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Part |
Foundations of Successful Trading

Is trading an art, or is it a science? Or is it some
combination of the two? I am not sure of the answers to
these questions. I am not sure it is necessary to know the
answers. I view trading as a craft. A successful trader is a
craftsman, applying his or her skills in the same way as a
baseball pitcher who has perfected throwing a knuckleball,
or a welder specializing in joining together exotic metals,
or a software engineer who overcomes complex problems
to design new chip technology.

All craftsmen undergo apprenticeships. An apprenticeship
is not some specified period of time in a specified
classroom or training grounds. Rather, an apprenticeship is
a composition of personal, professional, and proprietary
experiences that lead to the knowledge and skills to
perform a craft.

Part I of this book relates my apprenticeship as a trader
and provides context and background to all that follows in
the book. Part I contains two sections:

1. An Introduction to my background and history as a
trader, the reasons I decided to write this book, a road
map to the book, and what I hope this book
accomplishes

2. A brief overview of classical chart principles, the
foundation of my trading approach

Part I lays the foundation for the architectural design of my
trading plan, which is detailed in Part II.



Introduction

One of the first things I check out in a new book is the
number of pages prior to Chapter —long book introductions
put me to sleep. I will assume that most of you are like me
—you want to cut to the chase. The last thing I wanted to
do was write a book with a lengthy introduction, but my
opinion has changed now that I'm on the author’s side of
the equation. It turns out introductions can be useful in
providing necessary context and perspective for a book.
And so, please forgive me for committing the sin I have
always disliked—I think it will be worth it.

This is a book about me as a trader of commodity and forex
markets and how I use price charts in my craft. I think of it
as a mosaic: eventually the parts of this book will tie
together in the same way that a good mosaic becomes
visible only in its entirety. Piece by piece or section by
section, a mosaic makes no sense. Only at a distance and in
its fullness does a mosaic gain clarity and perspective. The
concept of a mosaic describes how this book will unfold.
First, a bit about how I got started in the business.

The Invention of a Commodity Trader

In 1972, shortly after graduating from the University of
Minnesota with a degree in advertising, I moved to Chicago
to work for one of the nation’s largest ad agencies. A
neighbor was a trader at the Chicago Board of Trade
(CBOT). Through our conversations and my visits to see
him on the trading floor, I became captivated by the futures
markets. In commodity trading I saw the opportunity to
earn a good living, work for myself, and be challenged in a
very exciting field. In short, I became hooked.



Everybody started in the commodity field at the bottom.
Being hired at a sizable salary was not a reality of the
business. I needed a plan B if [ were to quit advertising and
enter the commodity field. So, I asked the president of the
advertising agency if he would hire me back at a 30
percent increase in salary if I quit, tried the commodity
business for a year unsuccessfully, and reapplied for my old
job. He agreed to the deal.

I entered the commodity business in 1976 when I was in my
20s with the singular goal of trading my own personal
account. But I needed to learn the ropes first.

When I entered the business, most traders at the CBOT (as
well as the Chicago Mercantile and the New York
commodity exchanges) started at or near the bottom of the
pecking order. The same thing exists to this day. An “MBA
fast track” has never really existed in the trading pits. The
learning curve is steep—the washout rate is high.

I learned the business by working for Continental Grain
Company and Conti, its futures market brokerage
operation. At the time Continental Grain was the second
largest grain exporter in the world next to Cargill.
Continental sold its grain merchandising business to Cargill
in 1999.

During my time in the advertising field I had been working
on the accounts of McDonald’s and Campbell’s Soup
Company. It became a very fortunate coincidence that both
companies were huge users of agricultural products.

Processors of agricultural commodities, such as Campbell’s
Soup, had become accustomed to decades of oversupply
conditions and stable commodity prices. But a number of
events in the early 1970s, including global crop failures, led
to massive bull markets in the price of agricultural
products and nearly every raw material. In a matter of



months the price of some commodity goods doubled.
Figures 1.1 and .2 show gold and wheat prices as proxies
for raw material prices.
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FIGURE 1.1 Spot Gold Prices, 1830-2009.
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FIGURE 1.2 Soft Wheat Prices, 1860-20009.

Food companies were not prepared for the price explosions
taking place. Top management and purchasing executives
of these companies were desperate for solutions. Few food



