CHAPTER23

BE PREPARED!
The importance of doing your homework the night before to prepare for the next day's trading cannot be emphasized enough! The whole object of swing trading is to anticipate setups so that we are not in a reactive mode the next day Spontaneous trades are not a good way to make a living' Just as the professional athlete must have a game plan, so must the professional trader. Have you ever noticed how many athletes have a pregame routine they go through? Routines and rituals keep us in a steady frame of mind. They help us to focus solely on the task at hand‑in this case, the next day's trading opportunities.

When we started comparing notes on how we prepare for the next day's trades, we discovered that we do basically the same thing. We do our homework in the evening (which takes some planning considering we both have families), and also we both keep lots of notebooks!

We thought it would be interesting and educational for you to see our thought processes on preparing for the day.

LINDA:

1 guess Im fortunate to have had some good role models when 1 first started in the business because by nature 1 tend to procrastinate. If 1 haven't prepared for the next day, it's easy for me to feel overwhelmed, and I'll tend not to make any trades at all. I've pretty much adopted the routine of two people 1 worked for in the early 80s. I'm sure 1 wouldn't be successful today without this discipline.

The first person 1 worked for had a routine of logging numbers such as closing prices and the 10‑day moving average of the Arms Index, advance/declines, put‑call ratios, etc. He also updated a book of charts published by Security Market Research each night. This service had an oscillator which was also plotted by hand. The routine took 45 minutes and was done every night. The next morning, the charts were studied on the hour‑long BART train ride into San Francisco, when any interesting buy or sell setups were written out. Once in the city, another hour was spent checking the previous day's trades and writing out new stock orders. This person started out as a floor trader in the equity options in 1978 and is still a professional trader today.

The second person 1 worked for was also a floor trader in the equity options. He would be at work 1 1/2 hours before the market opened and would stay for two hours after the close. What would he do? Update charts by hand, draw trend lines, study the day's trades he had made, look over all the trades 1 had made and comment on them (UGH), write out his trading cards for the next day, enter his exit orders before the opening to take advantage of any opening gaps in his favor, scan the exchanges for any undervalued out‑of‑the‑money call options that other traders might have forgotten about ... you know, 1 think 1 could write a whole book just on this person's routine. The point is, he was one of the least conspicuous traders on the floor but he was probably one of the most profitable. And guess what? ... He's still down on the trading floor today. He was adamant about following a particular methodology. 1 never really saw him deviate from his personal style of trading.

My first boss made a living selling option premium and my second boss made his living buying it. Yet both were consistent in their particular trading style. I'll never forget the saying of my second boss: ‑Trading is a business like any other business. Learn to buy wholesale and sell retail. If they don't come for your inventory~ mark it down and move it out the door" (This is called taking a loss, by the way.)

From my first mentor 1 adopted a routine of logging the numbers every day. 1 have the same information on my computers, but it doesn't mean anythng to me unless I write it down by hand. 1 have notebooks full of numbers, stored in my basement, which I'll never look at again. But they are my proof that 1 did my homework every night. This was the first similarity with Larry that 1 noticed‑notebook‑itis.
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LARRY.

1 write down every trade 1 make in addition to my daily P&L. 1 know how much 1 have made or lost each day I've also kept every notebook.

LINDA:

When did you start keeping notebooks?

LARRY.

When 1 decided to become a professional trader. It has now become a habit.

LINDA:

Do you keep any type of daily worksheet?

LARRY.

1 keep a special one for the S&P's. I also write down any special setups in the futures for the next day‑and I'll also write down the daily high and low of a market. Then 1 program this information into my Bloomberg terminal. 1 also get a daily printout from TradeStation of any setups, but truthfully, 1 like walking through each market individually and looking for setups on the charts. It is more tedious but it gives me a better feel for the markets.

LINDA:

Do you do this with the equity markets in addition to the futures markets?

LARRY.

Yes, 1 do; 1 follow about 100 equities. 1 also scan for news both at night and in the morning.

LINDA:

That's a lot of information to process.

LARRY.

Well, 1 try to narrow the information down to the setups 1 believe have the most potential. If 1 have too many things to look at I feel scattered.

LINDA:

Same here. I'll note all the setups the night before on a worksheet but 1 might only end up making one to three trades the next day. Either things don't set up quite right, or 1 don't like the way the market opens. 1 miss a
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lot of trades, too. It's better to follow fewer markets and make one good trade than to get sloppy and disorganized. It's like poker. Don't make the bet unless the hand sets up just right.

LARRY.

The Patience Game.. . Do you write down your trades?

LINDA:

Absolutely. Writing down your trades is the best exercise in the world. 1 write down the date and time 1 entered the trade, buy/sell, quantity, contract, and fill price. The log remains open until 1 close out the trade, at which time 1 enter the exit date and price. Only then do 1 calculate the profit or loss. Needless to say, when you have a nasty losing trade, it really sticks out. There's also good incentive to lock in winners because then you can actually record the profit in your log.

1 have to share a little story with you. It is an excellent habit to write down your equity every day, which 1 do. However, 1 allowed myself to become impressed with new account highs ... oh, in April 1988. Kiss of Death! What a jinx on my account! It was impossible to make money after that. Now 1 start each month at zero and track it only for the month.

LARRY..

Euphoria is an absolute enemy. My friend who is a market wizard said that he started off his year each January at zero and would build it up from there.

LINDA:

Actually, that's a very common practice among floor traders. The people 1 worked for went beyond that. Each month they would actually draw any profits out of the account to bring it back down to a certain level. They figured that if there weren't any profits in the account, they couldn't lose them!

LARRY..

You know, 1 have to comment on something you brought up earlier. It was when you were talking about how you have to go about your routine each day, grinding out trades, and then two or three times a month you get the perfect trade and have a windfall. This is exactly what happens with me. 1 originally thought 1 was lucky and that being a good trader had nothing to do with it. Now 1 know better.
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LINDA:

That's right. The good traders are the ones who can hold their ground the majority of the month and participate in that small handful of trades that are windfalls. The real skill is in not losing money!

