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INTERVIEW

Psychologist and trading coach Van K. Tharp is the president of the
International Institute of Trading Mastery, Inc. He has spent the last 15
yearswor king with morethan 4,000 traders, and through thiswork, he has
managed to identify themesand char acteristicsthat arekey among success-
ful traders. He' sdevel oped a home study cour se on thetrading process, but
hisrecent work hasto dowith the psychol ogy of systemdevel opment. Hehas
written a book titled Trade Y our Way To Financial Freedom, in which he

analyzes how great traders develop their systems and how they stay great.
Stocks & CoMMODITIES Editor Thom Hartle and Tharp used E-mail to
conduct thisinterview during the week of January 28, 1999, discussing the
importance of understanding your own belief systems and position sizing,

and determining the steps to designing your own system.

or thosewhohaven’tseen
your work in STOCKS &
CoOMMODITIES, tell me
about yourself.
| have adoctoratein psychology and
I’ve been working with traders since
1982. | consider myself both amodeler
and a coach.

What's a modeler?

A modeler is someone who finds
people who can do something well and
then determines what they do in com-
mon. | useneurolinguistic programming,
which | call the science of modeling, to
do that. You don't want to model any
single individual, because then you'll
know all about theiridiosyncrasies. Y ou
want to know what a number of suc-
cessful people have in common. When
youknow that, your model usually works
for everyone.

Give me an example.

When most people read Jack
Schwager’ s Market Wizards, they usu-
aly look for traders secrets — their
methodsfor trading. They are probably
disappointed when they realize that the
details of those methods aren’t in the

book. Infact, thoseinterviewed all have
different systems, which led meto con-
clude that their systems weren’t that
important. Instead, my philosophy in
working with those traders or in going
throughthebookistolook for what they
all have in common. That's where the
real “secrets’ are!

What did they have in common?

They had in common low-risk ideas,
money management — which | now
refer to as position sizing — and disci-
pline. Thereistremendous value when
you use that ap-
proach, and I've
done modeling in
all threeareas, plus
the area of acquir-
ing wealth.

What do you do as a coach?

A coach is someone who finds tal-
ented players — in this case, traders
— and teaches them the fundamental s
— the result of the modeling work —
and then makes sure those traders fol -
low the fundamentals. It’s interesting
that trading reflectshuman performance
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The Holy Grail does exist, but it is an inner search. And
once you've undertaken that quest, learn position sizing
strategies. When you can understand how position sizing
applies to your trading system, then you have a chance.
— Van K. Tharp

as much as any athletic endeavor. Al-
most every top athletewill haveacoach,
but few traders have coaches.

Howdidyou becomeinterestedin work-
ing with traders?

When | first started, | was a dismal
trader. Twice | had periodswhen | lost
everything, and the second time, | went
into debt. Fortunately, after that, | real-
ized thoseresultswereway beyond ran-
dom. | realized it couldn’t be bad luck.
It had to be me. | had to find out what |
was doing wrong.

You need to find out what your beliefs
are. Since the most critical beliefs
have nothing to do with the market but
with you, you need to assess yourself.

So how did you get involved with other
traders?

Asl started doing research and work-
ing to solve various problems, the trad-
ers | was doing research with started
asking me for help on how they could
improve. And most of them were good
traders. And after | helped them for a
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while, | decided | liked coaching better. As
aresult,my tradingisnow primarily that of
investingwithtradersl’ vehelped devel op,
and those results have been super.

During thetimeyou’ve been atrading
coach, have there been certain recur-
ring themesthat led you to believe that
there are consistent reasons for suc-
cess and failure?

There are consistent reasons, and they
arecommon-enoughproblems, thingslike
not pulling thetrigger or being agambler
or needing to beright. | wrote acouple of
articlesfor S& C on those topics.

Isthat it?

No. Usually, the problem is deeper
than it seems. It may be something like
very poor self-esteem, a deep-seated
fear, or something as simpleas not hav-
ing atrading system.

So what’s an example of a problem
being deeper than it seems?

People who cannot pull the trigger
usually don’'t even have atrading sys-
tem. They thinkthey do, but it’ softenan
after-the-fact entry system. Moreover,
they probably have no idea how to get
out of the market.

Now that’s a problem!

It sureis! Most peopleput al of their
emphasis on indicators and on entry,
which is 10% or less of a good system
and actually has little to do with profit-
able trading.

How can they correct these problems?
Thefirst stepinfixingtheproblemis
in getting those tradersto recognize the
problem. That’ snot aseasy asit sounds.
The second step is getting them to be
open to areasonable solution. Usually,
they have excuseslike“| don’t want to
bemechanical” or “| don’t want to have
to work with computers.” Y ou have to
get past the excuses. And finaly, you
have to teach those traders what's in-
volved in asystem and why certain ele-
ments they’ve probably neglected —
likeexitsand position sizing— arecriti-
cal. My new bookisamajor efforttohelp
people solve this sort of problem.

In your book, Trade Your Way To
Financial Freedom, you talk about
“judgmental biases.” What' s that?

WEe re human; we only have alimited
capacity for processing information. Y et
wearefaced with tremendousamountsof
information coming at us every day, and
especiadly inthe Internet age. Asaresult,
we' vedevel oped many shortcutsto make
our job easier. These shortcuts make pro-
cessinginformationsimpler, butthey also
tend to bias usto do wrong things.

Can you give me a few examples?

Right off the bat, there' sthe need for
control and the need to be right. Obvi-
oudly, there appears to be a survival
function to both, but both needs end up
producing biasesthat havetraderslook-
ing in the wrong direction.

Like what?

Many peoplegointotrading after 12
to 20 years of being brainwashed by
theeducational system. Simply, you're
taught that 70% or less is failure and
94% or better is an “A.” These same
intelligent peoplegointotrading want-
ing to get an “A.” As a result, they
generally look for atrading systemthat
givesthem a high probability of being
right — that is, making money. But
most of the best traders | know and
haveworkedwithdon’t careabout that
at all.

Expectancy, whichisamajor way of
determining the value of a system, is
equal to the probability of winning
multiplied by the amount won, lessthe
probability of losing multiplied by the
amount lost. Thus, if you’reright 80%
of the time and win $1 each time you
win and lose 20% of the time and lose
$10 each time you lose, you'll end up
losing alot of money. The expectancy
of that system is minus $1.20 for each
dollar risked. Thus, for every dollar
you risk, over thelong run, you'll lose
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$1.20 more than you risked. However,
if you reverse the winning and losing
(so you're wrong 80% of the time),
you'll have a great system — you'll
keep your dollar and make an addi-
tional $1.20.

f onlytheywereall thatway!
Itactually isn’t that diffi-
cultif you understand these
key principlesand eliminate
your psychological biases. But there
are more biases. For example, we also
want to be in control of the process.
Peopleloveto play thelottery because
you get to pick the numbers. People
feel in control that way. It doesn’t
matter that the odds of winning are 10
million to 1. You feel in control be-
cause you get to pick the numbers, but
doing that has nothing to do with
whether you win.

And it’sthe same control thingin the
markets?

That’s right. People get to control
the markets by when they get in it.
They may say, “I’m not getting in
until the market does X and Y and Z.”
But that has nothing to do with mak-
ing money.

What does it have to do with, then?

Making money hasto dowith cutting
your losses short and letting your prof-
itsrun— and that’ sall about exits. And
if you combine those two biases, want-
ing to be right and needing control, it
really isadisaster for theaverageinves-
tor and for many long-term playersin
the industry.

How does position sizing fit in?
Peoplefrequently don’t have enough
money to trade so they totally neglect
position sizing, which isthekey to suc-
cess. | frequently get calls from people
whomight say: “I’ vegot agreat system.
I’ vemade 200%inthefirst two months,
but I’ve given it all back and now I'm
down 50%. | know it’sme, so what can
| do?” When those peoplecall, it’svery
obvious to me that they have a small
amount of money and their position
sizing is a sure way to disaster. Of
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course, their roller-coaster ridemay al so
stimulate a fear response.

What’stoo little money?
Toolittlemoney dependsonthearena
you' retradingin—for instance, $50,000
or lessistoo little if you're daytrading
Standard & Poor’ s futures or just trad-
ing Internet stocks. Y et you could suc-
cessfully trade corn with a $10,000 ac-
count. It depends on the vehicle.

So part of the solution is to select an
arena appropriate for your capital ?
Precisely. Y ouneedtoselect theright
arena for your capital, your tempera-
ment, your knowledge, and your objec-
tives. You also need to assess each of
those areas before you start. And that’ s
something most people do not do.

You’ vestressed that you can’t tradethe
markets — you can only trade your
beliefs about the markets. Could you
elaborate on what you mean by that?

Thefirst thing you do when you trade
ischart the market. Y ou might represent
it by adaily bar with a high, low, open,
and close. Y oulook at thisbar and say to
yourself — a belief — something like,
“Thisiswhat the market did today.”

That bar isyour way of representing
the market. Furthermore, most people
are not even happy trading the bars.
Instead, they find someindicator to sum-
marizetheinformationinthebar — say,
a stochastic or arelative strength indi-
cator (Rs!) or even a moving average.
Then they trade the market when they
decide that it’ s overbought or oversold
or breaking out. All thosethingsarejust
in their heads; those things are not the
market at all. Those are just things that
you'’ ve decided are important.

And those are your beliefs.
Right. If you can beginto understand
that, then you have a chance of getting

closer to what is really the market that
will give you a much better chance of
making money.

Some peoplewill try to tell you there
is perfect order to the markets — that
themarketsarepredictable. M ost people
would have trouble trading the markets
even if they were somewhat predict-
able. They’ dridethemarket all theway
to thetop, and they’ d rideit all the way
back down. That all has to do with
beliefs.

How would you recommend that trad-
ers deal with this?

| would strongly recommend that ev-
ery trader sit down and write out their
beliefsabout themarket and themsel ves.
This should be done right now before
you trade any more. As an example,
everything’vesaid sofarinthisarticle
reflects my beliefs. They are not neces-
sarily true. | might find better onessome-
day. However, they are very useful be-
liefs now in that they help me be an
effective coach.

Arethereany particular beliefsuseful
for traders?

Everything we' ve covered should be
useful for traders, but one thing that
traders forget is getting to know the
market. The closer you can come to
trading the market itself — what the
market is actually doing — the more
successful you'll be. The further you
get from the market — into indicators,
predictions, fundamentals — the more
trouble you'll have responding to the
market itself. Good tradersmakemoney
by responding to the markets according
to the rules of their system.

Many novice traders believe that they
are lacking some secret trading tech-
nique. Their search for it takes them
on the quest for trading’s Holy Grail.
I sn’t the search for the perfect indica-
tor along those lines misguided?

| actualy like the Holy Grail meta-
phor, because, according to mytholo-
gist Joseph Campbell, its meaning is
really a search that brings you back to
look inside yourself. And that’s really
where the secret of successlies. People
can’t even get good trading systems—
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much less trade them — until they un-
derstand themselves.

So the Holy Grail of trading iswithin
usall?

Basically. To me, if you can make
50% a year on $1 million or more and
seldom have alosing month, you have
the Holy Gralil. | have traders who do
that — or better — consistently with big
money. Academic wisdom would say
that what they were doing was impos-
sible. Yet all they are doing involves
simply understanding the elements of
expectancy, opportunity, position siz-
ing, themselves, and their own disci-
pline. They might have systems with a
reliability of around 35%. Such systems
might produce 20 osersinarow, which
would cause most people to give up
their systems. Y et thesamesystemcould
then make onelarge gain that makes up
for the 20 losses. And since such trades
might all happen in a short period, they
seldom have alosing month.

Andwhat doesthat havetodowithus?
It's the inner search that’s key to being
ableto dothat. Most peoplewould prob-
ably throw away a system that produced
four losses in arow, much less 20.

What are somekey stepstodesigninga
system?

Two of the most critical steps areto
know yourself and then set some rea-
sonable objectives that fit you. If you
don’'t know what you want, then how
can you design something to fit you? If
you don’t understand you are trading
your beliefs, then it’s going to be very
hard for you to ook within yourself and
at what you're doing. And if you can't,
or won't, do that, you certainly won’t
improve. You'll keep doing the same
thing over and over.

Makes sense. What's next?

Next, you need to search for your
belief sabout themarket and about your-
self. Do those beliefs serve you? You
also needto determinewhat youwant to
accomplish. Why areyou trading?Isit
areasonablegoal ?What areyouwilling
to accept on the downside? Is that rea-
sonable? Do you have the skills and
resources to do what you want?



Matt Bowen
Highlight

Matt Bowen
Highlight

Matt Bowen
Highlight

Matt Bowen
Highlight

Matt Bowen
Highlight

Matt Bowen
Highlight

Matt Bowen
Highlight


Stocks & CommoditiesVV17:4 (186-192): Interview: The Holy Grail Of Trading s Within UsAll: Van K. Tharp by Thom Hartle

hat else?

Then you need to
decide on a concept
that fits your beliefs

about themarkets. Y ou needtodesigna
system with a positive expectancy
around those beliefs. Thisrequirestest-
ing, of course. Andyou also needto add
position sizing — money management
— to the equation. People can mess up
a good system with poor position siz-
ing. In fact, much of the difference
between the performance of various
professionalsisdue much moreto posi-
tionsizingthanitisto the systemitself.

Many traders believe that setups and
profitable market entry are the most
important aspect of trading. What's
your opinion on that?

Again, we are talking about beliefs.
This has to do with the two biases |
mentioned — the need to be right and
the need for control. I’ d say that setups
and entry each are about 10% of the
equation, exitsare about 30%, and posi-
tion sizing is about 60%. And that's
how important they arewithintheframe-
work of asystem. However, asystemis
probably 30% of success for a trader
and discipline/psychology is the other
70%. And since most of the effort in
system development is psychology as
well, this puts 100% of the problem in
thepsychol ogical camp. Remember, the
Holy Grail search isan inner search.

How important is it to set objectives?
Do you think atrader should set profit
objectives for the year?

System objectives are very impor-
tant, but profit objectivesarenot. Again,
this is my opinion. Determining who
you areand what you want is50% of the
process of system development. How-
ever, once you have the system, then
target objectives become relatively un-
important. Your primary objective
should be to follow your system and to
periodically determine whether your
systemisperforming asitwasdesigned.

Looking at risk management, do you
believe that stops should be driven by
the market, like a violation of support

or a hard money stop?

Stops should be driven by your ob-
jectives. For example, if you are going
for largetrades— thosethat arealarge
multiple of your initial risk — thenyou
needavery small initial risk. Y oumight
get in when the market shows power
and get right back out if it turnsand goes
against you. If thepower continues, you
could make many times your initial
risk. As Paul Tudor Jones saysin Mar-
ket Wizards, “I might get stopped out
four or five times on a trade before it
really gets going.” Thus, you might
havefourlosingtradesof 1R, whereRis
equal to the amount you would lose if
you exited at your initial stop-loss, fol-
lowed by again that’s 20R. That would
be a great system, even though you
could get stopped out four times. Those
stops have to be somewhat reasonable
— maybe based on market volatility.

What about other kinds of stops?

| don't have any problem with other
stopsthat are market-driven; it depends
onyour temperament and what youwant
to accomplish. However, dollar stops
make no sense to me unless they are
individually determined for each mar-
ket. It’sjust as easy to measure market
volatility and then take a percentage or
multipleof volatility asyour stop. When
you do that, you can have the same stop
for every market.

But otherwise, dollar stopsdon’t bother
you?

| object to dollar stops because too
many traders confuse them with money
management. Thosetraderssay that they
manage money by having adollar stop.
But when they do, they are basically
ignoring the most important aspect of
their system— position sizing. But they
can do that if position sizing is not
important in their belief systems.
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What about profit objectives versus
letting your profitsrun?

Part of the Golden Rule of trading is
toletyour profitsrun. Never violatethat
rule aslong asit fallsinto your trading
objectives. However, you might have a
stop that tightens when a profit objec-
tiveisreached. Y ou might trail the mar-
ket with athree-timesvolatility trailing
stop that’s added to the close each day
and never moves against you. We've
designed a random entry system that
makes money with that stop and good
position sizing. But once you’'ve got a
profit that’s some predetermined mul-
tiple of your initial risk — 4R, let’s say
— you might want to tighten it. Again,
it really depends on your temperament
and your objectives.

Since position sizing is so important,
can you tell usa little about that?

Let metell you acouple of storiesthat
might make it clear. Ralph Vince de-
signedagamethat only involvedtheissue
of position sizing. He picked 40 doctor-
atesto play the game; none of them were
traders and none of them had a back-
ground in statistics. They then played a
game in which 100 random trades were
generated, oneat atime. They startedwith
$1,000, and on each trade, they only had
one decision to make: how much to bet.

What happened?

Well, 60% of the time, they won
whatever they risked, and 40% of the
time, they lost whatever they risked.
Thisis equivalent to a system that gets
stopped out 40% of thetime (a 1R 10ss)
and takesa 1R profit 60% of thetime. It
also hasno cost factor, such as slippage
or commissions. Mind you, it's not a
great system. It has an expectancy of 20
cents per dollar risked (in the long run
for every dollar you risk, you keep the
dollar and make 20 cents). But every
trader should be able to make money
playingit. Andthose Ph.D.sweregiven
100 trials, which was enough for the
expectancy to really come out.

So how many made money?

Only two out of 40. That's terrible,
but it shows how important position
sizingis. Inaddition, I’ m surethat most
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of themhad different equity levelsat the
end — except for thosewho went bank-
rupt. Y et only twofactorswereinvolved
inthe game— bet size and psychol ogy.
It also showed how most people can
mess up a good system with poor posi-
tion sizing.

That’s the first story. What’s the sec-
ond?

There' sactually astudy of 82 portfo-
lio managers over a 10-year period that
shows how asset allocation accounted
for 91.5% of the variability of returns.
In this study, asset allocation really in-
dicated how muchwasdevoted to stocks,
bonds, and cash. That’ s position sizing
as I've defined it. Unfortunately, hu-
man beingswiththeir biaseshaveturned
the study around to devote attention to
which classes of stocks or assets we
should select. Thus, they’ ve gone from
emphasizing the most important ele-
ment to the least important element.
That simple story shows both the im-
portance of position sizing and how
judgmental biases work.

Why does position sizing get ignored?
A few reasons. First, they’ve never
heard of it. M ost books about trading and
trading systems talk about money man-
agement. But they just say it isimportant.
They don'trealy definewhatitisandl’ ve
never seen a systems book that redly
emphasizes what people need to do and
why, which is one reason | wrote mine.
Some say money management isimpor-
tant, but don’ t evenbothertosay what itis.
Others may totally ignore the topic.

Why is it such a hard thing to have
defined?

| looked up money management in an
Internet search. Some sites | found re-
ferred to it as how to control your per-
sonal finances and get out of debt. Other

sites called it how to manage other
people’'s money. That's what they do;
they’ re money managers. Others called
it reducing drawdowns, while till other
sitescalleditrisk control or risk manage-
ment. And that’ s where it gets confused
with money management stops. Ralph
Vince, who has written three books on
the topic, calls it how to make the most
money. It's no wonder that most people
have no ideawhat it is, including many
professionals! As aresult, | now call it
positionsizing, or thepart of your system
that tells you how much.

What's the second reason people ig-
nore position sizing?

The second reason isthat people have
biases about being right and wanting
control. This focuses their attention on
entries and setups, not position sizing.

Thethirdreasonisthat software, which
now controls most trading, is geared up
to emphasize what people want. The
software will allow them to optimize
their indicators, ook at pretty charts, and
draw lineson the charts—whichiswhat
peoplewant. Todothat, you havetolook
at the data over many periods and opti-
mizeit.

But that’s not the way people trade.

No. When people trade, they must
look at one bar at a time and make
decisions about position sizing. Thus,
most of the software available totally
deemphasizes position sizing. I’ ve been
working with a programmer for more
than three years to develop software to
do it right. However, that software is
expensive and it realy doesn’t do what
most people want. Instead, it just helps
you achieveyour objectivesand do what
isimportant.

And that’ s not what people want!

No! And finally, most people don’t
have enough money to practice sound
position sizing. Futures traders came up
with one of the least useful money man-
agement algorithms of all time because
of this bias. They decide that they will
tradeonecontract per X dollarsof equity.
That was simply because that amount of
equity was how much they started with
and they wanted minimal risk. That's

Copyright (c) Technical AnalysisInc.

ridiculous, because risk is defined by
how much you lose when you get out to
preservecapital . Butriskisanother word
that very few people understand.

ou’ve brought up several

pointsthat needfollow-up

questions. First, you said

that many professional
traders don’t understand money man-
agement. That's a pretty strong state-
ment.

They don’t. Let me give you an ex-
ample. | wasaguest speaker for theDow
Jones Telerate TAG (Technical Analysis
Group) tour of Asia in the summer of
1997. | spokein eight cities, with about
50to 100 peoplein the audience at each
city. Most of them were debt, equity, or
foreign exchange traders for large com-
paniesor banks. Those should qualify as
professional traders. | played a marble
gamevery similartoRalphVince sgame
to illustrate some of the points that I’ ve
talked about here. In most of the cities
wherewe had afew bad runs, morethan
half the audience lost money.

That'’s better than the Ph.D.s!

Yes, butit’ sterriblefor professional
tradersusing apositiveexpectancy sys-
tem. It showstheir lack of knowledge.
Proper position sizing depends on how
much equity you have. When | asked
the audience how many of them knew
how much money they were trading,
only one or two hands would go up.
And those were usually private trad-
ers. When | asked them if they knew
how much money they could lose be-
forethey lost their jobs, only athird of
theroomraisedtheir hands. Think about
that! Theseareall professional traders,
yet there is no way they can practice
any position sizing because they don’t
even know how much money they’'re
trading or how much they can lose!

You also said that few people under-
stood risk. Could you elaborate on
that? What's your understanding of
risk?

Risk is another one of those words
with many definitions. It might mean
volatility of the instrument traded. It
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might mean the leverage involved. It
might mean the volatility of one’s per-
formance. It might mean how much
you' rewilling to lose on asingle posi-
tion before you get out of a trade to
preserve your capital. Now do you see
why people are confused?

hat’s the most accurate
definition?
| think two of those
definitions are critical.
Variability of performance is one. |
believe that concept should be defined
using those very wordsto avoid confu-
sion; how much you lose on a single
position before you get out of thetrade
to preserve your capital is another.
That, to me, is the best definition of
risk. Thus, even your stop doesn’t to-
tally define risk. Instead, your risk is
how much you'd actually lose.

So you're saying most professional
traders don’t understand these con-
cepts?

That’ sright. | onceconsidered work-
ing with a bank to refine the trading
skills of their traders. The head of the
forex department said two thingsto me
that made me change my mind. First,
he said that he didn’t want any of his
tradersto makeover 20%. | asked why,
and he answered that if the traders
made over 20%, they could lose over
20% and that was too risky. Then he
added, “Besides, if they made too
much they’d want huge bonuses and
then they’d be making more money
than me.”

A bottom-line type of guy.

Now can you understand why most
of these traders don’t even know how
much money they’retrading? Because
most of them don’t have a clue what
good trading is all about. That's why
we have rogue traders and big compa-
nies going bankrupt or taking huge
losses over and over again. It won't
stop until these big companies learn
the basics. And since they make most
of their money in other ways — busi-
ness, market making, lending money

— they probably won't stop.

That's scary. Are there any excep-
tions?

Not that | know about. | worked with
one bank in Australia that actually
seemed to understand risk and position
sizing. They knew how to find talented
traders who could grasp the principles,
although probably not at the level that |
would have liked, had | had some con-
trol over the process. Nevertheless, |
wasimpressed and | thought they had a
chanceto dominatetheworld of trading
with the money they had.

What happened?

A year later, | returned to Australia
and everyone was depressed. The New
Y ork office had lost money trading, so
no onein Australiawasgetting abonus.
Morale was very low. Later, that same
bank got a new president who said that
trading was too risky, and he slashed
back every aspect of trading. Ironically,
that same bank recently lost a fortune
when Long Term Capital collapsed —
which aso reflects another group of
professionalswho did not really under-
stand some of these principles.

| seeyour point that position sizing is
over|ooked.

These principlesare not taught in the
academic world of efficient markets,
random walk, and behavioral finance.
They are not taught in most books or
seminars. People are biased against
learning them. It’sno wonder that most
people have trouble making high, con-
sistent returns.

Thepsychological makeupof thetrader
isimportant. With that in mind, what
are some stepsto devel oping a positive
approach?

Thefirst stepisto take responsibility
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for everything that happensto you asa
trader. At the very minimum, assume
that what happens is somehow the re-
sult of a decision you made.

Can you elaborate?

Sometimes we play the marble game
in our seminars that's like the Ralph
Vince game. Marbles, representing R-
multiples of trades in your system, are
drawn out of abag and then replaced. Of
themarbles, 60% arewinnerswith most
winning what you risk, but thereisone
10-to-1 marble. And 40% of themarbles
are losers, losing what you risk, and
thereisone 5-to-1 loser. Evenin a60%
game, we are going to get along streak
of losers(say, four or five) ina50-trade
sequence, and that streak might include
a5-to-1loss. | have peoplein the audi-
enceselect themarbles. I'malso alittle
devious as the moderator of the game.
When someone draws out a losing
marble, | ask that person to continue
drawinguntil heor sheeventually draws
out awinning marble. That meanssome-
one in the audience will draw out the
entire losing streak.

So at the end of the game —

At the end of the game, usually half
the audience loses money and many of
them go broke. Asaresult, | ask them,
“How many of you think youwent broke
because person X picked out all those
losing marbles?” Many of them raise
their hands. Now think about this. These
peoplewent brokein apositive expect-
ancy gamebecausethey practiced poor
money management. However, if they
blame their |0oss on someone, they will
never learn from their mistake. There
is always someone to blame for your
mistakes or losses. And when you do
that, you'll never learnfromthose mis-
takes. Thus, akey stepistoalwaystake
responsibility in some way for what
happens to you.

So what are some more steps?
Determineif you really have a sys-
tem. Do you haveexitsinyour system,
orisitjust buy and hold and blame the
selection process if you lose? When
you get in a position, do you know
when to get out to protect your capital
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— that is, your stop-loss point? Most
people don't, surprisingly enough. In
addition, whenyougetinaposition, do
you know how to exit to protect your
profits? Peopleintoday’ sstock market
frequently get a big winner, only to
watch their profits totally disappear
and turn into a giant loss. And most
important, do you know how to size
your position? Have you even thought
about position sizing?

hat else?

You can only trade
your beliefs, since
that's all you really

know, not themarket. Y ouneedtofind
out what your beliefsare. And whether
those beliefsreally serveyou. Finally,
since the most critical beliefs have
nothing to do with the market but with
you, you need to assessyourself. What
do you think you are capabl e of doing?
Are you a perfectionist, because per-
fectionism means you will probably
never get around to trading? | s success
important? Are you worthy of suc-

cess? What do you believe about
money? If money is security, then do
you feel insecure every time you lose
in the market? And finally, ask your-
self a simple question: Is it more im-
portant for you to be right or to make
money?If you can’t take 10 lossesina
row, then you have areal problem and
should either get help or find some
other way to make aliving.

Any closing comments?

TheHoly Grail doesexist, butitisan
inner search. And once you’ ve under-
taken that quest, learn position sizing
strategies. Spend most of your time
studyingthem. If you don’ t know about
position sizing, then I’d suggest that
you try the free game on our Website.
When you can make good money play-
ing that game and understand how po-
sition sizing applies to your trading
system, then you have a chance.

Thanks, Van.
Van K. Tharp is the president of the

International Institute of Trading Mas-
tery, Inc.
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