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01

A book about attitudes, written in 1990

Mark Douglas traded, lost a great deal early, and then spent most of his working life on the
guestion of why people who know what to do fail to do it. The Disciplined Trader is the first of
the two books that came out of that, and its claim is easy to state and unusually hard to
accept: the difficulty of trading is not that the market is complicated. It is that the market has
almost no structure, and a person with nothing to push against will supply the missing

structure out of themselves.

A structured job The market
The work does. A task arrives and You do, continuously, with
Who decides when you act you begin. nothing prompting you.
A bounded amount, usually Whatever you allow, which has no
What a mistake costs recoverable. natural limit.

An ordinary job against the screen, on the two things that matter here. The left column is not easier — it is
bounded, and being bounded is what lets an ordinary person behave well in it without thinking about

behaviour at all.

Consider what an ordinary job supplies without being asked. The work decides when you
start, because a task arrives. It decides when you stop, because the task ends. It bounds your
mistakes, because a process catches most of them and the ones it misses cost a known
amount. A person of average discipline behaves well inside that arrangement without ever

thinking about discipline.

Remove all of it and you have the screen. Nothing tells you to begin. Nothing tells you to
stop. Nothing bounds the error. The book's argument is that this is not a smaller version of a
normal job's difficulty but a different kind of difficulty, and that method — which is what

almost everyone goes looking for — does not touch it.
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This is a summary. The book is The Disciplined Trader: Developing Winning Attitudes by Mark
Douglas (New York Institute of Finance, 1990); the sentences, the figures and the examples in

this document are ours, and the last section says where to find the original.

02

The five things that are missing

The middle of the book is a description of the trading environment, and it is worth having as

a list before anything is done with it. Each item is a thing the environment does not provide.

The feature What it removes

The market is always right any use in being correct about it

Gain and loss have no ceiling the limit that keeps ordinary risk survivable
Price moves without beginning or end the moment that tells you to act

The environment has no structure the rules that would otherwise decide for you
Reasons are irrelevant the explanation that would let you learn from it

The five features of the trading environment the book builds on, and what each one removes. Read the right-

hand column as a list of things every other job supplies for free and this one does not.

Read the right-hand column on its own and the effect is cumulative. There is no use in being
correct; there is no ceiling that makes an error survivable; there is no moment that tells you
to act; there are no rules to fall back on; and there is no explanation to learn from. Every one

of those is supplied for free by almost any other environment a person has worked in.
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An assembily line the process decides almost everything
A salaried profession judgement inside firm limits
Running a business wide latitude, hard external checks

A trading screen _ nothing external decides anything

Schematic of the book's least intuitive claim: the difficulty scales with freedom rather than with complexity.

Each bar is how much of the outcome is decided by the person rather than by the environment.

That figure is the book's least intuitive claim drawn out. Difficulty here does not scale with
how complicated the thing is; it scales with how much of the outcome is left to the person.
An assembly line is not easy because the work is simple — it is easy because the process
decides. A screen decides nothing at all, which is why it is hard for people who are extremely

capable elsewhere.

The five features are taken one at a time in the sections that follow. They are not
independent — each makes the others worse — but they fail in different ways and are worth

separating before they are combined.

03

The market is always right

This is the most quoted line in the book and the most often flattened. It is usually repeated
as advice about humility. It is not advice at all; it is a statement about where price comes

from.

Trading Papers - Book Summaries 6



“iTradlng Papers THE DISCIPLINED TRADER

What it means What it is taken to mean
Price is whatever the last trade was. The market knows something and you
About price There is no truer number behind it. should defer to it.
Your analysis was a private expectation You should feel humble, and doubt
About you the market never received. yourself more.

What the phrase the market is always right does and does not mean. The right-hand column is how it is usually
repeated, and read that way it becomes a slogan about humility rather than a statement about where price

comes from.

Price is the last transaction. There is no truer number sitting behind it that the market is
approximating, and no committee that will later confirm your view was correct. When your
analysis and the price disagree, nothing has happened except that you held a private

expectation the market was never told about and had no way to honour.

Read as humility, the line makes you doubt yourself, which is useless and mostly harmful.
Read as description, it does something more specific: it removes being right from the list of

things that pay.

Right about Worth Because

Direction over a year nothing, by itself the position was closed in March
The reason for the move nothing the reason is not in the price

The level, eventually nothing eventually is not a stop distance

Size, given the distance everything it is the only one the account records

Four things a trader can be right about, and what each is worth. Only the last pays, and it is the only one

nobody boasts of.

Work down that table. You can be right about direction over a year and closed out in March.
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You can be right about the reason and lose, because the reason is not in the price. You can
be right about the level and lose, because eventually is not a stop distance. The only row the

account records is the last one — and it is not an opinion about the market at all.

04

Nothing caps the mistake

The second feature is easy to nod at and hard to feel: gain and loss have no natural limit here.
Ordinary life is full of bounded errors, and a mind formed by bounded errors carries habits

that are actively dangerous once the bound is gone.

The thought Sensible when Ruinous when

It will come back the downside is capped there is no cap

I will add to it a limit stops you nothing stops you

I will let it run the upside is defined the upside is undefined and reverses
| can make it back the loss is small the arithmetic has already turned

What happens to a decision when the ceiling is removed. Each row is a thought that is sensible in a bounded

environment and destructive in one without a floor or a lid.

Every thought in the left column is reasonable somewhere. It will come back is reasonable
when the downside is capped. | will add is reasonable when a limit stops you before it
matters. | can make it back is reasonable when the loss is small enough that the arithmetic is
still symmetrical. None of these conditions holds on a screen, and none of the thoughts

announces that it has left the environment it was formed in.

The book's response is not to become braver but to install the cap yourself, before the
position exists — which is where this connects to everything else in the library. A loss decided
in advance is the missing bound, put back by hand. It is not a risk-mmanagement technique
bolted on afterwards; in Douglas's argument it is the thing that makes the environment

survivable enough to learn in.
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No beginning, no end

The third feature sounds like a technicality and produces more bad entries than anything

else in the book.

Price is quoted No quote is A move isnamed The name is chosen So the entry
continuously while labelled as the after it has by the person moment is
the market is open start of anything already happened looking at it manufactured,

never received

Why a move never announces itself. Each step is true of every chart at every moment, and together they mean

the beginning and the end of a move exist only after somebody draws them.

Price is quoted continuously and no quote is labelled. A move has a beginning and an end
only after somebody draws them, and the person drawing them is looking backwards. This is

why a chart from last week is so much clearer than the same chart on the day: the clarity is

not in the data, it is in knowing what followed.

During Afterwards
Noise that may or may not A clean trend with an obvious
What the move looks like i entry.
A reason to doubt the whole The pullback that was the
What the pause looks like . opportunity.

The same chart read at two moments. Nothing in the data changed between them; only the position of the

reader in time did, and that is the whole difference between a setup and a story.
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The consequence is that the moment to act is never delivered to you. It has to be
manufactured — by a rule, decided in advance, that converts an unlabelled stream into a yes
or a no. Without one, the decision falls back on how the chart feels, and how a chart feels is

the subject of a later section.

The same applies at the other end. Nothing tells you a move has finished, so an exit is also
manufactured. A trader who has built an entry rule and left the exit to judgement has
structured half a decision and left the more expensive half in the environment that has no

structure.

06

Reasons are irrelevant

The fourth feature is the one readers argue with. It seems to say that analysis is worthless,

and it does not.

The reason What it explains What it predicts

The rate decision why the day was volatile nothing about the next hour
The earnings figure why the gap happened nothing about the close

The technical pattern why you took the trade nothing on its own

The story afterwards how you felt about it nothing whatever

Reasons, and what they are for. Every row is true and none of them belongs in the decision to enter, which is
the book's point rather than a dismissal of analysis.

The claim is narrower and stranger: the reason a price moved is not part of the price and
cannot be recovered from it. A tick tells you a transaction occurred at a number. It does not
carry the motive of either party, and the aggregate of a day's ticks does not carry a motive

either, however confidently one is supplied afterwards.

This matters practically because reasons feel like evidence at exactly the moment when

evidence is needed. A position going against you produces an explanation almost
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automatically — the market is wrong, the news was misread, this is a shakeout — and every
one of those explanations argues for staying. The explanation is generated by the position,

not by the market.

None of this makes analysis pointless. It makes analysis a way of deciding what your rules
should be, rather than a running commentary that can override them while a trade is open.
The book's line is that the moment reasons enter an open position, they are working for the

part of you that does not want to take the loss.

07

Where the pain comes from

Halfway through, the book turns from the environment to the person, and the hinge is a
single asymmetry: a loss hurts more than an equal gain pleases. Everything else follows from

that and from a mind's ordinary attempt to avoid the hurt.

starts as A loss hurts more than an equivalent gain pleases.
So the losing position is left alone and the winning one is closed.
@® The average loss grows and the average gain shrinks.
The record worsens, which makes the next loss hurt more.

ends as A trader who cannot look at the screen, and a method that never failed.

How avoiding pain becomes the thing that produces it, in the order the book describes. Nothing here requires

a character flaw — each step is the ordinary response of a mind protecting itself.

The ladder is worth reading twice, because no rung on it requires a character flaw. Each is
the reasonable behaviour of a system trying not to feel something. Closing a winner early
stops the good feeling from being taken away. Leaving a loser open keeps the loss

unrealised, and an unrealised loss is not yet a loss in the only place that hurts.
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The method, followed what the rules would have produce

Winners cut early closing to feel the gain

Losers held on - not closing to avoid the loss
Both, together - the ordinary retail curve

Schematic of what pain avoidance does to a method with a genuine edge. The rules never changed; only the

moments at which they were obeyed did, and the difference between the first and last bar is the entire career.

The arithmetic of that figure is the part people underestimate. The rules did not change
between the first bar and the last. The method still has whatever edge it had. All that
changed is when the rules were obeyed — early on the winners, never on the losers — and

that alone is enough to turn a positive expectation negative.

It is also self-reinforcing, which is why the book treats it as the central problem rather than
one problem among several. A worsening record makes the next loss hurt more, and a loss
that hurts more is avoided harder. Nothing in the process ever produces the information

that would correct it, because the method is never actually tested.

08

What you bring to the screen

The most original part of the book is also the hardest to accept, because it denies something

that feels immediate: that you are simply seeing what is on the chart.
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After three winners After three losses
Obvious. You are surprised others Marginal. You wait for one more
The same setup looks cannot see it. confirmation.
Like an invitation to add. Like the beginning of the

The same pullback feels reversal you feared.

The book's central mechanism: what reaches you from the screen has already been filtered by what you carry to

it. Both columns describe the same candle, and the difference is not in the candle.

Douglas's claim is that what reaches you has already been filtered — by what you believe,
what you remember, and what happened to you most recently — and that the filtering is
invisible from the inside. The same candle after three winners and after three losses is not
experienced as the same candle. It is not that you evaluate it differently; you see a different

thing.

If that is true, then the search for a clearer chart or a better indicator is aimed at the wrong
end of the problem. Sharpening the input does nothing if the distortion is applied
afterwards, and a trader whose reading of a setup depends on their last three results does

not yet have a method, whatever is written down.

The belief How it shows up What it costs

A loss means | was wrong holding, to avoid being wrong the stop, and then the plan
| must not miss this entering before the trigger a worse price on every trade
| am owed a recovery sizing up after a bad day the day after the bad day
Being right is the job arguing with the position the ability to be flat

Four beliefs that operate below the level of a plan, and the behaviour each one produces without ever being
stated. They are not opinions about markets; they are opinions about yourself, arriving as market judgements.
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The beliefs in that table are worth naming precisely because they are never stated. A loss
means | was wrong is not a view about markets; it is a view about yourself that arrives
dressed as a view about markets, and it produces holding. | must not miss this produces
early entries and a worse average price on every trade taken. Neither will appear in a trading

plan, and both will appear in the record.

09

The stages, and where people stop

The book describes the path as a sequence rather than an accumulation of knowledge, and

its usefulness is mostly in telling you which problem you actually have.

first Learning what the instrument is and how to place an order.
@ Learning a method, and discovering it is not the problem.
Learning to do what the method says on a day you do not want to.

last Trading without needing the next trade to work.

The progression the book lays out, compressed into four rungs. Most people spend years on the second and

describe it as a search for a better method.

The second rung is where nearly everyone stops, and the reason it holds people is that it
disguises itself. A trader on it is working hard, reading, testing, changing. What they are not
doing is executing one method long enough to find out whether it works, because each
poor stretch is read as evidence that the method is wrong rather than that the stretch was

ordinary.

The third rung is the one the title is about, and it is smaller than it sounds. It is not courage or
conviction. It is doing what was written on a day you do not want to — after two losses, in the

last hour, when the setup is the one you dislike — because the alternative is having no record

of anything.

The fourth is stated modestly and is the real destination: trading without needing the next

trade to work. A trader who needs it will size it wrong, hold it too long and close it too early,
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and each of those is a decision the need makes rather than the plan.

10

Turning it into Monday

A book about attitudes has an obvious failure mode, which is to leave the reader with a

feeling and nothing to do. The practical core is short and worth stating as actions.

Supply the Decide the loss Take the trade the Record what you Change the rules
structure the before the entry, rules produce, did, not what you  on evidence, never
market does not: and make it including the ones meant to do on the last result
written rules survivable you dislike

The book's practical core, written as five things a person actually does. None of them is about markets and all of
them are about the environment having no structure of its own.

Every step is a response to the environment having no structure. Written rules supply the
rules the market does not. A loss decided before the entry supplies the ceiling. Taking the
trades you dislike is what makes the record a record of the method rather than of your
mood. Recording what you did rather than what you meant to do supplies the feedback the
market withholds. Changing rules on evidence rather than on the last result stops the

environment from rewriting your method for you.
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The book asks for It is usually read as

Rules written before the session having a positive mindset

A loss sized so it changes nothing being comfortable with losses
Entering when the rule fires being decisive

A record that includes what you skipped journalling your feelings

No rule change on the day it hurt staying disciplined

What the argument asks of a person on an ordinary Monday, against what it is usually reduced to. The right

column is a mood; the left is a set of actions with times attached.

That table exists because this book is misquoted more than most. Each line on the right is
how the argument is usually repeated, and each is a mood rather than an action. Being
comfortable with losses is not a thing you can do on Monday. Sizing a loss so that it changes
nothing is, and it produces the comfort as a side effect rather than requiring it as a

precondition.

11

What has aged, and what has not

It is a book from 1990 and it shows in places. Worth knowing before you open it, and worth

not overstating.
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Aged Not aged

Pit-era examples, and open outcry The description of an unstructured environment
No electronic execution or algorithms Why avoiding a loss creates a larger one

Little on costs, spread or slippage The claim that perception is supplied by the reader
Repetitive in places The order of the stages, which still holds

What has aged in a book written in 1990, and what has not. The left column is worth knowing before reading it;
the right is why it is still read.

The examples come from a market with a floor in it. There is nothing on electronic execution,
nothing on algorithmic participation, and very little on costs — which is a real gap, because
spread and slippage decide more retail outcomes than psychology does in the first year. The

prose is also repetitive; the same point is often made three times.

What has not aged is the description of the environment, and the description is the book. No
amount of electronic execution has given price a beginning or an end, put a ceiling on a loss,
or supplied a rule about when to act. The mechanism by which avoiding a loss produces a
larger one is unchanged, and so is the observation that a trader's reading of a chart moves

with their recent results.

One thing to hold lightly. The book is confident about how minds work in a way that a book
written now would hedge, and some of its mechanics are best read as a working model
rather than as established psychology. That does not damage the practical part, which

stands on the environment rather than on the theory of mind.

12

What to do with it

Two readers get very different things out of this book, and it is worth knowing which one you

are before starting.

If you have no method yet, it will not give you one and may convince you that you do not
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need one. That is a misreading, but a commmon one: the argument that method is not the
hard part assumes a method exists to be executed. Read it second, after something that tells

you what a rule looks like.

If you have a method and cannot follow it — you know the setup, you have the plan, and you
keep doing something else — this is the book written for that exact condition, and there are
not many. It will not fix it in a reading. What it does is remove the explanation you have been

using, which is usually that you need a better method.

Term As used in this paper

Unstructured An environment that supplies no rule about when to act.

Pain avoidance Acting to prevent a bad feeling rather than to follow a rule.
Perception What reaches you from the screen after your beliefs have filtered it.
Discipline Doing what was written, on a day you would rather not.

Edge A stated reason the odds are uneven, supported by a record.

R One unit of planned risk: the distance from entry to stop.

The terms this summary uses in a fixed sense. Where the book and this library use a word differently, the
reading here is the library's, and it is noted.

The original is The Disciplined Trader: Developing Winning Attitudes by Mark Douglas,
published by the New York Institute of Finance in 1990 and still in print. Douglas wrote one
more, Trading in the Zone, a decade later; it covers similar ground more directly and is the
more common starting point. Everything in this document is our summary of the first — our

sentences, our figures, our examples — and none of it is a substitute for reading it.

Educational content only. Nothing in this document is financial advice, and no part of itis a

recommendation to buy or sell anything.
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