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DISCLAIMER

This book is for educational and informational purposes only. It does not constitute
financial advice, investment advice, trading advice, or any other form of professional
advice. The author is not a financial adviser and is not regulated by the Financial
Conduct Authority (FCA) or any equivalent body.

Trading and investing in financial markets involves substantial risk of loss and is not
suitable for every individual. You should not trade or invest money that you cannot
afford to lose. Past performance is not indicative of future results. There is no
guarantee that any strategy, system, or methodology discussed in this book will
produce profits or avoid losses.

The examples, case studies, and scenarios presented in this book are for illustrative
purposes only. They do not represent actual trades or guaranteed outcomes. Markets
can and do behave in ways that are unpredictable, and any application of the ideas in

this book is done entirely at your own risk.

Before making any financial decisions, you should consult with a qualified, regulated
financial adviser who can assess your individual circumstances. The author and
publisher accept no liability for any loss or damage arising from the use of information
contained in this book.

Always do your own research.



BEFORE WE START

Most books about trading and investing fall into one of two traps. They’re
either so simplified they’re useless, or so technical they’re unreadable.
This book is neither.

What you’re holding is the complete system I use to trade and invest with
real money. It covers macro regimes, conviction grading, position sizing,
swing trading, day trading, algorithmic systems, long-term wealth
building, and the psychology that ties it all together.

Every chapter is designed to be practical. If a concept doesn’t directly help
you make better decisions with real money, it’s not in here.

The book is structured so each part builds on the last. Part One gives you
the core edge. Part Two lays the foundations. Parts Three through Five
cover swing trading, day trading, and algorithmic approaches. Part Six
handles long-term wealth building. Part Seven is psychology — the part
most people skip and then wonder why they keep losing.

You don’t need to read it front to back. If you’re already trading, skip to

the section that matches your style. If you’re starting from scratch, go in
order.
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PART ONE

.

THE EDGE

What the smart money actually does — and how you can do it
too



CHAPTER 1

Making Alpha

*

Let’s start with the question nobody asks honestly enough: How is real
money actually made in markets?

Not the social media version. Not the TikTok version where someone
films themselves on a yacht claiming they made six figures from their
phone. Not the financial TV version where a talking head confidently
predicts the market will go up or down, then quietly changes their mind
next week.

The real version. The one that works repeatedly, across years and decades,
through crashes and booms and everything in between.

That’s what this chapter is about. Before we get into the how, you need to
understand the what.

How I Actually Trade — The Simple Version

Before we dive into the theory, let me tell you exactly how I trade. Not in
vague terms. Not wrapped in jargon. The actual, simple process that makes
money.

I buy things that are going up.

That’s it. That’s the foundation. I don’t try to predict bottoms. I don’t try
to catch falling knives. I don’t buy things because they’re “cheap” or
because some analyst says they’re undervalued. I buy assets that are
already in uptrends — assets where the price is confirming that money is
flowing in, that institutions are buying, that the momentum is real.

But I don’t buy everything that’s going up. I grade it first. Every potential
trade gets a grade from A to E based on two things: does my mathematical
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algorithm say buy, and does the economic environment support this asset
right now? When both line up — when the maths says yes AND the macro
says yes — that’s a Grade A. That’s when I go in with full conviction.
When only one lines up, the grade drops and so does my position size.
When neither lines up, I don’t trade. Simple.

The algorithm handles the timing. It tells me exactly where to enter, where
to exit, and when conditions have changed. My entire daily routine is this:
before the market opens, I set my buy prices and my sell prices based on
what the algorithm is telling me. Then I walk away. That’s it. If the market
hits my buy level, I’'m in. If it hits my exit, I’'m out. I don’t sit in front of
screens all day. I don’t watch candles flicker. I check my levels once in the
morning — usually over coffee, in about four minutes — update any
orders that need updating, and get on with my life. The algorithm does the
thinking so I don’t have to.

And here’s the part that surprises people most: I barely trade. In an
average month, I might take three trades. Sometimes fewer. There are
weeks — sometimes entire fortnights — where I do absolutely nothing
because no Grade A setup exists. I’'m not scanning for action. I’m not
forcing trades because I’'m bored. I’'m waiting for the algorithm and the
macro to both say “go,” and until they do, my job is to sit on my hands.
This is how the returns get so large: I’'m not diluting my edge across
dozens of mediocre trades. I’m concentrating it into a handful of the best
setups each month, sized with full conviction, with both the maths and the
economic environment behind me. Three trades a month with a genuine
edge will outperform thirty trades a month without one — every single
time.

The macro framework handles the direction. It tells me which season the
economy is in, which tells me which assets should be winning right now.
I’m not guessing. I’m reading two simple variables — growth and
inflation — and matching my trades to the environment. You wouldn’t
plant seeds in winter. I don’t buy commodities in a deflationary crash.

That’s the whole thing. Find what’s going up. Grade your conviction. Set
your buy and sell prices before the market opens. Let the algorithm time
your entry and exit. Match it to the macro. Manage your risk by grade.
Repeat. Now — there is more nuance than that, and this book spends 25
chapters building out every layer. But if you take nothing else from this
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MAKING ALPHA

page, take this: the core process really is that simple. The complexity isn’t
in the system. It’s in having the discipline to follow it when everything
inside you is screaming to do something different.

It sounds almost too simple, and people push back on that constantly. They
want complexity. They want secret indicators and proprietary models and
some mystical edge that nobody else has. But the edge isn’t in complexity
— it’s in discipline. It’s in having a process that removes emotion,
removes guesswork, and stacks the odds in your favour on every single
trade. The people who make money consistently in markets aren’t the ones
with the most complicated systems. They’re the ones who follow a simple
system with absolute discipline.

Everything in this book is designed to teach you this process from the
ground up. By the time you finish, you’ll understand the macro
framework, the grading system, and how algorithmic signals work. You’ll
know how to find assets going up, grade them, enter with precision, and
exit without emotion. You’ll have the complete system — not a theory, but
a working process you can execute in minutes a day.

Now let me show you why this works, starting with what “alpha” actually
means and why almost everyone else gets it wrong.

What Alpha Actually Is

In finance, “alpha” has a specific meaning. It’s the return you generate
above and beyond what the market gives you for free.

If the S&P 500 goes up 10% in a year and your portfolio goes up 10%, you
didn’t generate any alpha. You just rode the wave. A monkey throwing
darts at a stock page could have done the same thing. Actually, a monkey
throwing darts famously has done the same thing in academic studies.
Alpha is the 15% when the market does 10%. It’s the +5% when the
market does -10%. It’s the part of your return that came from skill, not
luck. From process, not from simply being in the market at the right time.
This distinction matters because most of the financial industry sells you
beta — market exposure — dressed up as alpha. They charge you
management fees for what is essentially an index fund with a nicer logo
and a fancier office. The average actively managed fund underperforms its
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benchmark over any meaningful time period. Over 15 years, roughly 90%
of them trail the index. You would have been better off buying a simple
index fund and going fishing.

Generating real alpha is hard. It requires an edge. And an edge doesn’t
come from watching more financial news or following more Twitter
accounts. It comes from a process that does something fundamentally
different from what everyone else is doing.

Why Most Funds and Institutions Fail

Here’s an uncomfortable truth: the vast majority of professional money
managers — people with Ivy League degrees, Bloomberg terminals, and
teams of analysts — cannot consistently beat the market.

How is that possible? Because they’re all doing roughly the same thing.
They’re all reading the same research. They’re all using the same models.
They’re all buying and selling the same stocks at the same time based on
the same data.

When everyone is doing the same thing, nobody has an edge. The market
is brutally efficient at eliminating crowded trades. If 500 hedge funds all
decide that the same tech stock is undervalued, they all pile in, the price
moves up, and the “edge” disappears before most of them even finish
building their position.

Want to see this play out in real life? In 2021, the most popular hedge fund
trade on the planet was being long big tech and short small speculative
stocks. It was “obvious.” Every quant model pointed the same direction.
Then a group of retail traders on the internet decided to buy those exact
small stocks that every hedge fund was short. One fund — one of the most
prestigious in the industry, run by people with decades of experience and
billions under management — lost over 50% of its portfolio in a single
month. They were eventually forced to shut down entirely. Not because
their analysis was wrong. Because the trade was too crowded, the
positioning was too one-sided, and when the crowd turned, there was no
exit.

The hedge fund industry has a dirty secret: most of their returns over the
last two decades have been beta — market exposure — not alpha. And
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they charge 2% management fees plus 20% of profits for the privilege of
delivering market-level returns.

This isn’t cynicism. It’s math. And it’s actually good news for you.
Because if you understand why they fail, you can do the opposite.

The Two Ingredients of Alpha

I told you how I trade — buy things going up, grade conviction, let the
algorithm time it. Now let me tell you why that specific combination
works when almost everything else doesn’t. After studying markets for
years, I’ve distilled alpha generation down to two essential ingredients:

1. Mathematical timing. You need a systematic, mathematical way to time
entries and exits. Not gut feel. Not “I think it looks cheap.” Actual
algorithmic signals based on price action, volume, and volatility that tell
you when the probability of a profitable trade is highest.

2. Discretionary macro direction. You need a framework for understanding
the economic environment — growth, inflation, government policy — that
tells you which assets to even consider trading in the first place.

Most traders have one or the other. Quant traders build beautiful
mathematical models, backtest them to perfection, then watch their
algorithm buy commodities right before a deflationary crash — because
the model didn’t know the economy was rolling over. Discretionary
traders read the macro perfectly, call the direction months in advance, then
lose money anyway because they entered too early, sized too big, and got
shaken out by a 3% dip before the move they predicted actually happened.
I’ve seen it hundreds of times. The quant who’s right about the math but
blind to the macro. The macro trader who’s right about the story but can’t
time an entry to save their life. Both are half-right. And in markets,
half-right is still broke.

The edge comes from combining both. The algorithm provides precision
timing. The macro framework provides direction. Together, they create
something that neither can achieve alone.

Think of it this way. The mathematical signal is the GPS telling you when
to turn. The macro framework is the map telling you which road to be on.
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Without the GPS, you’ll overshoot every turn. Without the map, you’ll
make perfect turns on the wrong road.

Grading Your Conviction

I mentioned the grading system earlier — now let me show you exactly
how it works, because this is the concept that will change how you think
about every trade you take from this point forward. Not all trades are
created equal. Some have everything going for them. Some have one or
two things going for them. Some have nothing going for them.

The smartest approach is to rank every potential trade on a simple scale —
from A to E — based on how many criteria it meets. This is the most
important framework in this entire book.

Grade A means both the mathematical signal and the macro direction are
aligned. This is your highest conviction trade. You don’t mind owning this
asset. You can trade it with no stops or very wide stops, because the
probability of it working in your favour is as high as it gets.

Grade B means the setup is strong but it’s missing one element. Maybe the
signal is there but the macro picture is mixed. Or the macro is perfect but
the math hasn’t confirmed yet. Still tradable, but with tighter risk
management.

Grade C is moderate conviction. Tradable with caveats. Reduced position
size.

Grade D is low conviction. Only for experienced traders who understand
the risks.

Grade E means avoid. Conditions are unfavourable. Don’t touch it.

This grading system solves the biggest problem in trading: it forces you to
be honest about the quality of every trade before you take it. Most traders
skip this step entirely. They see a signal and they trade. They don’t ask, “Is
the macro supporting this? Is the trend confirmed? How strong is my
conviction?”

When you start grading every trade, the noise falls away. You stop
overtrading. You stop taking mediocre setups. You naturally gravitate
toward fewer, better trades — which is exactly where the alpha lives.
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The Math of Fewer, Better Trades

Let me show you why this approach is so powerful with simple math.
Depending on market conditions, you might only get 3 or 4 Grade A
opportunities in a month. Some months more, some less. Let’s be
conservative and say 3.

If each Grade A trade makes an average of 3% — which is realistic when
you’re trading with the math and the macro both on your side — that’s 9%
per month. Compounded over a year, that’s over 100% annually.

Now compare that to what the best hedge funds in the world return:
15-20% in a good year. The S&P 500 averages about 10% per year.
You’re doing multiples of both.

How is this possible? Because you’re not diversified across 200 positions
hoping one of them works. You’re concentrated in a handful of the
highest-conviction opportunities, sized appropriately, with both
mathematical and discretionary edge behind each one.

It is far better to make a few trades that are correct than many trades with a
lower win rate — because you can increase your sizing on your fewer sure
bets. Quantity of trades is not what makes you money. Quality is.

What This Book Will Teach You

You now know what the process looks like. Here’s how this book builds it
for you, layer by layer, so that by the end you can execute it yourself.
First, you’ll learn to read the economic environment — a two-variable
framework for understanding which assets should be winning right now
and which should be losing. Once you know what season the economy is
in, you’ll know which side of the trade to be on before most people even
realise the season has changed.

Then we’ll go deep into execution. Not theory. Actual trades. You’ll see
multi-day walkthroughs of real setups — Gold, currencies, stocks — so
you understand exactly how to set entries, manage positions, update exits,
and respond when conditions change.

After that, we cover every major trading style. Swing trading — the sweet
spot for most people, where you hold for days to weeks and check your
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phone once in the morning. Day trading — the honest, unvarnished truth
about what it takes (spoiler: most people shouldn’t do it). Algorithmic
trading — how mathematical signals work, and why combining them with
human macro judgment creates something neither can achieve alone.

Then we switch to the long game. Long-term investing with a three-pillar
framework. Lifecycle investing — a counterintuitive approach to leverage
and age that can dramatically change your retirement outcome. Options
and LEAPS — how to control £20,000 of stock exposure for £6,000 with
no margin calls. Concentration versus diversification — and why the
conventional wisdom is backwards for most people.

Finally, the mental game. Because the biggest enemy in trading isn’t the
market. It’s you. Your biases, your emotions, your ego. We’ll cover all of
it, and build you a personal playbook that keeps you honest when your
instincts are screaming at you to do something stupid.

By the end, you’ll have a complete, repeatable system. Not a vague
philosophy. An actual operating system for making money in any market
condition.

Let’s start with the foundation: learning to read the economic weather.
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CHAPTER 2

The Macro Regime — Your
Economic GPS

*

Imagine you’re a farmer. You don’t plant seeds in the dead of winter. You
plant them in spring, when conditions are right. You harvest in autumn.
You prepare for winter before the first frost hits.

If you planted corn in December, it wouldn’t matter how good your seeds
were, how fertile the soil was, or how hard you worked. The season was
wrong. The conditions were against you. You’d lose everything.

Markets work exactly the same way. The economy moves through
seasons, and different assets perform dramatically better or worse
depending on which season we’re in. If you can figure out which season
we’re in, you can put your money in the right place at the right time.

This chapter teaches you how to read the economic weather. It’s the
foundation that everything else in this book sits on.

The Only Two Variables That Matter

There are thousands of economic data points published every month.
GDP, employment numbers, manufacturing indices, consumer confidence,
housing starts, retail sales, trade balances, money supply, credit spreads —
the list goes on forever.

Most people try to track all of them. They drown in data. They get
confused by contradictory signals. One number says the economy is great,
another says it’s terrible.
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The secret? Of all those data points, only two matter most for predicting
which assets will perform well:

1. Economic Growth — Is the economy speeding up or slowing down?

2. Inflation — Are prices rising faster or slower?

That’s it. Two variables. Growth and inflation.

But here’s the crucial part that most people miss: we don’t care about the
absolute level. We care about the direction. We care about the rate of
change.

It doesn’t matter if GDP growth is 2% or 4%. What matters is whether it’s
accelerating or decelerating. Is 2% heading toward 3%? Or is 4% heading
toward 2%? The direction tells you where the economy is going. The
direction tells you what the central bank will do. The direction tells you
where money will flow next.

Think of it like driving a car. The police officer doesn’t care that you’re
going 60 mph. He cares whether you’re speeding up or slowing down. If
you’re accelerating toward 90, that’s a very different situation than if
you’re decelerating from 70 to 50.

The Four Macro Regimes

When you combine the direction of growth with the direction of inflation,
you get four possible environments — four seasons of the economy. Each
one tells you which assets tend to perform best and which tend to suffer.
Understanding these four regimes is like having a GPS for your money. It
won’t tell you exactly which stock to buy, but it will tell you what
continent you should be on.
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THE MACRO REGIME — YOUR ECONOMIC GPS

GROWTH ACCELERATING

REGIME 1 REGIME 2
Goldilocks Reflation
Equities, Growth, Commodities,
FX Carry Value, Equities
Bonds, USD
INFLATION INFLATION
FALLING RISING
REGIME 4 REGIME 3
Deflation Stagflation
Bonds, Gold, Gold, Commodities,
USD, Quality Cash
Commodities Equities, Credit

GROWTH SLOWING

Regime 1: Growth Accelerating, Inflation Slowing

This is the sweet spot. The economy is humming along, businesses are
growing, employment is strong — but prices aren’t out of control. Central
banks are relaxed. Liquidity is flowing. Risk appetite is high.

Think of 2017 or most of 2024. The economy was growing nicely,
inflation was cooling, and the stock market just kept grinding higher
month after month. If you were long equities during those periods, you
barely had to do anything. The regime was doing the work for you. That’s
the power of being on the right side of the economic season.

This is the best environment for equities, particularly growth stocks and
technology. Commodities and foreign currencies also tend to do well.
Fixed income and the US dollar tend to underperform because there’s no
reason for investors to hide in safe havens when the economy is firing on
all cylinders.

Best asset classes: Equities, Commodities, FX

Worst asset classes: Fixed Income, USD

Best  equity sectors:  Technology, Consumer Discretionary,
Communication Services, Industrials, Materials, REITs

Worst equity sectors: Utilities, Consumer Staples, Health Care
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Best style factors: High Beta, Momentum, Leverage, Secular Growth, Mid
Caps
Worst style factors: Low Beta, Defensives, Value, Dividend Yield, Small
Caps

Regime 2: Growth Accelerating, Inflation Accelerating

Boom time. The economy is hot and prices are rising to match. Think 2021
— the post-pandemic reopening. Everyone was spending. Supply chains
were wrecked. Demand was outstripping supply across the board.
Commodities went vertical. Oil, copper, lumber — everything was
ripping. If you owned commodities and energy stocks during that period,
you were printing money.

But this regime is a trap if you’re not paying attention. Everything feels
good — the economy is growing! — but the inflation part means the
central bank is getting hawkish. Rate hikes are coming. And when they
arrive, they choke off the boom. The traders who understood this in late
2021 started rotating out of risk before the 2022 crash. The ones who
didn’t got crushed.

Best asset classes: Commodities, Equities

Worst asset classes: Fixed Income, USD

Best equity sectors: Technology, Industrials, Financials, Energy,
Consumer Discretionary

Worst equity sectors: Utilities, Communication Services, Consumer
Staples, REITs, Health Care

Best style factors: Secular Growth, High Beta, Small Caps, Cyclical
Growth, Momentum

Worst style factors: Low Beta, Dividend Yield, Value, Defensives, Size

Regime 3: Growth Slowing, Inflation Accelerating
This is the ugly one. Stagflation. The economy is slowing down but prices
are still running hot. It’s the worst of both worlds.

The first half of 2022 was a textbook Regime 3. Growth was rolling over,
inflation was still at 8-9%, and the central bank was hiking rates into a
slowing economy. The S&P 500 dropped over 20%. The Nasdaq fell 33%.
Meanwhile, gold held steady and energy stocks were some of the only
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winners in the entire market. If you were positioned for Regime 3, you
dodged a disaster. If you were still positioned for the boom of 2021, you
got taken apart.

This is the environment where the usual playbook of “buy the dip” stops
working. Every dip leads to another dip. The central bank is stuck — they
want to cut rates to help growth, but inflation won’t let them. Gold and
commodities are your friends. Most everything else is your enemy.

Best asset classes: Gold, Commodities, Fixed Income

Worst asset classes: Credit

Best equity sectors: Utilities, Energy, REITs, Technology, Consumer
Staples, Health Care

Worst equity sectors: Communication Services, Financials, Consumer
Discretionary, Industrials, Materials

Best style factors: Secular Growth, Momentum, Mid Caps, Low Beta,
Quality

Worst style factors: Small Caps, Dividend Yield, Value, Defensives, Size

Regime 4: Growth Slowing, Inflation Slowing

Everything is cooling off. The economy is contracting and prices are
falling. This is the deflation scare. Think late 2008, or early 2020. The
feeling in the air is dread. Headlines are apocalyptic. Your neighbour is
panicking about their 401(k).

But here’s the thing — if you understand the regime, you’re not panicking.
You’re positioning. The central bank will almost certainly be cutting rates
aggressively to stimulate the economy, which makes bonds extremely
attractive — when rates fall, bond prices rise. You buy bonds while
everyone else is selling stocks.

The US dollar tends to strengthen as a safe haven. Gold benefits from the
fear and falling rates. Equities, especially cyclical ones, get hammered
because earnings are declining. Commodities fall because demand is
evaporating.

This is the environment where cash is king and capital preservation
matters more than anything else.

Best asset classes: Fixed Income, Gold, USD

Worst asset classes: Commodities, Equities, Credit, FX
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Best equity sectors: Consumer Staples, Health Care, Utilities

Worst equity sectors: Energy, Technology, Financials, Industrials,
Consumer Discretionary

Best style factors: Low Beta, Dividend Yield, Quality, Defensives, Value

Worst style factors: High Beta, Momentum, Leverage, Secular Growth,
Cyclical Growth

The Full Regime Reference Table

Below is the complete picture in one table. This is probably the single
most valuable page in this entire book. Bookmark it. Print it. Put it next to
your trading screen.

THE REGIME REFERENCE TABLE

The mo:

Regime 1 Regime 2 Regime 3 Regime 4
Goldilocks Reflation Stagflation Deflation
Growth Infation Growth Inflation Growih nflaton Growth Ifiaton
Best Asset Classes Equties,Commodiies, FX Commoiies, Eqies God, Commodite, Fxed I Fied Income,Gold, USD.
Worst Asset Classes Fised Icome, USD FisedIncome, USD G

Best Equity Sectors

‘Worst Equity Sectors

—— High Beta, Momentun, Secular Growh,High Bea, Secular Growth, Momentu, Low Beta,Dividend ek,

Jest Style Factors. Leverage, Secular Growth ‘Small Caps, Cyclical Growth Mid Caps, Low Beta, Quality Quality, Defensives, Value

Low Bea, Defersives, Love Bets, Dividend Vi, Smal Caps, Dividend Yiek, High Bea, Momentun

‘Worst Style Factors Value, Dividend Yield Value, Defensives Value, Defensives. Leverage, Secular Growth
[ Know the regime first. Everything else follows.

Predicting the Central Bank

Once you know which regime you’re in, you unlock something that most
traders would pay a fortune for: the ability to predict what the central bank
is likely to do next.
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Think about what that means. When the central bank moves, everything
moves. Stocks, bonds, currencies, commodities, real estate — trillions of
dollars reposition in response to a single rate decision. Most people find
out what happened at 2pm when the announcement drops. They react.
They panic-buy or panic-sell alongside everyone else, getting the worst
possible price.

But if you understand the regime, you already know what’s coming. Not
the exact timing, but the direction. And the direction is worth a fortune.
Regime 1 (Growth 1, Inflation !): Central bank is neutral or slightly
dovish. Growth is healthy, inflation isn’t a problem. No urgency to do
anything. This is the Goldilocks environment for stocks.

Regime 2 (Growth 1, Inflation 1): Central bank gets hawkish. They’ll raise
rates or signal tightening to cool inflation. Bond prices fall. Rate-sensitive
stocks get hit. Commodities benefit from the inflation that triggered the
tightening.

Regime 3 (Growth {, Inflation 1): Central bank is stuck. They’d love to cut
rates to help growth, but inflation won’t let them. This indecision creates
volatility. Gold and commodities benefit from the uncertainty.

Regime 4 (Growth {, Inflation {): Central bank goes full dovish. They’ll
cut rates, inject liquidity, do whatever it takes to restart the economy.
Bonds rally hard. Eventually, equities bottom and begin a new cycle.

PREDICTING THE CENTRAL BANK

Regime 1 Neutral / slightly dovish
A Rising v Falling

Regime 2 Hawkish — rate hikes

‘ A Rising A Rising

Regime 3 Stuck — can't cut rates
v Falling A Rising

Regime 4 Full dovish — rate cuts
v Falling v Falling
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See the pattern? The regime tells you where you are. The central bank’s
likely response tells you where you’re going. And where you’re going tells
you what to buy or sell today — before the rest of the market figures it out.

How to Track Which Regime You’re In

You don’t need a PhD or a Bloomberg terminal to figure out which regime
you’re in. You just need to follow a handful of data points and watch the
direction.

Let me walk you through what this looks like in practice. Say it’s January.
You pull up the latest GDP report. Last quarter, growth was 2.1%. The
quarter before that, 1.8%. The quarter before that, 1.4%. The trend is clear:
growth is accelerating. Check.

Now you look at the latest CPI (inflation) report. Year-over-year inflation
was 3.8% last month, 4.1% the month before, 4.5% before that. The trend:
inflation is decelerating. Check.

Growth accelerating plus inflation decelerating — that’s Regime 1. The
sweet spot. You now know that equities, commodities, and FX should be
your hunting ground, and you should be avoiding fixed income and the US
dollar. You know the central bank is likely to be neutral or dovish. You
know which sectors and style factors have the wind at their back.

All of that from looking at two numbers and their direction. Nothing more.
For growth, track: GDP (quarterly), employment reports (monthly),
manufacturing and services PMI (monthly). Ask one question: is the
year-over-year rate of change getting bigger or smaller?

For inflation, track: CPI and PPI (both monthly), wage growth data. Same
question: accelerating or decelerating?
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For policy signals, track: Central bank meeting minutes, press
conferences, and forward guidance. What language are they using?
Worried about inflation? That’s hawkish. Worried about growth? That’s
dovish.

The regime typically lasts months or even quarters. This isn’t about
predicting next week’s data. You’re identifying the multi-month trend and
positioning accordingly. When the trend shifts, the regime shifts, and you
rotate.

This is the macro half of the equation. The next chapter covers the
mathematical half — a grading system that tells you exactly how confident
to be on each trade.
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CHAPTER 3

Grading Your Conviction

*

Picture two traders. Both open their screens on a Monday morning. Both
see the same signal: Gold is showing a buy signal at 4,600.

Trader A buys immediately. Full position. Tight stop at 4,550. By
Wednesday, Gold dips to 4,540 before rallying to 5,100. Trader A was
stopped out for a loss and watched the entire move happen without them.
Trader B checks the macro first. Growth is slowing. Inflation is rising.
Gold is in the sweet spot of the economic cycle. The mathematical signal
confirms the timing. Both criteria are met. Trader B grades this as their
highest conviction trade, enters at 4,600 with no stop, and rides it to 5,100
over the next two weeks.

Same signal. Same asset. Same week. One lost money. One made 10%.
The difference wasn’t luck. It was conviction — and having a system to
measure it.

This chapter introduces the most important framework in the entire book:
a simple way to grade every potential trade from A to E, so you always
know exactly how confident to be and exactly how to manage the position.

The Two Criteria

An asset needs to meet two criteria to receive the highest grade:

1. A mathematical signal — an algorithmic entry signal based on price
action, volume, and volatility that says “the probability of a profitable
trade is elevated right now.” This is the timing component. It tells you
when.
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2. A discretionary macro decision — your analysis of the economic regime
(growth direction, inflation direction, policy stance) that confirms this
asset class, sector, or specific asset should be performing well. This is the
direction component. It tells you what.

The mathematical signal alone can find good entries. But without macro
awareness, you might be buying into a headwind. The macro view alone
tells you which assets should work, but without precise timing you might

enter too early or too late and get shaken out.

When both align, you have a Grade A trade. And Grade A is where the

magic happens.

Grade Signal

THE GRADE SYSTEM

Macro Size Stops

Action

I A Confirmed

I B Confirmed

Marginal
I D Weak
I E None

Fully aligned 15-25% None

Partially 8-12% Wide
Mixed 3-5% Tight
Unclear 1-2% Very tight
Against you 0% N/A

Add on dips. Let it run.

This is where the money is made.

Tradable but smaller.

Quicker to take profits.

Tempting but dangerous.

New traders: skip entirely.

Experts only.

Pretend this doesn't exist if new.

No trade. Stay away.

Doesn't matter what the news says.

If you're new: Grade A only. Everything else is a distraction.
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Grade by Grade

THE CONVICTION GRADING SYSTEM

A Highest Math + macro aligned No hard stop 15-25%
B High One element missing Hard stop 8-12%
C Moderate Marginal signal Strict stop 3-5%
D Low Problems present Tight stop Tiny
E Avoid Unfavourable _ _

Grade A — Highest Conviction

Both criteria are met. The math says go, and the macro says go. This is
your best trade. This is where you put your biggest size and your loosest
risk management.

Here’s what makes Grade A special: because you have both algorithmic
precision on timing AND macro confirmation on direction, you can trade
with no stops or very wide stops. Why? Because you actually don’t mind
owning the asset. The macro backdrop supports it, the trend is in your
favour, and the signal confirms the timing.

Think about what that means. When you own an asset you genuinely want
to own, a normal pullback isn’t scary. It’s a buying opportunity. You’re
not white-knuckling through every dip — you’re adding to a position you
believe in.

Grade A trades are where the vast majority of your profits will come from.
Protect them. Nurture them. Don’t close them early out of fear.
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Grade B — High Conviction

Strong setup but missing one element. Maybe the mathematical signal is
confirmed but the macro picture is mixed — for example, the asset class is
in a favourable regime but there’s a policy uncertainty complicating
things. Or maybe the macro is crystal clear but the math hasn’t fully
confirmed yet.

Grade B is still very tradable, but you need tighter risk management than
Grade A. Use stops. Don’t hold as large a position. Be quicker to take
profits.

Grade C — Moderate Conviction

Tradable but with notable caveats. The signal might be marginal or the
macro support is weak. If you trade it, reduce your position size
significantly and use strict risk management.

Grade C trades are where most traders get into trouble. They’re just good
enough to tempt you, but not good enough to carry a big position. If you’re
not experienced, skip them entirely.

Grade D — Low Conviction

The setup exists on paper but there are real problems. Maybe the macro is
shifting and you’re not sure which direction it’s heading. Maybe the asset
is in a choppy, trendless range. Maybe there’s an earnings report, a central
bank decision, or an election coming that could send it either way.

Grade D trades are for experienced traders only. If you’re new, pretend
this grade doesn’t exist.

Grade E — Avoid

Unfavourable conditions. The macro is against you, the math is against
you, or both. Do not trade this asset currently. It doesn’t matter what the
news says or what some analyst recommends. Grade E means stay away.
The discipline to avoid Grade E assets is just as important as the skill to
trade Grade A ones. Every dollar you lose on a bad trade is a dollar you
can’t deploy on the next Grade A opportunity.
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The A-E Conviction Grading System

Signal + Macro .
i 15-25% N ra ol
A Highest " 5-25 one / very wide
Signal confirmed,
B High o 8-12% Defined stops
macro mixed
Marginal signal
Moderate i 3-5% Strict stops
( or weak macro
Setup exists
i 1-2% Tight st
D liees e i
Macro + math
Avoid Ao mat None Do not trade
both against

Why Grade A Allows No Stops — The Mathematics of
Stops

Every trading course tells you to use stop losses. It’s rule number one in
most textbooks. “Always protect yourself. Always use a stop.”

They’re wrong. Or at least, they’re only half right. And the half they’re
missing is the half that costs you the most money.

Let me explain.

To be profitable on any trade, you need two things to be right: timing and
direction. You need to enter at roughly the right time, and the asset needs
to move in the direction you expected.

Algorithmic signals help enormously with timing. But no signal is perfect.
Sometimes the timing is slightly off. The asset dips 2% before running
15% in your direction.

If you had a tight stop loss at 1.5%, that trade — which would have been a
massive winner — becomes a loss. Your stop gets hit on a normal
pullback, you get taken out, and then you watch the trade go exactly where
you expected. If you’ve been trading for any length of time, you’ve
experienced this. It’s infuriating.

30



GRADING YOUR CONVICTION

Once you have stops involved, your chance of a winning trade is
diminished. Full stop. This is a mathematical fact. A stop introduces a
third variable: not just timing and direction, but also your stop not getting
hit before the trade works. The tighter the stop, the higher the probability it
gets triggered by random noise.

For Grade A trades — where both the math and the macro are aligned —
the solution is to trade with no stops or very wide stops. You exit when
either the asset breaks its long-term trend, or when the asset gets
downgraded below Grade A. That’s it. Those are your two exit signals.

This is the most mathematically sound way to capture alpha over time.
Precise entry timing from the algorithm, plus the conviction to hold
through noise from the macro confirmation, is what generates outsized
returns.

Why Some Assets Can Never Be Grade A

Not every asset can achieve Grade A status. The reason is simple: to trade
without stops, you need to be comfortable owning the asset through
volatility. You need to be able to sit through a normal pullback without
panicking.

Gold, for example, can absolutely be Grade A. When the macro regime
supports it (say, slowing growth and rising inflation), and the
mathematical signal confirms timing, you can buy gold and hold through
dips because the fundamental case is rock solid. You don’t mind owning
gold.

Strong, fundamentally sound stocks can be Grade A. If the company is
dominant, the macro supports the sector, and the math confirms the entry
— you can hold through a 5% dip because you believe in the asset.

But something like Bitcoin, for instance, is much harder to make Grade A.
Its volatility is so extreme that holding through a “normal pullback” might
mean sitting through a 20-30% drawdown. For most people, that’s not
realistic without stops. So Bitcoin might frequently be Grade B or C —
tradable with appropriate risk management, but not the kind of thing you
hold without protection.
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This distinction matters. Don’t try to force Grade A onto an asset that
doesn’t deserve it. Be honest about what you can actually hold through.

The Math of Grade A Trading

Let’s quantify the power of this approach.

Depending on market conditions, Grade A opportunities can be rare in
some months and plentiful in others. In quiet markets with unclear macro
direction, you might only get 1-2 Grade A trades. In trending markets with
clear macro support, you might get 5-6.

Let’s be conservative: 3 Grade A trades per month.

If each trade averages a 3% profit — which is realistic when you’re
holding with conviction, adding on dips, and not getting stopped out
prematurely — that’s 9% per month.

9% per month compounded is over 100% per year. That demolishes hedge
fund returns. That destroys the S&P 500’s long-term average. That beats
what market makers, institutional traders, and the vast majority of
professionals achieve.

And it’s done with just 3 trades per month. Not 30. Not 300. Three.

Now, I’m not going to pretend this is easy. It requires real discipline. It
means watching the market for days or weeks without trading because
there’s no Grade A opportunity. It means watching other people make
money on setups you deliberately avoided because they didn’t meet your
criteria. It means your friends will think you’re barely doing anything
while they’re glued to screens twelve hours a day. And at the end of the
year, your account will look dramatically different from theirs.
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If You’re a New Trader

If you remember one thing from this chapter: trade Grade A only. If you’re
new, don’t even look at Grade B, C, or D. Size appropriately, manage as
described, and resist the temptation to trade more. Patience is a strategy.
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CHAPTER 4

How to Execute Trades

*

Everything so far has been about deciding what to trade. Now we get to
the part people actually care about: pulling the trigger. Placing the order.
Real money on the line.

Here’s the good news. If you’ve done the work in the previous chapters —
identified the macro regime, graded your conviction — execution becomes
almost boring. And boring is exactly what you want. Boring means
systematic. Boring means repeatable. Boring means profitable.

The Daily Process

Each morning, before the market opens, you have three pieces of
information for each tradable asset:

1. Entry price — the level at which to set your buy order. This is the price
where the algorithm identifies a high-probability entry based on support,
momentum, and volume patterns.

2. Exit or reduce price — the level at which to take profit, trim your
position, or reduce risk. This is where the algorithm identifies resistance,
overbought conditions, or a natural profit-taking zone.

3. The asset’s current grade — A through E, telling you how much
conviction you have and how to manage the trade.

Your job is simple: log onto your broker, set a buy limit at the entry price
and a sell limit at the exit price, then go live your life. You don’t need to
spend all day glued to screens. You don’t need multiple monitors. You
don’t need to feel like you’re in a movie about Wall Street.
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Check once in the morning. Set your orders. Walk away. That’s the
process.

Worked Example 1: Gold (Grade A)

Let’s walk through a full multi-day trade to see how this works in practice.

Day 1: You see the signals. Gold is Grade A — the macro regime supports
it (growth is slowing, inflation is rising — Regime 3, where gold is king).
You set a buy limit at 4,600 and a sell limit at 4,900. During the trading
day, Gold dips to 4,600 and your buy order fills. It rallies to 4,750 by the
close. No exit hit. You’re in, and you’re up. Good start.

Day 2: New morning signals: entry 4,580, exit 4,970. Gold opens weak. It
drops to 4,590. Then 4,580. Then 4,560 — below the entry signal. Your
stomach tightens. This is the moment that separates Grade A thinking from
amateur thinking. An amateur with a tight stop at 4,550 is about to get
taken out. You check the grade: still Grade A. You check the macro: still
Regime 3. So instead of panicking, you add to your position at 4,580. Gold
bounces off 4,555 and closes at 4,640. You’re now holding a bigger
position at a better average price. The dip was your friend, not your
enemy.

Day 3: New exit signal comes at 5,200. Gold gaps up on overnight news
— geopolitical tension. Opens at 4,780 and runs to 5,050 by midday. You
hold. The exit is 5,200 and you’re not going to sell early just because
you’re nervous about giving back gains. Gold finishes at 4,980. Big
unrealised profit. You update your sell order to 5,200 and go to sleep.

Day 4: Signal: entry 4,900, exit 5,300. Gold opens at 5,080 — well above
the entry signal, so no new buying today. It pushes to 5,280. Your exit is at
5,300. Twenty points away. You can almost taste it. Gold pulls back to
5,150 and closes there. The exit didn’t fill. Frustrating? A little. But the
trend is intact, the grade is intact, so you’re intact.

Day 5: Signal: entry 5,000, exit 5,400. Gold pushes hard in the morning
session and hits 5,400. Your partial sell fills. You’ve locked in profit on a
portion of the position. Gold finishes at 5,320. You’re still holding a core
position that’s deeply in the money. Grade A. Regime 3. You let it ride.
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Now step back and look at what happened. On Day 2, Gold dropped below
the entry signal. A trader using tight stops would have been taken out with
a loss. You added to the position instead — because you trusted the grade,
the macro, and the process. That dip, which would have been a losing
trade for most people, became the foundation of a massive winner.

That’s what Grade A conviction looks like in practice. Not blind hope. Not
reckless gambling. Calculated, macro-supported, mathematically-timed
patience.

Worked Example 2: USD/JPY (Grade A with
Downgrade)

The Gold example showed you the ideal scenario — a Grade A trade that
stays Grade A while you ride the trend. But markets aren’t always that
clean. Sometimes the macro shifts underneath you. This example shows
you the most important skill in trading: knowing when to leave.

Day 1: You set your buy limit at 153.50 and sell at 156.20. During the
session, USD/JPY drops to 153.50 — your entry fills. Then it reverses
hard and rallies all the way to 156.20 in one session. Your partial sell fills.
You’ve banked profit on a chunk of the position within hours and you’re
holding the rest with house money. It finishes at 157.20. Outstanding day.

Day 2: New signals: buy 155.30, sell 158.40. USD/JPY stays in a tight
range between 155.80 and 157.00. Neither signal gets hit. You hold.
Nothing happens. This is where discipline matters — the temptation is to
“do something.” Adjust the position. Move the stop. Take profits early.
Don’t. The system said hold, so you hold.

Day 3: Signals: buy 154.30, sell 157.20. The pair drifts lower. Finishes at
154.80. Still above your entry. Still Grade A. But something feels different
— the momentum has faded. The candles are getting smaller. The move is
losing energy. You notice this, but you don’t act on feelings. You act on
grades and signals.

Day 4: You open your screen and see it immediately. USD/JPY has been
downgraded from Grade A to Grade B. The explanation: a shift in the
macro picture. The Bank of Japan signalled a potential policy change
overnight. Central bank uncertainty has clouded the outlook.
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This is the moment. Everything in your body wants to hold. You’re still in
profit. The trade has been good to you. “Maybe the downgrade is
temporary,” you think. “Maybe it’ll get upgraded again next week.”

You exit the trade with your profit.

And you do it without hesitation. Because you know the rule: grade
downgrades equal exits. The macro support that justified holding without
protection has weakened. The conviction has dropped. If it gets upgraded
again next week, you can re-enter. But you’re not going to sit in a trade
that no longer meets Grade A criteria and hope for the best. Hope is not a
strategy. Hope is how accounts blow up.

Two weeks later, USD/JPY drops 400 pips on a surprise policy
announcement. Had you held, your profitable trade would have turned into
a significant loss. The downgrade saved you. The system saved you. Your
discipline saved you.

Worked Example 3: A Large Cap Stock (Grade A)

This example shows how incremental position building works — and why
patience during the boring middle part of a trade is where the real money
is made.

Day 1: Stock dips to 178.80 in the first hour. You buy 100 shares. It
bounces to 181.30 by the close. You’re up nicely but below the 182.40
exit. You hold overnight.

Day 2: Signal: buy 179.00, sell 184.10. The stock opens flat at 181.00,
then sells off into the afternoon. Hits 179.00. You add 50 shares, bringing
your total to 150. Some traders would be worried — “why is it going
down?” But you’re building a position at prices the algorithm identified as
high-probability support. The stock closes at 179.80. You’re essentially
flat on the day. Boring. Good.

Day 3: Signal: buy 178.50, sell 186.00. The exit has jumped to 186 — the
algorithm sees a wider range developing. The stock opens at 179.50 and
does nothing all day. Closes at 179.90. Your profit on 150 shares is tiny.
You’ve been in this trade for three days and it feels like watching paint
dry. This is the part nobody talks about. The part where most people get
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bored, close the trade for a small gain, and move on to something more
exciting. Don’t be most people.

Day 4: Signal: buy 178.00, sell 185.50. The stock gaps up on strong
earnings from a competitor in the same sector. Opens at 183.20 and runs to
185.50 — exactly your exit signal. You sell 50 shares for a beautiful
profit. The stock pushes to 186.80 by the close. You’re still holding 100
shares and they’re deep in the money.

Day 5: Signal: buy 182.00, sell 189.00. Momentum is building. The stock
opens at 186.50 and pushes to 188.70. You’re trailing the exit at 189.00. It
doesn’t quite get there. Closes at 187.20. You’re sitting on a significant
gain across your remaining 100 shares, with profit already banked on the
50 you trimmed yesterday.

The lesson here isn’t complicated. Days 2 and 3 were boring.
Uncomfortable, even. The stock went sideways while you sat on a position
that wasn’t really moving. Every instinct told you to “do something.” Then
Day 4 happened, and the patience paid off in a single session. The boring
days were the price of admission for the profitable ones.

The Rules of Execution

Update Your Exit Daily

Each day’s signal replaces the last one. This is crucial. Yesterday’s exit
level is dead. It reflected yesterday’s market conditions. Today’s signal
reflects today’s reality. Always trade with the most current information.

Don’t Use Trailing Stops

Trailing stops sound good in theory but they kill trades in practice. Here’s
why: a trailing stop follows the price up but triggers a sell when the price
pulls back by a fixed amount. The problem is that the pullback amount is
arbitrary. It doesn’t correspond to any meaningful level.

What happens? You get stopped out at a halfway point that isn’t profitable
— you exit on a normal pullback, collect a mediocre gain, and then watch
the trade go exactly where you expected it to.
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Commit to a trade or don’t do the trade. Set a hard stop if you need one
(for non-Grade A trades), know your exit before you enter, and let the
trade work. A trailing stop is a compromise, and compromises in trading
cost money.

Grade Downgrades = Exit

We covered this in the USD/JPY example, but it bears repeating because
it’s that important. If an asset drops from Grade A to Grade B or lower,
take your profit and leave. The conditions that justified the trade have
changed. Don’t negotiate with yourself. Don’t hope. Act.

Not Every Day Produces a Trade

Some days, neither your entry nor your exit gets hit. Nothing happens.
You log in, check the signals, and log out. Zero trades.
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CHAPTER 5

Position Sizing & Risk
Management

*

You’ve found a Grade A setup. The macro regime supports it. The signal
is live. Now comes the question that separates the amateurs from the
professionals:

How much do you buy?

This is where most traders completely blow it. They either go all-in on one
idea and pray, or they spread their money so thin across 20 positions that
even winners don’t move the needle.

Position sizing isn’t sexy. Nobody makes TikTok videos about it. But it is
the single biggest determinant of whether you make money or go broke.
Two traders can take the exact same trades at the exact same time and
have completely different outcomes — purely based on how they size their
positions.

Size to Your Conviction

The grade tells you how much to bet. It’s that simple.

Your Grade A trades get the biggest allocations. Grade B gets moderate.
Grade C gets small. Grade D is for experienced traders only. Grade E you
don’t touch. No exceptions.

What does “full size” mean in practice? That depends on your total capital
and risk tolerance. For most traders, a full-size position might be 5-10% of
their portfolio. For more aggressive traders with strong conviction, it could
be higher. The point is that your Grade A allocation should be
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meaningfully larger than your Grade B, which should be meaningfully
larger than your Grade C.

This creates a natural portfolio that is weighted toward your best ideas.
Over time, your profits will be dominated by Grade A trades because
they’re bigger and they run longer. Your losses will be small because your
lower-grade trades are smaller and cut faster.

POSITION SIZING BY CONVICTION

15-25% Full conviction

Grade A

Grade B _ gt Hard sops
Grade C - 3-5% Strict stops
Grade D . 1-2% Experienced only

Grade E 0% Do not trade

Position Size (% of trading capital)

Build in Increments

Here’s a mistake almost every new trader makes: they see a signal, get
excited, and buy their entire position in one shot. All in. Day one. Full
size.

Then the asset dips 2% the next day — a completely normal, healthy
pullback — and they’re sitting on a loss with no room to manoeuvre.
They’ve already used all their ammunition. They can’t add at a better
price. They can only sit there and sweat.

The smarter approach: build into positions over multiple days as the trade
confirms your thesis. Look at the stock example from the previous chapter.
Day 1, you bought 100 shares. Day 2, you added 50. By the time the move
arrived on Day 4, you had 150 shares at a strong average price.

Why does this work?
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Better average price. If the asset dips after your first entry (which happens
all the time), your subsequent entries are at lower prices. Your average
cost ends up better than if you’d gone all-in at the first signal.
Confirmation. Each day that the entry level holds and the grade stays
intact is additional confirmation that the trade is working. You’re
increasing your bet as your confidence increases.

Psychological comfort. Starting with a partial position means you’re not
fully committed on Day 1 when uncertainty is highest. This makes it easier
to stick with the process rather than panic-selling on the first dip.

Think of it like a poker player who’s been dealt a strong hand. They don’t
shove all their chips in immediately — that scares everyone away and
wins a small pot. They bet incrementally, drawing more money in as the
hand confirms their read. By the time the river card hits, they’ve built the
pot to its maximum. Same principle. Build the position as the trade
confirms your thesis.

BUILD IN INCREMENTS
THE WRONG WAY THE RIGHT WAY
100% on Day 1 Davitibige

Day 2: +25%

Day 3: +25%
Dip on Day 2 = instant regret.
No room to add. Full pain.

Better avg price. More
confirmation. Less stress.

; D, .

Like a poker player with a strong hand — raise incrementally, don't shove all-in.
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When to Get Out

Getting in is easy. Everyone can buy something. Getting out — knowing
when to take profit, when to cut a loss, and when to hold steady — is the
hard part. And it’s the part most people get disastrously wrong.

For Grade A Trades

Your exit triggers are:

1. The asset breaks its long-term trend (confirmed lower highs and lower
lows where there used to be higher highs and higher lows).

2. The asset gets downgraded below Grade A.

Two triggers. Nothing else. As long as it’s Grade A and the trend is intact,
you hold. You might trim at exit signal levels (taking partial profits), but
you maintain a core position.

For Grade B and Below

Use defined exit signals more aggressively. Set hard stops before you enter
— not trailing stops, hard stops at a level that would invalidate your thesis.
If the trade isn’t working within your timeframe, cut it. Don’t give Grade
B and C trades the patience you’d give Grade A.

THE STOP-LOSS TRAP

A tight stop

+15.2%
without you

Price

Entry: 100

Stop loss: 98.50

Stopped out
at 98.50 Your loss:
-1.5%

10 5
Trading Days
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The General Rule

If the math or the macro changes, you get out. No negotiating with
yourself. No “maybe it’ll come back.” No “T’ll just give it one more day.”
Out.

The market doesn’t care about your feelings. It doesn’t know what price
you bought at. It doesn’t know that you need it to come back to breakeven
so you can exit without a loss. The market does what it does. Your job is to
respond to reality, not to hope for a different one.

I’ll tell you what “one more day” actually looks like. A trader buys a stock
at 200. It drops to 190. They say, “I’ll give it one more day.” It drops to
185. “One more day.” 178. “It’s got to bounce.” 165. Now they’re down
17% and the loss is too painful to take, so they hold. It goes to 140. Then
120. They finally sell at 115 for a 42% loss — a loss that requires a 72%
gain just to recover from. The original “one more day” cost them years of
compounding. Every single catastrophic loss in trading history started with
someone saying “one more day.”

The Drawdown Math — Why Protection Is Everything

Let’s say you start with £100,000. You have a rough few months and lose
50%. You’re at £50,000. Now, how much do you need to make to get back
to £100,0007? If you said 50%, you’d be wrong. You need 100%. You need
to double your remaining money just to get back to where you started. Not
to profit. Just to get back to zero.

This is the brutal asymmetry of losses. And most traders don’t understand
it until it’s too late.
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THE BRUTAL MATHS OF LOSSES

You Lose You Need
-10% +11%
-20% +25%
-30% +43%
—40% +67%
-50% +100%
-60% +150%
-70% +233%
-80% +400%
-90% +900%

Look at the bottom of that chart. Lose 80% and you need a 400% return to
recover. That doesn’t happen. Lose 90% and you need 900%. That’s a
fantasy. Once you dig a deep hole, the math makes it nearly impossible to
climb out.

This is why position sizing and risk management isn’t just important —
it’s everything. Every trade you take, your first question should be: “How
much can I lose?” Not “How much can I make?”

Protecting your capital is job number one. It’s not glamorous. Nobody
posts their risk management spreadsheet on social media. But capital
preservation is the foundation that everything else is built on. Without it,
nothing else in this book matters.

Never Short
There’s a piece of advice that goes against almost everything you’ll hear in
trading communities: don’t short. Ever.

The market goes up roughly two out of every three years. That means if
you’re short, the odds are already stacked against you the vast majority of
the time. Shorting is swimming against the current.
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THE MARKET GOES UP 2 OUT OF 3 YEARS

Annual Return (%)

30 - Up: 18 years

Down: 7 years

1 1 1 1 1 T 1
2000 04 08 12 16 20 24

Yes, there are times when markets crash and shorts make a fortune. But
those times are rare, unpredictable, and the timing has to be nearly perfect.
For every trader who made money shorting the 2008 crash, there are
hundreds who tried to short the same market in 2006, 2007, or early 2008
and got wiped out before the crash happened.

Here’s what actually happens when you try to short. You notice a stock
that’s been running up and you think it’s overvalued. You short it at 150. It
goes to 160. You hold. It goes to 175. Now you’re sweating. It goes to
200. You’re down 33% and facing a margin call. You cover at 195 for a
massive loss. The stock eventually pulls back to 170 three months later —
still above your entry. You were “right” about it being overvalued, and
you still lost a fortune. That’s what shorting does to people.

It is way easier and way less stressful to always be long. If something is
going down, just don’t trade it. Move to the next Grade A opportunity in
something that’s going up. There’s always something going up somewhere
in the world.

Your edge isn’t in calling the top. Your edge is in riding the trend and
getting out when the grade drops.
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The 1% Concept

Here’s a number that should be tattooed on every trader’s forearm: 1-2%.
That’s the maximum you should ever risk on any single trade. If the trade
goes to zero, you’ve lost 1-2% of your portfolio. Painful, but survivable.
You live to fight another day.

For Grade A trades with no stops, this is managed through position sizing.
If you’re trading without a stop, your position needs to be small enough
that even a significant adverse move doesn’t destroy more than 1-2% of
your capital.

For Grade B and C trades with defined stops, the math is simpler. If your
stop is 3% below your entry and you want to risk 1% of your portfolio,
then your position size should be roughly 33% of your portfolio (1% / 3%
= 33%).

THE 1% RISK RULE

Maximum risk per trade: 1-2% of total capital

£50,000 account
1% risk = £500 max loss per trade
Stop at 3% - position size = £16,667

£100,000 account
1% risk = £1,000 max loss per trade
Stop at 5% - position size = £20,000

Grade A (no stop)
Risk managed through position sizing

15-25% of capital = max drawdown absorbed

Lower conviction = smaller position = natural risk management.

This arithmetic forces you to trade smaller positions on lower-conviction
setups and larger positions on higher-conviction ones. Which is exactly
what you want.
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The Bottom Line

Position sizing and risk management aren’t the exciting parts of trading.
Nobody starts trading because they love calculating maximum drawdown
scenarios. But this is the stuff that keeps you in the game long enough for
your edge to compound.

Size to your conviction. Build in increments. Protect your capital like your
financial life depends on it — because it does. Exit when the grade drops
or the trend breaks, and don’t argue with reality. Stay long, stay patient,
and let the Grade A opportunities do the heavy lifting.
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.

FOUNDATIONS

The principles that make everything else work



CHAPTER 6

Price Is Primary

*

In 2007, a well-known investment bank published a report telling clients
that a major financial institution was “well-capitalised” and a strong buy at
$67 per share. Their analysts had done months of research. They’d built
detailed models, met with management, reviewed every quarterly filing.
Their fundamental analysis was thorough, professional, and confident.
Meanwhile, the stock’s price had been making lower highs for six months
straight. It had broken below its 200-day moving average. Volume was
spiking on down days. The price was screaming that something was
wrong.

Within 18 months, that stock was trading at $2. The analysts’ models were
worthless. Their management meetings were worthless. Their quarterly
filings were worthless. Everything they’d relied on told them the company
was fine. The only thing that told the truth was the price.

This chapter is about the single most important principle in this entire
book: price is the ultimate truth in markets. Everything else is opinion.
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Why Opinions Don’t Matter

Markets are full of opinions. Analysts have opinions. Fund managers have
opinions. CEOs have opinions about their own companies. Financial TV
has opinions twenty-four hours a day, seven days a week. Your uncle has
opinions.

And almost none of these opinions consistently predict what an asset will
do next.

Consider what an opinion actually is. It’s someone’s interpretation of
information that is already public. The earnings report everyone read. The
GDP number everyone saw. The interest rate decision everyone heard. By
the time someone forms an opinion and shares it with you, the market has
already priced in that information thousands of times over.

The market is an opinion-processing machine. It takes every piece of
publicly available information — plus a mountain of private information
you’ll never have access to — and distills it all into a single number: the
price. That price is the collective wisdom of every buyer and seller on the
planet, weighted by how much money they’re willing to put behind their
conviction.

When a CNBC analyst tells you a stock is a buy, they’re giving you their
interpretation of information the market already knows. When the stock’s
price is falling, the market — with access to far more information than any
single analyst — is telling you the opposite.

Who do you trust? The person talking, or the people putting real money on
the line?
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The Media Trap

Financial media exists to do one thing: keep you watching. That’s it. Their
business model is attention, not accuracy. They are paid by advertisers to
keep your eyeballs on the screen. Every “BREAKING NEWS” banner,
every dramatic prediction, every heated debate between pundits — it’s all
designed to generate clicks and views.

The incentive structure is completely misaligned with your interests as a
trader or investor. A calm, measured analyst who says “I don’t know what
will happen next” doesn’t get invited back on television. The one who
pounds the table and makes a bold prediction does — regardless of
whether they’re right.

In fact, nobody tracks whether these predictions are right. There’s no
scoreboard. An analyst can make 50 wrong predictions in a row and still
appear on TV every week with the same confident tone. There is no
accountability in financial media. Zero. If a doctor was wrong 50 times in
a row, they’d lose their licence. If a pilot was wrong 50 times, people
would be dead. In financial media, being wrong 50 times makes you a
“seasoned market veteran.”

Now compare that to price. Price is accountable every second of every
trading day. It can’t lie. It can’t spin. It can’t have a bad take that it quietly
walks back next week. Price is the only honest voice in a room full of
salespeople.

Fundamentals Are Backwards-Looking

This next idea will upset people who love fundamental analysis, but it
needs to be said: by the time fundamental data reaches you, it’s already
old.

An earnings report tells you what happened last quarter. Not what’s
happening right now. Not what will happen next quarter. What already
happened. You’re making decisions based on a rearview mirror.

Revenue, profit margins, debt levels, management guidance — all of it
describes the past. The market doesn’t pay you for understanding the past.
It pays you for positioning correctly for the future.
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Let me give you a vivid example. In early 2020, every fundamental metric
for the airline industry was healthy. Revenue was at record levels. Planes
were full. Balance sheets were solid. If you were a fundamental analyst,
you would have been extremely bullish on airlines in January 2020. Two
months later, the entire industry collapsed. Stock prices fell 60-70%. The
fundamentals told you nothing about what was coming. But if you’d been
watching price — when airline stocks started breaking down in
mid-February, weeks before the broader market caught on — you would
have been out long before the crash.

Price moves first. Always. Insiders, institutions, and algorithmic systems
act on information before it becomes public. By the time it shows up in an
earnings report or a news headline, the smart money has already moved.
The price has already adjusted. You’re looking at a photograph of
something that happened weeks ago.

The Price Tells You What Matters

Every piece of relevant information about an asset — earnings, macro
conditions, insider activity, fund flows, algorithmic signals, geopolitical
risk, sentiment, positioning — is reflected in one place: the price.

You don’t need to understand why a stock is going up. You need to
recognise that it is going up, and position yourself accordingly. The “why”
will become clear later. By then, the move is usually over.

In November 2023, gold started moving higher despite every analyst on
television saying it shouldn’t be. “Real yields are high,” they said. “The
dollar is strong. Gold should be falling.” They had great arguments. The
price disagreed. Gold went on to gain over 30% in the following twelve
months. The analysts eventually figured out why — central bank buying,
geopolitical hedging, de-dollarisation — but by the time they understood
the narrative, the move was halfway done.

53



VECTOR RIDGE

PRICE LEADS EVERYTHING

1 Price starts falling

2 Analyst: "Still a buy”

4 Analyst: "Upgrade to buy”

P

3 Analyst: "Downgrade to sell”

The lesson: price doesn’t need your permission to move. It doesn’t wait
for you to understand the narrative. It moves, and your job is to follow it.

How This Connects to the Grading System

Now you can see why the grading system from Part One requires both a
mathematical signal (based on price) and a macro direction. The price
gives you timing and confirmation. The macro gives you context and
direction.

But if you had to choose only one — if you could only follow price or only
follow fundamentals — take price every single time. A stock with great
fundamentals and falling prices will lose you money. A stock with
questionable fundamentals and rising prices will make you money. The
price is the final arbiter. Everything else is just conversation.

This principle should guide every trading decision you make from this
point forward. When you’re conflicted about a trade, when analysts are
saying one thing and the chart is saying another, when the news sounds
terrifying but the price is holding steady — trust the price. It knows
something you don’t.
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The Language of Charts

*

If price is the only honest voice in the room, then charts are how it speaks.
A chart is simply price plotted over time. Nothing more, nothing less. But
within that simple picture, there’s an enormous amount of information —
if you know how to read it.

This isn’t going to be an encyclopedia of every chart pattern ever invented.
Most of that stuff is noise. Instead, we’re going to focus on the few things
that actually matter — the signals that have real predictive value and that
feed directly into the grading system.

Trends: The Only Thing That Pays You

A trend is the single most important concept in technical analysis. It is the
only pattern that consistently makes money. Everything else — double
tops, head and shoulders, cup and handles, Fibonacci retracements — is
secondary. If you understand trends, you can trade profitably and ignore
90% of what technical analysis books try to teach you.

Let me tell you about two traders looking at the same stock in 2023. The
stock had been climbing for six months — higher highs, higher lows,
textbook uptrend. Trader One saw that the stock was “up a lot” and
decided it must be due for a correction. They shorted it. The stock went
higher. They added to the short. Higher still. They added again. Within
three weeks, they’d lost 15% of their account fighting a trend that had no
intention of stopping.

Trader Two saw the same chart and thought: “Uptrend. I want to be on the
same side as the big money.” They waited for a pullback to support,
bought, and rode the next leg higher for a 7% gain in ten days. Same stock.
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Same chart. Same information. One made money, one lost money. The
only difference was that one respected the trend and the other fought it.

A trend is defined by two simple rules:

An uptrend is a series of higher highs and higher lows. Each peak is higher
than the last. Each pullback holds above the previous low. The price is
moving up in a staircase pattern — step up, rest, step up, rest.

A downtrend is a series of lower highs and lower lows. Each rally fails
below the last peak. Each decline cuts below the previous low. The
staircase is going down.

That’s it. Higher highs and higher lows means up. Lower highs and lower
lows means down. If the price isn’t doing either, it’s in a range — and
ranges are usually where you wait, not where you trade.

Why Trends Exist

Trends aren’t random. They’re not patterns that exist because of astrology
or market mysticism. They exist because of how money actually flows
through markets. And once you understand this, you’ll never fight a trend
again.

When a large institution — a pension fund, a sovereign wealth fund, a
major hedge fund — decides to buy a stock, they can’t buy it all at once.
Imagine a fund that needs to accumulate $500 million worth of a single
stock. If they dropped a $500 million buy order into the market, they’d
move the price up 15% before they finished filling. They’d be buying their
last shares at prices far above where they started. It would be financial
suicide.

So they buy in pieces. Quietly. A little today. A little tomorrow. A little
next week. They use algorithms to disguise their buying, slicing it into
thousands of small orders spread across days or weeks. But they can’t hide
the effect on price. Each day they buy, they put upward pressure on the
price. Each pullback is a brief pause where they’re absorbing shares at
lower prices, not selling. Then they buy more. Higher high. Higher low.
Higher high. Higher low. The trend is born.

And here’s the key: they’re not done after one week. A $500 million
position might take a month or two to build. That’s a month or two of
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consistent buying pressure. A month or two of uptrend. By the time you
see the trend on a chart, the institutional buying is already well underway
— and it might continue for weeks more.

ANATOMY OF AN UPTREND

Each high is higher than the last. Each low is higher than the last.
That's all a trend is.

110

HH = Higher High

HL

HL = Higher Low

This is why fighting a trend is so dangerous. When you short a stock in an
uptrend, you’re fighting against institutional money flow that may
continue for weeks or months. You’re a person with a bucket trying to
hold back a river.

The trend tells you which way the big money is moving. Your job is to
move with it, not against it.
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Support and Resistance

After trends, the next most useful concept is support and resistance. These
are price levels where buying or selling tends to cluster — and they’re the
reason certain numbers on a chart seem to matter more than others.

Resistance

Price

Support

Support is a price level where buyers consistently step in. Think of it as a
floor. The price drops to this level, buyers appear, and the price bounces.
The more times a support level holds, the more significant it becomes —
because more traders are watching it and more orders are stacked around
it.

Resistance is a price level where sellers consistently appear. Think of it as
a ceiling. The price rises to this level, sellers come in, and the price gets
pushed back down.

These levels are powerful because they create self-reinforcing behaviour.
If a stock bounces off 150 three times, thousands of traders set buy orders
at 150 for the next time it gets there. That wall of buy orders becomes the
support itself. It’s a crowd-sourced floor. The same works in reverse for
resistance — if a stock has failed at 200 four times, sellers stack their
orders there, creating a self-reinforcing ceiling.

Why do these levels matter for you specifically? Because they’re where
you set your entries and exits. In the grading system, when the algorithm
generates an entry signal, it’s often identifying a support level where the
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probability of a bounce is high. When it generates an exit signal, it’s
identifying resistance where the probability of a pullback is elevated.
You’re not guessing. You're placing your orders at levels where the
market has proven it wants to trade.

What a Breakout Looks Like

A breakout is when price moves through a support or resistance level with
conviction. This is one of the most powerful events in trading because it
often signals the beginning of a new trend or the acceleration of an
existing one.

Imagine a stock has been bouncing between 100 and 110 for three months.
Every time it hits 110, sellers push it back down. Every time it hits 100,
buyers push it back up. The range is established. Traders know the
boundaries. Some traders have been “playing the range” — buying at 100,
selling at 110, over and over. Easy money. They’ve gotten comfortable.
Predictable.

Then one morning, the stock opens at 109 and pushes through 110. But
instead of pulling back like it has every other time, it keeps going. 111.
112. 114. Volume is two or three times normal. Something has changed.
The sellers who defended 110 for three months are gone — or they’ve
been overwhelmed by a larger force. The range traders who shorted at 110
expecting another reversal are now trapped — their shorts are underwater
and every tick higher forces more of them to cover, which pushes the price
even higher.

That’s a breakout. And the move from 110 to 120 or 130 often happens
faster than the entire three months of sideways action that preceded it.
Months of coiling energy, released in days. The traders who recognised
the breakout caught a powerful move. The traders who kept trying to sell
at 110 got run over.

The flip side is a breakdown. If the stock had cracked below 100 with
volume, that would be the sellers taking control. The floor is gone. The
buyers who defended 100 have either given up or run out of ammunition.
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Volume: The Confirmation Signal

Price tells you what’s happening. Volume tells you how seriously to take
it.

Volume is the number of shares or contracts traded during a given period.
High volume means lots of participants are active. Low volume means
very few. And the difference between the two can be the difference
between a real move and a trap.

A price move on high volume is meaningful. It means many market
participants agree with the direction. A breakout above resistance on
triple-normal volume is a strong signal — real money is driving that move.
A price move on low volume is suspicious. And this is where fortunes are
made and lost. Imagine that same 100-110 range from the breakout
example. The stock pushes above 110 to 112. It looks like a breakout. A
dozen traders pile in, excited. But the volume is half of normal. No
institutional participation. No conviction. Within two days, the stock is
back at 106, below where it started. Everyone who bought the “breakout”
is underwater. The low volume was the clue. The move was a mirage — a
false breakout designed to suck in impatient buyers before the real move
(often in the opposite direction) takes place.

Professional traders watch for this constantly. The move looks real, but the
volume tells a different story. Volume is the lie detector of the market.
Price can fake a move. Volume can’t.
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BREAKOUT FROM A RANGE

Consolidation — breakout on volume ~ old resistance becomes new support
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How to Read a Chart in 30 Seconds

Read Any Chart in 30 Seconds

Question What to Look For

Higher highs & higher lows = UP
1. Trend Lower highs & lower lows = DOWN
Can't tell in 5 seconds? = Sideways (skip it)

Levels where price has bounced before
2. Support These are your potential entry zones

3. Resistance Levels where price has stalled or reversed
: These are your potential exit zones

Rising with trend = Real move

4. Volume Rising against trend = Warning sign
Low volume breakout = Trap

Trend. Support. Resistance. Volume. Done.

You don’t need to stare at charts for hours. When you pull up any chart,
ask yourself these four questions in order:
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1. What’s the trend? Higher highs and higher lows? Lower highs and
lower lows? Or sideways? If you can’t tell in five seconds, it’s probably
sideways — which means you probably don’t want to trade it.

2. Where is support? Look for the levels where price has bounced before.
These are your potential entry zones.

3. Where is resistance? Look for the levels where price has stalled or
reversed. These are your potential exit or profit-taking zones.

4. What’s volume doing? Is volume increasing on moves in the trend’s
direction? That’s healthy. Is volume increasing on moves against the
trend? That’s a warning sign.

That’s the entire chart reading process. Trend, support, resistance, volume.
Four things. You can assess any chart in the world in thirty seconds if you
know what you’re looking for.

Let me show you what this looks like in practice. You pull up a stock
chart. Within five seconds, you see: price is making higher highs and
higher lows. Uptrend. Good. You look left on the chart and see price
bounced at 145 three times in the past two months. That’s your support —
your potential entry zone. You see price stalled and reversed at 165 twice.
That’s resistance — your potential exit zone. You glance at the volume
bars: volume was heavy on the up-days, light on the pullbacks. Healthy
trend.

In thirty seconds, you know: this stock is in an uptrend, 145 is where
you’d want to buy on a pullback, 165 is where you’d consider taking
profits, and the volume confirms the move is real. If your macro regime
says this sector should be performing well, you’re looking at a potential
Grade A or B setup. If the macro is against it, you move on. Either way,
you made that decision in half a minute, not half a day.
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What Charts Can’t Tell You

Charts are powerful, but they’re not crystal balls. They won’t tell you
about an earnings surprise before it happens. They won’t warn you about a
pandemic or a war. They won’t predict a regulatory change or a CEO
getting fired.

But here’s what they will tell you: how the smart money is positioning
before those events become obvious.

In late 2021, while financial TV was still celebrating all-time highs in the
stock market and telling viewers to keep buying, the charts were telling a
very different story. High-growth technology stocks were making lower
highs. Volume was increasing on down days and drying up on rallies — a
classic distribution pattern. Insiders and institutions were selling into the
strength, and the charts recorded every share that changed hands. Retail
traders watching the headlines saw “all-time highs” and felt bullish.
Traders watching the charts saw distribution and got cautious. Less than a
year later, the Nasdaq had fallen 33%.

The charts didn’t predict the crash. They showed you what was already
happening beneath the surface — a quiet, systematic exit by the people
with the best information. That’s worth more than any analyst’s
prediction.

Combine this with the macro regime framework and you have the full
picture. When macro and chart agree, trade it. When they disagree, stay
away.
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Why Most People Lose Money

*

Before we go any further, we need to have an uncomfortable conversation.

The vast majority of retail traders lose money. Not some. Not half. The
vast majority. Studies consistently put the number between 70% and 90%,
depending on the asset class and the time frame. In leveraged products like
CFDs and forex, the number is even worse — some brokers report that
over 80% of their clients lose money, which they’re legally required to
disclose.

If you’re going to beat those odds, you need to understand exactly why so
many people fail. Because the reasons aren’t what most people think.

Reason 1: Overtrading

The number one killer. It’s not even close.

Overtrading is taking too many positions, too frequently, with too little
conviction behind each one. It comes from boredom, from the fear of
missing out, from the mistaken belief that more activity equals more
profit.

Here’s what overtrading actually looks like. A trader wakes up and checks
their screen. Nothing meets their criteria, but they’re “feeling good” about
the market today. They take a trade anyway. It loses 1%. No big deal. An
hour later, they take another trade to make back the loss. It also loses. Now
they’re down 2% and frustrated, so they take a bigger trade to recover. By
the end of the day, they’ve made six trades, five were losers, and they’re
down 4%.
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That 4% day took weeks to earn back. And they’ll do the same thing next
week. And the week after. By the end of the month, they’ve made 60
trades, paid commission on all of them, and their account is smaller than
when they started. But they felt busy. They felt like they were “working
hard.” In trading, working hard and working smart are completely
different things — and they usually point in opposite directions.
Remember the math from Chapter 3: three Grade A trades per month at
3% each is 9% per month. That same trader who took 30 mediocre trades
in a month probably lost money on the aggregate — even if their win rate
on individual trades was 50%. Because mediocre trades have thin margins,
high commissions relative to profit, and tend to trigger emotional
cascading: one loss leads to a revenge trade, which leads to another loss,
which leads to an even bigger revenge trade.

The solution is simple but painful: trade less. Much less. Only take Grade
A setups. If that means you go a week without trading, that’s a good week.
You didn’t lose money.

Reason 2: The Win Rate Myth

Most people think good trading means having a high win rate. Win 70% of
your trades and you’ll be profitable, right?

Wrong. Spectacularly wrong.
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WHY WIN RATE IS MISLEADING

Win Rate Avg Win Avg Loss Result

Trader A 80% £200 £1,000 —£4,000

80x£200 — 20x£1,000

Trader B 40% £2,500 £500  +£70,000

40x£2,500 — 60x£500

It's not about how often you win.

It's about making winners larger than losers.

B +£70k
A —£4k

A trader who wins 80% of the time can still go broke. And a trader who
wins only 40% of the time can still get very wealthy. The win rate tells you
almost nothing about profitability. What matters is the relationship
between how much you win when you’re right and how much you lose
when you’re wrong.

Consider Trader A: wins 80% of the time, average win is £200, average
loss is £1,000. Over 100 trades: 80 wins x £200 = £16,000 in gains. 20
losses x £1,000 = £20,000 in losses. Net result: -£4,000. Despite winning
80% of the time, they’re broke.

Now consider Trader B: wins only 40% of the time, average win is £2,500,
average loss is £500. Over 100 trades: 40 wins x £2,500 = £100,000 in
gains. 60 losses x £500 = £30,000 in losses. Net result: +£70,000. Despite
losing more often than winning.

The lesson is counterintuitive but crucial: it’s not about how often you
win. It’s about making your winners significantly larger than your losers.
This is why Grade A trades — where you hold with conviction, add on
dips, and let the trade run — are so powerful. Your winners become
multiples of your losers. Even if you only get it right 40-50% of the time,
the math works overwhelmingly in your favour.
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Stare at that table. Read it twice. Most traders spend their entire careers
chasing a higher win rate when they should be focused on making their
wins bigger and their losses smaller.

WIN RATE IS NOT WHAT YOU THINK

Trader Win Rate Avg Win Avg Loss Net (100 trades)
Trader A 80% £200 £1,000 —£4,000
Trader B 40% £2,500 £500 +£70,000

It's not how often you win. It's how much you win when you win,

and how little you lose when you lose.

Reason 3: Prop Firms and the Illusion of Free Money

This one needs to be said clearly because it’s become an epidemic,
especially among newer traders.

Proprietary trading firms — “prop firms” — offer you funded accounts.
The pitch sounds incredible: pass our evaluation, and we’ll give you
$100,000 (or $200,000, or $500,000) to trade with. Keep 80% of the
profits. Risk none of your own money.

It sounds like the ultimate shortcut. Trade with someone else’s money,
keep most of the gains, risk nothing.

The reality is very different.

First, the evaluation itself is designed to fail you. The drawdown limits are
extremely tight — often 5-10% maximum, which in volatile markets can
get hit on a perfectly valid trade that just needs a few more days to work.
You pay a fee to take the evaluation. When you fail (and most people fail),
you pay again. And again. The prop firm’s primary business model is
selling evaluation attempts, not funding successful traders.
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Second, even if you pass, the rules of the funded account are structured to
prevent you from trading the way successful traders actually trade. Tight
daily loss limits. Restrictions on holding overnight. No news trading.
Position size caps. These rules eliminate the very strategies that would
make you profitable — like holding Grade A trades with wide stops and
adding on dips.

Third, and this is the most important point: if you’re good enough to
consistently pass prop firm evaluations and trade profitably within their
constraints, you’re good enough to trade your own money. A £5,000
account traded well, with proper risk management and Grade A discipline,
will grow faster than a £100,000 prop firm account where you’re
constantly fighting drawdown limits and rules that prevent you from
managing trades properly.

Prop firms are a distraction. Focus on building real skills and growing real
capital. There are no shortcuts worth taking.

THE PROP FIRM REALITY

THE PITCH THE REALITY

You pay £200-500 per

"Trade with our money" -
y evaluation attempt

Drawdown limits so tight

" o "
Keep 80% of profits that Grade A is impossible

~95% of traders fail.

No risk to you That's the business.

If you can pass, you're

Path to funded trader good enough to trade alone

Focus on building real skills and growing real capital. No shortcuts.
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Reason 4: Emotional Decision-Making

Markets have a supernatural ability to find your emotional weak spots and
exploit them. Every trader has a breaking point, and the market will find it
— usually at the worst possible moment.

Fear

You’ve done everything right. The macro regime supports your trade. The
signal confirmed the entry. The grade is A. You bought at 178 and set your
exit at 190. The stock dips to 175. Then 173. Then 171. You’re staring at a
4% loss and your heart is pounding.

Every fibre of your being screams: “Sell. Get out. Cut the loss before it
gets worse.” You sell at 171. The stock bottoms at 170.50, reverses, and
hits 192 within two weeks. Your Grade A trade — the one you spent days
analysing, the one that met every criteria — would have made you 7%.
Instead, you locked in a 4% loss because you couldn’t handle three days of
discomfort.

Fear doesn’t protect you. Fear makes you crystallise temporary
drawdowns into permanent losses.

Greed

The opposite problem. You’re in a beautiful trade. Bought at 150, and it’s
now at 168. The exit signal says 170. But the stock is running. The
momentum feels unstoppable. You think: “Why sell at 170? This could go
to 180. Maybe 200.”

You ignore the exit signal. The stock hits 172, pauses, and then reverses.
168. 165. 160. You’re still holding because now you’re waiting for it to
“get back to 172.” It doesn’t. It falls to 153. Your 12% gain has turned into
a 2% gain. You finally sell, sick to your stomach, having given back
£10,000 in unrealised profit because you wanted more.

The signal said sell. You should have sold.
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Ego

This one is quieter but deadlier. You’ve spent hours analysing a trade.
You’ve told your friends about it. Maybe you posted about it online.
You’re convinced this stock is going higher. Then the price starts going
lower. And lower.

A trader without ego takes the loss at 2% and moves on. A trader with ego
holds. “The market is wrong,” they tell themselves. “I’ve done the
research. I know this company better than the market does.” No, you
don’t. The market is millions of participants with trillions of dollars. You
are one person with one opinion. The market is never wrong. Your job is
not to be right. Your job is to make money. Sometimes those are different
things.

Revenge

The most dangerous of all. You’ve just taken a loss. Your account is red.
You’re angry, frustrated, and you want your money back. So you pull up
your screen and take the next trade you see — no analysis, no grading, no
macro check. You just need to be in a trade. You need to win one.

This is no longer trading. This is gambling. And when you’re gambling
with a wounded ego, you size up. You take more risk. You widen your
stops or remove them entirely. One revenge trade can do more damage
than the original loss that triggered it. I’ve seen traders lose a month’s
worth of profits in a single afternoon of revenge trading. The original loss
was 1%. The revenge trades turned it into 8%.

The antidote is simple: if you take a loss, close your laptop. Walk away.
Come back tomorrow. The market will still be there. Your capital might
not be if you keep trading angry.

The Emotional Test

Before you trade with real money, answer these questions honestly:

Can you watch a position go against you by 2-3% and not touch it? If you
can’t sit through a normal pullback, you’re not ready for real money.
Every trade has drawdowns. If a 2% dip sends you into panic mode, you’ll
cut every winner short and never let a Grade A trade develop.
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Can you go a full week without trading? If the absence of activity makes
you anxious, you have a trading addiction, not a trading strategy. The
market doesn’t owe you a setup every day. If you can’t sit and wait, you’ll
fill the void with bad trades.

Can you take a loss without immediately trying to “make it back”? If your
first instinct after a losing trade is to jump back in bigger, you are going to
blow up your account. It’s not a matter of if. It’s when. Losses are normal.
They’re the cost of doing business. The professional takes the loss, closes
the laptop, and comes back tomorrow with fresh eyes.

Can you close a winning trade when the signal says to, even if you think it
could go higher? Greed kills more traders than fear does. The signal says
take profit. You take profit. Full stop. There will always be another trade.
If you answered no to any of these, trade on a demo account until you can
answer yes to all four. There is no shame in this. In fact, it’s the smartest
thing you can do. Demo trading costs you nothing. Real trading with the
wrong mindset costs you everything.

The Real Reason People Lose

Underneath all of these reasons — overtrading, chasing win rates, prop
firm illusions, emotional decisions — there’s one root cause: the absence
of a system.

71



VECTOR RIDGE

You Feel

The Danger

THE EMOTIONAL ARC OF A TRADE

The Rule

People lose money in markets because they’re making it up as they go.
They don’t have defined entry criteria. They don’t have a grading
framework. They don’t know which macro regime they’re in. They don’t
have exit rules written down before the trade starts. Every decision is
improvised, emotional, and reactive.

The grading system, the macro framework, the execution process — all of
it exists to replace improvisation with structure. When you have a system,
every decision is pre-made. You don’t have to wonder whether to hold or
sell when a trade dips — the grade tells you. You don’t have to guess

Early Profit

Recovery

Excitement,
confidence

Validation,
euphoria

Doubt, anxiety,
Tregret

Relief,
impatience

Euphoria,
invincibility

Anger, shame,
revenge urge

Oversizing,
skipping process

Moving stop up,
taking profit early

Panic selling,
closing too soon

Selling at
breakeven

Oversizing
next trade

Revenge trading,
doubling down

whether to take a trade — the criteria tell you.

A system doesn’t eliminate losses. Nothing eliminates losses. But a system
makes losses small, controlled, and expected. And it makes wins large,
sustained, and repeatable. Over time, that’s the only thing that matters.
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Follow the grade.
Size by the rules.

Trust the exit signal.
Don't touch it.

Check the grade.
If A, hold.

The trade is working.
Let it run.

Log it. Reset.
Next trade = fresh.

Walk away 24hrs.
No exceptions.



CHAPTER 9

The Game Has Changed

*

There’s a reason your grandad’s trading advice doesn’t work anymore.

Twenty years ago, a smart retail trader with a newspaper and a phone
could compete. They could read an annual report, form a view on a
company, call their broker, and buy shares. The information advantage
was about who did the best homework. A diligent individual could
genuinely outperform by reading more filings, understanding an industry
better, or spotting something the crowd missed.

That world is gone. And if you’re still trying to trade like it exists, you’re
bringing a knife to a gunfight.

The Machine

Approximately 60-80% of all trading volume on major exchanges is now
algorithmic. Let that number sink in. For every 10 trades that happen on
the New York Stock Exchange, somewhere between 6 and 8 of them are
executed by a computer — not a human.
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WHO'S ACTUALLY TRADING

Each square = 1% of daily market volume

Algorithms ~80%

Faster. Better- italised. Executing in mi

. Humans ~20%

You are here.

These aren’t simple programs. They’re sophisticated systems running on
servers co-located inside the exchange itself, physically positioned metres
from the matching engine to shave microseconds off execution time.
They’re analysing price, volume, order flow, news headlines, social media
sentiment, satellite imagery, credit card transaction data, and a dozen other
data streams — all simultaneously, all faster than you can blink.

Here’s what this actually looks like from your end. You decide to buy 200
shares of a stock trading at 150.00. You open your broker app, type in the
order, and hit “buy.” Between the moment you press that button and the
moment your order reaches the exchange — maybe 50 milliseconds — an
algorithm has already detected the incoming order. It’s read the order
flow. It’s calculated that your buy order will push the price up slightly. So
it buys shares at 150.00 and sells them to you at 150.02. You paid two
pennies more per share than you needed to, and you’ll never even notice.
Multiply that by millions of trades per day, and you begin to understand
how these firms make billions.
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This is not conspiracy theory. This is documented, regulated, publicly
known market structure. It’s how modern markets work. And it’s why
trying to compete with these machines on speed is a guaranteed losing
proposition.

HOW AN ALGORITHM SEES YOUR ORDER

oms @ You press "Buy" — 200 shares at £150.00
5ms @ Your order travels to the exchange
10ms @ Algorithm detects incoming buy pressure
15ms @ Algorithm buys ahead of you at £150.00
50ms @ You buy at £150.02 — algo sells to you for profit
Your cost: £0.02/share x 200 = £4.00
Scaled across millions of trades = billions in annual algo profits

What This Means for You

If most volume is algorithmic, and these algorithms are faster,
better-informed, and better-capitalised than you — how can you possibly
compete?

The answer is: you don’t compete on their terms. You compete on
different terms entirely.
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THE SPEED TRAP

ALGORITHM'S EDGE YOUR EDGE
Microseconds Days to weeks
Co-located servers Macro awareness
Billions deployed Conviction grading
No emotions (code) Disciplined process
Minutes Months

Don't compete on their terms.
Compete on different terms entirely.

Algorithms are incredible at short-term price discovery. They dominate
microsecond-to-minute timeframes. They’re optimised for speed and
liquidity. But they have blind spots. They can’t understand macro regimes.
They can’t judge whether an economic cycle is turning. They can’t hold a
position for three weeks because the fundamental case is still intact despite
a 2% dip. They don’t have conviction in the way a thinking human does.

The algorithms are the ocean current. You are the sailor. You can’t fight
the current, but you can read it and use it to get where you want to go.
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The ETF Revolution
THE ETF EFFECT
MONEY FLOWS IN MONEY FLOWS OUT
Pension fund buys Panic selling triggers
$100M of S&P 500 ETF massive ETF redemptions

Every stock gets bought. Every stock gets sold.
Good AND bad. Good companies at bad prices
Everything rises together. YOUR opportunity.

YOUR EDGE

ETF-driven selling creates temporary mispricing. Good companies at bad prices.

The macro regime + grade system tells you when to buy the dip.

J

The second massive structural change is the explosion of ETFs —
exchange-traded funds. Over $10 trillion now sits in ETFs globally. And
this number grows every year.

Here’s why this matters. When a pension fund puts $100 million into an
S&P 500 ETF, that money doesn’t go to the best companies. It goes to
every company in the index, weighted by market capitalisation. Apple gets
a big chunk. The 400th-largest company in the S&P — a mediocre
business with stagnant earnings — also gets a chunk. The ETF doesn’t
discriminate. It buys everything.

This creates a bizarre dynamic that didn’t exist twenty years ago. A
terrible company inside the S&P 500 gets bought purely because money is
flowing into the index. A great company outside the index gets ignored.
Price disconnects from quality. The “rising tide lifts all boats” effect
means that in bull markets, everything goes up — even things that have no
business going up.

But the flip side is devastating. When money flows out, everything drops
— even things that shouldn’t. During the sell-off in late 2018, high-quality
companies with growing earnings and rock-solid balance sheets fell 20%
purely because they were in an index that was getting redeemed. The

77



VECTOR RIDGE

selling had nothing to do with their business. It had everything to do with
the structure of the market.

For you, this creates a genuine edge. ETF-driven selling creates temporary
mispricing — good companies at bad prices, available for a few days or
weeks before the market corrects the error. If your macro framework tells
you the economy is healthy (Regime 1 or 2) and a quality stock has been
dragged down by index-level selling, that’s a Grade A setup hiding in
plain sight. The price is wrong, and it’s wrong in your favour.

Information Is No Longer an Edge

In your grandad’s era, information was the edge. If you knew something
before everyone else — a new product launch, a management change, a
supply shortage — you could trade on it and profit.

Today, information is essentially free and instantaneous. An earnings
report hits the wire and every algorithm on the planet has read, parsed, and
traded on it within milliseconds. By the time you read the headline, the
price has already moved. By the time you form an opinion about it, the
opportunity is gone.

The edge is no longer in knowing things faster. The edge is in processing
things better. Specifically, it’s in having a framework that tells you what
matters and what doesn’t.

When a jobs report comes out and the market moves 1%, most traders
react emotionally. “The number was bad, I should sell.” Or “The number
was good, I should buy.” They’re chasing the headline.

A trader with a macro framework asks a different question: “What does
this data point mean for the direction of growth and inflation?” If it
confirms your existing regime analysis, the trade doesn’t change. If it
signals a regime shift, you adjust. Either way, you’re processing
information through a structured filter, not reacting emotionally to a single
data point.
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The Speed Trap

Modern markets create an illusion that you need to be fast. Prices move in
real time. News breaks every second. Social media is an endless scroll of
opinions and hot takes. The message is clear: if you’re not plugged in,
you’re falling behind.

This is a trap. Speed is the algorithm’s advantage, not yours. If you try to
compete on speed, you will lose every time. You cannot out-fast a
computer. You cannot out-react a machine that processes data in
microseconds.

Your advantage is the opposite of speed. It’s patience. It’s process. It’s the
ability to sit back, assess the macro environment, wait for a Grade A
opportunity, and then act with conviction. The algorithm can’t do that. It’s
optimised for the next 200 milliseconds. You’re optimised for the next 200
days.

Consider the timeframes. The macro regime lasts months. A Grade A trade
develops over days to weeks. None of this requires speed. It requires
clarity, discipline, and patience — three things that no algorithm can
replicate.

Why You Need a System Now More Than Ever

Markets have always been hard. But the structural changes of the last two
decades — algorithmic dominance, ETF-driven flows, instantaneous
information — have made them lethal for anyone trying to trade without a
system.

Let me paint you a picture. It’s a Tuesday morning. A jobs report drops at
8:30am. It’s worse than expected. Within three seconds — literally three
seconds — algorithms have read the number, parsed it against
expectations, calculated the probability of a rate cut, and repositioned
across equities, bonds, currencies, and commodities. The S&P 500 futures
drop 40 points. Treasury yields fall. The dollar weakens.

Our trader without a system sees the red on their screen. They panic. They
sell their stock positions because “the market is crashing.” By the time
they’ve logged into their broker, fumbled with their password, and hit the
sell button, the algorithms have already found a floor. The S&P bounces
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30 of those 40 points back within twenty minutes. Our trader sold the
bottom. They locked in a loss that they didn’t need to take, on a move that
was over before they finished their morning coffee.

A trader with a system? They didn’t even look at the screen during the
selloff. They checked their grades at 9am. Nothing changed. The macro
regime is still intact. Their positions are still Grade A. They updated their
entry and exit signals for the day and went for a walk. By lunchtime, the
market was green. Their positions were fine. Their blood pressure was
fine. And they didn’t give a single penny to the algorithms that fed on the
panic seller’s fear.

That’s the difference between trading with a system and trading without
one. One person’s Tuesday was a disaster. The other’s was a non-event.

The casual trader who reads a few articles and places a few trades based
on gut feel is going to get systematically destroyed. They’re not competing
against other casual traders anymore. They’re competing against machines
and institutions that have every mathematical advantage.

But the trader who has a macro framework, a grading system, defined
entry and exit criteria, disciplined position sizing, and the patience to wait
for Grade A setups — that trader has something the machines don’t. They
have a multi-timeframe, multi-factor, human-in-the-loop process that
combines the best of quantitative timing with discretionary macro
judgment.

The game has changed. It’s harder than ever for the undisciplined. It’s
actually easier than ever for the systematic. Because the machines create
order, trends, and patterns that a structured process can exploit. The noise
has increased, but so has the opportunity — if you know how to filter it.

You now have the foundation. You understand that price is primary, how
to read charts, why most people lose money, and how the game’s
structural changes affect your approach. In the next section, we’re going to
apply all of this to the first trading style: swing trading — the approach
that, for most people, offers the best combination of returns and quality of
life.
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SWING TRADING

The approach that fits your life — and still beats the
professionals



CHAPTER 10

The Sweet Spot

*

Let me tell you about two people.

Person A is a day trader. They wake up at 6am to scan pre-market data.
They’re at their desk by 7, running through charts, setting alerts, reading
overnight news. The market opens at 9:30 and they don’t leave their
screen until 4pm. They take 15-30 trades per day. Their eyes are bloodshot
by lunch. Their cortisol levels are through the roof. They eat at their desk.
They check their P&L every three minutes. They have three monitors, two
of which show charts they barely glance at but feel naked without.

After a full year of this — 2,000+ hours staring at screens, thousands of
trades, an electricity bill that looks like a small mortgage — they’ve made
12% on their account. Before taxes and commissions. After those costs,
they’re closer to 6%. If they’d put that money in a simple index fund and
gone fishing, they’d have made 10%.

But the real cost isn’t financial. It’s physical and psychological. They’ve
gained weight. They’ve barely exercised. Their neck and back are wrecked
from hunching over screens. Their sleep is broken because they can’t stop
thinking about positions. Their relationships have suffered. They’ve
missed their kid’s school plays, cancelled dinners with friends, and spent
weekends “preparing for Monday.” For 6% after costs.

Person B is a swing trader. They wake up at 7:30. They spend 20 minutes
checking their signals over coffee. They update their entry and exit orders
on their broker’s app. Then they close the app and go to work. Or go to the
gym. Or take their kids to school. They check again briefly in the evening.
They take 3-5 trades per month, holding each for a few days to a few
weeks.
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After a full year — maybe 150 hours of actual screen time, 40-50 total
trades — they’ve made 50-80% on their account. They’ve spent less on
commissions. They haven’t burned out. They still have a life. Their spouse
still recognises them.

This chapter explains why swing trading is the optimal approach for the
vast majority of people — and why the grading system we’ve built is
specifically designed for it.

What Swing Trading Actually Is

Swing trading means holding positions for days to weeks, capturing
medium-term price movements. You’re not trying to profit from
minute-to-minute fluctuations like a day trader. And you’re not holding for
months or years like a long-term investor. You’re occupying the middle
ground — the sweet spot where the effort-to-reward ratio is highest.

A typical swing trade looks like this: you identify a Grade A or B
opportunity on Monday morning. The macro regime supports the asset.
The mathematical signal confirms the entry. You buy at the entry signal.
Over the next 5-10 trading days, the asset moves in your direction. You
update your exit signals daily. When the exit signal is reached or the grade
changes, you close the position and move on.

That’s it. No intraday drama. No stop-watching. No frantic adjustments
every time the price ticks down half a percent. You set your orders, live
your life, and let the trade develop.

Why the Middle Ground Wins

There’s a concept in statistical mechanics called the “optimal observation
interval.” The idea is simple: if you check something too frequently, you
see noise. If you check too infrequently, you miss signals. There’s a sweet
spot in between where the signal-to-noise ratio is highest.

83



VECTOR RIDGE

SIGNAL vs NOISE BY TIMEFRAME

W Signal (tradeable)
m Noise (random)

Swing trading lives here

THE SWEET SPOT

80%

Day trading zone — mostly noise

1-Minute 5-Minute 15-Minute Hourly Daily Weekly Monthly

Markets work the same way. On a 1-minute chart, almost everything you
see is noise — random fluctuations driven by algorithms, market makers
adjusting quotes, and retail traders reacting to nothing. The signal-to-noise
ratio on a 1-minute chart is terrible. You’re trying to find a needle in a
haystack of randomness.

On a monthly chart, the signal is clear but the feedback loop is too slow.
You might identify the correct trend, but you won’t get a useful entry
signal for weeks or months. By the time you act, a significant portion of
the move has already happened.

The daily and weekly timeframes — the swing trader’s territory — hit the
sweet spot. Daily charts filter out most of the intraday noise while still
showing you the trend, the support, the resistance, and the volume patterns
that matter. You get enough data to make informed decisions without
drowning in meaningless fluctuations.
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Signal vs Noise by Timeframe

Timeframe Signal Noise Verdict
1-Minute 15% 85% Gambling
5-Minute 25% 75% Mostly noise
1-Hour 45% 55% Coin flip
Daily 82% 18% Sweet spot
Weekly 78% 22% Strong signal
Monthly 70% 30% Too slow

The daily chart is where the money is made.

Short timeframes are mostly noise. Monthly is too slow for feedback

SWING TRADING vs DAY TRADING

DAY TRADER SWING TRADER
Screen Time 6-10 hrs/day 20-30 min/day
Trades/Month 200-500 3-8
Hold Period Minutes to hours Days to weeks
Annual Return ~6% after costs 50-80%
Commission Drag Massive Minimal
Stress Level Extreme Low
Lifestyle Chained to screen Normal life
Edge Required Beat algorithms Beat the crowd

For most people, swing trading offers the best returns-to-lifestyle ratio.

Research in quantitative finance consistently shows that trend-following
strategies perform best on intermediate timeframes — holding periods of
several days to several weeks. Too short and transaction costs eat your
profits. Too long and you give back too much during reversals. The middle
ground is where the mathematics are most favourable.
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Look at that table. Swing trading offers the best combination of signal
quality, time commitment, and returns potential. It’s not the highest
possible return in any single category — a brilliant day trader might
occasionally beat it, and a leveraged long-term investor might compound
more over decades. But for the intersection of returns, lifestyle, and
sustainability, swing trading is in a category of its own.

The Psychological Edge

One of the most important discoveries in behavioural economics is a
phenomenon called myopic loss aversion, identified by Nobel laureate
Daniel Kahneman and economist Richard Thaler. The research showed
that investors who checked their portfolios frequently perceived more risk,
traded more, and earned lower returns than investors who checked less
often. The frequent checkers saw every dip as a threat. The infrequent
checkers saw the underlying trend.

In a landmark experiment, researchers divided participants into two groups
managing identical portfolios. One group saw returns every day. The other
saw returns once a year. The daily-checkers invested far more
conservatively and earned dramatically less. Why? Because on any given
day, a good investment has roughly a 50/50 chance of being up or down.
The daily checkers experienced loss after loss after loss — even though
the investment was growing over time. Their brains couldn’t handle the
constant emotional whiplash.

This is why one of the greatest traders of the early 20th century said that
the big money was made not in the buying or the selling, but in the
waiting. He understood something that modern psychology has since
confirmed: the ability to sit with a winning position, without fiddling,
without second-guessing, without taking premature profits, is the single
most valuable skill a trader can develop. Most people can’t do it. They feel
compelled to act. And that compulsion costs them a fortune.

Swing trading gives you this psychological edge by design. You’re not
watching every tick. You’re not seeing the intraday dips that trigger fear
and the intraday spikes that trigger greed. You check once in the morning,
set your orders, and step away. The emotional toll is dramatically lower
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than day trading — which means you make better decisions, which means
you make more money.

This isn’t about willpower. It’s about system design. The best
decision-making framework isn’t the one that requires the most discipline.
It’s the one that requires the least — because it removes you from the
environments where bad decisions happen. Swing trading removes you
from the intraday noise machine. And that removal, by itself, is worth a
significant chunk of your returns.

Why It Fits the Grading System Perfectly

The entire system we’ve built in this book — the macro regime, the Grade
A-E framework, the execution process — is optimised for swing trading
timeframes.

The macro regime changes over weeks to months. That’s your strategic
direction. The mathematical signals generate entry and exit levels on a
daily basis. That’s your tactical timing. The grade is assessed and updated
daily. That’s your conviction filter.

All three of these inputs operate on the swing trading timeframe. The
macro is too slow to be useful for day trading and too fast to be useful for
multi-year investing. The signals are calibrated for multi-day holds, not
minute-by-minute scalping. The grading system assumes you have time to
build positions incrementally and update your exits daily — which is
exactly what swing trading allows.

When you trade on the daily timeframe, every tool in this book is working
at its maximum effectiveness. That’s not a coincidence. It’s by design.
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The Compound Effect

There’s a concept in risk theory about the power of asymmetric payoffs —
situations where the potential gain significantly exceeds the potential loss.
The philosopher and trader Nassim Taleb has written extensively about
this: the best strategies in life and markets are the ones where you risk a
little to make a lot, repeatedly, over time.

Swing trading, done correctly, is the purest expression of this principle.
Each Grade A trade risks 1-2% of your capital (through position sizing and
stop placement) with a realistic target of 3-10%. The risk-reward ratio is
fundamentally asymmetric in your favour. Even if you’re right only 50%
of the time, the maths overwhelm the losses because your winners are
multiples of your losers.

Now add compounding. If you make 3% on a Grade A trade that lasts a
week, and then deploy that capital into the next Grade A trade a week
later, and make another 3%, you’re not just adding returns — you’re
compounding them. Your second trade is 3% on a slightly larger base.
Your third trade is 3% on an even larger base.

Let me make this concrete. You start with £10,000. After 12 months of
disciplined swing trading — three Grade A trades per month, averaging
3% per trade — here’s what happens:

That’s your £10,000 turning into nearly £29,000 in twelve months. A
190% return. Not from one spectacular trade. Not from a lucky gamble.
From 36 disciplined, moderate-gain trades compounding on top of each
other. Each individual 3% gain looks modest. Stacked together, they’re
transformative.

And this table is conservative. It assumes exactly 3% per trade, every time,
with no trades above that. In practice, some Grade A trades will yield 5%,
8%, even 12% when the macro alignment is strong and the trend runs
further than expected. Those outlier winners turbocharge the
compounding.

But the experience of that compounding is what matters psychologically.
Unlike a long-term investor who buys an index fund and waits a year,
you’re seeing your capital grow in visible steps, every few weeks. Each
successful trade reinforces your confidence in the system. Each step up in
your account balance provides psychological fuel for the next trade. That
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reinforcement loop is enormously valuable for maintaining discipline over
years and decades.

Who Swing Trading Is For

One of the wisest observations ever made about trading came from a
psychiatrist and trader who wrote that the goal of trading is not to make as
much money as possible. The goal is to make good money while living a
good life. He saw too many traders who made money but destroyed
everything else — their health, their marriages, their friendships, their
sleep. They won the financial game and lost the life game. That’s not
success. That’s a tragedy dressed up in a Bloomberg terminal.

Swing trading is for you if you have a full-time job and can’t stare at
screens all day. It’s for you if you want returns that meaningfully beat the
market without sacrificing your health, your relationships, or your sanity.
It’s for you if you have the discipline to check once a day and walk away.
And it’s for you if you believe that a structured process beats
improvisation.

It’s also for you if you’ve already tried day trading and found it
unsustainable. This is more common than you’d think. A significant
portion of people who eventually become excellent swing traders started
as burned-out day traders. They had the analytical skills and the market
knowledge, but they were using those skills in the wrong timeframe. The
moment they stepped up to the daily chart and slowed down, everything
clicked. Same skills, better application, dramatically better results.

It’s not for you if you need constant action. If you genuinely enjoy the
adrenaline of day trading and you’re profitable at it, keep doing what
works. But if you’re honest with yourself and your day trading results are
mediocre — or you’re exhausted, stressed, and not sure how much longer
you can sustain the pace — swing trading is the answer. Better returns,
less effort, more life.

The next two chapters will show you exactly how to find swing trade
setups and how to manage them from entry to exit.
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CHAPTER 11

Finding Setups

Every morning, across every market in the world, thousands of assets are
trading. Stocks, currencies, commodities, bonds, ETFs — the universe of
things you could potentially trade is enormous. Most of them, on any
given day, are not worth your time.

Your job is not to analyse everything. Your job is to filter ruthlessly until
you’re left with the handful of opportunities that meet Grade A or B
criteria. This chapter teaches you the filtering process — step by step,
from the macro level down to the specific trade.

Step 1: Read the Regime

Before you look at a single chart, you need to know what regime you’re in.
This is the starting point for everything. Open your macro checklist from
Chapter 2 and answer two questions: which direction is growth heading,
and which direction is inflation heading?

Let’s say it’s a Regime 1 environment — growth accelerating, inflation
slowing. That immediately tells you where to focus your attention:
Favourable: Equities (especially tech, consumer discretionary, industrials),
commodities, FX

Unfavourable: Fixed income, USD, defensive sectors like utilities and
consumer staples

You’ve just eliminated half the investable universe in thirty seconds.
You’re not going to waste time looking at bond trades or utility stocks in
Regime 1. They’re swimming against the current. Focus your energy on
the asset classes and sectors where the macro wind is at your back.
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This step alone puts you ahead of 90% of retail traders, who pick assets
based on what’s trending on social media or what a friend mentioned at
dinner. They’re trading randomly. You’re trading with the weight of the
economy behind you.

Step 2: Scan for Trends

Anatomv of an Untrend

H / ]:\\,A/
VA
N
\ « Highr High

HL = Higher Low

Within your favourable asset classes and sectors, you’re now looking for
assets that are in uptrends. Not assets that “look cheap.” Not assets that
“should go up.” Assets that are already going up.

This is a crucial distinction. Most people try to buy things that have fallen
and hope they bounce. This is called “catching a falling knife” and it’s one
of the fastest ways to lose money. A stock that’s fallen 40% can always
fall another 40%. A stock that’s in an uptrend has institutional money
behind it, momentum in its favour, and a higher probability of continuing
in the same direction.

There’s a well-documented behavioural bias called the “disposition effect”
that makes this mistake almost universal. Researchers have found that
investors have a powerful tendency to sell winners too early and hold
losers too long. They’re psychologically wired to take a quick profit (so
they can feel clever) and avoid realising a loss (so they don’t have to admit
they were wrong). The result is devastating: they cut the flowers and water
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the weeds. Their portfolio becomes a garden of dying stocks they’re too
proud to sell and has none of the winners they sold too soon.

THE DISPOSITION EFFECT

WINNERS -- SOLD

Stock A +40%

Stock B +110%

Stock C +65%

Then tripled from his exit ]

LOSERS -- KEPT

Stock D -15% HELD] -55% by 2023 Rough pact ‘

Stock E -35% [HELD] -70% by 2023

In 2015, a trader I knew had a watchlist of 20 stocks. Three were in clean
uptrends. The rest had been falling for months. Rather than buying the
three that were working, he bought the cheapest, most beaten-down stock
on the list — a company that had fallen 65% in a year. “It’s a bargain,” he
said. “It can’t go much lower.” It went another 40% lower. Meanwhile, the
three stocks in uptrends continued higher for another six months. He
bought the one stock on the list that the market was actively rejecting, and
ignored the three that the market was actively endorsing.

The research on momentum is overwhelming. Academic studies going
back decades have consistently shown that assets that have been rising
tend to continue rising, and assets that have been falling tend to continue
falling. This is called the “momentum effect” and it’s one of the most
robust findings in financial economics. It exists because of the institutional
money flow dynamics we discussed in Chapter 7 — large players
accumulate and distribute over weeks and months, creating persistent
trends. It also persists because of behavioural biases like the disposition
effect — the majority of traders are selling winners and holding losers,
which means trends take longer to play out than they rationally should.
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Your scan is simple: pull up the daily chart. Is this asset making higher
highs and higher lows? Yes? Keep it on the list. No? Move on. Don’t try to
be clever. Don’t try to call the bottom. Trend is your friend until the data
says otherwise.

THE SCREENING PROCESS

From thousands of assets to Grade A setups Universe

‘ ALL ASSETS ’ ~10,000

~10,000+ instruments

v
‘ MACRO FILTER ’ ~500

‘Which regime? Which sectors benefit?

v
‘ TREND FILTER ’ ~50

Uptrend only. Above 200-day MA.

v

‘ SIGNAL FILTER ’ ~15
Algo confirms entry level today.

v
‘ GRADE A SETUPS ’ 25

2-5 opportunities per month

There’s a deeper reason why trends persist that goes beyond simple
momentum mechanics. The legendary investor George Soros described a
concept he called “reflexivity” — the idea that market prices don’t just
passively reflect reality; they actively change it. When a stock rises, the
company can raise capital more cheaply, attract better talent, get more
media coverage, and win more business. The rising price creates the
conditions for the price to keep rising. When a stock falls, the opposite
happens: credit tightens, talent leaves, media turns negative, and
customers lose confidence. The falling price creates the conditions for the
price to keep falling.

This is why “bargain hunting” in downtrends is so dangerous. The falling
price isn’t just a number on a screen. It’s a force that actively damages the
business. By buying a stock in a downtrend, you’re not getting a deal.
You’re buying a company whose competitive position is actively
deteriorating because of the very decline you think represents an
opportunity.
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Step 3: Identify the Entry Zone

You’ve found an asset in an uptrend, in a favourable sector, in a supportive
macro regime. Now you need a specific price to enter.

You do not chase. Let me tell you a story about chasing. In mid-2024, a
popular semiconductor stock gapped up 12% on an earnings beat. Social
media exploded. Every trading forum was screaming “Buy! This is going
to 200!” Traders who had been watching the stock for weeks but hadn’t
pulled the trigger suddenly couldn’t stand missing out. They bought at the
open, 12% above the previous close. The stock continued higher for about
two hours — just long enough for everyone to feel like a genius — then
reversed. By the end of the week, it was back to where it started before the
gap. Every single person who chased the gap was underwater. The traders
who waited patiently for the inevitable pullback bought in a week later at a
better price and rode the next leg up.

Chasing — buying after a big move because you’re afraid of missing out
— is one of the most expensive habits in trading. It feels urgent. It feels
like the opportunity will disappear if you don’t act right now. That
urgency is a lie. Markets provide opportunities every single week. The one
you’re chasing isn’t the last one.

Instead, you wait for a pullback to support. In an uptrend, pullbacks are
normal and healthy. They’re the “step back” in the staircase pattern. The

entry zone is where the pullback is likely to find buyers — a support level
that has held before.
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SUPPORT & RESISTANCE

Resistance

Support

The algorithm generates this level for you. Each morning, it identifies the
highest-probability entry point based on support, moving averages,
volume profile, and recent price action. But even without an algorithm,
you can estimate it yourself. Look at where the stock bounced in its last
two or three pullbacks. That cluster of bounces is your support zone.
That’s where you want to buy.

Step 4: Confirm the Signal

The macro says go. The trend says go. You’ve identified your entry zone.
Now you need the mathematical signal to confirm.

This is where you need to think in probabilities, not certainties. No signal
is 100% accurate. No setup works every time. What you’re looking for is a
high-probability entry — one where the odds are meaningfully in your
favour, perhaps 55-65%. That might not sound impressive, but a casino
only needs a 1-2% edge on each bet to make billions. A 55% win rate with
a 3:1 reward-to-risk ratio produces enormous wealth over hundreds of
trades. You don’t need to be right most of the time. You need the maths to
be in your favour each time.

Confirmation means the algorithm has identified that the specific
conditions for a high-probability entry are present right now. Not
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yesterday. Not “soon.” Right now. The signal looks at a combination of
factors:

Price action: Is the pullback holding at support? Is price forming a reversal
pattern at the entry zone (a higher low, a bullish engulfing candle, a doji at
support)?

Volume: Is selling volume drying up as price reaches support? That
suggests sellers are exhausting themselves. Is buying volume starting to
tick up? That suggests buyers are stepping in.

Momentum: Are short-term momentum indicators (rate of change,
stochastics, RSI) reaching oversold levels? That suggests the pullback has
gone far enough and a bounce is probable.

Volatility: Has volatility contracted? Periods of low volatility often
precede big moves. A stock that’s been coiling in a tight range near
support, with declining volume and compressed volatility, is loading
energy for a move.

When these factors align — price at support, volume drying up,
momentum oversold, volatility compressed — the algorithm generates a
confirmed entry signal. That’s when you place your buy order.

Without the algorithm, you can still identify these conditions visually.
Look for the stock to pull back to support on declining volume, pause
there for a day or two, and then show a green candle with increased
volume. That’s your manual confirmation. It won’t be as precise as an
algorithm, but it’s vastly better than buying randomly.

Step 5: Grade It

You’ve found a setup that passes the macro filter, the trend filter, the
support filter, and the signal confirmation. Now you assign a grade.

Grade A requires both the mathematical signal and the macro direction to
be fully aligned. The regime supports the asset class and sector. The trend
is intact. The signal is confirmed. There are no major uncertainties on the
horizon (no earnings report tomorrow, no central bank decision in two
days, no geopolitical event that could overrule the technical setup).

Grade B means one element is slightly off. Maybe the macro is supportive
but there’s a policy uncertainty clouding the outlook. Maybe the signal is
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confirmed but the stock is approaching a major resistance level that could
cap the upside. Still tradable, but with reduced size and tighter exits.

If it doesn’t make Grade A or B, you skip it. Period. There’s no such thing
as “close enough.” Close enough is how you end up taking mediocre
trades that erode your capital slowly enough that you don’t notice until it’s
too late.

A Worked Setup: Finding a Grade A Stock Trade

Let me walk you through exactly how this process works on a real
morning.

It’s a Tuesday in a Regime 1 environment (growth accelerating, inflation
slowing). You know from the regime table that equities — particularly
tech and consumer discretionary — should be performing well. Risk
appetite is high. The central bank is neutral.

You open your watchlist of tech stocks. You scan the daily charts, looking
for uptrends. Out of 30 stocks, 18 are in clear uptrends (higher highs and
higher lows). The other 12 are either rangebound or trending down. You
immediately eliminate those 12.

Of the 18 uptrending stocks, you look for ones that are currently pulling
back to support — not ones that are at or near resistance (those have
already made their move for now). Seven stocks are pulling back toward
identifiable support levels. The other 11 are either at highs, in the middle
of their range, or have pulled back so far they’ve broken their uptrend.

You now have 7 candidates. You check the signal for each one. Three
have confirmed entry signals: price is at support, volume is drying up on
the pullback, momentum is oversold, and the algorithm identifies a
high-probability entry.

Of those three, one stands out. It’s a large-cap tech company with strong
earnings momentum, a clear uptrend, and a pullback to a support level that
has held three times before. The macro is perfect (Regime 1, tech
favoured). The signal is confirmed. There are no earnings or major events
for the next two weeks. This is Grade A.
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The algorithm says: entry at 224.50, exit at 238.00. You set your buy limit
at 224.50 and your sell limit at 238.00. Then you close the app. The whole
process took 20 minutes.

If the stock doesn’t reach 224.50 today, nothing happens. You don’t chase
it. You don’t adjust the entry. You wait. Tomorrow morning you’ll check
the updated signals and go through the same process. Patience is built into
the system.

Common Mistakes When Finding Setups

Falling in Love With a Stock

You’ve done your research. You believe this company is incredible. The
product is great, the CEO is visionary, the industry is booming. But the
stock is in a downtrend. The macro doesn’t support the sector. The signal
isn’t there.

Trade it anyway? Never. Behavioural economists have identified
something called the “endowment effect” — the tendency to overvalue
things simply because you’ve invested time or energy in them. You've
spent hours researching this company. You feel like you “know” it. That
knowledge makes you biased. You start looking for reasons to buy and
filtering out reasons not to. This is called confirmation bias, and it’s the
silent killer of trading accounts.

Your opinion about the company is irrelevant to the price. Price is
primary. If the price is falling, someone with more information or more
money than you is selling. You don’t fight that. You wait until the trend
turns, the signal confirms, and the macro aligns. Then — and only then —
you buy. The research you did isn’t wasted. It means you’ll recognise the
opportunity faster when the conditions are right. But right now, the
conditions aren’t right, and no amount of conviction changes that.
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Overcomplicating the Scan

Some traders run 47 indicators, overlay Fibonacci levels on Fibonacci
levels, draw trendlines connecting random points, and end up so confused
they either take no trades or take terrible ones. Analysis paralysis is a real
and expensive condition. I’ve seen traders spend three hours analysing a
single stock and still not know whether to buy or not. If your analysis can’t
produce a clear answer in under a minute, the setup isn’t clear enough to
trade.

Complexity is not intelligence. In fact, the relationship is often inverse.
The most profitable traders I’ve worked with use the simplest frameworks.
They can explain their entire strategy in two sentences. The traders who
use the most indicators, the most overlays, and the most complicated
systems are usually the ones losing money — because they’ve built a Rube
Goldberg machine that gives conflicting signals and paralyses their
decision-making.

Your scan uses three filters: regime, trend, signal. The regime takes 30
seconds. The trend check takes 5 seconds per chart. The signal either
confirms or it doesn’t. If you’re spending more than 20-30 minutes finding
setups, you’re overcomplicating it. Simplify ruthlessly.

Trading in the Wrong Regime

This is the most expensive mistake and the most avoidable. If you’re
buying equities in Regime 3 or 4 (growth slowing), you’re swimming
against a riptide. It doesn’t matter how good the chart looks. The macro
headwind will overpower the technical setup.

In early 2022, dozens of popular trading accounts were still calling for
new highs in tech stocks. The charts looked “oversold.” The pullback
looked like a “buying opportunity.” But the regime had shifted. Growth
was decelerating. Inflation was surging. The central bank was pivoting to
aggressive rate hikes. Every single buy signal in tech stocks during the
first half of 2022 was a trap. The sector fell 33%. Traders who ignored the
regime and kept buying “the dip” got decimated. Traders who checked the
regime first never took those trades in the first place. They were positioned
in energy and commodities — the assets favoured by the new regime —
while tech was falling apart.
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CHAPTER 12

Managing Swing Trades

Finding the trade is the easy part. Any screener can spit out a list of stocks
in uptrends. Any indicator can flash a buy signal. The skill — the part that
separates the people who make money from the people who don’t — is
managing the trade from entry to exit over days and weeks.

This chapter covers everything that happens between the moment you buy
and the moment you sell. Position building, daily management, adding,
trimming, handling surprises, and the critical skill of knowing when to
walk away. We’ll work through a complete trade from start to finish, day
by day, so you can see exactly how the process works.

The First Day: Entry

Your buy order has filled. You’re in the trade. Congratulations. Now do
nothing.

The first thing to understand is that nothing important is likely to happen
today. The stock probably won’t rocket to your exit level in a single
session, and it probably won’t crash through support. Most swing trades
start boring. That’s not a bug. That’s a feature. A boring first day means
there’s no panic, no drama, and no reason to make an emotional decision.
On the first day, you have a partial position. Remember the incremental
building principle from Chapter 5: never buy your full allocation in one
go. On Day 1, you might deploy 40-50% of your intended position. This
gives you room to add at better prices if the stock dips further, and it limits
your risk if your timing is slightly off. You’ve kept ammunition in reserve.
That reserve is what lets you sleep at night.

100



MANAGING SWING TRADES

At the end of Day 1, you do a simple check: Is the grade still A or B? Is
the trend still intact? If yes, you hold. If the grade has dropped to C or
below, you reconsider immediately. Don’t wait for Day 2 to make a
decision that the data is telling you to make today.

Days 2-5: Building and Watching

This is the unglamorous middle of the trade. The stock moves sideways or
drifts slightly. You’re checking your signals each morning, updating your
exit, and looking for opportunities to add to the position.

A good Day 2 or Day 3 looks like this: the stock pulls back slightly from
your entry, touches or approaches the new entry signal, and you add
another 20-30% of your intended position. Your average cost is now
slightly lower than your Day 1 entry. The grade is still A. You hold.

A concerning Day 2 or Day 3 looks like this: the stock drops sharply
below your entry, volume increases on the down move, and the next
morning’s signal shows a lower entry level than before. The algorithm is
adjusting downward. This doesn’t necessarily mean the trade is broken —
pullbacks are normal — but you should not be adding to the position until
the price stabilises. If the grade drops, you exit. No debate.

The temptation during this phase is to “do something.” The trade isn’t
moving. It’s boring. You see other stocks moving and you want to be in
those instead. This is the exact moment where discipline makes or breaks
you.

There’s a powerful idea from trading psychology that the best traders
accept the risk of a trade completely before they enter it. Not partially. Not
theoretically. Completely. They’ve already decided, before placing the
order, that they’re willing to lose the amount at risk. They’ve pre-accepted
the worst-case scenario. This acceptance frees them from the anxiety of
the middle — the boring days, the small dips, the uncertainty — because
they’ve already made peace with the risk. There’s nothing left to worry
about.

If you’re anxious during Days 2-5, it usually means you haven’t fully
accepted the risk. You’re still hoping for a painless trade. Painless trades
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don’t exist. Every trade involves discomfort. The question is whether
you’ve pre-accepted that discomfort or whether it catches you off guard.

Research on trader behaviour confirms this: the most profitable traders are
the ones who do the least during the middle of a trade. They set their
orders and walk away. The least profitable traders fiddle constantly —
adjusting stops, taking partial profits too early, adding at the wrong time,
or abandoning the trade entirely out of boredom.

Be boring. Boring is profitable.

Days 5-10: The Move Develops

If your setup is correct — macro supporting, trend intact, signal confirmed
— the move typically starts to develop within the first week. The stock
begins making new short-term highs. Volume picks up on the advances.
The exit signal starts rising, reflecting the strengthening momentum.

This is where the power of the grading system shows itself. Because you
entered at a Grade A level with conviction, you’re not nervously watching
every tick. You’re holding a position you believe in, with a macro
tailwind, at a price that the algorithm identified as high-probability. When
the stock dips half a percent on a random Tuesday afternoon, you don’t
even notice. You’re not looking.

During this phase, your daily routine is simple: check the new exit signal,
update your sell limit order, confirm the grade is still A. If the exit has
risen, you raise your sell limit. If it hasn’t changed, you leave everything
alone. The whole process takes under five minutes.

Taking Profits: The Art of the Trim

The exit signal has been reached. The stock hit your sell limit. Now what?
Before I tell you the right approach, let me tell you what the wrong
approach looks like. A trader I worked with in 2019 had a beautiful
position in a stock that ran from 85 to 132 over three weeks. A 55% gain.
The exit signal hit at 125, then again at 130. He ignored both. “This thing
is going to 150,” he said. The stock hit 134, reversed, and over the next
four days dropped back to 108. He finally sold at 110 — turning what
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should have been a 30-47% realised gain into a 29% gain. Still profitable,
but he left over £8,000 on the table because he couldn’t bring himself to
take partial profits when the system said to. The stock eventually did hit
150 — six months later, long after he’d moved on.

For Grade A trades, you don’t sell everything at the first exit. You trim.
Take partial profits — sell 30-50% of the position — and keep the rest
running. Why? Because a Grade A trade that’s hitting exit signals and still
in an uptrend has a high probability of continuing. The macro is still
supportive. The trend is still intact. The grade is still A. Why would you
close the entire position?

Taking partial profits does two important things. First, it locks in a
guaranteed gain on a portion of your position. That profit is now real —
it’s in your account, not on a screen. Second, it creates psychological
freedom. The remaining position is now “house money.” Even if the stock
reverses from here, you’ve already banked a profit. This makes it much
easier to hold through subsequent dips without panicking.

After trimming, you check the next morning’s signals. If a new, higher
exit level appears, you set a sell limit on the remaining shares at that level.
The trade continues until either the exit hits, the trend breaks, or the grade
drops.

The Full Exit: When to Walk Away

There are exactly three conditions that trigger a full exit from a swing
trade:

1. The grade drops below A. We covered this extensively in the USD/JPY
example from Chapter 4. When the macro changes, the grade changes.
When the grade changes, you leave. No negotiating. This is
non-negotiable because the entire premise of holding without tight stops
depends on the macro supporting the position. Remove the macro support
and you’re exposed.

2. The trend breaks. Higher highs and higher lows become lower highs and
lower lows. The staircase reverses direction. This is the price telling you
— directly, unambiguously — that the institutional money flow that was
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supporting the trend has changed. When the trend breaks, the reason for
the trade is gone.

3. A significant event changes the landscape. An earnings disaster. A
sudden geopolitical escalation. A surprise central bank announcement that
shifts the regime. These are rare, but they happen. If something
fundamentally changes the picture overnight, you don’t wait for the
morning signal. You get out at the open.

Notice what’s not on the list: “I got bored.” “I read a bearish article.” “My
friend says the market is overvalued.” “The stock hasn’t moved in three
days.” None of those are exit criteria. Your exit is driven by data —
grades, trends, and signals — not by feelings, opinions, or impatience.

Full Walkthrough: A 12-Day Swing Trade
ANATOMY OF A GRADE ATRADE

Gold — 5-day walkthrough

DAY 1 Algo buy signal at $1,920.
Signal fires Macro: Regime 3 — gold favoured.
Grade: A (math + macro aligned).

BUY 50%

DAY 2

Confirm & add Price holds above entry. ADD 25%

Signal still valid. Add tranche.

Pullback test This is noise, not signal. Hold.

DAY 4

Momentum Breaks $1,940. Complete position. ADD 25%

Full size across 3 entries.

DAY 5+

i Trail exit with daily signal updates. TRAIL EXIT

Exit on: trend break OR downgrade.

I DAY 3 Dips to $1,915. Grade still A. HOLD

Let’s put everything together with a complete trade from first signal to
final exit.

Background: Regime 1 (growth accelerating, inflation slowing). Equities
favoured. You’ve identified a semiconductor stock in a clean uptrend with
strong earnings momentum. The sector is outperforming. The algorithm
generates a Grade A signal with an entry at 142.00 and an exit at 151.50.
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Day 1: Stock opens at 143.80 and dips to 142.00 in the first hour. Your
buy limit fills. You purchase 200 shares (about 40% of your intended full
position). The stock bounces to 143.50 and closes at 143.20. You’re up
slightly. Unremarkable. Good.

Day 2: New signals: entry 141.50, exit 152.00. The stock dips to 141.80,
close to the entry level but doesn’t quite hit 141.50. You don’t chase. You
don’t adjust the limit. If it hits 141.50, you’ll add. If it doesn’t, you wait.
Stock closes at 142.60. Sideways day. Grade A intact.

Day 3: Signals: entry 141.00, exit 152.50. The stock drops to 141.00 in the
morning session on sector-wide selling triggered by a competitor’s weak
guidance. Your add order fills. You buy 150 more shares. Total position:
350 shares at an average cost of about 141.60. The stock closes at 141.30.
You’re underwater on the day. This is the part where your stomach
tightens. The headlines on the financial sites say “Semiconductor selloff
accelerates.” Your friend texts you: “Did you see what’s happening to chip
stocks?” Everything around you is telling you to panic. But the grade is
still A, the regime is still 1, and the broader trend (zoom out to the weekly
chart) is still higher highs and higher lows. The competitor’s bad guidance
doesn’t change the macro. You hold. This is the moment that defines the
trade.

MANAGING A SWING TRADE

Enter in stages. Trail your exit. Let the trend do the work.

Exit on
trend break

Day 1 Day5 Day 10 Day 15 Day 19
Trading Days
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Day 4: Signals: entry 140.50, exit 153.00. The stock opens flat at 141.50
and trades in a tight range all day. Closes at 141.80. Nothing happens.
Boring. Perfect. The panic from yesterday has evaporated. Nobody is
texting you about chip stocks anymore. You add a final 50 shares at
market, bringing total position to 400 shares. Average cost: approximately
141.55. You’re now fully positioned. If Day 3 was the test of your nerve,
Day 4 is the test of your patience. Most traders would have already exited
or started looking for “something more exciting.” You sit.

Day 5: Signals: entry 141.00, exit 154.00. Something shifts. The stock
opens at 142.50 — above yesterday’s close — and pushes to 144.80 on
strong volume. Semiconductor peers are all moving higher. The sector is
catching a bid. You update your sell limit to 154.00 and go about your day.
Stock closes at 144.20. You’re now up about $1,060 on 400 shares.
Yesterday’s patience is already paying.

Day 6: Signals: entry 142.50, exit 155.50. The exit signal has jumped
again — the algorithm is seeing strengthening momentum and widening
the range. Stock opens at 144.80, pushes to 147.50, closes at 146.90.
You’re up over $2,100. The temptation to take profit is strong. A voice in
your head says: “That’s a nice profit. Lock it in. What if it reverses?” This
is the disposition effect at work — your brain desperately wants to
crystallise a gain so it can feel clever. But the grade is A, the exit signal is
155.50, and the trend is accelerating. The system says hold. You hold.
This is what separates the trader who makes 5% from the trader who
makes 13% on the same stock.

Day 7: Signals: entry 143.50, exit 156.00. Quiet day. Stock trades between
146.00 and 147.80. Closes at 147.20. You update your exit to 156.00 and
do nothing else.

Day 8: Signals: entry 144.00, exit 155.00. Notice the exit came down
slightly from yesterday — from 156 to 155. This is normal fluctuation, not
a warning sign. The stock pushes to 149.50 and closes there. Strong
session. You’re up approximately $3,180 on the position.

Day 9: Signals: entry 145.00, exit 154.50. The stock gaps up on a strong
earnings report from a major customer of this company. Opens at 152.00
and pushes to 154.20 — just below your 154.50 exit. You’re agonisingly
close. The stock finishes at 153.80. Your exit didn’t fill by 70 cents.
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Frustrating? Slightly. But the system doesn’t care about your frustration.
Tomorrow’s signal will update. You hold.

Day 10: Signals: entry 148.00, exit 158.00. The exit has jumped to 158 on
the back of yesterday’s strong move. The stock opens at 154.50 and
pushes to 156.80. You decide to trim. You sell 150 shares at 156.80,
locking in a profit of approximately $2,280 on those shares alone. You’re
still holding 250 shares with an exit target of 158.00.

Day 11: Signals: entry 150.00, exit 159.50. The stock continues higher.
Opens at 157.20, touches 159.30 — almost your exit — and pulls back to
157.80. You hold the remaining 250 shares.

Day 12: Signals: entry 151.00, exit 160.00. The stock pushes through
160.00 in the morning session. Your sell limit fills. You exit the remaining
250 shares at 160.00.

Trade Summary
12-DAY SWING TRADE: EQUITY CURVE

/. /. Exit: +£6,930
.\.

Trim 20%

g
Scary dip (just noise) /
\ .

Nearly £7,000 in profit over twelve trading days, spending fifteen to
twenty minutes per morning. The hardest part of the entire trade was Day
3, when the stock was underwater after sector-wide selling. Everything
else was routine: check signals, update orders, move on with your life.

Now consider what the same twelve days would have looked like without
a system. A trader without grades would have panicked on Day 3 when the
headlines screamed about a semiconductor selloff. They’d have sold at
141 for a loss. Or they would have held but been so stressed that on Day 6,
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when they were finally in profit, they’d have sold everything at 147 — a
3.8% gain instead of the 13% the system delivered. Or maybe they’d have
gotten greedy and held past Day 12, giving back half the gain when the
stock eventually pulled back. Without a system, every single decision
point — and there were at least ten in this trade — was an opportunity to
make the wrong choice. The system eliminated nine of those decisions
entirely. It told you when to enter, when to add, when to trim, and when to
exit. All you had to do was listen.

That’s what swing trading looks like when you have a system.

Handling the Unexpected

Earnings Surprise (Positive)

Your stock reports earnings after hours and gaps up 8% the next morning.
The grade is still A. The exit signal has jumped dramatically. This is a gift.
You can trim a portion to lock in the windfall and let the rest ride with the
new, higher exit signal. Don’t sell everything just because the gain
happened fast. Let the system tell you when to fully exit.

Earnings Surprise (Negative)

Your stock reports bad earnings and gaps down 12% overnight. The grade
has been downgraded to C. This is where you prove whether you’re a
professional or an amateur.

You sell at the open. No hesitation. You don’t wait for it to “bounce back.”
You don’t average down. You don’t tell yourself that the market is
“overreacting.” The thesis is broken. The grade tells you to leave. You
take the loss and deploy that capital into the next Grade A opportunity.

There’s a concept in risk management about “fat tails” — the idea that
extreme events happen far more often than most people expect. A stock
that gaps down 12% on bad earnings can gap down another 15% the
following week when analysts downgrade and funds dump their positions.
The initial move is rarely the worst of it. Traders who hold through the
first gap hoping for a bounce often experience a second, larger move in the
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same direction. Cut the loss early and you lose 12%. Hold and hope and
you might lose 30%.

A 12% gap down on one position, if sized correctly (1-2% of portfolio at
risk per trade), hurts but doesn’t cripple you. That’s why position sizing
exists. It’s designed so that even the worst-case scenario on any single
trade is survivable. You lose, you regroup, and you move on. The next
Grade A setup doesn’t care about your last loss.

Market-Wide Selloff

The whole market drops 3% on a surprise event. Your stock drops with it.
Your phone buzzes with news alerts. Your colleague at work says “Did
you see the market?” Social media is apocalyptic.

Before doing anything, you ask two questions: has the macro regime
changed? Has the grade changed?

In August 2024, the market dropped sharply on recession fears triggered
by a disappointing jobs report and an unwinding of a massive carry trade
involving the Japanese yen. The S&P 500 fell over 5% in three days.
Headlines screamed about a recession. Panic was everywhere.

Traders with a system checked their regime analysis. Growth was still
expanding. Inflation was still cooling. Corporate earnings were still
growing. The regime hadn’t changed. The selloff was a positioning
unwind, not an economic collapse. Traders who held their Grade A
positions — or added to them during the dip — were rewarded
handsomely. Within three weeks, the market had recovered every penny
and pushed to new highs. Traders who panicked and sold locked in a 5%
loss on what turned out to be a noise event.

If the macro has genuinely shifted — if the event signals a real regime
change from 1 to 3 or 4 — then you reduce exposure across the board. But
you make that decision based on the regime framework, not based on the
size of the red number on your screen. The red number is designed to scare
you. The regime framework is designed to protect you.
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The Trading Journal
THE TRADING JOURNAL

Five minutes per trade. The highest-return activity in all of trading.

I BEFORE THE TRADE

Regime: Which of the four? Growth + inflation direction
Grade: A/B/C/D/E — and why

Entry signal: Algorithm level. Not your gut.

Position size: % of capital. Built incrementally?

I DURING THE TRADE

Daily update: New exit level. Grade unchanged?
Emotions felt: Fear? Greed? Boredom? Impatience?
Deviations: Did you break a rule? Which one? Why?

I AFTER THE TRADE

Exit trigger: Signal hit / grade dropped / trend broke
P&L: £ amount and % return

Process score: Did you follow the system? 1-10
Lesson: One thing to do differently next time

AFTER 20-30 TRADES: REVIEW

Look for patterns. When do you deviate? Which emotions cost you money?

Your blind spots are where the money is hiding.

There’s a concept from professional poker that applies powerfully to
trading. Top poker players call it “resulting” — the mistake of judging the
quality of a decision by its outcome rather than by the quality of the
decision-making process.

A great decision can produce a bad outcome. You followed the system
perfectly, took a Grade A setup, sized correctly, managed the trade by the
book — and it lost money. That happens. Over 100 trades, even a strategy
with a 60% win rate will produce streaks of 4 or 5 consecutive losses.
That’s not a broken system. That’s basic statistics. The decision was right.
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The outcome was unlucky. Over time, good decisions made consistently
produce good aggregate outcomes.

A bad decision can produce a good outcome. You ignored the system, took
a Grade C trade on a hunch because someone on social media was
pumping it, oversized it because you were feeling confident, and got lucky
— it worked. That’s the most dangerous result in trading. Because now
your brain has been rewarded for breaking the rules. Next time, you’ll
break them again. And eventually, the luck runs out. One lucky win
followed by one unlucky loss on a trade you shouldn’t have taken at triple
the correct size — that’s how accounts blow up.

The only way to separate process from outcome is to keep a trading
journal. Professional poker players review every hand. Professional
athletes review every game. The idea that professional traders wouldn’t
review every trade is madness. After every trade, record:

The setup: What was the regime? What was the grade? What was the entry
signal? Why did you take this trade?

The management: Did you build incrementally? Did you update exits
daily? Did you follow the grade changes?

The outcome: What was the profit or loss? Where did you exit? Was it at
the signal, or did you deviate?

The deviation: If you deviated from the system — exited early, added too
much, held through a downgrade — why? What were you feeling? What
triggered the deviation?

After 20-30 trades, review the journal. You’ll see patterns that are
invisible in real time. One trader discovered that she consistently exited
trades 2-3 days too early and left an average of 40% of the total move on
the table. The pattern was clear in the journal: every time a trade reached a
4% profit, she felt the urge to “lock it in.” The system said hold. Her
emotions said sell. After seeing the pattern repeated across 15 trades, she
forced herself to trust the exit signal. Her returns doubled in the next
quarter.

Another trader found that his worst trades all happened on Fridays. He was
closing positions before the weekend “just in case” — giving up the
weekend gap that often continued his trend on Monday. Once he saw the
data in his journal, he stopped closing positions on Fridays, and his
average trade duration — and profitability — immediately improved.
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The journal reveals your blind spots — and your blind spots are where the
money is hiding. You can’t fix what you can’t see. The journal lets you
see.

The traders who keep journals improve. The traders who don’t keep
making the same mistakes and wondering why their results don’t change.
A journal takes five minutes per trade. It’s the highest-return activity in all
of trading.

The Swing Trader’s Routine

Let’s make this concrete. Here’s what a swing trader’s daily routine looks
like:

THE SWING TRADER'S MORNING

30 minutes. Then live your life.

7:00-7:20 Signals & exits 20 min
Check entry/exit levels. Update sell orders.

7:20-7:28 Macro check 5 min
Any data releases today? Adjust if needed.

7:25_7:30 New setups 5 min
Scan watchlist. Pullbacks to support?

2304 Live your life
N Orders are set. Go to work. Hit the gym.

Compare: Day trader's 12-hour marathon
Same markets. Same opportunities. Dramatically different lifestyle.

7:00-7:20am: Coffee and signals. Check the day’s entry and exit levels for
your current positions and watchlist. Update your limit orders on your
broker. Check if any grades have changed overnight.

7:20-7:25am: Quick macro check. Any major data releases today? Any
central bank speeches? If yes, note them and consider whether they could
affect the regime. Usually they won’t.
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7:25-7:30am: Scan for new setups. Flip through your watchlist charts. Any
new pullbacks to support in uptrending stocks within favourable sectors?
If yes, check the signal. If confirmed, set a buy limit. If not, move on.

7:30am onwards: Live your life. Go to work. Go to the gym. Spend time
with your family. The orders are set. The market will do what it does.
You’ll check again briefly in the evening to see if anything filled and to
update your journal.

Thirty minutes. That’s it. And the vast majority of those thirty minutes are
spent on existing positions, not finding new ones. On days where you have
no open positions and no new setups, the whole process takes five
minutes.

Compare that to the day trader’s twelve-hour marathon. Same markets.
Same opportunities. Dramatically different lifestyle. And — as the data
consistently shows — dramatically better results.

Swing trading isn’t the lazy approach. It’s the smart approach. It’s the
approach that recognises the time you spend away from the screen isn’t
wasted — it’s an edge. Every hour you’re not watching the market is an
hour you’re not tempted to override your system. And your system, left
alone to do its job, will outperform your instincts every single time.
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DAY TRADING

The hardest way to trade — and the truth nobody tells you



CHAPTER 13

The Honest Truth About Day
Trading

*

I need to start this chapter by being more direct than most trading books
are willing to be.

The vast majority of people who try day trading lose money. Not “make a
little less than expected.” Lose money. Actual, real, painful losses that
damage their savings, their confidence, and sometimes their lives.

Academic research on this is unambiguous. A landmark study of day
traders in Taiwan — one of the largest studies ever conducted on trading
profitability — tracked over 350,000 individual day traders over a 15-year
period. The findings were devastating: less than 1% of day traders were
consistently profitable after costs. Not 10%. Not 5%. Less than 1%. The
other 99% either lost money or made so little that they’d have been better
off in a minimum-wage job.

A similar study in Brazil tracked all day traders who opened accounts over
a three-year period. Of those who traded for more than 300 days — the
committed ones, the ones who stuck with it — only 3% made any profit at
all. The average loss among the remaining 97% was significant. And these
studies don’t account for the opportunity cost of the thousands of hours
these traders spent staring at screens instead of doing literally anything
else with their time.

I’m telling you this not to discourage you, but because no one else will.
The day trading industry — the courses, the signal services, the Discord
groups, the YouTube channels — survives by selling the dream. They
make money from your tuition fees, your subscriptions, and your
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brokerage commissions. Whether you actually make money is irrelevant to
their business model. In many cases, you are the product, not the customer.

Why Day Trading Is So Hard

The Speed Problem
Swing Trading vs Day Trading

Swing Trader Day Trader
Daily time 20-30 minutes 6-12 hours
Trades per month 35 200-500
Annual screen time ~150 hours ~2,000 hours
Transaction costs Low Extreme
Typical net return 50-80% 0-12% (before costs)
Stress level Low Very high
Lifestyle impact Minimal All-consuming

When you day trade, you’re competing against the fastest computers on
the planet. We covered this in Chapter 9, but it bears repeating in the
context of trying to profit from intraday moves: the algorithms that
dominate short-term price action can read, analyse, and execute trades in
microseconds. You’re sitting at your kitchen table with a laptop and a
Wi-Fi connection that occasionally drops when your neighbour starts
streaming.

This isn’t a level playing field. It’s not even close. On the daily chart —
the swing trader’s timeframe — the speed disadvantage doesn’t matter
because you’re making decisions over days and weeks. Whether you enter
at 142.00 or 142.15 is irrelevant over a 10-day hold. But on the 1-minute
chart, that 15-cent difference is the entire profit margin. And the
algorithms are taking that margin from you on every single trade.

In 2012, a high-frequency trading firm accidentally published data
showing that their average profit per trade was less than one cent per
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share. One cent. But they were making millions of trades per day. Their
edge was volume and speed — two things you will never have. When you
try to compete on the same timeframe as these firms, you’re bringing a
bicycle to a Formula 1 race.

The Cost Problem

Every time you buy and sell, you pay costs. Commission, spread, slippage.
On a swing trade, these costs are negligible relative to the profit — if you
make 5% on a trade, paying 0.1% in total costs is nothing. But on a day
trade, where your target might be 0.3-0.5%, those same costs eat 20-30%
of your profit.

Let me put real numbers on this. Say you’re day trading a stock with a
£10,000 position, targeting a 0.5% move — £50 profit. Your broker
charges £5 per trade (£10 round trip). The bid-ask spread costs you
another £5 on entry and exit. Slippage — the price moving slightly against
you as your order fills — costs another £3-5. Total costs: approximately
£20-25. That’s 40-50% of your £50 target. Your “0.5% gain” is now
0.25-0.30% after costs.

Now multiply that across 20 trades per day, 250 trading days per year.
That’s 5,000 round trips. Even at modest commission rates, you’re paying
£50,000 or more in annual transaction costs. To break even — not to make
money, just to break even — you need to generate over £50,000 in gross
trading profits. On a £10,000 account, that’s a 500% gross return just to
cover costs. On a £50,000 account, it’s 100%. These are numbers that the
best hedge funds in the world struggle to achieve.
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The Day Trading Breakeven Wall

20 trades/day + £10-25 round-trip costs + 250 trading days

Return to

Account Annual Costs e Reality

£5,000 ~£50,000 1,000% Impossible
£10,000 ~£50,000 500% Impossible
£25,000 ~£50,000 200% Impossible
£50,000 ~£50,000 100% Near impossible
£100,000 ~£50,000 50% Extremely hard
£250,000 ~£50,000 20% Hedge fund level

The people most attracted to day trading face the worst odds.

The best hedge funds in the world return ~20%/year. You need 500%.

Day Trading: The Cost Reality

Account Size Annual Costs Required Verdict
(est.) Gross Return
£10,000 ~£50,000 500% Impossible
£50,000 ~£50,000 100% Extremely hard
£100,000 ~£50,000 50% Very difficult
£500,000 ~£50,000 10% Achievable

Based on 20 trades/day, 250 trading days/year

Look at that table. Day trading with less than £100,000 is almost
mathematically impossible to make profitable after costs. The maths are
brutally against you. And the irony is that the people most attracted to day
trading — those with smaller accounts hoping to “grow fast” — are the
ones with the worst mathematical odds.

This is the part that makes me angry. Every day trading course, every
“start with £1,000 and become a millionaire” pitch, every social media
guru showing their “daily profits” from a £10,000 account — they’re
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either lying about their results, ignoring their costs, or making their real
money from selling the course, not from trading. If they understood the
maths in the table above, they wouldn’t teach what they teach. If they do
understand the maths and teach it anyway, that tells you everything about
their character.

The Noise Problem

On the 1-minute chart, roughly 70-80% of what you see is statistical noise
— random fluctuations with no predictive value whatsoever. The
signal-to-noise ratio is atrocious. You’re staring at a chart that is mostly
lying to you, trying to extract meaning from patterns that are
indistinguishable from randomness.

THE TRUE COST OF DAY TRADING

300%

300

200

150%

Return Needed to Break Even (%)

100
60%

50 - Elite hedge fund
30%

15%
S&P 500 average
ol I
£50k

5k £10k £25k £100k

Account Size

The Nobel Prize-winning economist Daniel Kahneman described a
phenomenon he called “the illusion of skill” — the tendency for people to
see patterns in random data and attribute them to their own expertise. This
is devastating for day traders. You look at a 1-minute chart, you see a
pattern, you trade it, and sometimes it works. Your brain immediately
credits your skill. But the pattern was noise, and the outcome was luck.
Over hundreds of trades, the luck evens out, and you’re left with losses
from costs and poor decision-making.
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The most dangerous version of this is the day trader who has a “good
week.” Five winning days in a row. They feel invincible. They’re
convinced they’ve figured out the market. They increase their size. The
following week, the luck reverts, and they lose everything they made plus
more. This pattern — winning streaks driven by luck, followed by larger
losses when the luck runs out — is the defining cycle of failed day trading
careers. The philosopher Nassim Taleb described this as being “fooled by
randomness” — the human inability to distinguish between a genuine edge
and a lucky streak. In a casino, we understand that someone winning five
hands of blackjack isn’t a genius. In trading, we forget this completely.

There’s an additional layer that makes this worse. Psychologists call it the
Dunning-Kruger effect: the less you know about a subject, the more
confident you are in your ability. New day traders, who have the least
experience and the least understanding of market microstructure, are
systematically the most confident. They’ve watched a few YouTube
videos, learned what a candlestick pattern is, and they genuinely believe
they can compete against algorithms and institutions. This overconfidence
isn’t a personality flaw. It’s a well-documented cognitive bias that affects
virtually everyone — and in day trading, it’s extraordinarily expensive.

The Psychological Problem

Day trading is the most psychologically demanding form of trading.
You’re making dozens of decisions per day under time pressure, with real
money at stake, while staring at rapidly moving numbers on a screen.
Every tick against you triggers a stress response. Every tick in your favour
triggers a dopamine hit. You’re essentially sitting in front of a slot
machine for eight hours straight.

That slot machine comparison isn’t casual. Neuroscientists have studied
the brain activity of gamblers and day traders and found striking
similarities. Both show activation in the ventral striatum — the brain’s
reward centre — in response to uncertain financial outcomes. The variable
reinforcement schedule of trading (sometimes you win, sometimes you
lose, unpredictably) is the same mechanism that makes slot machines
addictive. It’s not the winning that hooks you. It’s the unpredictability of
the winning.
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This is why so many day traders can’t stop even when they’re losing. The
activity itself is neurologically rewarding, independent of the financial
result. You can lose £500 in a morning and still feel compelled to keep
trading because your brain is chasing the next dopamine hit. If this sounds
like addiction, that’s because the mechanism is identical. And treating
unprofitable day trading as an addiction rather than a strategy problem is,
for many people, the first step toward recovery.

The neurochemistry of this is well-documented. Studies on traders’
cortisol levels show that day traders experience chronic stress comparable
to emergency room doctors and air traffic controllers. The difference is
that ER doctors and air traffic controllers are saving lives. Day traders are
usually losing money while their bodies take the same physiological
punishment.

There’s a fascinating study from the University of Cambridge that
measured the cortisol levels of traders on a trading floor over several
weeks. On volatile days, their cortisol spiked dramatically — the same
stress hormone that floods your system during a physical threat. Prolonged
elevated cortisol impairs decision-making, risk assessment, and impulse
control. In other words, the more stressful the market conditions, the worse
your brain performs — at exactly the moment when you need it to perform
best.

This creates a vicious cycle. Stress makes you trade worse. Trading worse
creates more losses. More losses create more stress. The cycle accelerates
until the trader either blows up their account or quits. The median survival
time for a new day trader is roughly six months.

Let me tell you about Mr. Three Monitors. Intelligent, analytical, had a
good job in consulting. He decided to become a full-time day trader in
early 2020. Had £45,000 saved. Quit his job, set up three monitors in his
spare bedroom, and subscribed to every tool and service he could find. He
was disciplined at first. Followed his rules. Made money in the first two
months during the post-crash recovery when everything was going up.

Then the market normalised. His edge disappeared. He started overtrading
to compensate. Ten trades a day. Then fifteen. Then twenty. His costs
skyrocketed. His sleep deteriorated. He stopped exercising. He started
eating at his desk. By month five, Mr. Three Monitors was down 35%
from his peak. By month seven, down 55%. He’d burned through almost
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£25,000 of his savings and had nothing to show for it except weight gain,
anxiety, and a résumé gap. He went back to consulting. It took him three
years to recover financially and longer to recover psychologically.

His story is not unusual. It’s the median outcome. He wasn’t stupid. He
wasn’t undisciplined. He was a smart person competing in a game where
smart isn’t enough. You need smart plus an enormous capital base plus
years of painful learning plus structural advantages that most retail traders
simply don’t have access to.

The Survivorship Bias Machine

If day trading is so hard, why does it seem like everyone is making
money?

Because you only see the winners. This is survivorship bias — one of the
most powerful and dangerous cognitive distortions in all of finance.

The day trader on social media with 500,000 followers showing
screenshots of their winning trades? They’re real. Those trades happened.
What you don’t see are the losing trades they don’t post. The periods of
drawdown they don’t mention. The ten people who tried the exact same
strategy and lost everything. The hundred people who paid for their course
and are now worse off than when they started.

There’s a thought experiment that illustrates this perfectly. Imagine 10,000
people flipping coins. Heads means a winning year, tails means a losing
year. After five years of flipping, roughly 312 people will have gotten
heads five times in a row. Those 312 people will genuinely believe they
have a “system.” They’ll start teaching their “method” to others. They’ll
write books about their consistent success. And they’ll have five years of
real results to prove it. But they don’t have a system. They have a streak of
luck that is statistically guaranteed to happen to someone in any large
enough sample.

The day trading industry is built on this selection bias. For every visible
success, there are hundreds of invisible failures. You don’t see the failures
because failed day traders don’t start YouTube channels. They quietly
close their accounts, absorb the shame, and move on. The only stories that
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survive are the winners — creating the illusion that winning is normal,
when in fact it’s exceptionally rare.

Who Actually Succeeds at Day Trading

Having told you how hard it is, let me be fair: some people do make
money day trading. Not many, but some. And they share specific
characteristics.

They have large accounts — typically £250,000 or more. This means
transaction costs are a manageable percentage of their capital, not a death
sentence.

They have professional-grade infrastructure. Fast, reliable internet. Direct
market access. Low-latency execution. Level 2 order book data. Market
depth. They’re not trading on a phone app.

They have genuine edge in market microstructure. They understand order
flow, market-maker behaviour, dark pools, and how institutional orders
move price. This isn’t chart pattern reading. This is understanding the
actual mechanics of how prices change at the millisecond level.

They have years of screen time. Not months — years. The successful day
traders I’ve encountered typically had 3-5 years of painful learning (and
significant losses) before becoming consistently profitable. Most people
don’t have the capital or the psychological stamina to survive a multi-year
learning period while losing money.

They have iron emotional discipline. Not “pretty good” discipline. Iron.
They can take five consecutive losses without flinching, without revenge
trading, without increasing their size. They can sit for three hours
watching the market without taking a trade because nothing meets their
criteria. They can walk away from the screen at 11am on a losing day
without trying to “make it back.”

If you have all five of these characteristics, day trading may be viable for
you. If you’re missing even one, the odds are heavily stacked against you.
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The Honest Decision

Before you read the next two chapters — which teach the actual
mechanics of day trading for those who choose to pursue it — I want you
to be honest with yourself. Brutally honest.

Do you have £250,000+ to dedicate to a day trading account? Do you have
professional infrastructure? Do you have 3-5 years of living expenses
saved so you can survive the learning curve without financial pressure? Do
you have the emotional constitution to handle daily losses without it
affecting your health, your relationships, or your decision-making?

If the answer to any of these is no, swing trading is the better path. Not
because day trading can’t work — it can, for a tiny minority. But because
the expected value calculation is dramatically worse. You’re spending 10x
the time for a lower probability of success, higher stress, and worse
risk-adjusted returns.

The next two chapters exist because this book would be incomplete
without covering day trading. Some of you will have the capital, the
infrastructure, and the temperament. Others will find wvalue in
understanding how intraday markets work even if they trade on longer
timeframes. And the skills covered — market microstructure, order flow,
volume analysis — are genuinely useful for swing traders when timing
entries and exits.

But promise me this: if you try day trading and after 3-6 months your
account is shrinking, your stress levels are rising, and you’re not enjoying
the process — come back to this chapter and re-read it. Then switch to
swing trading. There’s no shame in choosing the approach with better
odds.
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How Markets Actually Work

*

Most people think they know how stock prices move. A company reports
good earnings, the stock goes up. Bad news comes out, the stock goes
down. Supply and demand. Simple.

That’s the children’s version. The real version is darker, faster, and more
adversarial than most traders ever realise. What actually moves the price
of a stock in the next five minutes has almost nothing to do with earnings,
news, or fundamentals. It has everything to do with who is placing orders,
how large those orders are, and whether the other participants in the
market are trying to help you or exploit you. The answer, overwhelmingly,
is the latter.

If you’re going to day trade — or even if you just want to understand what
happens beneath the surface of the price chart — you need to understand
market microstructure. This is the study of how trades actually happen:
who is buying and selling, how orders interact, and why prices move the
way they do at the granular level.

Most traders never learn this. They look at a candlestick chart and think
that’s the market. It’s not. The chart is a summary — like looking at the
final score of a football match without seeing any of the plays. Market
microstructure is the plays. And if you want to trade on short timeframes,
you need to see the plays.
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The Order Book

Every traded instrument has an order book — a live, constantly updating
list of all the buy orders (bids) and sell orders (asks) sitting in the market at
any given moment. This is the heartbeat of price discovery.

Imagine a stock is trading at £100. The order book might look like this:

The left side shows buyers willing to pay £100.02 down to £99.98. The
right side shows sellers willing to accept £100.04 up to £100.08. The gap
between the highest bid (£100.02) and the lowest ask (£100.04) is called
the spread — in this case, 2 pence. This spread is a cost you pay every
time you trade.

The price moves when one side overwhelms the other. If a large buyer
comes in and buys all 300 shares at £100.04, then all 800 at £100.05, then
all 200 at £100.06 — the stock has just moved from £100.04 to £100.06.
Not because of earnings, or news, or macro data. Because someone placed
a large order that consumed the available liquidity on one side of the book.
This is what day traders are really trading: the imbalances in the order
book. When demand overwhelms supply at a given price, the price rises.
When supply overwhelms demand, it falls. Every candlestick you see on a
chart is the summary of thousands of these order book interactions.

INSIDE THE ORDER BOOK

What you don't see behind the price

BIDS (Buyers) ASKS (Sellers)
Price Size Size Price
£149.98 500 400 £150.02
£149.95 1,200 900 £150.05
£149.90 2,800 2,200 £150.10
£149.85 4,500 3,800 £150.15
£149.80 3,200 2,900 £150.20
SPREAD

£0.04 (0.03%)
I Best bid: £149.98

Highest price a buyer will pay right now

I Best ask: £150.02

Lowest price a seller will accept right now

I Spread: £0.04

Your first cost on every trade — market makers profit here
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Market Makers and Liquidity

Market makers are firms that continuously post bids and asks in the order
book, providing liquidity. They’re willing to buy from you at the bid and
sell to you at the ask, pocketing the spread as profit. In exchange, they
keep the market functioning smoothly.

Understanding market-maker behaviour is crucial for day traders because
market makers are not passive. They actively manage their inventory. If a
market maker has accumulated too many shares (they’ve been buying
from sellers), they’ll lower their bid to discourage more selling and raise
their ask to encourage buying. If they’re short inventory, they’ll do the
opposite.

This creates a subtle but important dynamic: market makers are constantly
pushing price back toward equilibrium. If the price moves too far, too fast,
market makers widen their spreads (increasing your costs) and reduce their
size (providing less liquidity). This is why the fastest, most volatile moves
are also the most expensive to trade. The moment you most want to be in a
trade is the moment when the cost of being in that trade is highest.

In 2010, during the Flash Crash, market makers pulled their orders from
the book entirely. Liquidity vanished. Prices fell 9% in minutes before
bouncing back. Major stocks briefly traded at pennies. Stop-loss orders
triggered at absurd prices. A day trader with a stop-loss set 2% below the
market might have been filled at a price 20% below, because there was
literally nobody willing to buy at any price in between. The order book
was empty.

This extreme example illustrates a principle that applies in miniature every
single day: when you most need liquidity (during a sharp move), it tends to
disappear. This is the liquidity trap that catches day traders constantly.
They see a big move, they jump in, but the spread has widened so much
that they’re already underwater the moment their order fills. The price you
see on your screen and the price you actually get are often different — and
the difference always works against you during fast markets.
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Order Flow: Reading the Tape

Order flow is the study of actual transactions — the sequence of trades
happening in real time. Professional day traders call it “reading the tape,” a
term that dates back to the ticker tape machines of the 19th century. The
technology has changed. The skill hasn’t.

When you read order flow, you’re looking at three things:

1. Size: How large are the individual trades? A burst of 50-share trades
hitting the ask is noise — retail traders buying in small lots. A single
10,000-share trade hitting the ask is signal — an institution making a
move. The difference between these two scenarios tells you completely
different stories about what’s happening.

2. Aggression: Are buyers lifting the ask (paying the higher price) or are
sellers hitting the bid (accepting the lower price)? When buyers are
aggressive — repeatedly paying the ask price and consuming sell orders
— that’s genuine demand. When they’re passive, posting bids and waiting,
the urgency is low.

3. Sequence: What happens after a large order? If a 10,000-share buy is
immediately followed by the price drifting back down, the market
absorbed it easily — there was plenty of supply waiting. If the same order
is followed by the price continuing higher on additional buying, there’s
genuine institutional demand and the order was just the beginning.

Here’s what this looks like in practice. You’re watching a stock at 145.50.
You see three 10,000-share blocks hit the ask within 60 seconds. The price
pushes to 145.80. Small sellers come in, but the price doesn’t fall back to
145.50 — it holds at 145.70. Then another large block hits the ask,
pushing through 146.00. This sequence tells you that institutional buyers
are present and that the available supply is being exhausted. The price is
moving because of genuine demand, not random fluctuation.

Contrast that with: the price pushes to 145.80 on small, scattered orders.
No institutional blocks. No urgency. The move to 145.80 was driven by
retail buying — and retail buying without institutional participation rarely
sustains. A day trader who can read the difference between these two
scenarios has real information that chart watchers don’t.

Here’s a real scenario that illustrates why this matters. Two traders are
watching the same stock at 10:15am. Both see the price break above
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150.00 — a round number that’s been resistance all morning. Both charts
look identical. The candlestick pattern is the same.

Trader One looks at the chart and buys. “Breakout above resistance,” she
says. She’s trading a pattern.

Trader Two looks at the order flow. He sees that the breakout above
150.00 was driven entirely by small 100-200 share orders. No institutional
blocks. The 3,000 shares sitting on the ask at 150.05 haven’t been touched
— buyers weren’t aggressive enough to consume them. And just below the
surface, he notices a large refreshing bid at 149.80 that’s been absorbing
selling all morning. He doesn’t buy. He waits.

Fifteen minutes later, the stock falls back below 150.00. The retail
breakout failed. Trader One is stopped out for a loss. Trader Two’s
patience saved him.

But then something changes. At 10:45am, three institutional-sized blocks
— 8,000, 12,000, and 6,000 shares — hit the ask at 149.90, 150.00, and
150.10 in rapid succession. The 3,000-share sell wall at 150.05 evaporates.
Volume spikes. The refreshing bid at 149.80 is gone — whoever was
accumulating has finished and is now letting the price move. Trader Two
buys at 150.15. The stock runs to 152.80 by lunch. Same chart.
Completely different information. Completely different outcome.

Volume Profile and VWAP

Volume Profile shows you where the most trading activity has occurred at
each price level. It creates a horizontal histogram on the side of your chart,
showing thick bars at prices where heavy trading happened and thin bars at
prices where activity was light.

The price level with the most volume is called the Point of Control — it’s
the fair value that the market has agreed upon most heavily during the
session. Prices tend to gravitate back toward the Point of Control, and
when they break away from it convincingly, it suggests a shift in market
sentiment.

VWAP — Volume Weighted Average Price — is the average price paid
for all shares traded during the day, weighted by volume. It’s the single
most important benchmark in professional day trading because it’s how
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institutional traders measure their execution quality. If an institution buys
below VWARP, they got a good fill. Above VWAP, they overpaid.

This matters for you because institutional algorithms are programmed to
buy below VWAP and sell above it. This creates predictable intraday
dynamics: when price is below VWAP, institutional algorithms are more
likely to be buying (pushing price toward VWAP). When price is above
VWAP, they’re more likely to be selling (pushing price back toward
VWAP).

A stock that opens below VWAP and then pushes above it is showing
genuine strength — buyers are overcoming the natural gravitational pull of
institutional selling. A stock that opens above VWAP and falls below it is
showing weakness. These VWAP crosses are among the most reliable
intraday signals because they’re driven by actual institutional behaviour,
not by chart patterns that may or may not be meaningful.

Dark Pools and Hidden Liquidity

A significant percentage of trading volume — estimated at 40-50% in
most markets — doesn’t happen on the public exchanges. It happens in
dark pools: private trading venues where large institutional orders can be
filled without showing up in the visible order book.

This creates a major problem for day traders: the order book you’re
reading is incomplete. You can see 3,500 shares on the bid at £100.00 and
believe there’s strong support there. But a dark pool might have 50,000
shares of hidden selling waiting to execute at £100.01. The visible support
at £100.00 is an illusion. The real supply is invisible.

There’s no way to see dark pool orders before they execute. You can see
them after the fact — they’re reported on the consolidated tape — but by
then the price has already moved. This is another structural disadvantage
for retail day traders. Institutions know what’s in the dark pools because
they’re the ones putting orders there. You’re playing poker against
opponents who can see half the deck.

To make this concrete: imagine you’re watching a stock hold support at
£75.00 for the fourth time. The visible bid is thick. You buy at £75.10,
confident the support will hold. What you can’t see is that a pension fund
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has a dark pool order to sell 500,000 shares at £75.05. The moment price
touches £75.05, that hidden sell order starts filling. The “support” you
relied on crumbles. By the time the dark pool prints are visible on the tape,
you’re already down 60 cents and wondering what went wrong. What
went wrong is that half the market was invisible to you.

The Iceberg and the Spoofing

Two more concepts you need to understand if you’re reading the order
book:

Iceberg orders are large orders that only show a small portion to the
public. An institution might have 100,000 shares to buy, but they display
only 500 at a time. Every time their displayed 500 shares are filled,
another 500 appear. If you’re watching the book, you’ll see the same bid
size keep refreshing at the same price. That’s an iceberg — and the visible
portion is a tiny fraction of the total. Smart day traders learn to spot these
refreshing orders because they reveal hidden institutional demand.
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Spoofing is the placement of large orders with no intention of actually
executing them. A trader might place a 50,000-share bid at £99.90 to
create the appearance of strong support, then cancel it the moment price
approaches. The purpose is to trick other participants into thinking there’s
demand, pushing price in the direction the spoofer actually wants to trade.
Spoofing is illegal, but it happens constantly. If you’re day trading and you
see a massive order appear in the book and then vanish as price approaches
it, you’ve just witnessed a spoof. And if you traded based on that phantom
order, you’ve been manipulated.

Here’s how this plays out in real time. A day trader sees a 40,000-share
bid appear at £148.00 on a stock trading at £148.20. “That’s massive
support,” he thinks. “If the stock dips to 148 it’ll bounce.” He buys at
148.15, confident the floor is there. The stock dips to 148.05. The
40,000-share bid vanishes — cancelled. It was never real. With the
phantom support gone, sellers push through 148.00 and the stock drops to
147.50. He’s down 65 cents per share, confused and angry. The spoofer,
who was actually selling short the entire time, covers at 147.50 for a tidy
profit. The day trader was the fuel for someone else’s trade.

The order book, in short, is not a transparent window into supply and
demand. It’s a game of deception played by sophisticated participants.
Some orders are real. Some are icebergs showing a fraction of their true
size. Some are spoofs designed to manipulate. And 40-50% of the real
trading isn’t visible at all. This is the environment you’re trading in when
you day trade. Understanding these dynamics doesn’t guarantee
profitability, but not understanding them guarantees failure.
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CHAPTER 15

If You Must Day Trade

*

You’ve read Chapter 13. You understand the odds. You understand the
costs. You understand the structural disadvantages. And you’re still here.
Either you have the capital, the infrastructure, and the temperament to give
it a genuine shot, or you’re here because the microstructure knowledge
from Chapter 14 will improve your swing trading entries and exits. Either
way, this chapter gives you the playbook.

The Only Three Setups Worth Trading

Most day traders take too many trades. They see movement and they trade
it. This is the fastest way to donate money to the market. The research is
clear: the fewer trades a day trader takes, the more likely they are to be
profitable. The profitable minority trade 2-5 times per day. The
unprofitable majority trade 15-30 times per day.

You need exactly three setups. Not thirty. Three. Every one of them is
based on the order flow and microstructure concepts from Chapter 14.
Every one of them requires confirmation from actual institutional activity,
not just a pattern on a chart.
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Setup 1: The Opening Range Breakout

The first 15-30 minutes of the trading day are chaos. Overnight orders
flood in. Institutions adjust positions. Market makers widen spreads and
manage overnight inventory. The price swings wildly as all of this activity
gets absorbed.

After the initial chaos settles — usually around 30 minutes after the open
— the stock establishes a range: a high and a low for the first 30 minutes.
This is the opening range.

The trade is simple: if price breaks above the opening range high on strong
volume and institutional-sized orders, you buy. If price breaks below the
opening range low on strong volume and institutional-sized orders, you
sell short. The opening range breakout works because the first 30 minutes
represent the market digesting all overnight information and finding a new
equilibrium. A breakout from that equilibrium, confirmed by institutional
participation, signals a directional move for the session.

OPENING RANGE BREAKOUT

Wait for the first 30 minutes. Let the range form. Trade the break

Break above = BUY

Price

Range High

5om Range Low 1) 5h h 5 Close
Opening Range Minutes from Open

(30 min)
The confirmation is critical. A breakout on light volume and small orders
is a trap. It’s retail traders chasing, and market makers will fade it. A
breakout on heavy volume with large blocks hitting the ask (for upside) or
hitting the bid (for downside) is institutional. That’s the one you trade.
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Anatomy of a Breakout

Consolidation — breakout on volume  old resistance becomes new support

AVAVAVAVARR™

Your stop goes just inside the opening range. If price breaks out above the
range at 146.50 and the range low was 145.80, your stop goes at 146.00 or
thereabouts — below the breakout level but above the range low. Your
target is typically 1.5-2x the height of the opening range. If the range was
145.80 to 146.50 (70 cents), your target is roughly £1.00-1.40 above the
breakout, around 147.50-147.90.

Setup 2: The VWAP Reclaim

A stock opens weak, trading below VWAP. It sells off for the first hour,
finds a low, and begins to grind higher. At some point, it crosses back
above VWAP — the volume-weighted average price for the day.

This VWAP reclaim is significant because every institutional algorithm
that was selling above VWAP has now lost its edge. The stock is
re-establishing strength. If the reclaim happens on increasing volume with
institutional-sized orders, it’s a powerful signal that the sellers have been
exhausted and buyers are taking control.
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VWAP RECLAIM SETUP

BELOW VWAP

VWAP RECLAIM

Weak open
sellers in control|

You enter when price crosses above VWAP and holds for 2-3 minutes.
Not the first touch — that’s often a false signal. Wait for the price to push
above VWAP, pull back slightly, and then hold above it. That’s
confirmation. Your stop goes below the low of the pullback. Your target is
the Point of Control from the Volume Profile or the high of the day,
whichever comes first.

The mirror image works for shorts: a stock that opens strong above VWAP
and then breaks below it on institutional selling is showing genuine
weakness. Enter short when price crosses below VWAP and confirms.
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Setup 3: The Institutional Absorption
INSTITUTIONAL ABSORPTION PATTERN

155.8 - Quiet absorption
(tight range, hidden buying)
5.6

Price

1000 —
Volume surge
> 500
0

T T T T T 1 I T
0 20 40 60 80 100 120 140

Minutes

This is the most advanced setup and the one with the highest win rate
when identified correctly. It’s also the hardest to spot.

Absorption happens when a large player is accumulating (buying) a stock
without letting the price move. You’ll see it in the order flow: every time
sellers push the price down, a large bid appears and absorbs the selling.
The price dips slightly, gets bought, dips again, gets bought again. The
sellers keep hitting the bid and the stock refuses to go down.

Visually, on a chart, this looks like a tight consolidation or a series of long
lower wicks — the price dips intraday but keeps closing near the same
level. But the chart alone doesn’t tell you whether the buying is
institutional or retail. The order flow does. You’re looking for large blocks
on the bid that keep refreshing (iceberg orders), combined with declining
sell volume on each successive push lower.

The trade triggers when the absorption ends and the price breaks higher.
The accumulated buying pressure, no longer being offset by selling, drives
a sharp move upward. Your entry is the break of the consolidation high.
Your stop is below the consolidation low. Your target is aggressive
because the institutional demand behind this move is genuine and
substantial.
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I’ve seen absorption setups produce some of the cleanest intraday moves
— quiet accumulation for 90 minutes followed by a 2-3% breakout in
under an hour. But identifying them requires genuine order flow reading
skill. A chart pattern that looks like absorption might be nothing. Only the
order flow tells you whether real institutional buying is occurring beneath
the surface.

One of the most striking absorption trades I witnessed involved a
healthcare stock in 2023. The stock traded in a £0.80 range for nearly two
hours between 10am and noon. On the chart, it looked dead — boring
sideways chop that most day traders would ignore or, worse, try to fade.
But the order flow told a different story. Every time sellers pushed the
stock toward the bottom of the range, a refreshing bid absorbed
everything. The same size — 2,000 shares — appearing, getting filled,
reappearing. Over and over. Whoever was buying didn’t want the price to
move yet. They wanted to accumulate quietly.

At 12:15pm, the refreshing bid disappeared. Thirty seconds later, a
25,000-share block hit the ask. Then another 15,000. The stock broke out
of the range and ran 4.2% in 40 minutes. The accumulation was over. The
institution had finished building their position and let the price move. The
traders who could read the absorption made a month’s worth of gains in
under an hour. The traders staring at the chart saw a “boring” stock and
missed it entirely.

A Worked Day Trade: Opening Range Breakout

Let me walk you through a complete day trade so you can see how the
theory becomes practice.

Pre-market: It’s a Tuesday morning. A large-cap tech stock has reported
strong earnings after yesterday’s close. Pre-market volume is 5x normal.
The stock gapped up 3% overnight. The macro regime is supportive
(Regime 1). This stock is on your watchlist for an opening range breakout.
9:30-10:00am: The market opens. The stock gaps to 178.50 and
immediately sells off to 176.80 as overnight holders take profits. Then
buyers step in. Over the next 20 minutes, the stock pushes back up to
179.20. More selling. It dips to 177.50. Chaos. You don’t touch it. You’re
watching, defining the range: low 176.80, high 179.20.
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10:00am: The opening range is set. 176.80 to 179.20. A £2.40 range. You
know what you need: a breakout above 179.20 on institutional volume, or
a break below 176.80 on the same. You wait.

10:12am: The stock pushes to 179.00 on small orders. Retail buying. No
institutional blocks. It falls back to 178.20. False alarm. You do nothing.

10:28am: Something changes. You see a 15,000-share block hit the ask at
178.80. Then another 8,000 at 179.00. The ask at 179.20 — the top of the
range — gets hit with 12,000 shares and evaporates. A 5,000-share iceberg
bid appears at 179.10, refreshing three times. Institutional demand is
unmistakable. The stock pushes through 179.20 on volume that’s 3x the
morning average. This is your signal.

10:29am: You buy at 179.35. Stop at 178.50 (inside the range). Target:
1.5x the range height (£2.40 x 1.5 = £3.60), so roughly 182.80. Risk:
£0.85 per share. Reward: £3.45 per share. Risk-reward ratio:
approximately 4:1.

10:40am: Stock pushes to 180.50. You’re up £1.15 per share. Volume
remains strong. VWAP is below current price and rising. Institutional
buying continues. You hold.

11:05am: Stock hits 181.80 and stalls. Volume starts declining. You see
sellers appearing at 182.00 with institutional size. The order flow is
shifting. You don’t wait for your 182.80 target. You take profit at 181.70.
Gain: £2.35 per share.

Result: One trade. 36 minutes of active management. On a 500-share
position, that’s approximately £1,175 in gross profit. After costs, roughly
£1,140. Then you close the screen for the morning session.

Notice what didn’t happen: you didn’t trade the first 30 minutes. You
didn’t chase the false breakout at 10:12. You didn’t hold to your target
when the order flow told you sellers were arriving. And you stopped after
one trade. Four decisions. All correct. Not because of luck, but because
you were reading the actual market, not a chart pattern.
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Risk Management for Day Trading

Day trading risk management is fundamentally different from swing
trading. The timeframe is shorter, the decisions are faster, and the margin
for error is razor-thin. Here are the non-negotiable rules.

The 1% Daily Loss Limit

If you lose 1% of your account in a single day, you stop trading. Close
your platform. Walk away. Come back tomorrow. This is the single most
important rule in day trading and the one that most people violate.

On a £100,000 account, your daily loss limit is £1,000. If your first two
trades lose £500 each, you’re done for the day. No “one more trade to
make it back.” No “I’ll just take a small one.” Done. The reason is
neurochemical: once you’re in a losing state, your cortisol is elevated,
your risk assessment is impaired, and your probability of making a good
decision drops significantly. Trading in this state isn’t trading. It’s
gambling.

A trader 1T worked with had a brilliant three months of day trading.
Averaging £800 per day in profit. Then one morning he took a bad loss —
£1,200 before lunch. Instead of stopping, he doubled his size on the next
trade to “make it back.” Lost another £1,500. Doubled again. By the end of
the day, he’d lost £8,700 — wiping out ten days of profits in six hours.
One day. Ten days of work erased. And it started with ignoring the daily
loss limit after one bad trade.

Maximum 3-5 Trades Per Day

The profitable day traders take fewer trades. This is counterintuitive
because it feels like more trades equals more opportunities. It doesn’t.
More trades equals more costs, more emotional decisions, and more
exposure to noise.

Limit yourself to 3-5 trades per day maximum. If you don’t see a clean
setup from the three playbooks above, you don’t trade. Sitting on your
hands is a position. And on most days, it’s the most profitable position you
can take.

A veteran day trader once told me something that stuck: “Every day the
market is open, I’'m looking for a reason not to trade. Most days I find
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one.” He averaged 6-8 trades per week. Not per day — per week. And he
was consistently profitable. The traders who take 20 trades per day are
paying the market a fortune in costs for the privilege of being busy.

Hard Time Cutoff

Stop trading after the first two hours. The majority of reliable intraday
setups occur in the first 60-90 minutes of the session, when institutional
activity is highest and order flow is most readable. The midday session
(roughly 11:30am to 2:00pm) is a graveyard for day traders: volume drops,
spreads widen, and the market chops sideways in a range. Most day
trading losses happen during this period.

I’ve seen this kill traders’ days over and over. A trader makes £600 in the
first hour on two clean setups. Brilliant morning. But instead of closing the
screen, she stays. It’s noon and the market is dead. She sees a “setup” that
isn’t really a setup — it’s just her brain searching for patterns in the chop
because she’s wired on adrenaline from the morning. She takes it. Loses
£200. Takes another. Loses £250. Takes a third, bigger, trying to recoup.
Loses £350. By 2pm, her £600 morning is a £200 day. She turned a great
day into a mediocre one because she couldn’t walk away when the edge
had disappeared.

The midday is not a trading opportunity. It’s a test of your ability to
recognise when there is no opportunity. Passing this test — closing the
screen at 11am on a profitable morning and going for a walk — is one of
the hardest things in day trading and one of the most valuable.

The last hour of trading can also produce opportunities as institutions
rebalance and close positions. But the middle of the day is dead money. If
you’re watching the screen at noon waiting for “something to happen,”
you’re not trading. You’re feeding an addiction to stimulation. Close the
screen and come back at 3pm if you want to trade the closing hour.

The Day Trader’s Morning

For those who decide to day trade, here’s what a disciplined morning
looks like:
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6:30am: Pre-market preparation. Check overnight news, earnings releases,
economic data. Identify the 3-5 stocks most likely to have clean setups
today based on pre-market volume, overnight gaps, and sector moves.
Check the macro regime to make sure you’re not fighting the trend.

7:00am: Platform setup. Open your charts, order flow tools, and order
entry. Set your daily loss limit alert. Review your three setups and define
the specific conditions you need to see before entering any trade.

Market Open: Watch. Don’t trade the first five minutes. Let the chaos
settle. Watch the order flow and identify where the institutional activity is.
Most traders lose money in the first five minutes because they react to the
noise of the open instead of waiting for clarity. A stock might spike 2% in
the first three minutes as overnight buy orders flood in, then crash back to
flat by minute seven. If you bought that spike, you’re already underwater
and your emotions are compromised for the rest of the morning. The first
five minutes are a trap designed by market structure to punish impatience.
Open + 5-30min: Monitor the opening range forming. Watch for
institutional-sized orders, VWAP positioning, and absorption patterns. If a
clean setup presents itself, execute according to the playbook. If nothing is
clean, wait.

Open + 30-90min: This is your primary trading window. Opening range
breakouts, VWAP reclaims, and absorption breaks typically occur within
this period. Execute the setups that confirm. Manage open positions with
the exit criteria below.

Open + 90min onwards: If you’ve hit your daily target, stop. If you’ve hit
your daily loss limit, stop. If neither, you can monitor for one more setup
in the last hour. Do not trade the midday chop.

Post-session: Journal every trade. What was the setup? Did it confirm
properly? What was the order flow telling you? What did you feel
emotionally? This review is not optional. It’s the mechanism through
which you improve.

When to Stop Day Trading

Here’s the exit criteria for day trading as an activity — not for an
individual trade, but for the practice itself.
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Stop if your account is down 20% from peak. A 20% drawdown in day
trading is extremely difficult to recover from. It requires a 25% gain just to
get back to breakeven, and that’s before costs. If you’re down 20%, the
system isn’t working. Reassess completely.

Stop if you can’t follow the loss limit. If you’ve violated the 1% daily loss
limit more than twice in a month, you don’t have the discipline for day
trading. That’s not an insult. It’s a diagnostic. Most people can’t follow it.
That’s why most people lose money day trading.

Stop if your health is suffering. Chronic stress, poor sleep, weight gain,
relationship problems, anxiety about the market when you’re not trading
— these are signs that day trading is costing more than money. No trade is
worth your health.

Stop after 6 months if not profitable. If you’ve been day trading for six
months with discipline and are not consistently in the green, the
probability that you’ll become profitable is low. The research is clear on
this: traders who aren’t showing signs of profitability within the first 6-12
months almost never become profitable. Switch to swing trading. Take the
skills you’ve learned about microstructure and order flow and apply them
on a timeframe where the odds are in your favour.

Let me put this starkly. After six months of full-time day trading —
roughly 1,000 hours of screen time — a typical unprofitable day trader has
lost 15-30% of their capital. In those same six months, a swing trader
following the system in Part Three, spending 20 minutes per day, would
have had the opportunity for 18 Grade A trades. Even at a conservative 3%
average gain per trade, that’s 70% account growth. One thousand hours for
a loss versus 60 hours for a gain. The maths aren’t subtle. They’re
screaming.
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The Bigger Picture

I want to end this section with perspective. Day trading is one approach
among many. It’s the hardest, the most time-consuming, the most
stressful, and — for the vast majority of participants — the least
profitable. It exists in this book because some people will pursue it
regardless, and they deserve honest, accurate information rather than the
fantasies sold by the industry.

If you take only one thing from this section: the time horizon you trade on
is a choice, not an identity. The best traders aren’t loyal to a timeframe —
they’re loyal to what works. For 95% of people, that’s not day trading. If
you’re one of the 5%, these chapters have given you the tools. If not, Part
Three is waiting. No judgement. Just better maths.
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ALGORITHMIC &
SYSTEMATIC
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The rules have changed — and the change favours you



CHAPTER 16

What Algorithmic Trading
Actually Is

*

Here’s a sentence that would have been science fiction fifteen years ago:
You can now describe a trading strategy in plain English and have a
working, backtested system running on your computer within an hour. No
coding degree. No quant background. No expensive data subscriptions.
Just a clear idea and a conversation with an Al

That sentence changes everything about this chapter. Every trading book
written before 2023 treated algorithmic trading as an advanced topic —
something for maths PhDs, hedge fund engineers, and people who dream
in Python. It required specialised knowledge that took years to acquire.
The barrier to entry was enormous, and for most retail traders, algorithmic
trading was something that happened to them, not something they could
do.

That barrier has collapsed. It didn’t lower gradually. It collapsed, almost
overnight, when large language models became capable enough to write,
debug, and explain code at a level that previously required a professional
developer. This is the single biggest democratisation event in the history of
retail trading. And most trading books haven’t caught up yet.

But before we get to the revolution, you need to understand what
algorithmic trading actually is — because the term is surrounded by more
mythology than almost anything else in finance.
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Demystifying “Algos”

An algorithm is just a set of rules. That’s it. If X happens, do Y. If the
20-day moving average crosses above the 50-day moving average, buy. If
the price drops below yesterday’s low on above-average volume, sell. If
the macro regime shifts from Regime 1 to Regime 3, reduce equity
exposure.

You’re already thinking algorithmically if you’ve been reading this book.
The Grade A system from Part One? That’s an algorithm. The opening
range breakout from Chapter 15? Algorithm. The swing trading entry rules
from Part Three? Algorithm. Any time you have a defined set of
conditions that trigger a specific action, you have an algorithm.

The difference between what you’ve been doing and what quant funds do
is simply this: they write their rules in code, so a computer can execute
them automatically, across thousands of assets, millions of times per day.
You write your rules in your head and execute them manually across a
handful of positions.

Neither approach is inherently better. What matters is whether the rules are
good.

How Institutional Algorithms Work

Understanding how the big players use algorithms isn’t just academic — it
directly affects your trades every single day. Here are the main categories.

ETF Rebalancing Algorithms

Every time an exchange-traded fund rebalances — and with thousands of
ETFs tracking hundreds of indices, this happens constantly — algorithms
execute the trades. If a stock gets added to a major index, the ETFs
tracking that index must buy millions of shares. These aren’t discretionary
decisions. They’re mechanical. The algorithm doesn’t care about valuation
or technicals. It has a mandate to track the index, and it will buy or sell
whatever it takes.

This creates predictable patterns. Stocks being added to indices tend to rise
in the days before the inclusion date as front-runners buy ahead of the
forced flows. Stocks being removed tend to fall. The moves have nothing
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to do with the underlying business. They’re entirely driven by the
mechanical plumbing of the ETF machine. If you know the calendar, you
can position ahead of these flows.

Factor-Based Strategies

Quantitative funds run factor models — algorithms that rank stocks by
characteristics like momentum, value, quality, size, or volatility. When a
stock’s momentum score crosses a threshold, the algorithm buys. When it
falls below, the algorithm sells. No human reviews the trade. No analyst
reads the earnings report. The computer sees a number, the number meets
the rule, the trade executes.

This is why momentum works so reliably as a factor. It’s not just that
trending stocks tend to keep trending — it’s that billions of dollars of
algorithmic capital is programmed to buy things with strong momentum
and sell things with weak momentum. The factor creates a self-reinforcing
loop. The trend feeds the algorithm, and the algorithm feeds the trend —
until it doesn’t, and the reversal is violent.

Market-Making Algorithms

We covered market makers in Chapter 14, but here’s the algorithmic
angle: modern market making is entirely automated. Algorithms post bids
and asks, manage inventory, adjust spreads, and hedge positions thousands
of times per second. A human couldn’t do this job even if they wanted to.
The speed and complexity of modern market making is beyond human
cognitive capacity.

These algorithms are the ocean you’re swimming in. Every time you buy a
stock, a market-making algorithm is probably on the other side of your
trade. It’s not your enemy — it’s providing you with liquidity, the ability
to buy and sell at all. But it is extracting a tiny fee (the spread) on every
transaction. Understanding this helps you choose better entry points and
avoid trading during low-liquidity periods when spreads are widest.
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Execution Algorithms

When a pension fund wants to buy 2 million shares of a stock, it doesn’t
log onto a brokerage app and hit “buy.” It feeds the order to an execution
algorithm that slices the order into hundreds of small pieces and drips
them into the market over hours or days, timed to minimise market impact.
The algorithm might buy more aggressively when volume is high and the
price is near VWAP, and less aggressively when volume is thin.

This is why you sometimes see the order flow patterns described in
Chapter 14 — the iceberg orders, the refreshing bids, the steady
institutional accumulation. Those patterns are the footprint of execution
algorithms doing their work. When you learn to read those patterns, you’re
essentially reverse-engineering the algorithm’s behaviour.

The 80% Reality

Up to 80% of all trading volume in major markets is now generated by
algorithms. This number surprises most retail traders, but it shouldn’t.
Think about what it means: on any given day, the vast majority of buying
and selling pressure in the market isn’t coming from humans making
decisions. It’s coming from computers executing rules.

This has profound implications. Price moves in the short term are
dominated by algorithmic flows, not human sentiment. This is why chart
patterns that worked thirty years ago — when markets were dominated by
human traders reading the same technical analysis textbooks — have
become less reliable. The algorithms don’t care about head-and-shoulders
patterns. They’re trading factor scores, rebalancing schedules, and
statistical relationships.

But here’s the opportunity: algorithmic flows are predictable in ways that
human behaviour isn’t. ETF rebalancing happens on a schedule. Factor
rotations follow measurable signals. Execution algorithms leave readable
footprints. If you understand what the machines are doing, you can
position yourself to benefit from their behaviour rather than being run over
by it.
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The Revolution That Changed Everything

Now here’s where this chapter diverges from every other trading book on
the shelf.

Until recently, the gap between understanding algorithmic trading and
actually doing algorithmic trading was enormous. You could read about
factor models and execution algorithms all day long, but unless you could
write Python or R, build data pipelines, connect to APIs, handle databases,
and debug code — you were stuck. It was like understanding how cars
work but not being able to drive one.

Large language models demolished that barrier.

Here’s what you can now do with zero coding experience, using nothing
more than a conversation with an AT assistant:

Build a screening tool. “Write me a script that scans all stocks in the S&P
500 and flags any stock where the 20-day moving average just crossed
above the 50-day moving average, the RSI is below 70, and the stock is up
at least 5% in the last month.” You will get working code. Not
pseudo-code. Not an explanation of how you could theoretically build it.
Actual, executable code that you can run on your computer.

Backtest a strategy. “Take my entry and exit rules and test them against
the last 10 years of daily price data for large-cap stocks. Show me the total
return, maximum drawdown, win rate, and average gain per trade.” You’ll
get a complete backtesting script with the results visualised in charts.

Build a risk dashboard. “Create a dashboard that shows my current
portfolio positions, calculates my exposure by sector, tracks my total
drawdown from peak, and alerts me if any position loses more than 3%.”
You’ll get a functional tool that a quant developer would have charged
five figures to build three years ago.

Automate data collection. “Write a script that downloads the latest
economic data — GDP growth rate, CPI, unemployment — and
categorises the current environment into one of four macro regimes based
on whether growth and inflation are accelerating or decelerating.” You’ll
get the macro regime framework from Chapter 2 turned into a working
algorithm.

Analyse earnings reports. “Here’s the earnings transcript for this company.
Summarise the key takeaways, flag any changes to guidance, and compare
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this quarter’s revenue growth to the last four quarters.” You’ll get
institutional-quality analysis in thirty seconds.

Each of these tasks used to require hiring someone or spending months
learning to code. Now they require a clearly worded prompt and a few
minutes of iteration. The cost went from thousands of pounds and
hundreds of hours to essentially zero.

What This Means For You

Let me tell you about Mr. Spreadsheet. He’d been swing trading for three
years using the methods in Part Three — manual charts, manual screening,
manually checking his positions each morning. He was profitable,
averaging about 15% per year, but the process was tedious. He spent 45
minutes every morning scanning for setups. He’d miss trades because he
simply didn’t see them in time.

In early 2024, he started using an Al assistant to automate his workflow.
Over a series of conversations — each one building on the last — he built
a system that did the following: scanned 3,000 stocks every evening for
setups matching his criteria, ranked them by the grade system (macro
alignment, signal strength, trend quality), sent him a morning email with
the top 5 opportunities, and tracked his existing positions against their exit
levels.

He couldn’t write a single line of code. Every script was generated through
conversation with the AI. He’d describe what he wanted, the AI would
write the code, he’d run it, find an issue, describe the issue back to the AlI,
and get a fix. Iterative. Conversational. Like working with a developer
who never gets tired, never judges your questions, and never charges by
the hour.

The result: his morning routine dropped from 45 minutes to 5 minutes. He
caught setups he would have missed manually. His annual return improved
to 23% because he was seeing more opportunities and reacting faster to
grade changes. Mr. Spreadsheet didn’t become a programmer. He became
someone who could clearly describe what he wanted and have a computer
do it for him.
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This is the new skill. Not coding. Communicating with AT clearly enough
that it can code for you. The ability to describe your trading idea in
precise, unambiguous language is now more valuable than the ability to
write Python.

What AI Can and Cannot Do

Before you get carried away — and I’ve seen people get very carried away
— let me be precise about what Al tools are good at and what they’re
terrible at.

The critical distinction is between implementation and judgment. Al is
spectacular at implementation — taking your clearly defined rules and
turning them into working systems. It’s terrible at judgment — deciding
which rules to use, when to override them, and how to interpret ambiguous
market conditions.

This is why the combination of human and Al is so powerful and why pure
Al trading systems consistently disappoint. The human provides the macro
awareness, the market intuition, and the judgment calls. The Al provides
the speed, the code, and the tireless execution of defined rules. Together,
you get something neither can achieve alone.

I’ve seen traders make the mistake of asking an Al to “tell me the best
strategy” or “predict where the market is going tomorrow.” The Al will
give you an answer — it’s designed to be helpful — but the answer will be
generic, backward-looking, and potentially dangerous. Al doesn’t have
market intuition. It doesn’t understand that today’s chart pattern is forming
in the context of a central bank meeting tomorrow. It doesn’t know that the
CEO just made a cryptic comment at a conference that suggests the
earnings guidance is about to change. You know those things. Or you can
find them out. The AI can’t.

Use Al as a tool, not an oracle. The smartest traders treat Al the way a
surgeon treats a robot-assisted scalpel — the machine has superior
precision, but the human directs every cut.
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Building Your Edge with Al

*

You now understand what algorithmic trading is and how Al has
demolished the barrier between knowing and doing. This chapter gets
practical. We’re going to walk through how to actually build trading tools
using Al — the right way, avoiding the traps that catch most people.

The Prompt Engineering Mindset

The quality of what Al builds for you depends entirely on the quality of
how you describe what you want. Vague prompts produce vague tools.
Precise prompts produce precise tools. This isn’t a metaphor — it’s the
literal reality of how these systems work.

Here’s what bad looks like versus what good looks like.

Notice the difference. The bad prompts are wishes. The good prompts are
engineering specifications. The bad ones give the Al room to guess. The
good ones leave nothing to interpretation.

Here’s the rule: if a human developer would need to ask you follow-up
questions before building what you described, your prompt isn’t specific
enough. Rewrite it until every variable, threshold, condition, and output
format is explicitly stated.

This discipline — forcing yourself to describe your trading strategy in
precise, unambiguous language — has a powerful side effect. It makes you
a better trader. Most traders have vague strategies. “I buy stocks that look
strong.” What does strong mean? How do you measure it? At what
threshold do you act? The process of writing a prompt that Al can execute
forces you to answer these questions. And those answers are the difference
between a vague intention and a tradeable system.
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Building a Screening System

Let’s walk through building a real tool. You want to find swing trading
opportunities that align with the Grade A criteria from earlier in this book.
Here’s how you’d build it, step by step.

Step 1: Define Your Criteria

Before you open any Al tool, write down exactly what you’re looking for.
For a Grade A swing trade, the criteria might be:

Macro alignment: The stock’s sector is in the “best performing” list for the
current macro regime.

Trend: The stock is above its 50-day moving average and the 50 is sloping
upward.

Signal: The price has pulled back to within 2% of the 20-day moving
average (a buy-the-dip entry within a trend).

Volume: Today’s volume is at least 80% of the 20-day average (not dried
up).

Filter: Market cap above £2 billion (liquid enough to trade without
slippage problems).

Step 2: Ask the Al to Build It

You’d describe all of the above in a prompt, then ask for a script that scans
a universe of stocks (say, all stocks in a major index) and returns a ranked
list of candidates meeting these criteria. The AI will write the code,
including the data download, the calculations, and the output formatting.

The first version won’t be perfect. It never is. The data source might be
wrong. A calculation might use the wrong lookback period. The output
might be cluttered. This is normal. You iterate. “The moving average
calculation looks like it’s using close-to-close. Can you change it to use
the daily high and low midpoint?” The AI adjusts instantly.
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Step 3: Test It on Historical Data

Once the screener is working, you ask the Al to backtest the results. “For
every stock this screener would have flagged over the last five years, what
happened in the 10 trading days after the flag? What was the average
return? What percentage of flagged trades were profitable? What was the
maximum drawdown on any individual flagged trade?”

The AI runs the analysis and returns the numbers. If the results are good
— say, a 60% win rate with an average gain of 3.5% and an average loss
of 1.8% — you have statistical evidence that your criteria have genuine
predictive value. If the results are mediocre, you adjust the criteria and test
again. This feedback loop, which used to take weeks of coding and
debugging, now takes hours.

Step 4: Automate the Daily Run

Once you trust the system, you ask the Al to set it up to run automatically
— every evening after the market closes, scan the universe, generate the
ranked list, and save it somewhere you can check it in the morning. You
can even have it send the results to your email or phone.

The entire process — from idea to working automated scanner — can
happen in a single afternoon. That’s the magnitude of the change we’re
talking about.

Backtesting: The Truth About Historical Performance

Backtesting is the process of applying your trading rules to historical data
to see how they would have performed. It’s the most powerful tool
available for validating a strategy — and also the most dangerous one,
because it’s extraordinarily easy to fool yourself.

The Overfitting Trap
Overfitting is the cardinal sin of backtesting, and Al makes it dangerously
easy to commit. Here’s how it works.

You build a strategy. It returns 15% per year. Not bad, but you want better.
So you tell the Al: “Add a filter that only takes trades when the RSI is
between 45 and 65.” The backtest improves to 18%. You add another
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filter. 21%. Another. 24%. Each filter makes the historical performance
look better.

But you haven’t improved the strategy. You’ve tortured the data until it
confessed. Each filter you added was “discovered” by looking at what
would have worked in the past. The filters are describing the past, not
predicting the future. When you run this beautifully optimised strategy in
live markets, it will almost certainly underperform the simple 15%
version, because the extra filters were fitting noise, not signal.

This is called overfitting, and it has destroyed more quantitative strategies
than any other single mistake. The more parameters you optimise, the
better the backtest looks and the worse the live performance becomes. It’s
a trap, and the AI will happily help you walk right into it because it doesn’t
know the difference between genuine signal and historical noise.

The rule of thumb: if your strategy has more than 3-5 parameters, you’re
probably overfitting. The best strategies are simple. One or two entry
conditions. One exit condition. A clear macro filter. That’s it. If you need
twelve variables and a neural network to make it work on historical data, it
won’t work in real life.

Out-of-Sample Testing

The antidote to overfitting is out-of-sample testing. Here’s how it works:
you develop your strategy using data from 2010-2020. Then you test it on
data from 2020-2024 — data the strategy has never seen before. If it
performs similarly on both periods, the signal is likely real. If it performs
brilliantly on 2010-2020 and terribly on 2020-2024, you overfit.
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THE OVERFITTING TRAP
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Always ask the Al to split the data this way. “Develop the strategy on the
first 70% of the data and test it on the remaining 30%. Don’t optimise any
parameters using the test period.” This one instruction separates the traders
who build genuine systems from the ones who build beautiful illusions.

Regime Awareness in Backtesting

Here’s something most backtesting guides miss: a strategy that worked
from 2010 to 2020 was operating primarily in a low-inflation,
accommodative central bank environment. If you test it across that period
alone, you’re testing it in one regime. The moment the regime shifts — as
it did in 2022 when inflation spiked and central banks tightened
aggressively — the strategy may fail completely.

This is where the macro framework from earlier in the book becomes
critical. When you backtest, ask the Al to tag each period with its macro
regime and show performance by regime. A genuinely robust strategy
should be profitable in at least 3 of the 4 regimes, or it should be explicitly
designed for one specific regime (with the understanding that you’ll turn it
off when the regime changes).

A trader I know built what he thought was a bulletproof momentum
strategy. It returned 28% per year from 2012 to 2021. Incredible backtest.
He went live in January 2022. By June, he was down 35%. The strategy
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was a pure momentum system that had been tested exclusively during the
longest bull market in history. It had never experienced a genuine bear
market or an inflationary environment. The backtest was technically
accurate but practically useless because it covered one regime.

He rebuilt the system with regime filters — the strategy only runs in
Regimes 1 and 2 (growth accelerating), and it switches to a defensive
posture in Regimes 3 and 4. The returns in backtesting were lower (19%
versus 28%) but the drawdowns were dramatically smaller and the
performance persisted across all market environments. The “worse”
backtest produced the better real-world system.

Building a Risk Dashboard

One of the highest-value things you can build with AI is a personal risk
dashboard — a tool that tells you, at a glance, how much risk you’re
carrying and whether any positions need attention.

Here’s what to ask for:

Position summary: Every open position with current price, entry price,
percentage gain/loss, and current grade.

Portfolio heat map: What percentage of your portfolio is in each sector,
each asset class, and each macro regime sensitivity. If 60% of your
portfolio is in tech stocks and tech underperforms in Regime 3, you want
to see that.

Drawdown tracker: Your portfolio’s current drawdown from its all-time
high. The moment this exceeds your predefined limit (typically 10-15%),
it triggers a review.

Correlation matrix: How correlated your positions are with each other. If
all five of your positions move in the same direction on the same day,
you’re not diversified — you’re concentrated in one bet, just spread across
five names.

Exit level tracker: For each position, the current signal-based exit level and
how far the current price is from it. This tells you which positions are
healthy (far from exit) and which need watching (close to exit).

A risk dashboard like this — which would have cost £10,000+ to build a
few years ago — can now be created in an afternoon through conversation
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with an AI. And unlike a commercial tool, it’s perfectly customised to
your specific strategy, your specific rules, and your specific risk tolerance.

The Iterative Development Process

The best way to build trading tools with Al is iteratively. Don’t try to build
everything at once. Start small. Get one thing working. Then add to it.

Here’s a realistic development sequence:

Week 1: Build a simple screener that flags stocks meeting your basic entry
criteria. Run it manually each evening. Check the results against your own
analysis. Are the flags good? Are you seeing stocks you would have
missed?

Week 2: Add macro regime awareness. The screener now only shows
setups in sectors that align with the current regime. Add a column showing
the grade for each flagged stock.

Week 3: Backtest the screener’s historical flags. How did they perform?
Adjust the criteria based on what the data shows, but only make 1-2
changes maximum. Resist the overfitting urge.

Week 4: Build the risk dashboard for your current positions. Start tracking
your portfolio’s performance, drawdown, and exposure.

Month 2-3: Automate the daily run. Add email alerts for new flags and
position warnings. Refine based on real-world use.

Month 4+: Add sophistication gradually. Correlation monitoring. Earnings
date flags. Regime change alerts. Each addition is a conversation with the
Al built on the foundation you’ve already established.
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Putting It Into Practice

*

You understand the theory. You’ve seen what’s possible. Now let’s put it
together into a working daily workflow that combines algorithmic tools
with human judgment — the approach that, throughout this book, we’ve
argued produces the best risk-adjusted returns.

The Daily Workflow

Here’s what a typical day looks like for a trader who has built out their
Al-assisted toolkit over the past few months.

Evening Before (15 minutes)

Your automated screener runs after the market closes. It scans your stock
universe, applies your criteria, cross-references with the current macro
regime, and generates a ranked list of potential trades. You receive this as
an email or notification.

You review the list. Most evenings, it flags 3-8 stocks. Some you’ll
recognise from your watchlist. Others will be new. For each one, you ask
yourself: Does this make sense? Is the macro regime supporting this
sector? Is there a catalyst (earnings, data release, sector rotation) that adds
conviction?

The AI identified the candidates. You’re providing the judgment. The
algorithm found stocks that meet your mathematical criteria. You're
assessing whether the broader context supports the trade. This is the
human-algorithm combination at work.
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Morning (5 minutes)

Check your risk dashboard. Overnight moves may have changed the
picture. Look at three things: Are any positions near their exit levels? Has
the macro regime shifted? Did anything on last night’s flagged list trigger
an entry overnight (for international markets) or in pre-market?

If a new Grade A setup has triggered — the screener flagged it, you agreed
with the context, and the price has reached your entry level — you
execute. This takes under a minute because you’ve already done the
analysis. The trade is simply the final step of a process that started the
previous evening.

During the Day (0-5 minutes)

For swing traders: nothing. The system monitors your positions
automatically. If a position hits an exit level or triggers an alert, you get a
notification. Otherwise, you go about your life. This is one of the most
underappreciated benefits of a systematic approach — it frees you from
the screen. The compulsion to check prices every hour, the anxiety of
watching positions tick against you, the temptation to overtrade — all of it
diminishes dramatically when you have a system handling the monitoring.

For day traders: the Al tools augment your real-time decisions. Your
screener identified the stocks most likely to have clean setups this
morning. Your dashboard tracks your intraday risk. Your automated alerts
notify you when a flagged stock hits a key level. You’re not staring at 50
charts hoping to see something. You’re watching 3-5 stocks that your
system has already identified as having the highest probability of
producing a trade.
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When the Signal Says Buy But Your Gut Says Wait

This is the most important section in this chapter. Every trader who uses
any form of systematic approach will eventually face the moment when
the system says one thing and their instinct says another.

Your screener flags a Grade A tech stock. Perfect macro alignment. Strong
trend. Clean pullback to the moving average. All lights green. But you
watched the news this morning and there’s a regulatory announcement
expected this week that could hammer the sector. The system can’t see
this. It doesn’t read news. It doesn’t understand regulatory risk.

What do you do?

You wait. And here’s why: the algorithmic component of your system is
designed to identify high-probability setups. It does this well. But it
operates on price data and mathematical signals — it can’t incorporate
context that hasn’t yet shown up in the price. Your awareness of the
regulatory risk is information that the algorithm doesn’t have. Adding your
contextual awareness to the algorithm’s quantitative assessment is the
entire point of the hybrid approach.

The rule is: the system opens the door, but you decide whether to walk
through it. The algorithm is a filter that narrows thousands of possibilities
down to a handful. Your job is to apply the final filter — the contextual,
discretionary, qualitative filter that no algorithm can replicate.

This works in both directions. Sometimes the system says wait but you see
something the algorithm misses. A stock isn’t flagging because it hasn’t
pulled back to the moving average yet, but you notice that the company
just announced a major contract that changes the fundamental picture. In
this case, you might enter early, accepting that the mathematical setup
isn’t perfect but the contextual edge compensates.

The key is knowing which source of information to trust in which
situation. For timing — the exact entry point, the exit level, the position
size — trust the algorithm. For context — whether to take the trade at all
given the broader environment — trust your judgment. The algorithm is a
better mathematician than you. You’re a better reader of the world than the
algorithm.
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The Common Mistakes

Having watched dozens of people build Al-assisted trading systems, I’ve
seen the same mistakes repeatedly. Here’s what to avoid.

Mistake 1: Over-Automating

The temptation is to automate everything — from screening to entry to
exit to position sizing. Full automation. No human in the loop. This sounds
efficient, and for institutional quant funds with billions of dollars and
teams of PhDs monitoring the systems 24/7, it works.

For a retail trader, full automation is dangerous. You don’t have the
infrastructure to monitor for system errors in real time. You don’t have the
risk management layer that catches anomalies before they become
disasters. And you don’t have the ability to pull the plug fast enough if the
market enters a regime that your system wasn’t designed for.

Meet Mr. Set-And-Forget. He built a fully automated mean-reversion
system using an Al assistant. It worked beautifully for four months,
buying dips and selling rips in a range-bound market. Then the market
broke out of the range and started trending hard. The system kept buying
every dip, expecting a reversion that never came. By the time Mr.
Set-And-Forget realised what was happening — he’d been travelling and
not checking the system for three days — he was down 22%. The system
was doing exactly what it was programmed to do. It just wasn’t
programmed for the current market condition.

Keep yourself in the loop. Automate the screening, the analysis, the
monitoring, the alerts. But keep the final execution decision with a human
— you. The 30 seconds it takes to review a trade before clicking “buy” is
the cheapest insurance you’ll ever purchase.
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Mistake 2: Strategy Hopping

AT makes it so easy to build new strategies that some traders build a new
one every week. Last Monday’s momentum strategy gets abandoned for
this Monday’s mean reversion strategy, which gets abandoned for next
Monday’s volatility breakout strategy. Each one works brilliantly in
backtesting. None of them works in practice because they’re never given
enough time.

The psychological mechanism is identical to the day trader’s cycle from
Part Four. A strategy has a losing week. The trader, instead of recognising
that losing weeks are a normal part of any system, decides the strategy is
broken and builds a new one. The new one wins for two weeks (recency
bias in the backtest), then loses. Cycle repeats.

Pick a strategy. Test it properly. Trade it for at least three months. Then
evaluate. The Al is your assistant, not your strategy committee. Use it to
build one thing well, not fifty things poorly.

Mistake 3: Trusting the Backtest Too Much

We covered overfitting earlier, but it bears repeating in a different context.
The backtest is not a prediction. It’s a description of what would have
happened under specific historical conditions that will never repeat
exactly. Market structure changes. Liquidity conditions change. The
participants change. An algorithm executing against today’s market —
where around 80% of volume is systematic — faces a completely different
environment than the backtest period of 2010-2015, when human
discretionary trading was a larger share.

Use backtests to eliminate bad ideas, not to guarantee good ones. If a
strategy doesn’t work in backtesting, it almost certainly won’t work live.
But a strategy that works in backtesting might not work live either. The
backtest is a necessary condition, not a sufficient one. Live performance,
over months and through different market conditions, is the only real
validation.
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Mistake 4: Ignoring the Macro

This is the mistake that kills more algorithmic strategies than any other. A
trader builds a beautiful system — screener, backtester, dashboard,
automated alerts — and runs it without any macro regime awareness. The
system trades aggressively through a regime transition, gets caught on the
wrong side of a major shift, and loses in a month what took six months to
make.

The macro regime framework from Chapter 2 isn’t optional decoration.
It’s the foundation that determines whether your algorithmic signals are
operating in a supportive or hostile environment. The same momentum
signal that works brilliantly in Regime 1 (growth accelerating, inflation
slowing) can be a disaster in Regime 4 (growth slowing, inflation slowing)
when correlations spike and everything falls together.

Build the macro regime into your system from the start. Not as an
afterthought. As the first filter. Before the screener runs, before the signals
fire, the system should check: What regime are we in? Is this strategy
appropriate for this regime? If not, stand down. The best trade you can
make in the wrong regime is no trade at all.

The Algo + Discretionary Edge

Let me crystallise the thesis of this entire section, because it’s the core
message of Part Five.

Pure algorithmic trading works for institutions with massive scale,
unlimited engineering resources, and the ability to monitor systems 24/7.
For retail traders, pure algo approaches are brittle, regime-blind, and prone
to catastrophic failure during regime transitions.

Pure discretionary trading works for the rare individual with exceptional
market intuition, ironclad discipline, and the ability to execute consistently
without emotion. For most retail traders, pure discretionary approaches are
inconsistent, psychologically exhausting, and plagued by cognitive biases.
The combination — algorithmic tools for screening, timing, and risk
monitoring, with human discretion for macro awareness, context, and final
execution decisions — is the approach that actually works for real people.
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It takes the best of both worlds: the tireless precision of machines and the
adaptive intelligence of humans.

And the advent of Al assistants has made this combination accessible to
everyone. You don’t need to choose between being a “quant” or a
“discretionary” trader anymore. You can be both. The AI handles the
quantitative implementation. You handle the qualitative judgment.
Together, you have an edge that neither component delivers alone.

The Honest Limitation

I want to end this section with a note of caution that I think is important.
Al tools are powerful. They’ve genuinely changed what’s possible for
retail traders. But they haven’t changed the fundamental nature of markets.
Markets are still adversarial. They’re still dominated by well-funded,
sophisticated participants who are actively trying to extract money from
less-informed participants. The vast majority of volume that’s algorithmic
includes systems built by teams of PhDs with decades of experience and
billions of dollars of capital.

Having an Al assistant write your screening code doesn’t put you on their
level. What it does is raise the floor. It eliminates the most basic
disadvantages — the inability to scan large universes, the lack of
systematic risk monitoring, the tendency to miss opportunities because of
manual limitations. It gets you from the crowd of completely unsystematic
retail traders into the much smaller group of people who have a defined,
tested, repeatable process.
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That’s a significant edge. But it’s not magic. You still need good rules.
You still need macro awareness. You still need discipline. You still need
to survive drawdowns without panicking. The AI doesn’t fix bad
judgment. It amplifies whatever judgment you have — good or bad. If
your rules are sound, the Al makes them more efficient. If your rules are
flawed, the AT helps you execute flawed rules faster.

The work of becoming a good trader — understanding regimes, reading
price action, managing risk, controlling emotions — hasn’t gotten easier.
What’s gotten easier is the implementation. And for the trader who does
the hard work of developing genuine understanding, that easier
implementation is transformative.

Use the tools. Build the systems. Automate the routine. But never
outsource the thinking. The thinking is where the edge lives.
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CHAPTER 19

Long-Term Investing — The
Three Pillars

*

Everything we’ve covered so far — trading, algorithms, day trading,
swing setups — is about generating alpha on shorter timeframes. It’s the
active side of the equation. But there’s another side, and for most people
reading this book, it’s where the real wealth gets built.

Long-term investing. Buying exceptional assets at reasonable times and
holding them for years, sometimes decades, while compounding does the
heavy lifting. It sounds boring. It is boring. That’s the point. The most
powerful wealth-building force in financial history doesn’t require
cleverness, speed, or algorithms. It requires patience and the discipline to
do almost nothing while everyone around you is doing too much.

Let me put numbers on this. A portfolio compounding at 12% per year —
roughly what the broad market has delivered over long stretches —
doubles every six years. Over thirty years, that’s five doublings. A
£10,000 starting investment becomes £320,000 without adding a penny. If
you’re adding £500 per month from your income, that same thirty-year
period turns into something north of £1.5 million. The maths isn’t
complicated. The psychology of actually doing it is brutally difficult.

Meet Mr. Boring. He started putting £400 per month into a broad index
when he was 23. Didn’t pick stocks. Didn’t try to time the market. Didn’t
even look at his account more than twice a year. By 38, fifteen years in, his
portfolio was worth around £180,000. He’d contributed £72,000 of his
own money. The other £108,000 was pure compounding. And here’s the
part that makes people uncomfortable: from that point forward, Mr.
Boring’s portfolio was generating more in annual returns than he was
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contributing in annual savings. The money was making more money than
he was. That’s the tipping point — when your capital works harder than
you do. And you can only reach it by starting and then getting out of the
way.

This chapter gives you a framework for the long-term side of your
portfolio — one that’s compatible with everything else in this book, uses
the same macro regime awareness and price action discipline, and avoids
the mistakes that cause most long-term investors to dramatically
underperform the very benchmarks they’re trying to beat.

Why Long-Term Investors Underperform

The average investor’s returns are shockingly bad compared to the markets
they invest in. Over the twenty years ending in 2023, the broad stock
market returned approximately 10% per year. The average equity fund
investor earned approximately 6%. The gap — roughly 4% annually — is
enormous over time. At 10%, £100,000 becomes £672,000 in twenty
years. At 6%, it becomes £320,000. Same starting money. Same market.
Half the result.

Where does the 4% go? It’s destroyed by investor behaviour. People buy
after the market has already risen (chasing performance), sell after it has
already fallen (panic), tinker with their portfolios too often (generating
taxes and fees), and make emotional decisions at exactly the moments
when emotion is most destructive.

The single biggest destroyer of long-term returns is selling during crashes.
Research consistently shows that missing just the ten best days in the
market over a twenty-year period cuts your total return roughly in half.
And when do those best days happen? Almost always during or
immediately after crashes — the exact moments when most people are
panic-selling.

The investor who sold in March 2020, when the market dropped 34% in
about five weeks, missed one of the fastest recoveries in history. By
August, the market was at new highs. The investor who sold in late 2008
missed a bull market that lasted over a decade. The investor who sold in
March 2009 — the absolute bottom — missed a 400% rally over the next
eleven years.
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Every one of those people had a reason that felt perfectly rational at the
time. The economy was collapsing. Unemployment was surging. Experts
were predicting disaster. The price was falling. And they were right about
all of those facts. They were just wrong about the implication — that
selling into the panic was the correct response.

I call him Mr. Just-One-More-Day. In April 2020, he told me he’d sold his
entire portfolio on March 18th, three days before the absolute bottom.
He’d been investing for twelve years. Had a beautiful portfolio of quality
companies. When I asked why he sold, he said something I’ll never forget:
“The losses had become too real. I couldn’t watch another day.” By the
time we spoke, the market had already recovered 25% from where he’d
sold. Mr. Just-One-More-Day was sitting in cash, paralysed, watching the
recovery happen without him. The portfolio he’d built over twelve years
was gone in twelve minutes of panicked sell orders. He eventually
re-entered in July, after the market had recovered most of the loss. He’d
turned a temporary drawdown into a permanent loss of roughly £80,000.
Not because his investments were bad. Because his framework was absent.

This is why you need a framework. Not opinions. Not gut feelings. Not
what the news is saying. A framework that tells you what to buy, when to
buy it, and under what conditions to sell. Decisions made in advance, with
a clear head, before the next crash arrives.

Here are the three pillars.

Pillar One: Macro Themes First

Long-term investing starts with the same macro awareness we’ve built
throughout this book, but applied on a different timeframe. Instead of
asking “What regime are we in this month?” you’re asking “What are the
dominant economic forces of the next five to ten years, and which sectors
and asset classes will benefit most?”

This is about reading the big picture. In the decade following 2010, the
dominant macro themes were near-zero interest rates, low inflation,
globalisation, and the rise of digital technology. If you understood those
themes, the investment implications were straightforward: technology
stocks, growth over value, US over international, equities over
commodities. You didn’t need to pick the exact right stock. Being in the
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right sector, during the right macro regime, was enough to generate
extraordinary returns.

In the period from 2020 to 2025, the themes shifted dramatically: inflation
returned, interest rates rose to levels not seen in over a decade, supply
chains restructured, energy security became a geopolitical priority, and
artificial intelligence emerged as a transformative technology on par with
the internet itself. The sectors that thrived were completely different from
the previous decade. Energy stocks, which had been dead money for years,
became some of the best performers. Commodities surged. Value stocks,
left for dead by growth investors, outperformed dramatically in the
rate-hiking cycle.

The point isn’t to predict the future with precision. It’s to identify the
structural tailwinds and position your long-term capital to benefit from
them. When you’re investing for decades, getting the macro theme right
matters far more than getting the entry price perfect. Buying the right
sector at a mediocre price beats buying the wrong sector at a perfect price,
every time.

To identify current macro themes, ask yourself: What is happening with
growth — is the economy accelerating or decelerating, and what’s the
trajectory for the next two to five years? What is happening with inflation
— are prices rising or falling, and what structural forces are driving that?
What is government policy doing — are central banks tightening or
loosening, are governments spending or cutting? What technological or
demographic shifts are underway that will reshape entire industries?

You don’t need a PhD in economics to answer these questions. You need
to read the data, follow the regime framework from Chapter 2, and think in
terms of direction and rate of change rather than absolute levels. The
regime table tells you which asset classes and sectors benefit in each
environment. Your job is to position your long-term portfolio in alignment
with the current regime and the direction you believe the next transition is
heading.
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Pillar Two: Fundamental Quality

Once you’ve identified which sectors and themes to focus on, you need to
select individual holdings. And here, quality matters enormously —
because you’re planning to hold these positions for years, possibly
decades. A mediocre company can deliver a profitable trade over two
weeks. Over five years, mediocrity compounds into underperformance or
outright loss.

What does quality look like in practice? There are four characteristics that
define a company worth owning for the long term.

Durable competitive advantage. The company has something that
competitors cannot easily replicate. This might be a network effect (more
users make the product more valuable, attracting more users), a cost
advantage (scale or proprietary processes that allow lower costs),
switching costs (customers face pain or expense to leave), brand power
(consumers pay a premium for the name), or regulatory barriers (licences,
patents, or compliance burdens that protect incumbents). The key word is
durable — advantages that last years, not months.

Consistent profitability. The company makes money reliably, not just
during boom times. Look for consistent operating margins, stable or
growing return on equity, and free cash flow that doesn’t depend on
favourable market conditions. A company that earns 15% return on equity
in good years and 5% in bad years is far more predictable — and therefore
more valuable as a long-term holding — than one that earns 30% in good
years and loses money in bad years.

Robust balance sheet. The company isn’t overleveraged. Debt is
manageable relative to earnings and cash flow. This matters most during
the downturns that inevitably arrive during a multi-year holding period.
Companies with strong balance sheets survive recessions and often emerge
stronger, acquiring distressed competitors at discounts. Companies with
weak balance sheets become the distressed competitors being acquired —
or they go under entirely.

Sustainable growth potential. The company has a credible pathway to
growing revenue and earnings over the next five to ten years. This doesn’t
mean explosive hyper-growth — it means a realistic, fundable expansion
opportunity. Expanding into adjacent markets, growing market share,
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increasing pricing power, or benefiting from secular trends (ageing
populations, digital transformation, energy transition) all count.

You don’t need all four to be perfect. But you need at least three to be
solid before committing long-term capital. And you need to be honest with
yourself about which characteristics are present versus which you’re
hoping will materialise.

The Moat Erosion Trap

Here’s the mistake that catches even experienced long-term investors:
falling in love with a company’s past moat without noticing it’s eroding in
real time. Competitive advantages aren’t permanent. Network effects can
be disrupted by new platforms. Cost advantages can be eliminated by
technological change. Brand power can fade as consumer preferences
shift.

Meet Mrs. Diamond Hands. She held a major traditional retail company
for eight years because it had an “indestructible brand” and decades of
consistent dividends. The brand was real. The dividends were real. But the
competitive moat was being hollowed out by e-commerce, one quarter at a
time. Revenues declined 3-5% per year, so gradually that each individual
quarter looked like noise. Over eight years, the cumulative decline was
devastating. The stock lost 65% of its value while the broad market more
than doubled. The dividend kept coming — until it didn’t, when the
company finally cut it by 40%.

The lesson: review your long-term holdings constantly, but act patiently.
Watch for signs of moat erosion — declining margins, losing market
share, management acknowledging competitive threats they previously
dismissed. When the evidence accumulates, have the discipline to sell,
even if the company “feels” like a core holding you’ve owned forever.

Here are the specific red flags, because vague advice like “watch for
weakness” is useless when you’re emotionally attached to a position.
Operating margins declining for three consecutive quarters without a clear,
temporary cause. Revenue growth decelerating to below the industry
average for two or more quarters. Customer acquisition costs rising while
revenue per customer falls — that’s a competitive squeeze in real time.
Management turnover in key positions, especially the CFO or head of the
core business unit. Conference calls where the CEO spends more time
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explaining why things went wrong than describing what’s being done to
fix them. And the most dangerous sign of all: a company that starts
making acquisitions to replace organic growth. That’s a company
admitting, through its actions, that the core business is slowing — and
acquisitions as a growth strategy work about 30% of the time. The other
70% destroy value.

Pillar Three: Price Action as Gatekeeper

This is where long-term investing in this book diverges from almost every
other investing guide you’ll read.

Most investment books will tell you that if a company has great
fundamentals, you should buy it regardless of what the price is doing. This
book disagrees. Price action is the final arbiter. If the macro theme is
supportive and the fundamentals are excellent, but the stock is in a
sustained downtrend — making lower highs and lower lows — you wait.

Why? Because a stock in a downtrend is telling you something. Maybe the
market knows something you don’t. Maybe institutional money is exiting
for reasons not yet public. Maybe the macro environment is shifting
against the sector in ways the market is pricing before the data confirms it.
Or maybe the market is simply wrong. But even if the market is wrong, a
downtrend can persist for months or years — and during that time, your
capital is trapped, eroding, unavailable for better opportunities.

The rule is simple: never commit significant long-term capital to an asset
in a confirmed downtrend. Wait for the trend to stabilise and begin turning
upward before building a position. You’ll rarely buy the absolute bottom,
and that’s fine. The goal isn’t to catch the bottom — it’s to avoid buying
into sustained weakness that can persist far longer than your patience or
capital can endure.

In practical terms, this means the stock should be above its long-term
moving average (the 200-day is the standard benchmark for long-term
investors), the moving average should be sloping upward or at minimum
flattening, and the recent price action should show signs of accumulation
— higher lows, increasing volume on up days, institutional footprints in
the order flow. If the macro says buy, the fundamentals say buy, but the
price says wait — you wait.
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When to Enter Long-Term Positions

The ideal entry for a long-term position is during a pullback within a
confirmed uptrend. The stock has been making higher highs and higher
lows. The macro theme is supportive. The fundamentals are solid. And
then the stock pulls back 5-10% on normal profit-taking or a brief
market-wide dip. That’s your entry. You’re buying strength at a temporary
discount.

The second-best entry is at the beginning of a new uptrend. The stock has
been in a downtrend or sideways consolidation for months. The
fundamentals have been improving quietly. And then the price action
shifts — the stock breaks above its 200-day moving average for the first
time in months, on above-average volume, with the macro regime now
supportive of the sector. This is the “regime change” entry. You’re buying
at the moment the market is recognising what you’ve already identified.

What you never do is buy into a sustained downtrend because the stock
“looks cheap.” A stock at £50 that was £100 six months ago isn’t cheap. It
might be expensive if it’s heading to £25. You already know this from
Chapter 1. But it’s worth repeating here, because the temptation to “buy
the dip” in a downtrend is the single biggest wealth destroyer for
long-term investors.

When to Exit Long-Term Positions

This is harder than entering, because long-term investing requires
patience, and there’s a fine line between patience and stubbornness. Here
are the exit signals.

Fundamental deterioration. The moat is eroding. Margins are compressing.
Revenue growth has stalled or reversed for multiple quarters. Management
is making excuses instead of making changes. The thesis that justified
your original purchase is no longer intact. This isn’t a one-quarter blip —
it’s a sustained shift in the business quality. Here’s the test: re-read
whatever note you wrote to yourself when you bought the position. If the
reasons you bought it are no longer true, sell it. It doesn’t matter what the
price has done. It doesn’t matter if you’re at a loss. A bad business at a loss
is still a bad business, and holding it “until it gets back to even” is one of
the most expensive sentences in investing.
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Confirmed trend break. The stock breaks below its long-term moving
average on heavy volume and fails to recover. Lower highs and lower
lows establish a downtrend. The price action gatekeeper that protected
your entry is now telling you the market has changed its mind. Listen to it.

Macro regime shift. The economic regime moves to an environment that
historically punishes the sector you’re in. This doesn’t always mean
selling immediately — some quality companies withstand adverse
regimes. But it does mean heightened vigilance and reduced position size.
If the company starts showing fundamental weakness simultaneously,
that’s your cue to exit.

Better opportunity. Your capital is finite. If a new opportunity emerges
that offers dramatically better risk-adjusted returns — a different sector
entering a supportive regime with strong fundamentals and a confirmed
uptrend — it may be worth rotating. This is the “go-anywhere” principle
applied to long-term investing. Loyalty to a position is a virtue only as
long as the thesis remains intact. I’ve seen investors hold a position
returning 6% per year out of loyalty while a clearly superior opportunity
— one they’d identified and could articulate the thesis for — returned 25%
without them. When someone asks why they didn’t switch, they say “I
didn’t want to sell at a loss” or “I’ve held it so long.” Those aren’t reasons.
Those are emotions dressed up as strategy.

The one thing you never do is sell because the price has dropped 10% in a
week during a broad market correction. If the fundamentals are intact, the
macro theme is intact, and the trend is still structurally upward, a
drawdown within an uptrend is an opportunity to add — not a reason to
panic. This is where the framework saves you from the behavioural traps
we discussed at the start of this chapter.
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Putting the Three Pillars Together

THE THREE PILLARS OF LONG-TERM INVESTING

s N\ ( \( )
PILLAR 1 PILLAR 2 PILLAR 3
Macro Fundamental Price Action
Themes Quality Gatekeeper
‘Which sectors and Durable moat. Confirmed uptrend.
asset classes benefit Growing revenues. Above 200-day MA.
from current regime? Pricing power. Institutional buying.
Narrows universe from Narrows to companies Only buy when the
everything to the right sectors with real advantages market agrees with you
\ J\ J\ J

All three align = High-conviction long-term position

The three pillars work as a filtering system. Each pillar narrows your
universe of potential investments.

Pillar One — macro themes — narrows the universe from every asset in
the world to the sectors and asset classes positioned to benefit from the
current and upcoming economic environment. Maybe that’s three to five
sectors at any given time.

Pillar Two — fundamental quality — narrows from every company in
those sectors to the handful with durable competitive advantages,
consistent profitability, strong balance sheets, and growth potential.
Maybe that’s ten to twenty names.

Pillar Three — price action — narrows from fundamentally strong
companies to the ones that are actually in confirmed uptrends right now.
Maybe that’s three to eight positions.
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That’s your long-term portfolio. Three to eight high-conviction positions
in fundamentally excellent companies, in macro-supported sectors, in
confirmed uptrends. Concentrated enough to generate meaningful returns.
Diversified enough across uncorrelated themes that no single position can
destroy you. Grounded in a framework that tells you when to buy, when to
hold, when to add, and when to sell.

Review constantly. Act patiently. The review is continuous — you’re
always monitoring macro regime shifts, fundamental developments, and
price action health. But the actions are infrequent. Most months, you do
nothing. The positions are working. The compounding is compounding.
Your job is to let it work and intervene only when the framework tells you
to.

The best long-term investors look lazy from the outside. They’re not lazy.
They’re disciplined enough to do nothing when nothing needs doing. That
discipline is rarer and more valuable than any stock-picking skill.
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Time as Your Biggest Edge

*

Here’s a thought experiment that will change how you think about your
money.

Imagine two versions of you. Version A starts investing at age 25, putting
£500 per month into a broad stock market index fund, and stops
contributing at age 35. Ten years of contributions, then nothing — just lets
the money compound. Version B starts at age 35, contributes the same
£500 per month, but keeps going until age 65. Thirty years of
contributions.

Who has more money at 65? Assuming 10% average annual returns:
Version A invested £60,000 total over ten years, then stopped. Version B
invested £180,000 total over thirty years. Version B contributed three
times as much money.

But Version A wins. By a lot. Version A ends up with roughly £1.7
million. Version B ends up with roughly £1.0 million. The person who
invested less money for fewer years ends up wealthier, because they
started earlier and gave compounding more time to work. The ten-year
head start was worth more than twenty extra years of contributions.

This isn’t a trick. It’s the mathematics of compounding, and it’s the single
most important concept in this chapter. Time is your biggest edge —
bigger than stock picking, bigger than market timing, bigger than any
strategy in this book. And unlike every other edge, this one doesn’t require
skill, knowledge, or luck. It only requires starting.

Yet most people in their twenties treat investing as something they’ll “get
around to eventually.” They’re waiting until they earn more, know more,
or have more saved. I’ve met people at 45 who’ve been “about to start
investing” for twenty years. The cost of that delay is staggering and
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invisible. Every year you don’t start, you’re not just losing that year’s
potential returns — you’re losing the compounding of those returns over
every future year. A 25-year-old who waits five years to start doesn’t lose
five years of returns. They lose the compounding on five years of returns
across the next thirty-five years. It’s a gap that never closes.

The Retirement Paradox
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There’s a paradox in how most people manage their investments over their
lifetime, and once you see it, you can’t unsee it.

Consider someone who is 25 years old with £10,000 to invest. If the
market drops 50% tomorrow, they lose £5,000. Painful, but survivable.
They have forty years of working income ahead of them to recover. The
loss is a rounding error in their lifetime earnings.

Now consider that same person at 55, with £500,000. A 50% drop wipes
out £250,000. That’s years of retirement income. It’s terrifying. And it
might be unrecoverable, because they have only ten years of earning
potential left to replace it.

Here’s the paradox: conventional financial advice tells you to take more
risk when you’re young (small portfolio, long time horizon) and less risk
when you’re older (large portfolio, short time horizon). That makes
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intuitive sense. But in practice, most people end up with far more money at
risk near retirement than during their youth — simply because the
portfolio has grown. A 25-year-old with £10,000 in stocks has £10,000 at
risk. A 55-year-old with 60% in stocks has £300,000 at risk. The absolute
risk is thirty times larger.

The traditional approach creates a situation where your biggest market
exposure happens at the worst possible time — right before you need the
money. You’re essentially betting the most when the stakes are highest
and you have the least time to recover.

The Lifecycle Investing Framework

This is one of the most important ideas in this entire book, and I’d argue
it’s something every investor should seriously consider regardless of their
strategy, risk tolerance, or experience level. It’s called lifecycle investing,
and once you understand the logic, you’ll wonder why it isn’t the default
approach taught to every person who opens a brokerage account.

The core insight is this: instead of gradually increasing your total stock
market exposure over time (which is what happens naturally as your
portfolio grows), you should aim for roughly consistent exposure to the
stock market across your entire investing lifetime. In practice, this means
using moderate leverage when young — when your portfolio is small but
your time horizon is vast — and gradually reducing leverage and stock
allocation as you approach retirement.

The mathematics are sound. If the stock market has a positive expected
return over the long term (which it has, historically, in every major
developed market), then having more exposure to it earlier — when a loss
can be recovered by future earnings and decades of compounding —
produces better risk-adjusted outcomes than the conventional approach of
starting cautious and gradually increasing allocation.

Let me be very clear about what this is and isn’t. This is not a
recommendation to gamble with borrowed money. This is a framework for
thinking about lifetime portfolio allocation that challenges the assumption
that being conservative when young is always wise. It’s not suitable for
everyone. But for those with stable income, a long time horizon, and the
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emotional fortitude to withstand short-term volatility, it can significantly
improve long-term outcomes.

The Practical Framework

Here’s a simple implementation using three building blocks: broad stock
market exposure (a major index fund), leverage (0-2x depending on age),
and bonds or cash for stability.

In your twenties and thirties, you’re using moderate leverage — 1.5 to 2
times your stock allocation — to increase your effective market exposure.
A 25-year-old with £10,000 at 1.5x leverage has £15,000 of market
exposure. If the market drops 33%, they lose £5,000. If it rises 33%, they
gain £5,000. The asymmetry is in their favour because they have decades
to recover from the bad scenario and decades to compound the good
scenario.

In your forties, you’re reducing leverage toward 1x as your portfolio
grows. The portfolio itself now provides the exposure that leverage was
generating earlier. You’re also introducing a meaningful bond allocation
for stability.

In your fifties, you’re at or below 1x equity exposure. No leverage.
Significant bond allocation. The priority has shifted from growth to
preservation — but not excessively. You’re not going to 80% bonds at 55
because you might live to 90, and thirty-five years of inflation will
devastate an overly conservative portfolio.

In retirement, you maintain meaningful equity exposure — 50-100%
depending on your specific circumstances. This is the insight that most
conventional advice gets wrong. People routinely live into their nineties
and beyond. A 65-year-old with a 30% equity allocation has a real
problem: their portfolio isn’t growing fast enough to keep pace with
inflation over a potential 30-year retirement. They’re slowly running out
of purchasing power. Maintaining 50-80% equities, with the remainder in
bonds and cash for near-term spending, is often mathematically optimal
even in retirement.
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How to Get Leverage Safely

LIFECYCLE ALLOCATION FRAMEWORK
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The word “leverage” frightens people, and for good reason —
irresponsible leverage destroys accounts. But there’s a difference between
the reckless 50x leverage offered by some derivatives platforms and the
moderate 1.5-2x leverage used in lifecycle investing. The dose makes the
poison.

Leveraged index funds are the simplest implementation. A 2x leveraged
index fund gives you £2 of market exposure for every £1 invested. You
buy it like any other fund. The leverage is built in. The downside is that
these products have internal costs (the daily rebalancing creates a drag in
volatile markets), and they’re designed for daily leverage, which can
diverge from the expected multiple over longer periods. Despite these
imperfections, for a young investor seeking moderate leverage on a core
index position, they’re the most accessible tool.

LEAPS (long-term options) — which we’ll cover in detail in the next
chapter — provide a more precise form of leverage. A deep in-the-money
call option on a major index fund can give you 1.5-2x effective leverage
with a known maximum loss (the premium paid). The cost of the leverage
is explicit and calculable, unlike margin loans where interest rates can
change.

Margin accounts offer the most direct leverage but come with the most
risk. If your account drops below the broker’s maintenance requirement,
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you’ll face a margin call — forced selling at the worst possible time. If
you use margin, keep it conservative: never exceed 1.5x total exposure,
and maintain a cash buffer that can absorb a 50% market decline without
triggering a margin call.

The Critical Constraint

Whatever leverage method you choose, there is one rule that overrides
everything: never leverage beyond what you can comfortably handle in a
50% market drawdown. If you’re at 2x leverage and the market drops
50%, your position drops 100%. You’re wiped out. That’s not lifecycle
investing. That’s gambling.

A safer approach: 1.5x leverage with a 20% cash buffer means a 50%
market decline hits your equity portion for 75% (1.5x the 50% drop), but
you still have 20% of your portfolio in cash. Painful. Survivable. And
recoverable, because you’re young enough to wait for the recovery.

If the thought of a 50% drawdown on your leveraged position makes you
physically uncomfortable, reduce the leverage until you find a level you
can genuinely endure without selling. The worst outcome isn’t a market
crash. The worst outcome is a market crash that causes you to sell at the
bottom, locking in the maximum loss and missing the recovery. Your
leverage level should be set by your genuine emotional tolerance, not by
what the maths says is optimal.

I want you to do a mental exercise right now. Picture your actual account
balance. Multiply it by 1.5. That’s your leveraged exposure. Now cut that
number in half. That’s what a 50% drawdown looks like. Sit with that
number. Not for a second — for thirty seconds. Imagine logging into your
account and seeing that figure. Now imagine that happening while every
financial headline is screaming that it’s going to get worse. Your friends
are selling. Your family is worried. Some expert on television is predicting
another 30% down. And you need to do ... nothing. Can you do nothing?
If the answer is genuinely yes, the leverage is appropriate. If you felt your
stomach tighten reading this paragraph, you need less leverage. There is
zero shame in that. The person who uses 1.2x leverage and holds through a
crash will always beat the person who uses 2x leverage and panics out at
the bottom.
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Meet Mr. Turbo. He was 28, earning well, and had read about lifecycle
investing. He leveraged to 1.8x through a combination of a leveraged
index product and margin. For eighteen months, it was glorious — the
market rose 25% and his portfolio rose 45%. He felt like a genius. Then
the market corrected 18% over six weeks. His portfolio dropped 32%. He
held through the first week. The second week, he started checking his
account four times a day. By week three, he couldn’t sleep. He sold
everything on a Thursday morning after futures dropped 2% overnight.
The market bottomed two days later and recovered over the following
three months. Mr. Turbo’s 1.8x leverage was theoretically correct for his
age and time horizon. But his psychological tolerance was closer to 1.2x.
The spreadsheet was right. The human was wrong. He now uses 1.3x
leverage and sleeps fine. That’s the real answer: not the mathematically
optimal leverage, but the maximum leverage you can hold without making
emotional decisions during the worst moments.

Don’t Become Too Conservative Too Early

This is worth its own section, because it’s the mistake that silently ruins
more retirements than market crashes do.

People are living longer. A healthy 60-year-old today has a reasonable
probability of reaching 90 or beyond. That’s a 30-year time horizon.
Thirty years. That’s as long as a career. And yet, the conventional advice
for a 60-year-old is to hold 40-60% bonds. The logic is that you’re “near
retirement” and need to “protect capital.”

But protecting capital from market volatility isn’t the only risk you face.
You also face inflation risk — the slow, invisible erosion of purchasing
power that turns a comfortable retirement income into an inadequate one
over twenty years. At 3% annual inflation, the purchasing power of a fixed
income halves in twenty-four years. If you retire at 65 with expenses of
£3,000 per month, you’ll need the equivalent of £6,000 per month by age
89 to maintain the same standard of living.

A portfolio heavy in bonds and cash won’t keep pace. Government bonds
might yield 3-4% in a good environment. After inflation, that’s 0-1% real
return. Your portfolio is treading water while your expenses are climbing.
The maths runs out.
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Maintaining meaningful equity exposure — 50-80% depending on your
health, income needs, and risk tolerance — even in retirement gives your
portfolio the growth it needs to outpace inflation over a multi-decade
horizon. The short-term volatility is real. Your portfolio will drop 20-30%
at some point during a 30-year retirement. But if you have 3-5 years of
spending in cash and bonds, you can ride out those drawdowns without
being forced to sell equities at depressed prices. The rest of the portfolio
has time to recover and grow.

Implementation Tips

Rebalance annually , or when major life events change your circumstances
(new job, inheritance, approaching retirement, health changes). Don’t
rebalance monthly — the transaction costs and tax implications aren’t
worth the marginal improvement in allocation.

Use tax-advantaged accounts first. Pensions, ISAs, and equivalent
structures in your jurisdiction should be maximised before investing in
taxable accounts. The tax savings compound just like investment returns.
Over thirty years, the difference between investing in a tax-free wrapper
versus a taxable account can be worth hundreds of thousands.
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Keep costs minimal. A broad index fund with an expense ratio under
0.10% per year is your core building block. The difference between a
0.05% index fund and a 1.5% actively managed fund is approximately
1.45% per year in fees. Over thirty years, that fee difference alone
consumes roughly 30% of your potential wealth. Most actively managed
funds don’t outperform the index after fees anyway, so you’re paying
more to get less.

Automate contributions. Set up an automatic monthly transfer on payday.
Removes willpower from the equation. You can’t spend what you’ve
already invested. You can’t time the market when the purchase happens
automatically. Dollar-cost averaging isn’t the mathematically optimal
approach (lump sum investing beats it roughly two-thirds of the time), but
it’s psychologically optimal because it removes the agonising decision of
when to invest.

Don’t check your portfolio daily. This sounds like throwaway advice, but
the data behind it will change your behaviour. The stock market goes up
on roughly 53% of days. That means on any given day, there’s nearly a
coin-flip chance you’ll see red. Over a month, the odds improve to about
60% positive. Over a year, roughly 73%. Over ten years, historically close
to 95%. The more frequently you check, the more negative noise you see,
and the more likely you are to make an emotional decision. Researchers
have found that investors who check their portfolios daily are nearly twice
as likely to sell during a correction compared to those who check
quarterly. Same portfolio, same performance — but the daily watcher is
drowning in noise while the quarterly reviewer sees signal. Check
quarterly at most. Your money will grow whether or not you’re watching
it. In fact, it grows better when you’re not.
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Options & LEAPS

*

Imagine you could control £20,000 worth of stock for £6,000. If the stock
goes up 20%, you make the same profit as the person who invested the full
£20,000. If it goes down 50%, you lose your £6,000 — but the
full-position investor loses £10,000. And the £14,000 you didn’t tie up?
It’s been earning returns somewhere else the whole time. That’s not
hypothetical. That’s what LEAPS do.

This chapter is about one specific use of options: replacing stock positions
with long-term options to get the same upside exposure at a fraction of the
capital cost. That’s it. We’re not going to cover complex multi-leg
strategies, exotic payoffs, or the kind of options trading that requires a
professional trading terminal and a maths degree. We’re covering one
strategy that’s simple, powerful, and directly relevant to everything else in
this book.

If you have no interest in options, you can skip this chapter entirely.
Everything else in the book works without them. But if you’re interested
in a tool that can let you control a £20,000 stock position for £5,000-8,000
in capital — freeing the rest for other investments — keep reading

LEAPS also connect directly to the lifecycle investing framework from the
previous chapter. If you’re a younger investor looking to increase your
effective market exposure without using margin, LEAPS are one of the
cleanest ways to do it. You get the leverage you need at a known, capped
cost, without the risk of margin calls. For lifecycle investors, LEAPS
aren’t an exotic strategy — they’re a practical implementation tool.
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Options in Plain English

An option is a contract that gives you the right — but not the obligation —
to buy or sell an asset at a specific price by a specific date.

A call option gives you the right to buy. If you think a stock is going up,
you buy a call. If the stock goes up, your call increases in value. If the
stock doesn’t go up, you lose what you paid for the option. That’s your
maximum loss — the price of the option itself. You cannot lose more than
that.

A put option gives you the right to sell. If you think a stock is going down,
you buy a put. We won’t spend much time on puts in this book because the
approach described throughout is overwhelmingly long-biased — and for
good reason. Markets go up roughly two-thirds of the time. We’re not in
the business of betting against that historical tendency.

Every option has a strike price (the price at which you can buy or sell the
underlying asset), an expiration date (the date by which you must exercise
the option or it expires worthless), and a premium (the price you pay for
the option itself).

That’s the basics. If the jargon ever gets confusing, come back to this: a
call option is a bet that the price goes up, with a known maximum loss and
potentially unlimited upside.

What LEAPS Are and Why They Matter

LEAPS stands for Long-Term Equity Anticipation Securities, which is a
fancy way of saying “options with a long time until expiration.” Standard
options might expire in weeks or months. LEAPS expire in twelve to
twenty-four months or longer.

Why does the expiration date matter? Because time is both the friend and
enemy of options. Every day that passes, an option loses a tiny bit of value
due to time decay (called theta). The closer you get to expiration, the faster
this decay accelerates. With a short-dated option — say, one month until
expiration — time decay is vicious. You need the stock to move
significantly and quickly just to overcome the time decay eating your
position.
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With LEAPS, time decay is minimal in the early months. A 24-month
option barely decays at all for the first 6-12 months. This gives the
investment thesis time to play out. You’re not racing against the clock.
You’re making a long-term directional bet with a known maximum loss
and leveraged upside.

This is why LEAPS pair so well with the long-term investing approach
described in this book. You’ve identified a macro theme, found a
fundamentally excellent company, confirmed the uptrend. You have high
conviction and a multi-month time horizon. LEAPS let you express that
conviction with leverage, while limiting your downside to the premium
paid.

The Stock Replacement Strategy

This is the core technique, and it’s elegant in its simplicity.

Instead of buying 100 shares of a stock at £100 per share (£10,000 total
investment), you buy one deep in-the-money call option — a LEAP —
with a strike price well below the current stock price, expiring 18-24
months out. The option might cost £30-40 per share (£3,000-4,000 for the
equivalent of 100 shares). You’ve gained almost the same upside exposure
as owning the stock, for 30-40% of the capital cost.

The key is choosing options that are deep in the money, with a delta of
0.80 or higher. Delta measures how much the option’s price moves for
every £1 move in the stock. A delta of 0.85 means if the stock goes up £1,
your option goes up approximately £0.85. You’re getting 85% of the
stock’s movement with 30-40% of the capital.

Let me walk through a concrete example.
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Worked Example: Stock Replacement with LEAPS

Suppose a large technology company is trading at £180 per share. The
macro regime is supportive (Regime 1 — growth accelerating, inflation
slowing). The company has a durable competitive advantage, consistent
profitability, and the price is in a strong uptrend. This is a Grade A
long-term opportunity. You want to allocate £18,000 to this position.
Traditional approach: Buy 100 shares at £180 = £18,000 invested. If the
stock rises to £220 (a 22% move), you make £4,000. If it drops to £140 (a
22% drop), you lose £4,000.

LEAPS approach: Buy one call option contract (covering 100 shares) with
a strike price of £140 (deep in the money), expiring in 20 months. With the
stock at £180, this option has £40 of intrinsic value (180 — 140) plus a time
value premium. The total cost might be approximately £50 per share, or
£5,000 total for the contract. Delta: approximately 0.85.

If the stock rises to £220: Your option is now worth approximately £82
(£80 intrinsic value at £220 minus £140 strike, plus remaining time value).
Your profit: approximately £3,200 on a £5,000 investment = 64% return.
Compare that to the stock buyer’s 22% return.

If the stock drops to £140: Your option is worth approximately £5-10
(mostly time value). Your loss: approximately £4,000-4,500. But here’s
the crucial difference — you had £13,000 in uninvested capital (the
difference between the £18,000 you would have spent on shares and the
£5,000 you spent on the LEAP). That £13,000 was sitting in bonds, cash,
or other investments, generating returns and available for other
opportunities.

If the stock drops to £100: The traditional investor has lost £8,000 (44%).
The LEAPS investor has lost £5,000 (the full premium paid) — but that’s
the maximum loss regardless of how far the stock falls. Even if the stock
goes to zero, you only lose the £5,000 premium. Your downside is capped.
The stock buyer’s downside is not.

Study that table. The LEAP outperforms on the upside, caps your loss on
catastrophic declines, and frees £13,000 of capital for other investments.
The trade-off? You lose money faster on moderate declines, and time
decay eats into your position even if the stock doesn’t move. That’s the
deal. Amplified upside, capped downside, higher sensitivity to flat or
mildly negative moves. If your conviction is Grade A and the thesis plays
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out, the LEAP is the better tool. If the stock drifts sideways for eighteen
months, you’ve paid a significant cost for nothing.

The Rules for LEAPS
LEAPS vs STOCK: LEVERAGE WITH DEFINED RISK

= Stock (£10,000 invested)
—— LEAPS (£6,000 invested) LEAPS +20%
= +33% return

Stock +20%
= +20% return

Return (%)

Max LEAPS loss:
£6,000 (premium paid)

0
Stock Price (£)

Simple calls and puts only. No spreads. No straddles. No iron condors. No
complex multi-leg strategies. Those are tools for options traders, not
investors using options as a leverage tool.

18+ months to expiration. Always buy LEAPS with at least 18 months
until they expire. This gives your investment thesis time to play out and
minimises time decay in the early months of the position. When your
LEAPS have 3-6 months remaining, roll them — sell the existing option
and buy a new one with 18-24 months of life. Never let LEAPS approach
expiration, because time decay accelerates dramatically in the final
months.

Deep in the money. The strike price should be well below the current stock
price for calls. Look for delta of 0.80 or higher. The deeper in the money,
the more the option behaves like the stock (higher delta) and the less you
pay in time value premium. The trade-off is that deeper options cost more
in absolute terms, reducing your leverage ratio. The sweet spot is usually a
strike 15-25% below the current stock price.
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Only on high-conviction positions. LEAPS amplify both gains and losses.
Only use them on positions where you have genuine conviction — Grade
A setups where macro, fundamentals, and price action all align. This isn’t
a tool for speculative bets or “maybe” ideas. If your conviction is below
Grade A, buy the stock. Save LEAPS for when everything lines up.

Size appropriately. Because LEAPS provide leverage, you need less
capital per position. But that doesn’t mean you should put the freed-up
capital into more LEAPS. If you normally allocate £18,000 to a position,
spend £5,000-8,000 on LEAPS and deploy the remainder in uncorrelated
investments, bonds, or cash. The leverage is the feature. Don’t leverage on
top of the leverage.

Understanding the Risks

LEAPS are powerful, but they are not risk-free. You need to understand
exactly what can go wrong.

You can lose 100% of the premium. If the stock drops below your strike
price and stays there until expiration, the option expires worthless. You
lose everything you paid. This is the maximum loss, and you need to
genuinely accept it before entering the position. When you buy shares, a
20% drop costs you 20%. When you buy LEAPS, a sustained decline can
cost you 100% of the investment.

Time decay is real. Even if the stock goes nowhere, your option loses
value every day. Over 24 months, a stock that finishes exactly where it
started will have cost you the entire time value portion of the premium.
LEAPS minimise this by having a long duration, but they don’t eliminate
it. Your thesis needs to be right about direction, not just about holding
steady.

Leverage amplifies everything. A 10% stock decline might mean a
25-30% decline in your LEAPS position. The maths works in reverse too
— a 10% gain becomes a 25-30% gain — but the amplification goes both
ways. If you’re not prepared for the volatility, LEAPS will shake you out
of positions at exactly the wrong time.

Liquidity can be thin. Some LEAPS contracts trade with wide bid-ask
spreads, meaning you pay a premium to enter and exit. Always use limit
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orders, never market orders, when trading options. Check the open interest
(the number of outstanding contracts) before entering — if it’s below a
few hundred, the liquidity might be too thin for reasonable execution.

Meet Mr. All-In. He discovered LEAPS, got excited, and immediately
replaced all five of his long-term positions with LEAPS on the same day.
Six weeks later, the market corrected 12%. His stock positions would have
been down 12%. His all-LEAPS portfolio was down 35%. Mr. All-In
panicked and sold everything — locking in the 35% loss — and the market
recovered fully within two months. His LEAPS would have been fine. But
the amplified volatility broke his psychology before the thesis had time to
play out.

The lesson: don’t go all-in on LEAPS. Use them selectively — on your
highest-conviction positions — as part of a portfolio that also includes
standard stock positions, bonds, and cash. The leverage should enhance
your portfolio, not dominate it.

I want to describe what holding LEAPS through a drawdown actually feels
like, because no amount of theory prepares you for it. With stocks, a 10%
pullback feels manageable. The number is red, you check the
fundamentals, you confirm nothing has changed, you move on with your
day. With LEAPS, that same 10% stock pullback shows up as -28% on
your position. The number isn’t just red — it’s screaming. Your natural
instinct is that something has gone horribly wrong. It hasn’t. The stock
moved 10%. Your thesis is fine. But the amplified number triggers a
fight-or-flight response that no spreadsheet can override. This is why
position sizing matters so much. If your LEAPS position is 5-10% of your
total portfolio, a 28% decline in that position is a 1.4-2.8% portfolio
drawdown. Uncomfortable but manageable. If your LEAPS position is
40% of your portfolio, that same move is an 11.2% portfolio drawdown —
and suddenly you’re making emotional decisions about what should have
been a calculated, high-conviction bet.
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Here’s the thing nobody talks about: the worst part isn’t the drawdown
itself. It’s opening your portfolio the next morning and seeing it’s gotten
worse. Then the morning after that. Three consecutive days of amplified
losses and your rational brain has left the building entirely. You start doing
the maths on how much you’d lose if you sold “right now” versus how
much more you’d lose if it keeps falling. You open a calculator. You
Google “should I sell my options at a loss.” You read some forum post
from someone who held and it went to zero. And then, if you’re lucky, you
remember: the stock itself has barely moved. Your thesis hasn’t changed.
The amplification is mechanical, not informational. Close the laptop.
Check back in a week. The people who succeed with LEAPS are the ones
who have rehearsed this moment before it arrives.

Calculating Your Leverage Cost

Every form of leverage has a cost. With LEAPS, the cost is the time value
premium you pay above the option’s intrinsic value. You should know
exactly what you’re paying.

The formula is straightforward. Take the option’s total premium, subtract
the intrinsic value (current stock price minus strike price for calls), and
what’s left is the time value — your cost of leverage.

In our earlier example: the option costs £50, the intrinsic value is £40
(stock at £180 minus strike at £140), so the time value is £10. Over 20
months, you’re paying £10 for the leverage — approximately £0.50 per
month per share, or about 3.3% annualised on the £180 stock price.
Compare this to margin interest rates (often 6-12%) and leveraged ETF
costs (1-2% drag per year plus performance divergence), and LEAPS often
come out as the most cost-effective form of leverage available to retail
investors. Always calculate this before entering. If the annualised leverage
cost exceeds 5—-6%, the option is probably too expensive — either implied
volatility is high or it isn’t deep enough in the money. Look for a different
strike or a different underlying.
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Concentration vs
Diversification

*

Owning fifty different stocks and calling it a diversified portfolio is like
eating at fifty different fast-food restaurants and calling it a balanced diet.
The number of positions you hold has almost nothing to do with how
diversified you actually are — and misunderstanding this distinction has
cost more investors more money than almost any other mistake in
long-term investing.

Let me tell you about Mr. Twenty-Five Flavours of Tech. Smart, educated,
successful in his career. He spent three years building a “diversified”
portfolio of twenty-five stocks. He’d read the books. He knew
diversification was important. So he spread his capital across twenty-five
different positions, feeling responsible and prudent. The problem?
Twenty-two of those twenty-five stocks were technology companies.
Different companies, different products, different business models — but
all exposed to the same macroeconomic forces. When tech corrected 25%
in 2022, his “diversified” portfolio dropped 28%. He’d diversified across
names but not across risk. It was twenty-five different ways of making the
same bet, and he didn’t realise it until the bet went wrong.
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What Diversification Actually Means

CONCENTRATION vs DIVERSIFICATION

CONCENTRATED DIVERSIFIED

3-5 positions 20-50 positions

40%

CORE + SATELLITE (Best of Both)
60-70% broad index (core) + 30-40% in 3-5 high-conviction picks (satelite)

True diversification isn’t about counting positions. It’s about owning
assets that don’t all move in the same direction at the same time. The
technical term is correlation — how closely the price movements of
different assets track each other. If everything in your portfolio goes up
together and down together, you don’t have diversification. You have
concentration disguised as diversification. My friend’s twenty-five tech
stocks were a textbook example of this — twenty-five names, one bet.
Real diversification means owning assets that respond differently to the
same economic conditions. When growth slows and tech stocks suffer, do
you also own defensive sectors that benefit? When inflation rises and
bonds get crushed, do you have commodity exposure that profits? When
the domestic currency weakens, do you have international holdings that
gain in relative terms?

This is where the macro regime framework from Chapter 2 becomes
invaluable for portfolio construction. Each regime has its winners and
losers. A truly diversified portfolio has exposure to assets that perform
well in at least two or three different regimes — so that regardless of
which macro environment materialises, some part of the portfolio is
working.
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The Case for Concentration

Here’s the uncomfortable truth that the financial industry doesn’t want you
to hear: the more you diversify, the closer your returns will track the broad
market index. With twenty-five or more stocks, your portfolio becomes a
de facto index fund — but one that charges you higher trading costs, more
management effort, and more cognitive load than simply buying an actual
index fund.

If you’re going to track the index anyway, just buy the index. It’s cheaper,
simpler, and tax-efficient. The reason to own individual positions is
because you believe specific assets will outperform the index. And that
belief — if genuine, informed, and backed by the three-pillar framework
— requires concentration.

The greatest investors in history have been concentrators, not diversifiers.
The ones who built significant wealth did it by identifying a handful of
exceptional opportunities and committing meaningful capital to them.
They weren’t spreading bets thin across dozens of mediocre ideas. They
were going deep on three to five great ideas and letting those ideas
compound over years.

Mr. Lab Rat ran two approaches side by side for eighteen months as an
experiment. One portfolio held twelve positions, equally weighted. The
other held just four, concentrated in his highest-conviction ideas using the
three-pillar framework. Both started at the same amount. After eighteen
months, the twelve-position portfolio returned 14% — slightly above the
index. The four-position portfolio returned 41%. His best idea — a
commodity play during a Regime 2 transition — was a 25% position in the
concentrated portfolio and an 8.3% position in the diversified one. The
same insight, the same entry, the same exit. The only difference was how
much capital he’d committed to his conviction. That 41% versus 14% gap
compounds. Over a decade, it’s the difference between wealth and
adequate.

The mathematics support this. If your best idea returns 25% per year and
your tenth-best idea returns 10% per year, a concentrated portfolio
weighted toward your best ideas will dramatically outperform an
equally-weighted portfolio of all ten. The dilution effect of including
mediocre ideas alongside excellent ones is substantial. Every mediocre
position you add drags down your portfolio toward average.
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When Concentration Works

Concentration works when you have genuine, informed conviction. That
means all three pillars are aligned: the macro theme supports the sector,
the fundamentals are excellent, and the price action confirms the uptrend.
It also means you’ve done the work to understand the business, the
competitive dynamics, and the risks — not just read a headline and made a
snap judgment.

Concentration works when you have a small to moderate portfolio. If
you’re managing £10,000 to £500,000, spreading it across twenty-five
positions creates positions too small to matter. A 3% gain on a 4% position
is a 0.12% portfolio gain. You’ll barely notice it. Three to five
concentrated positions at 20-30% each means a win in any single position
meaningfully moves your total portfolio.

Concentration works when you have the emotional fortitude to handle the
volatility. A concentrated portfolio will have larger drawdowns than a
diversified one. When your largest position — representing 25% of your
portfolio — drops 15%, your total portfolio drops 3.75%. That’s
noticeable. If you can’t handle that without panic-selling, concentration
isn’t for you, and that’s perfectly fine.

But there’s something people don’t tell you about concentration: the
hardest part isn’t the drawdowns. It’s watching your three positions do
nothing for four months while your friend’s twenty-stock portfolio has
something going up every week. Concentration requires the ability to sit
through boredom, through envy, through the nagging feeling that you’re
“missing out” on whatever is running today. Your friend will tell you
about the stock that was up 15% this month. They won’t tell you about the
twelve positions that went nowhere and the three that quietly lost money.
Concentration feels lonely because you see fewer green numbers on your
screen. But when your conviction pays off, a 30% gain on a 25% position
moves your total portfolio 7.5%. Your friend’s 30% gain on a 4% position
moves theirs 1.2%. You made the same call. You just had the courage to
back it.
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The Case for Diversification

Diversification has its place. It’s not wrong — it’s just designed for a
different goal.

Concentration is for building wealth. You have high conviction, deep
knowledge, and you’re willing to accept higher volatility in exchange for
higher potential returns. Your goal is to grow your capital as fast as your
edge allows.

Diversification is for protecting wealth. You’ve already built a substantial
portfolio. Your primary concern is preservation — not losing what you’ve
accumulated. You’re willing to accept lower returns in exchange for lower
drawdowns and more predictable outcomes.

The mistake most people make is diversifying when they should be
concentrating (early in their investing career, with small portfolios and a
long time horizon) and concentrating when they should be diversifying
(late in their career, with large portfolios and a short time horizon).

A 28-year-old with £20,000 should not be in twenty stocks. They should
be in three to five high-conviction ideas, leveraged appropriately per the
lifecycle framework, and prepared to hold through volatility. Their time
horizon and future income make them virtually indestructible over the
long term.

A 62-year-old with £1 million should not be in three stocks. They should
have broad diversification across uncorrelated assets — equities across
multiple sectors and geographies, bonds of varying duration, perhaps some
commodity exposure — designed to deliver stable returns with limited
drawdowns through the early years of retirement when
sequence-of-returns risk is highest.

Sequence-of-returns risk deserves a moment, because it’s the hidden killer
that most retirees don’t understand until it’s too late. If you’re withdrawing
from your portfolio — say, £40,000 per year from a £1 million pot — a
30% crash in year one of retirement is catastrophic. Not because of the
30% loss itself, but because you’re now withdrawing £40,000 from a
£700,000 portfolio, which is a 5.7% withdrawal rate instead of 4%. You’re
selling depressed assets to fund your living expenses, locking in losses and
depleting the capital that needs to recover. The same 30% crash in year
fifteen, when your withdrawals have already been funded by years of
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growth, is manageable. Same crash, same portfolio — completely
different outcome depending on when it happens. This is why
diversification across uncorrelated assets matters most in the years
immediately before and after retirement. You need those non-correlated
positions to cushion the blow of a badly-timed crash.

The Diversification Trap

There’s a specific trap that catches investors who misunderstand
diversification, and it deserves its own section because it’s so pervasive.

The trap is diworsification — adding positions not because they improve
your portfolio, but because it feels safer to have more names. Each new
position dilutes the ones you have genuine conviction in. The result is a
portfolio full of your best ideas weighted at 5% each and your worst ideas
also weighted at 5% each. Your winners can’t move the needle, and your
losers drag everything toward mediocrity.

I’ve seen this pattern dozens of times. A trader identifies a genuinely
excellent opportunity — Grade A, macro-aligned, technically perfect,
fundamental quality beyond reproach. They should make it a 20-25%
position. Instead, they make it 5% because they “don’t want to put too
many eggs in one basket.” Then they fill the remaining 95% with positions
they have medium or low conviction in, because the basket felt too empty.

The result is predictable: the Grade A position does exactly what they
expected, gaining 35% over six months. But it was only 5% of the
portfolio, so the impact on total returns is just 1.75%. Meanwhile, the filler
positions — the ones they added to feel diversified — average out to
roughly flat or slightly negative. The portfolio returns 3% while the
investor’s best idea returned 35%.

Concentration isn’t reckless. Reckless is filling your portfolio with
positions you don’t genuinely believe in because you’re afraid of the
volatility that comes with conviction.
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The Practical Approach

Here’s how to think about it in practice, based on where you are in your
investing journey.

The “core + satellite” approach deserves special mention because it’s often
the best solution for people who struggle with the
concentration-versus-diversification decision. Put 60-70% of your
long-term capital in a broad index fund. That’s your core. It gives you
instant diversification, low cost, and exposure to the overall market. Then
put the remaining 30-40% in three to five concentrated, high-conviction
positions identified using the three-pillar framework. That’s your satellite.
The core provides the foundation. The satellites provide the alpha. If the
satellites don’t work out, you still have the market return. If they do work
out, they meaningfully boost your total portfolio.

This is a pragmatic compromise between the mathematical superiority of
concentration (for those with genuine edge) and the psychological comfort
of diversification (for those who need to sleep at night). And sleeping at
night matters more than most people admit.

Diversify Across Uncorrelated Opportunities

Whether you hold three positions or thirty, the principle remains: diversify
across things that don’t move together. If you’re going to hold five stocks,
don’t hold five tech stocks. Hold one tech stock, one healthcare stock, one
energy stock, one consumer staple, and one international name. If any
single macro regime shift hits one of them, the others should be insulated
or benefit.

Better yet, diversify across asset classes, not just sectors. A portfolio of
three stocks and some gold behaves very differently from a portfolio of
four stocks. Gold tends to rise when stocks fall, especially during the kind
of macro stress (growth slowing, policy uncertainty) that hammers equity
portfolios. Adding a non-correlated asset doesn’t reduce your expected
return by much, but it can dramatically reduce your worst-case drawdown.

The regime framework helps here. Each regime has its best and worst
asset classes. A portfolio that holds the best performers from two or three
regimes has built-in protection against regime transitions. You won’t
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maximise returns in any single regime, but you’ll avoid catastrophic
drawdowns during transitions — and avoiding catastrophe is more
valuable than optimising returns, because the maths of recovery is brutal.
A 50% loss requires a 100% gain to break even. Avoiding the 50% loss in
the first place is worth more than any amount of optimisation on the
upside.

The Bottom Line

Concentration builds wealth. Diversification protects it. Neither is always
right. The correct approach depends on your portfolio size, time horizon,
conviction level, and emotional tolerance for volatility.

If you’re young, hungry, and have genuinely informed conviction —
concentrate. Three to five positions, backed by the three-pillar framework,
sized with courage and managed with discipline. Your time horizon
protects you. Your edge compounds.

If you’ve built something worth protecting — diversify. Across
uncorrelated assets, across regimes, across geographies. Sleep well.
Compound steadily. Let time do the work.

And if you’re somewhere in between — and most people are — the
core-plus-satellite approach gives you the best of both worlds. Market
returns as a floor, concentrated alpha as a ceiling, and the flexibility to
adjust as your circumstances evolve.
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The goal isn’t to be a concentrator or a diversifier. The goal is to be
wealthy. Choose the tool that gets you there given where you are right
now.

Here’s what this entire section comes down to. You now have the three
pillars for selecting long-term positions. You understand lifecycle
investing — why maintaining consistent market exposure across your
lifetime, using moderate leverage when young and de-risking as you age,
is the single most important structural decision you can make as a
long-term investor. You know how to use LEAPS to amplify your
highest-conviction ideas without tying up all your capital. And you know
when to concentrate and when to diversify based on your actual situation,
not generic advice.

But there’s one variable we haven’t addressed — the one that determines
whether any of this actually works in practice. It’s not your strategy. It’s
not your tools. It’s you. Your psychology. Your ability to execute when
execution is uncomfortable. Your ability to sit still when every instinct
screams move, and move when every instinct screams freeze. That’s what
comes next.
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CHAPTER 23

Trading Psychology

*

I’'m going to tell you something that sounds like a contradiction: the best
traders are terrible at predicting the future. They’re wrong constantly.
They misread regimes. They enter too early or too late. They get stopped
out on noise. And they still make money — consistently, year after year,
decade after decade. How? Because being right isn’t what makes you
money. Having a process for when you’re wrong is what makes you
money.

This chapter is about the psychology of trading — the mental game that
separates the people who turn £10,000 into £500,000 from the people who
turn £10,000 into zero. Every concept in this book, every framework,
every table and chart and worked example, is useless if you can’t execute
when it matters. And execution is almost entirely psychological.

The Three Deadly Mistakes

After years of watching traders — beginners, intermediates, even
experienced ones who should know better — I’ve identified three mistakes
that account for the vast majority of blown accounts. Almost every failure
I’ve ever witnessed came down to one of these three.
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Mistake 1: No System

Without a repeatable system, every trade is a coin flip with emotion on
top. You buy because you “feel good” about it. You sell because you’re
scared. You hold because you’re hoping. And you lose because hope is not
a strategy.

Mr. Gut Feel lost £40,000 over fourteen months. He was intelligent,
well-read, and genuinely interested in markets. But he had no system.
Every trade was a fresh decision based on whatever he’d read that
morning, whatever someone had mentioned on a podcast, or whatever
chart pattern he thought he’d spotted. Some trades won. Most lost. And
because there was no underlying logic, there was no way to improve. He
couldn’t diagnose what was going wrong because there was no process to
diagnose. It was random — and randomness, over enough trades, will
always converge toward the house edge of transaction costs and emotional
mistakes.

The fix is everything you’ve learned in this book. The macro regime tells
you what to buy. The grade system tells you how much conviction to have.
The signals tell you when to enter and exit. You don’t need to be a genius.
You need to follow the system.

Mistake 2: No Exit Plan

This one is insidious because it only reveals itself when you’re already
losing. You entered a trade with a thesis. The thesis was reasonable. The
entry was fine. But you never decided, before you entered, what would tell
you the thesis was wrong.

So the stock drops 5%. You hold. It drops 10%. You check the news —
nothing’s changed, so you hold. It drops 20%. Now you’re anchored. You
think: “I’m already down 20%, I can’t sell now.” It drops 30%. You stop
looking at your account. It drops 50%. You finally sell, sick to your
stomach, swearing you’ll never invest again.

Mr. Delete-The-App lived this exact sequence with a cryptocurrency. He
bought at what he believed was a pullback — down 15% from the highs.
He had no exit plan. No stop. No “if it hits this level, I'm out.” Just a
vague thesis that it was “oversold.” It dropped another 20%. He told
himself he was being patient. It dropped 40% from his entry. He stopped
checking entirely — deleted the app from his phone, which is the financial
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equivalent of covering your eyes during a horror film and hoping the
monster goes away. Three months later, curiosity got the better of him. He
opened the app. His position was down 72%. He sold the next morning.
Within six months, the asset had recovered to near his original entry price.
But by then Mr. Delete-The-App was gone — financially and emotionally.
The total cost wasn’t just the money. It was the three years of
compounding he missed because the experience left him too traumatised
to invest in anything.

THE "ONE MORE DAY" SPIRAL

Every catastrophic loss starts with these three words

£200 Buy at 200

£190 "I'll give it one more day" —5%
£185 "One more day" -7.5%
£178 "It's got to bounce" -11%
£165 Too painful to sell now -17.5%
£140 Still holding —-30% w
£120 Capitulate —-40%
£115 Finally sell —-42.5%

Recovery needed: +73.9%. That's years of compounding — destroyed in weeks.
L
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Every single step of that sequence was a decision — and every single one
was made emotionally. The time to decide when you’ll exit is before you
enter. Write it down. For Grade A trades, your exit is a trend break or a
grade downgrade. For everything else, it’s a hard stop placed before the
trade opens. If you can’t write down your exit condition in one sentence
before you enter, you have no business entering.

Mistake 3: Doubling Down on Losers

“It’s even cheaper now!” is one of the most expensive sentences in
trading.

The logic sounds reasonable: if you liked the stock at £100, you should
love it at £80, right? Wrong. Because the stock at £80 is not the same stock
you analysed at £100. Something has changed — the macro environment,
the fundamentals, institutional positioning, something — and the price is
telling you that before the news does.

I’ve seen this destroy people. A trader buys a commodity at what he thinks
is a pullback. It drops further. He doubles his position — “better average
price,” he tells himself. It drops again. He adds more. Now he’s got three
times the position he planned, the price is 30% below his original entry,
and he’s risking catastrophic loss on what was supposed to be a single
trade. When it finally hit his breaking point, the loss was six figures. His
original planned loss was £4,000.

The rule is absolute: never add to a losing position. If you’re wrong, get
smaller, not bigger. The only time you add is when the trade is working —
when price confirms your thesis and you’re building into a winner, as
described in Chapter 6.
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The Emotional Landscape of a Trade

THE EMOTIONAL ARC OF A TRADE

Phase You Feel

The Correct Response

[} Entry Excitement
[ J Early Profit Euphoria
[ ] First Pullback Anxiety

Impatience
[ ] Deeper Dip Fear, regret
[ J Exit Signal Relief

Stick to planned size.

Don't add. Update exit.

Grade A? Hold. It's normal.

System working. Wait.

Trend intact = hold.

Follow the signal exactly.

Every trade follows a predictable emotional arc. If you can recognise

where you are on this arc, you can override the emotion before it overrides

your process.

Print that table out. Stick it next to your screen. When you feel the
emotion, find yourself in the table, and do what the last column says. This

sounds patronising. It isn’t. Professional traders with decades of
experience still use checklists because they know emotion doesn’t care

how experienced you are.
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The Salary Test

Can you watch a position go against If not: you're not ready
you by 2-3% and not touch it? for normal market noise.
Can you go a full week without If not: you have a trading
placing a single trade? addiction, not a strategy.
Can you take a loss without If not: revenge trading

trying to "make it back"? will destroy your account.
Can you close a winner when the If not: greed will give

signal says to, even if it could go higher? back every penny of profit.

[ "No" to any? Use a demo account until all four are "yes". [

Here’s a test that will tell you instantly whether your position size is right.
Imagine your monthly salary. Now imagine watching that amount swing
back and forth on your screen in a single afternoon. If you can picture that
happening and feel calm — maybe slightly uncomfortable but
fundamentally fine — your sizing is appropriate. If the thought makes
your chest tighten, you’re too big.

I’ve watched people lose their composure over €10 swings. That’s not a
position-sizing problem. That’s a signal that active trading might not be
for them — and that’s completely fine. Not everyone needs to trade. The
lifecycle investing framework from Chapter 20 works beautifully for
people who prefer to set their allocation and live their life. There is no
shame in choosing the approach that matches your temperament.

But if you’re going to trade actively, you need to be able to watch your
monthly salary fluctuate on screen without making emotional decisions. If
you can’t, either reduce your size until you can, or redirect your capital to
long-term investing. Both are valid. Only one is honest about who you are.

Process Over Outcomes

This is the hardest mental shift in trading, and most people never make it.
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You buy a stock on a hunch. No research, no framework, no grade. The
stock goes up 30%. You feel like a genius. But you didn’t make a good
decision. You made a lucky decision. The outcome was positive, but the
process was garbage. And when luck runs out — and it always runs out —
you have nothing to fall back on.

Meet Mr. To-The-Moon. He bought a meme stock — no grade, no macro
thesis, no signal. He bought it because it was “going viral.” It doubled in
three days. He posted his gains everywhere. He was on top of the world.
Then he did it again with a different meme stock. It tripled. Now Mr.
To-The-Moon was convinced he’d cracked the code. On the third attempt,
he sized up massively — 80% of his account into a single stock based on
social media chatter. It dropped 60% in two days. He lost everything he’d
made plus half his original capital. Three trades: two winners, one loser.
Net result: devastation. The wins taught him the wrong lessons, and the
loss punished him for learning them.

Meanwhile, someone follows their system perfectly. Grade A setup.
Proper entry. Correct sizing. Hard exit on trend break. The trade loses 5%.
Was that a bad decision? No. It was a good decision that had a bad
outcome. Over a hundred trades, their system wins 65% of the time with
an average win three times the average loss. The single losing trade
doesn’t matter. The process matters.

This is the single most important psychological shift you can make as a
trader: judge your decisions by the quality of the process, not the outcome.
A Grade A trade that follows every rule and still loses is a good decision.
A random punt that makes money is a bad decision. If you can’t make that
distinction, the market will eventually take everything your luck gave you.
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The Revenge Trade

You just lost money. Your ego is bruised. You want to “make it back.” So
you scan for the next setup — not because a Grade A opportunity has
appeared, but because you’re angry and impatient. You enter something
borderline. Maybe it’s Grade B on a good day, Grade C on an honest day.
You tell yourself it’s fine. The trade goes against you. Now you’ve lost
twice.

The revenge trade is the single fastest way to turn a small loss into a large
one. I’ve seen a £2,000 loss become a £15,000 loss in a single afternoon
because someone couldn’t walk away. The first loss was the market’s
fault. Every loss after that was his.

FEWER TRADES, BIGGER RETURNS

£30k
e Grade A only (3/month)

= m= m= Overtrader (30+/month)

£17,274
gap

Account Value (£)

£10k - - = ——— == TN

/ S~ - v
Revenge trade ~
esk - &M

6 8 10 12 14
Months

N}

The rule: after a loss, walk away for 24 hours. Don’t look at screens. Don’t
scan for setups. Don’t touch your account. Come back tomorrow with
fresh eyes and wait for the next Grade A. The market will be there. It’s
been there every day for centuries. It’ll be there tomorrow.
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THE REVENGE TRADE SPIRAL

Take a loss £2,000 Normal. Part of trading.
Ego bruised "I need to make it back.”
Force a trade £3,500 loss No Grade A. No signal.

Just anger.

"It has to come back."

Double down £5,000 loss i
doesn't.
Blow up £15,000 loss I:,r;’l "l:Zs: 7.5% the
THE RULE

After aloss, close your laptop. Walk away. Come back tomorrow.

The Journal

The single most powerful tool for improving your trading psychology isn’t
a book, a course, or a mentor. It’s a journal.

After every trade — win or loss — write down four things:

1. What was the setup? Grade, macro regime, signal, entry, planned exit.
2. What did I feel? Before entry, during the trade, at exit. Be brutally
honest.

3. Did I follow my rules? Yes or no. If no, what did I do differently and
why?

4. What would I do differently? Not about the outcome. About the process.
Do this for three months. Then read back through your journal. You will
see patterns you never noticed in real time. You’ll discover that most of
your losses came from the same mistake repeated. You’ll find that your
best trades shared characteristics you hadn’t consciously identified. The

journal turns invisible habits into visible patterns, and visible patterns can
be fixed.
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I know traders who credit their journal with turning their career around.
Not a new indicator. Not a secret strategy. A notebook and the discipline
to use it.

One trader I know reviewed three months of journal entries and found
something she’d never noticed in real time: every single one of her losing
trades had been entered within 30 minutes of reading financial news.
Every one. Her winners, by contrast, were all entered from her morning
signal sheet before she’d consumed any media. The pattern was invisible
while she was living it but screaming off the page in retrospect. She made
one change — no news before executing her trades — and her win rate
jumped from 52% to 71% in the following quarter. The edge wasn’t in the
market. It was in her own behaviour. The journal found it.

The Identity Trap

The most dangerous psychological trap has nothing to do with any
individual trade. It’s when your identity becomes wrapped up in being “a
trader.”

When you identify as a trader, losses feel like personal failures. Missing a
move feels like a moral shortcoming. And worst of all, you start taking
trades you shouldn’t, because “a trader” needs to be trading. You can’t sit
on your hands because sitting on your hands feels like you’re failing to be
who you are.

The antidote is simple: you are not your trades. You are a person who uses
a process to allocate capital. Sometimes the process says act. Sometimes it
says wait. Both are part of the job. The best traders spend most of their
time doing nothing, because doing nothing is the correct action when no
Grade A setup exists.

If you find that not trading for a week makes you anxious, that’s worth
examining. The market doesn’t owe you a trade every week. And you
don’t owe the market your attention every day.
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What the Best Traders Actually Look Like

I want to close this chapter by describing what the best traders I've
observed actually look like, because it’s nothing like the image most
people have.

They’re calm. Almost boringly calm. They don’t celebrate big wins or
agonise over losses. A winning trade gets the same reaction as a losing
one: “Did I follow my process? Yes. Good. What’s next.” The emotional
flatline isn’t natural — they’ve trained themselves into it over years of
practice and journaling.

They trade infrequently. Most weeks, they do nothing. They’re scanning
for Grade A setups and finding none, and they’re perfectly content with
that. When they do trade, the sizing is deliberate and the exit is
pre-defined. No scrambling. No second-guessing. The boring execution of
a plan written before the market opened.

They’re humble. Every single one of them has a story about a time they
deviated from their process and got destroyed. They carry that scar not as
shame but as inoculation. They know exactly what happens when emotion
takes over, because it happened to them, and they’re never going back.

They have other interests. The best traders don’t spend eighteen hours a
day watching charts. They have hobbies, families, pursuits outside
markets. The less your identity depends on trading, the better you trade.
The person who can walk away from the screen without anxiety can hold
through a drawdown without panic. Detachment is the skill. Everything
else is technique.
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Investing Psychology

*

Investing psychology is a completely different animal from trading
psychology. Trading is about managing intensity — the sharp emotional
spikes of wins and losses compressed into hours or days. Investing is
about managing duration — the slow, grinding test of patience that plays
out over years and decades. The emotions are less acute but more
insidious, because they work on you gradually, like erosion rather than
earthquake.

Most people fail at long-term investing not because they pick the wrong
assets. They fail because they can’t sit still. They can’t endure the
boredom of watching their money grow slowly. They can’t resist the urge
to “do something” when headlines are screaming. And they can’t hold
through the drawdowns that are an inevitable, non-negotiable part of being
a long-term investor.
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THE THREE ENEMIES OF LONG-TERM INVESTING

BOREDOM

You tinker. Sell winners.
Chase the new shiny thing.

Mr. Shiny Object lost £18k

in missed gains.

Antidote:

Your job is to wait.
Doing nothing IS the strategy.

FEAR

Market drops 30%.
You sell at the bottom.

Missing 10 best days =

half your returns gone

Antidote:

Preparation. Your allocation
already accounts for crashes.

GREED

Take profits too early.
Hold losers too long.

Mr. Lock-It-In sold 3 winners

that tripled after he exited.

Antidote:

Rules. Sell on fundamentals,
not feelings.

Enemy 1: Boredom

Long-term investing is, by design, boring. You buy quality assets in
uptrends with macro support. You hold. You check quarterly. You
rebalance annually. That’s it. Months pass where the most productive
thing you can do is literally nothing.

This drives people crazy. We are wired for action. We want to feel like
we’re “managing” our money. So we tinker. We sell a position that’s “not
doing anything” and replace it with something more exciting. We check
our portfolio daily, then hourly, then obsessively. We read articles that
confirm our desire to act.

Meet Mr. Shiny Object. He had a near-perfect long-term portfolio. Five
positions, all Grade A, all in uptrends, all with strong fundamentals. His
lifecycle allocation was right for his age. His costs were minimal. He was
compounding beautifully. Then he got bored. Over six months, Mr. Shiny
Object sold three of the five positions and replaced them with “more
interesting” ideas he’d found on social media. Two of the replacements
lost 20-30%. The original positions he sold continued upward. His
boredom cost him roughly £40,000 in a single year.
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The antidote to boredom is understanding what your job actually is. Your
job as a long-term investor is not to be busy. Your job is to compound
capital. And compounding requires patience above everything else. If
you’re bored, you’re doing it right.

Enemy 2: Fear

Markets go down 10-20% with regularity. They drop 30-50% roughly
once a decade. This is not a bug. This is a feature. If markets didn’t drop,
there would be no risk premium, and stocks would deliver the same
returns as a savings account.

But knowing this intellectually and experiencing it emotionally are
entirely different things. When your portfolio drops 35% in six weeks —
when the pound figure on your screen is less than you’ve ever seen it —
something primal takes over. Your body enters fight-or-flight. Your brain
screams: “Get out. Protect yourself. This is dangerous.”

I watched what happened in March 2020. The market dropped 34% in
about five weeks. Intelligent, experienced investors sold everything. They
weren’t panicking — they’d reasoned themselves into it. “The economy is
shutting down. This time is different. I’ll buy back when things are
clearer.” Things got clearer about five months later, when the market was
at new all-time highs. Most of them never got back in.

The data on this is brutal. Research consistently shows that missing just
the ten best days in the market over a twenty-year period cuts your total
return roughly in half. And when do those best days happen? Almost
always during or immediately after crashes — the exact moments when
most people have already sold.

The antidote to fear is preparation. If you’ve followed the lifecycle
framework from Chapter 20, your allocation already accounts for
drawdowns. If you’re in your twenties or thirties, a 40% drawdown is
expected at least once or twice during your investing lifetime. Your time
horizon absorbs it. If you’re approaching retirement, you should have 3-5
years of spending in bonds and cash, so you never need to sell equities at
depressed prices. The fear only becomes dangerous when you’re not
prepared for the drawdown — and preparation is entirely within your
control.
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Enemy 3: Greed

Greed doesn’t feel like greed when you’re experiencing it. It feels like
intelligence. “I’'m not being greedy — I’'m recognising an opportunity.”
But when you find yourself overweighting a single position because it’s
been running, or abandoning your lifecycle allocation because stocks have
been going up for two years straight, or leveraging more than your
framework allows because “this time the trend is really strong” — that’s
greed wearing a rational mask.

The most destructive form of greed in long-term investing is taking profits
too early on winners and holding losers too long. This is called the
disposition effect, and it’s one of the most well-documented biases in
behavioural finance. People sell their winners to “lock in” gains (because
it feels good) and hold their losers hoping they’ll recover (because selling
at a loss feels painful). The result is a portfolio that systematically cuts its
best performers and clings to its worst.

Meet Mr. Lock-It-In — a retired engineer, sharp mind, analytical thinker.
In 2019 he bought five positions. Over the next two years, three went up
significantly (between 40% and 110%) and two went down (between
-15% and -35%). By 2021, he’d sold all three winners. His reasoning was
textbook disposition effect: “I'm up 40%, better take that off the table
before it comes back down.” “Doubled my money, can’t be greedy.” He
kept both losers. His reasoning: “Great companies, just going through a
rough patch.” When I finally saw his portfolio in 2023, the two losers were
down 55% and 70% respectively. The three winners Mr. Lock-It-In had
sold? One was up another 80% from where he sold it. The other two had
been acquired at premiums. He’d literally pruned his garden of flowers
and kept the weeds, watering them for three years with hope and patience
that should have gone to his winners.

A landmark study of over 10,000 individual investor accounts found that
the stocks they sold subsequently outperformed the stocks they continued
to hold by an average of 3.4% over the following year. They were literally
selling their best ideas and keeping their worst ones — and they did it
consistently, over thousands of trades, because the emotional pull was
stronger than the rational calculation.

The behavioural cost is even larger than most people realise. One of the
longest-running studies of investor behaviour has tracked fund flows for
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over thirty years and consistently found that the average equity fund
investor earns significantly less per year than the funds they’re invested in
— with the gap ranging from 1% in calmer periods to over 3.5% over
longer thirty-year horizons. Not because the funds are bad. Because the
investors buy high (after seeing gains) and sell low (after seeing losses).
Even a 1.5% annual behavioural gap compounding over 30 years turns a
potential £1.7 million portfolio into £1.15 million on the same £100,000
starting investment. At a 3% gap, it drops to £760,000. The wealth you’re
leaving on the table isn’t going to fees or taxes. It’s going to your own
emotions. This is the single strongest argument for having ironclad rules
that remove emotion from the equation.

The antidote to greed is rules. Your exit rules from Chapter 19 exist for
exactly this reason. You sell when the fundamentals deteriorate, the trend
breaks, or the grade drops. You don’t sell because you’re up 40% and “it
feels like a lot.” And you don’t hold because you’re down 20% and “it’ll
come back.” The rules decide. Not you.

The Checking Frequency Problem

The stock market goes up on roughly 53% of trading days. That means on
any given day, there’s nearly a coin-flip chance you’ll see red. Over a
month, the odds improve to about 60% positive. Over a year, roughly
73%. Over ten years, historically close to 95%.

The implications are staggering. If you check your portfolio daily, you’re
exposing yourself to negative noise almost half the time. If you check
quarterly, you see positive returns roughly 70% of the time. Same
portfolio. Same performance. Completely different emotional experience.

Research into what behavioural economists call myopic loss aversion has
found that investors who check their portfolios daily are significantly more
likely to reduce their risk exposure and sell during corrections compared to
those who check quarterly or annually. The mechanism is simple: daily
checkers see losses nearly half the time, triggering the loss aversion bias
(which makes losses hurt roughly twice as much as gains feel good).
Quarterly checkers see positive returns roughly 70% of the time. They’re
not making better decisions with more information — they’re making
worse decisions because they’re drowning in noise.
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Check quarterly. Set a calendar reminder four times a year. Review your
positions, check the macro regime, confirm your lifecycle allocation, and
close the app. Your money will grow whether or not you’re watching it. In
fact, it grows better when you’re not.

HOW OFTEN THE MARKET IS "UP"

72%

63%
60
57%
| 53% I
50
40 .
Daily Weekly Quarterly

Monthly

% of Periods Positive

Check daily = see red nearly half the time. Check quarterly = see green 72% of the time.
Same market. Different experience.

Think about what this means in practice. If daily checking makes you
twice as likely to sell during corrections, and corrections happen roughly
once a year, you’re essentially giving yourself two opportunities per year
to make the worst possible decision. Over a thirty-year investing career,
that’s sixty chances to panic-sell at the bottom. You only need to succumb
once or twice to permanently damage your compounding trajectory. The
quarterly checker gets four opportunities per year to see noise — but by
the time they check, most corrections have already recovered. They never
see the scary number. They never feel the primal urge. They just see
steady, boring progress. Boring is profitable.
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DAILY Check signals. Update entry/exit orders.
(5 min) Grade any new opportunities.
WEEKLY Review open positions. Update trailing exits.
(15 min) Journal: did you follow the rules?
MONTHLY Macro regime assessment. Growth + inflation
(30 min) direction. Update regime in your playbook.
QUARTERLY Long-term portfolio review. Three pillars check.
(1 hour) Lifecycle allocation — still appropriate for age?
ANNUALLY Full system review. What worked, what didn't.
(2 hours) Adjust position sizing if account has grown.

The Compounding Illusion

Compounding is the most powerful force in investing, but it has a perverse
quality: it’s almost invisible in the early years and overwhelming in the
later years. This creates a psychological trap.

In years 1-5, your portfolio barely moves. You’re contributing £500 a
month and your investment returns are adding maybe £2,000-3,000 a year.
It feels pointless. “I’m saving all this money and the returns are nothing.”
People quit at this stage. They think they’re doing something wrong
because the numbers aren’t impressive yet.

In years 5-15, the returns start to catch up to the contributions. Your
portfolio is now generating noticeable investment income. You cross the
tipping point we discussed in Chapter 19 — where your money is making
more than you’re contributing. This is where conviction builds.

In years 15-30, the returns absolutely dwarf the contributions. The
portfolio is doubling every 6-8 years. A single good year might add more
to your wealth than five years of salary. This is where the magic happens.
But you only get here if you didn’t quit in the first five years when the
numbers felt underwhelming.
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The lesson is simply that the early years are the hardest psychologically
because they’re the least rewarding financially. But they’re also the most
important, because every pound invested in years 1-5 has the most time to
compound. Quitting early doesn’t just lose you five years of returns — it
loses you the compounding on those returns for the next twenty-five years.
Let me make this concrete. Two people start investing £500 per month at
age 25, earning 10% annually. Person A gets frustrated after three years
because his portfolio is only £22,000 and the returns feel like pocket
change. He stops contributing but leaves the money invested. Person B
keeps going. At age 55, Person A’s untouched £22,000 has grown to
roughly £290,000 — respectable, but he contributed nothing for
twenty-seven years. Person B, who kept going through the boring early
years, has £1.1 million. The gap — over £800,000 — was created entirely
by the decision to stop contributing when it felt pointless. Person A will
tell you he “tried investing and it didn’t really work.” Person B will tell
you nothing, because he’s too busy living off his portfolio.

What to Do When You’re Tempted to Act

When the urge to “do something” strikes — and it will, repeatedly, for
decades — run through this checklist before touching your portfolio:

1. Has my macro regime changed? If not, no action needed.

2. Have the fundamentals of any holdings deteriorated? If not, no action
needed.

3. Has the long-term trend of any holdings broken? If not, no action
needed.

4. Has my grade on any holding dropped? If not, no action needed.

5. Am I feeling an emotion (fear, boredom, excitement, regret)? If yes,
that’s the emotion talking, not the data. Close the app. Come back in a
week.

If you ran through all five questions and the answer to every one is “no,”
the correct action is no action. The most powerful move in long-term
investing is often doing nothing at all.

225



CHAPTER 25

Filtering the Noise

*

There is more financial information available today than at any point in
human history. There are 24-hour financial news channels, thousands of
investing podcasts, millions of social media accounts offering “trade
ideas,” and an endless stream of economic data, earnings reports, analyst
upgrades, analyst downgrades, rumours, leaks, and hot takes. Every single
piece of this information is competing for your attention and trying to
make you feel like you need to act.

Most of it is noise. And most of it will make you poorer if you listen to it.
This chapter is about building a filter — a systematic way to separate the

signal from the noise, so you can make decisions based on what actually
matters rather than what’s loudest.

The Financial Media Business Model

Let’s start with something most people don’t think about: how financial
media makes money.

Financial television, financial news websites, and most financial podcasts
make money from advertising. Their advertisers are financial companies
— brokers, fund managers, fintech platforms, and the very companies
whose stocks the shows discuss. This creates a fundamental conflict of
interest that’s rarely acknowledged.

The business model requires eyeballs. Eyeballs require engagement.
Engagement requires drama. So everything becomes urgent. Every market
move is “breaking news.” Every pullback is a potential crash. Every rally
is a bubble. Every data release is market-moving. The language is
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designed to keep you watching, clicking, and worrying — because worried
people don’t change the channel.

Think about what financial TV actually looks like. A panel of four
“experts” arguing about whether the market will go up or down this week.
Flashing red and green tickers. “BREAKING” chyrons for data that was
scheduled six months ago. Countdown clocks to the market open as if it’s
New Year’s Eve. It’s entertainment designed to look like information. And
it’s extraordinarily effective at making people overtrade.

I’ll be blunt: if financial television actually helped people make money,
everyone who watched it would be rich. They’re not. The people getting
rich are the ones selling advertising during the broadcast.

The Analyst Conflict

Wall Street analysts are another source of noise that people treat as signal.
An analyst at a major bank upgrades a stock to “buy” and the financial
press reports it as news. But think about the incentives.

The analyst works for a bank. That bank has an investment banking
division that earns fees from the companies the analyst covers. A negative
analyst report can damage the relationship between the bank and the
company. An overly negative analyst can find themselves excluded from
management meetings, earnings calls, and deal flow. The incentives
systematically push analyst opinions toward “buy” rather than “sell.”

The data bears this out. At any given time, roughly 55% of analyst ratings
are “buy,” 40% are “hold,” and only about 5% are “sell.” Read that again:
out of every twenty analyst ratings, only one says sell. That’s not a
distribution that reflects reality. That’s a distribution that reflects
incentives. When an analyst does issue a “sell” rating, it often comes so
late that the damage is already done — the price has already fallen 30-50%
before the analyst acknowledges what the market figured out months
earlier.

This doesn’t mean all analysts are useless. Some produce genuinely
insightful research. But the rating itself — buy, hold, sell — is closer to
marketing than analysis. If you want to use analyst research, read the
actual report for the data and reasoning. Ignore the rating.
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The pattern repeats like clockwork. A stock peaks. It starts declining.
Analysts maintain their “buy” rating for weeks, sometimes months. It
drops 20%. They downgrade to “hold.” It drops 40%. They finally
downgrade to “sell.” By the time the “sell” comes out, anyone who
listened to the “buy” rating at the top has already lost half their money.
The price told you to get out months before the analyst did. The price
always tells you first. This is why price is primary — it’s the one signal
that can’t be compromised by incentives, politics, or career risk.

Social Media: The Amplifier

Social media has done something unprecedented to financial markets: it’s
given everyone a megaphone. Some of those megaphones belong to
brilliant, experienced traders with decades of track record. Most of them
belong to people with no track record at all.

The problem is that on social media, confidence looks identical to
competence. The person posting their “portfolio gains” might be showing
you one winning position out of fifteen losers. The person with 500,000
followers giving “trade ideas” might have never managed real money. The
person showing you their “luxury lifestyle funded by trading” might be
funded by selling you a course about how to fund your luxury lifestyle by
trading.

There’s a simple test for any financial content creator: do they have
audited, verified returns? Not screenshots. Not self-reported numbers.
Independently audited, third-party verified results. If the answer is no,
everything they say should be treated as entertainment, not education.
Here’s how the pipeline works, because once you see it, you can’t unsee it.
Someone makes money in a bull market — not because they’re skilled, but
because everything went up. They post gains on social media. Followers
accumulate. They launch a course teaching their “method.” The course
costs £2,000. They sell 500 copies. That’s £1 million in revenue — more
than they ever made trading. So they stop trading and focus on selling the
course. But to sell the course, they need to maintain the image of a
successful trader. So they post more screenshots, more lifestyle content,
more urgency. “Only 10 spots left!” The people who buy the course try the
method. The bull market ends. They lose money. The course seller has
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already moved on to the next product. Follow the money. Always follow
the money.

The other danger of social media is the herd effect. When a stock or crypto
starts trending, thousands of people pile in simultaneously, creating the
illusion of a move based on fundamentals when it’s actually a move based
on attention. These attention-driven spikes reverse violently when the
attention shifts elsewhere — which it always does, usually within days.
The people who bought the hype become exit liquidity for the people who
created it.

The mechanics are brutal if you’re on the wrong side. An asset gets
attention on social media. Early buyers push the price up 40% in three
days. More people see the gains and pile in. The price spikes another 30%
in two days. Everyone is posting screenshots. It feels like free money.
Then the early buyers — the ones who got in before the social media wave
— start selling into the buying frenzy. Volume stays high but the price
stalls. The latecomers don’t notice because they’re too busy congratulating
themselves. Then attention shifts to something else. Volume drops. The
price falls 50% in a week. The people who bought near the top are
underwater, holding bags they can’t sell without crystallising massive
losses. The early buyers are long gone with their profits. This pattern has
repeated hundreds of times. It will repeat hundreds more. Don’t be exit
liquidity.

The Four-Question Filter

When you encounter any piece of financial information — a news
headline, an analyst opinion, a social media post, a friend’s tip, an article
— run it through these four questions before allowing it to influence your
decisions:

If a piece of information doesn’t change the regime, doesn’t change the
grade, and doesn’t change the trend, it is definitionally irrelevant to your
process. It might be interesting. It might be true. But it has no bearing on
what you should do with your money. And “interesting but irrelevant”
information is the most dangerous kind, because it tempts you to act when
the correct action is to sit still.
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The War Story of the News Trader

Meet Mrs. Breaking News. She’d built a solid long-term allocation —
broad index fund core, a few concentrated high-conviction positions,
proper lifecycle leverage for her age. She was up 22% in eighteen months.

Then she started watching financial television every morning. She’d read
three or four news sites before work. She joined several trading groups on
social media. Within weeks, her behaviour changed completely. She sold
her best position — an energy stock that had been in a perfect uptrend for
a year — because an analyst on TV said oil was “due for a correction.”
She bought a biotech stock because someone on social media posted a
screenshot of a 200% gain. She shifted her entire allocation from equities
to bonds because a podcast host predicted a recession within six months.

The recession didn’t happen. The energy stock continued climbing another
35% over the next year without her. The biotech dropped 45%. Her bond
allocation earned 3% while the equity market returned 18%. By the time
she recognised what had happened, her 22% lead had become a 4% deficit
against the index. Eighteen months of solid process — destroyed in ten
weeks of consuming noise.

When I asked her what changed, she said something that stuck with me: “I
started listening to people who sounded smarter than my process.” Nobody
sounds smarter than a confident analyst on live television. But confidence
is not competence, and volume is not insight.

The News Cycle vs Your Time Horizon

Here’s the fundamental mismatch: the news cycle operates on a 24-hour
timeframe. Your investing time horizon operates on a multi-year to
multi-decade timeframe. These two timeframes are almost perfectly
misaligned.

A headline that dominates the news for three days has approximately zero
impact on a thirty-year investment. A geopolitical event that causes a 5%
market dip in a week is a footnote in a chart that shows twenty years of
upward progress. An economic data release that misses expectations by
0.1% is meaningless to anyone who isn’t day-trading.
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Yet people consistently react to short-term news as if it has long-term
consequences. They sell their long-term positions because of a headline.
They delay investing because of uncertainty. They abandon their lifecycle
allocation because of a single quarter’s performance.

The antidote is to always ask: “Will this matter in five years?” If the
answer is no — and it almost always is — it shouldn’t change your
behaviour today.

Building Your Information Diet

Just as you manage your physical diet for health, you should manage your
information diet for financial health. Here’s what I recommend:

Check the macro regime once a month. That’s sufficient to stay aware of
whether growth and inflation direction have changed. If the regime hasn’t
changed, nothing else matters.

Review your portfolio quarterly. Check grades, trends, and fundamentals
four times a year. Rebalance if your lifecycle allocation has drifted
significantly.

Read one serious economic summary per week. Not daily financial news.
One weekly summary of actual economic data — GDP trends,
employment, inflation — from a source that presents data rather than
opinions.

Avoid financial television entirely. The signal-to-noise ratio is too low. If
something genuinely market-moving happens, you’ll hear about it
anyway.
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Curate your social media ruthlessly. Unfollow anyone who doesn’t have
audited returns. Unfollow anyone whose content makes you feel urgency.
Unfollow anyone selling a course. Your feed should contain data and
thoughtful analysis, not entertainment disguised as advice.

The goal is to consume the minimum amount of information necessary to
maintain your process and no more. Every additional piece of information
beyond that minimum is a potential source of bad decisions. Less is
genuinely more.

Your Process Is Your Armour

Here’s the beautiful thing about having a complete process: when you
have one, you don’t need anyone else’s opinion.

You don’t need an analyst to tell you whether to buy or sell — your grade
tells you. You don’t need a news anchor to tell you whether to worry —
your regime tells you. Your three pillars replace opinion with process,
noise with signal, and emotion with rules. That’s where real financial
freedom begins — when your decisions stop being influenced by anyone
other than your system.
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Your Playbook

*

You’ve read the book. You understand the macro regimes. You can grade
an asset from A to E. You know how to execute, how to size, when to
enter, and when to exit. You understand the three pillars of long-term
investing, the lifecycle framework for age-appropriate allocation, how
LEAPS work, when to concentrate and when to diversify. You know the
psychology of trading, the psychology of investing, and how to filter the
noise.

None of it matters until you do something with it.

I want to tell you about two traders who read the same book, learned the
same framework, and attended the same workshops. Same starting capital.
Same age. Same market conditions. After two years, one was up 47%. The
other was down 12%. The difference had nothing to do with intelligence,
talent, or luck. The first trader had written down her rules in a notebook on
day one. Entry criteria. Exit criteria. Position sizing by grade. Review
schedule. When she felt emotion, she opened the notebook. The rules
decided, not her feelings. The second trader understood the system
intellectually but never wrote anything down. He traded from memory and
instinct. When a drawdown hit, he had nothing to anchor to. He deviated.
He overrode his own process. He told himself he was being “flexible” and
“adapting,” but what he was really doing was letting emotion drive and
calling it discretion. The notebook was the entire difference. Not the
knowledge. The commitment to writing it down and following it.

This final chapter is about turning knowledge into action. Specifically, it’s
about building your personal playbook — the written rules, checklists, and
commitments that will guide your behaviour when emotion is screaming at
you to deviate from the plan.

233



VECTOR RIDGE

Write Down Your Rules

Your Review Schedule

Activity Frequency Time
Check signals & update orders Daily 4-6 minutes
Scan for new setups Daily 5-10 minutes
Macro regime assessment Monthly 30 minutes
Portfolio review & rebalance Quarterly 1 hour
Lifecycle allocation check Annually 30 minutes

I mean this literally. Open a document or get a notebook. Write the
following:

1. My Macro Regime Assessment

Which of the four regimes are we currently in? What data tells you this?
What does the regime say about which asset classes, sectors, and style
factors to favour?

Update this monthly. One paragraph is enough. Date it. Keep all of them
so you can see how regimes evolve.

2. My Grade Criteria

What specifically makes an asset Grade A for you? Both conditions must
be met: mathematical signal confirmation AND macro regime support.
Write it out in your own words. If you can’t articulate what makes
something Grade A, you’re not ready to trade it.

3. My Position Sizing Rules

How much of your total capital goes into a Grade A trade? A Grade B?
What’s your maximum single-position size? What’s your maximum total
exposure? Write the exact percentages. No ambiguity.
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A rule like “I’ll size it appropriately” is worthless. A rule like “Grade A
gets 15-25% of trading capital, built over 2-3 days, never exceeding 30%
of total portfolio” is actionable.

4. My EXxit Rules

For Grade A trades: exit on trend break or grade downgrade. For Grade B
and below: hard stop at [your specific level] set before entry. After a loss:
walk away for 24 hours, no exceptions.

Write this in advance so that when you’re emotional and tempted to
deviate, you have something written by your rational self to follow.
Future-you, in the middle of a drawdown, will thank present-you for
writing these down.

5. My Lifecycle Allocation

Based on your age, write down your target allocation: equity exposure
percentage, leverage level (if any), bond/cash percentage. Review annually
or when major life changes occur. This is your strategic backbone — the
part that should barely change from quarter to quarter.

6. My Review Schedule

How often do you check each component? Here’s a suggested framework:
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Your Implementation Timeline

YOUR IMPLEMENTATION TIMELINE

Don't rush. The market will wait.

MONTH 1 Foundation

Observe. Learn the regime. Watch trends.

Apply grades. Paper trade. Set entries/exits.

MONTH 3 Live (small)

Grade A only. Small positions. Follow rules.

MONTH 4-6 Build

Increase sizing. Lifecycle allocation. Al tools.

I MONTH 2 Framework

< 2 hrs/month. Process handles the rest.

I MONTH 6+ Running

Don’t try to implement everything at once. That’s a recipe for overwhelm
and paralysis. Here’s a phased approach:

Month 1: Foundation

Understand price is primary. Start watching the trend of whatever you’re
already invested in. Learn which macro regime we’re in right now. Follow
growth and inflation data. Read one weekly economic summary.

Don’t trade yet. Just observe. The market has been here for centuries. It’ll
wait for you.

Month 2: Framework

Start applying the Grade System. Identify which assets look like Grade A
candidates. Paper trade — set your entries and exits each morning and
track whether they would have been profitable. Write in your journal every
day, even when you haven’t placed a trade.

This is where most people get impatient and skip ahead to live trading.
Don’t. Paper trading costs nothing and teaches everything. The lessons
you learn with fake money are identical to the ones you’d learn with real
money, except they’re free.
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Month 3: Live (Small)

Go live with small positions. Trade Grade A only. Follow your written
rules exactly. If there’s no Grade A setup, trade nothing. This will feel
frustrating. That frustration is the market testing whether you have
discipline. Pass the test.

Review your journal weekly. Are you following your rules? If yes, the
results will take care of themselves over time. If no, find out why and fix it
before sizing up.

Month 4-6: Build

Gradually increase sizing as your confidence and consistency grow. Start
looking at your lifecycle allocation seriously. Set up your core long-term
portfolio using the three pillars. Begin implementing the broad index +
leverage + bonds framework appropriate to your age.

By month six, you should have both a trading process (signals, grades,
daily execution) and an investing process (lifecycle allocation,
concentrated  long-term  holdings, quarterly review) running
simultaneously. The trading generates short-to-medium term returns. The
investing compounds wealth over decades. Together, they’re a complete
system.

What This Looks Like in Real Life

Let me paint a picture of what your life looks like once this system is
running properly, because it’s probably very different from what you
imagine.

Monday morning. You wake up, check the day’s signals over coffee. Two
assets have entry levels. Both are Grade B. You do nothing, because
you’re only trading Grade A right now. Total time: four minutes.
Wednesday. A commodity gets upgraded to Grade A. The macro regime
supports it — growth accelerating, inflation rising, classic Regime 2. You
set a buy limit at the entry level. It fills during the session. You set the exit.
Total time: six minutes.

Friday. You update the exit level with the new daily signal. The position is
up 1.2%. You don’t check anything else. Total time: two minutes.
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End of month. You spend thirty minutes reviewing the macro regime.
Growth still accelerating. Inflation still rising. Regime 2 holding. No
changes to long-term portfolio needed. You review your journal — two
trades this month, one win, one still open. Both followed the process. You
close the notebook.

End of quarter. You spend one hour reviewing your long-term positions
against the three pillars. All still in uptrends, all fundamentally sound, all
macro-supported. You check your lifecycle allocation — still appropriate
for your age. You rebalance slightly. Done.

That’s it. In an average month, you spend less than two hours on your
finances. The rest of the time, you live your life. You’re not glued to
screens. You're not anxious about headlines. You’re not arguing with
strangers on the internet about whether the market is going up or down.
You have a process. The process runs. You execute it with minimal time
and zero drama.

The lifecycle framework is running silently in the background the entire
time. Your long-term allocation is leveraged appropriately for your age —
more exposure when young, gradually reducing as your portfolio grows.
Your LEAPS positions, if you’re using them, are rolling on schedule. Your
core index position is accumulating via automatic monthly contributions.
The compounding machine is running whether you’re watching it or not.
That’s the whole point.
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The Quick-Reference Checklist
QUICK-REFERENCE CHECKLIST

Before every trade

‘What regime are we in?
Growth + inflation direction

‘What grade is this trade?
A = full size. B = reduced. C = tiny. D/E = skip.

Does the trend support it?
Higher highs, higher lows. Above 200-day MA.

‘What is my entry level?
Set by the algorithm. Not by your gut.

‘What is my exit level?
Set before you enter. Updated daily

How much am I risking?
Max 1-2% of capital on any single trade

Am I building incrementally?
50% Day 1, add 25% on confirmation.

‘What triggers a full exit?
Grade drop, trend break, or regime change.

Have I written this down?
If it's not in your journal, it doesn't count.

Tear this out. Laminate it. Put it next to your screen. Tattoo it on your
forearm if that’s what it takes.

The Compounding Effect of Good Decisions

I want to leave you with one final thought, because it ties everything in
this book together.

You don’t need to be brilliant. You don’t need to predict the future. You
don’t need to find the next ten-bagger or catch the exact bottom of a crash.
You just need to make slightly better decisions than average, consistently,
over a long period of time.

If you protect your capital when others are reckless, you start from a
higher base. If you invest with the macro regime rather than against it, you
tilt the odds in your favour. If you concentrate in Grade A setups rather
than diluting across mediocre ones, your winners move the needle. If you
start early and let the lifecycle framework maximise your compounding
years, time becomes your greatest ally. If you filter the noise and stick to
your process when everyone else is panicking, you capture the returns that
their panic created.
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None of these edges is dramatic on its own. Each one gives you maybe
2-3% per year over what the average investor achieves. But stacked
together and compounded over twenty or thirty years, the cumulative
effect is transformational.

The difference between the average investor’s 6% per year and a
disciplined, process-driven investor’s 10% per year is this: over thirty
years, £100,000 at 6% becomes £574,000. At 10%, it becomes
£1,744,000. Same starting capital. Same markets. Three times the wealth.
The gap is entirely explained by process, discipline, and patience.

That’s what this book has given you. Not a secret. Not a shortcut. A
process.

And here’s the part that keeps me up at night in the best possible way: the
lifecycle investing framework means the earlier you start this process, the
more dramatically the maths works in your favour. A 25-year-old reading
this book and implementing the lifecycle approach with moderate leverage
has a mathematical advantage that a 45-year-old starting fresh simply
cannot replicate, regardless of income or intelligence. Time is the one edge
you can never buy back once it’s gone. If you’re young and you’re reading
this, you’re holding the most valuable asset in finance. Start now. Not next
month. Not next year. Now.

And if you’re not young, it still applies. The best time to start was twenty
years ago. The second-best time is today. The lifecycle framework adapts
to every age. Your allocation will be different from a 25-year-old’s, but
the principles are identical: know your regime, grade your conviction,
execute with discipline, and let time compound your decisions.

Now go build your playbook. The market is waiting.

If you want to see these ideas applied in real time with real money, that’s
what I do at Vector Ridge (vector-ridge.com). Live research, signals, and
analysis across forex, futures, equities, and crypto.
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15min @

5min @

Omin @

15 min @

30 min @

THE DAILY WORKFLOW

Algorithm + human judgment in practice
EVENING

Screener runs after market close.
Review flagged setups. Check macro.
Shortlist Grade A candidates.

MORNING

Check risk dashboard. Update exits.
New Grade A entry? Place buy order.
Confirm all grades unchanged.

DURING DAY

Swing traders: nothing.
Orders are set. Go live your life.
No screen-watching required.

WEEKLY

Journal review. Grade accuracy check.
Did you follow your rules?
Refine screener if needed.

MONTHLY

Macro regime reassessment.
Growth + inflation direction.
Update sector preferences.

Total daily time commitment: 20 minutes or less

YOUR PLAYBOOK

Disclaimer: This book is educational only — not financial advice. Always
do your own research, trade and invest only what you can afford to lose,
and consider professional guidance.
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