3. I completely accept the risk or I am willing to let go of the trade. 
4. I act on my edges without reservation or hesitation. 
5. I pay myself as the market makes money available to me. 
6. I continually monitor my susceptibility for making errors. (self sabotage prevention) 
7. I understand the absolute necessity of these principles of consistent success and, 
therefore, I never violate them. 
 


