Alpha R Cubed

GUIDE TO KEEPING AN
EFFECTIVE TRADING
JOURNAL

A Powerful Aid to Learning, Improving, and Developing Success
as a Trader and Portfolio Manager




‘A Trader’s Journals: One of the most powerful tools to learning,

improving and maintaining success as a trader’.
‘It is not the mountain we conquer but ourselves.” — Sir Edmund Hillary.

Introduction

The objective of a well-maintained trader’s journal, used in a constructive and diligent manner, is to
power one’s trading to a higher level by helping to develop a more structured and rigorous approach to
trading, to build confidence and self-belief, and to help win the emotional battle one faces with them-
self.

In addition, the journal can become a focus for ‘continual learning and development’ of a person’s level
of 'risk intelligence’.

Some of the many benefits of maintaining a ‘Trader’s Journal’.

e Builds ‘Risk Intelligence’: A special kind of intelligence for thinking about risk and uncertainty.
e Behavioural tool which aids discipline and focus.

e Planning tool to facilitate ‘pre-commitment’ and ‘proactiveness’.

e Facilitates building of improved trader confidence and self-belief.

e Anaid to improved money/risk and trade management.

e The process encourages ‘Critical Thinking’ and new perspectives on markets/price action.
e Assist development of enhanced ‘emotional’ regulation and management.

e Helps to develops and build greater resilience.

e Establishes and cultivates improved trading practices.

e Identifying habitual behaviours and negative biases which obstruct clear thinking.

e Foster improved ‘Critical Thinking” and reflection on one' practices.

e Cathartic tool: Helps purge oneself of negative thoughts/emotions.

e Grounding tool: Helping traders remain grounded: Reminds and refreshes.

e Identify and build upon working strengths and isolate weaknesses.

e Personal Development Tool; Increase self-awareness.

e Help identify challenges, set goals, and tracks progress.

e Atool for reinforcing positive feedback/breaking negative cycles.

“While most others seem to believe that mistakes are bad things, | believe mistakes are good
things because | believe that most learning comes via making mistakes and reflecting on
them.” — Ray Dalio: Founder of Bridgewater Associates, rated by the FT as the world’s most
successful hedge fund manager.



Using a Journal to Develop Yourself as A Trader:

A trading journal can help a trader in many ways, from supporting their growth and development to
keeping them on track and in the right direction to move forward. The many uses of journal, as shown
above are varied. Think of the journal as a guide to an individual to help them run their own trading
business, even if they work at a bank of within a hedge fund, the trader should look at what they do from
a business perspective. If they succeed, their business succeeds, if they fail to succeed, or if they fail
outright, then their business, i.e. they suffer themselves.

A trader should thus look to use a trading journal to help them manage all aspects of their job, as a
successful manager would run a business. Good businesses succeed because of planning, good and clear
strategy, and careful management. The journal can help a trader in all these areas. Use it as a planning
tool, use it to define strategy, modifying strategy as and when necessary, and executing it in an effectively
and diligent manner. Us it to ensure the management in all areas one would not normally prioritise but
which are vitally important to the ultimate success of the business: Often traders put most their effort
into market-watching and trade-selection, however these are only a part of the story, below are other
key activities one will need to engage in to ensure long-term and continued success:

e Trade management.

e Risk strategy,

e Risk management,

e Money management, Capital and Liquidity,

e Self-management,

e Gaining deeper market and product knowledge/understanding,
e Self-development

e Balance between work and non-work activities.

4 Cornerstones of Successful Trading.

Prudence: Risk and Money Management: To continue trading one must stay solvent and liquid, trading
involves engaging in high levels of uncertainty where even the most well-considered and thought out of
strategies can be undone by unknown and unforeseen events. Factor in the unexpected, develop a strong
risk and money management capability, and make this a key part of your strategy.

Critical and Strategic Thinking: Steve Covey in his book 7 Habits of Highly Effective People talks about
doing the important stuff as well as the urgent stuff. Critical and Strategic thinking come under important
stuff. Even the most intelligent people turn off their brains when it comes to trading. Strategizing,
planning, preparation, learning, developing, these are all vital aspects of success in trading that come
under important but not urgent.

Daring and Creativity: This involves willingness to take risk and push yourself to and beyond your comfort
zone. The willingness to do or try something different, the willingness to consider alternative
perspectives and to look at new angles. One will never grow and develop if they do not expand beyond
their comfort zone. One will never find new ideas and new ways of doing things if you repeat the same
old patterns of behaviour.

Emotional Capability: Ability to use your emotions productively. The markets are full of clues, logic and
reason will rarely reveal themselves until long after a move occurs. Ability to both manage emotions
during these times and to read the markets emotional signals are key characteristics of successful
traders.

Most people will be strong in at least one of these areas, and more than likely two of these areas. The
more you can be strong in these key aspects, or can address weaknesses in these areas, the more likely
one will be successful at trading.



Overcoming the Behavioural and Cognitive Challenges Faced by Traders

There are many behavioural and cognitive traps and hazards which are waiting to trip up traders: - One
of the most powerful aspects of the journal is to help traders overcome these traps and hazards.

A well-kept and active journal can help a trader actively avoid the traps and overcome them when they
do fall into them. It is useful to include in the journal an area which can remind one of these aspects.

Being conscious and aware of the dangers and understanding how these dangers can affect one’s work,
and will help putting into practice behaviours which can forestall self-defeating behaviours and actions.

The following pages discuss some of the behavioural and cognitive traps and hazards waiting for
traders and portfolio-managers.

Behavioural and Cognitive Challenges 1 Ego Depletion

The biggest trap in my opinion waiting for traders is the mistaken belief and overconfidence in our own
abilities. We believe that we are consistent in our ability to engage in and practice making good
decisions and judgments, whereas all people’s abilities in these areas are highly variable and limited,
even the most successful traders. One of the differences however between the best and the rest
however, is that the best know this.

‘Ego Deletion’ is the term used in psychology to describe the idea that the conscious faculties of the
mind has a resource limit. Use of our conscious mind in activities such as self-control, problem-solving,
and exercising willpower, draw upon a limited pool of mental resources that can be and do get used up.
When the energy for mental activity is low, problem-solving abilities, decision-making, self-control
capabilities are highly impaired.

Below is an example of some research which highlights an example of ‘Ego Depletion’. The upper chart
depicts the performance of a group of highly experienced judges making decisions about releasing
prisoners on parole. The study involved 1,112 judicial rulings, collected over 50 days in a 10-month
period. The research evaluated the decisions of eight judges presiding over two different parole boards
that serve four major prisons. The outcomes of the decisions (proportion of cases where judges
granted parole) were collated and represented on a chart which depicts the time of day when all the
decisions occurred.

RESULTS OF 1,112 PAROLE BOARD HEARING OVER 10 MONTH
PERIOD - PLOTTED ON A "TIME OF DAY GRAPH".
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‘Extraneous factors in judicial decisions’, Shai Danziger, Jonathan Levav, Liora Avnaim-Pessoa.
Deparment of Management, Ben Gurion University of the Megev and Columbia Business Schoaol,
Columbia University, Mew York.




The above chart shows that the quality of the decision-making of the judges, decreased as the days
progressed. With the exception of short-lived increases in the quality of the decisions after the two
breaks. If human decision-making was consistent then the chart above should have looked something
like the one below (See next page):

If decisions were consistent, then the chart would possibly look like this.
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So, what is happening to cause this pattern of decisions?

First thing in the morning, and to a lesser degree immediately after breaks, the judge’s decisions are
well thought-out decisions based on objective data. This leads to enhanced subjectivity, largely free-
from biases and other influences. However, as the day continues, the decisions are increasingly less
considered and even lazy: Influences and unconscious biases are more likely to affect thinking, and
consequently the judges start making ‘default’ decisions. The default decision in these cases was to
deny parole. There is a biological reason for this: Human brains relies on glucose as the fuel for
conscious effort, effective decision-making, problem-solving, judgment, resisting temptations, etc.
However, people’s stores of glucose are limited, they deplete with use, and though they can re-build
through the day with food breaks and rest, these only temporarily restore glucose, the levels generally
remain far lower levels than earlier in the day. Listed below are some of the key actions and activities
which lead to ego depletion:

e Conscious-decision making.

e Problem-solving.

e Intense conscious mental activity.

e Conscious resistance of impulses and temptations.

e Exercising self-control/will-power.

e Working at intense levels of effort.

e Working in higher levels of complexity.

e Worrying/stressing: Relevant in high levels of risk and uncertainty.

How does this impact you as a trader or portfolio-manager?

As the day progresses, and to a degree as the week progresses, particularly aided by insufficient sleep,
suffering from illness, activities which undermine your cognitive functioning such as alcohol, bad diet,
etc. Some of the following effects may start to occur with more regularity:



Sub-par trading decisions.
e Knee-jerk impulse trades.
e More impatience; anticipate breaks/stops.
e Less discipline; susceptibility to boredom trades/ inability to resist self-defeating behaviours

and attitudes.

e More likely to fall victim to basic thinking, biases, following the crowd.
e More responsive to fear, more likely to execute fear based decisions.
e Less able to exert self-control in trading.
e Less resilience to stress and anxiety.
e Procrastination.
e Seeking perfectionism.
e Tardy and lazy analysis.
e Lower conscientiousness around managing risks.
e Lower ability to effectively manage situations, people, self.
e Prioritizing less energetic and less important tasks/activities.
e Greater propensity for unethical decisions.
e Poor social behaviours.
e More likely to engage in social/relationship conflict.
e Poor time management.

The list could go on, but | think you get the picture.

What can you do to help yourself?

Firstly, understand that not all activity is affected by ‘Ego Depletion’, there are certain types of
cognition and behaviour where the impact is far less. These include behaviours and actions which rely
less on the conscious aspects of the mind, and more on the unconscious mind, these include:

e Intuition and Instinct: Intuitive and instinctive decisions, as opposed to impulsive decision-
making, are more likely to be the result of experience, knowledge, planning, clarity of mind,
lower anxiety levels, high levels of confidence, and optimism.

e Habitual behaviours and attitudes: Habits are akin to pre-programmed behaviours and
reactions and entail high levels of unconscious thinking.

e Flow-States ‘Being in the Zone’: A state of mind where one works seamlessly and effortlessly.
This happens at an unconscious level, and though many people experience this very
occasionally, high performers are more able to get into this optimal state of mind.

Aiming to foster and cultivate these unconscious capabilities should be the aim of all traders, however
there is no fast-track approach to achieving that. In the meantime, one should aim to factor in courses
of actions/behaviours which will assist them in counteracting some of the negative effects of Ego
Depletion, and that will help them move towards developing and growing their levels of competence,
such that they do achieve the states and capabilities mentioned above. The journal is a great way of
supporting this process.

Some of the Courses of Action/Behaviour traders could adopt to increase their capabilities.
e Plan Actions, activities, trades, what-if scenario planning: Do this early in the day, and perhaps
weekly.
e Time-management practices.
e Goal and objective setting.
Priority and to-do lists.
Adopt a ‘less is more approach’: Less quantity more quality/Less complexity more simplicity.
Try and reduce or limit late day or late morning trading.
Sleep on the big decisions.



e Use of Trading Insurance Methods: This could be in the form of stops exit and entry, limit
orders, options, placing a call request, reducing positions size around high-risk
events/uncertainty.

e Use of planning and management tools: Journals, Diaries, Spreadsheets. CRM systems (Sales).
e Try and develop new and beneficial habits. (The irony, is habits take effort and many repetitive
actions over many months, in the process deleting ego, but the payoff is highly beneficial).

e Practice activities which de-stress and help regain and direct focus: Sport, Gym,
Running/logging, Walking, Mindfulness, Yoga, Healthy-Eating, etc.

o Take time-outs, walk away from the screen.

e Engage in conversations away from screen.

e Plan thinking time and space away from the screen.

e Use of reminders and alerts, visible reminders/phone and screen alerts.

e Regular use of coaching/mentoring from an internal coach, colleague, external coach.

Behavioural and Cognitive Challenges 2: Cognitive Limitations.

Micro Focus at the expense of Macro Focus.

Too often people get caught up in the minutia of trading at the expense of ensuring one sees the
bigger/macro picture.

In the top photo below, we have an image of an eye, however this is a close-up of a small section of the
picture. This is representative of what happens when too much focus is spent looking at the micro
picture and ignoring the bigger picture. You see lots of detail in close up, but you miss out on lots more
detail too. In fact in this example you would struggle to know what it is you are really looking at.

If however you zoom out, then you start to see the whole picture, not just the pixels.

Or alternatively if you look at the micro level from different perspectives. This also helps one to piece
together a bigger and clearer picture. (See example below)



This example has many connotations when it comes to how you work. There is far more to the picture
than just what you initially see.

Behavioural and Cognitive Challenges 2: Cognitive Limitations (Continued).

What you see, is NOT always what you get.

To illustrate this point, it will be useful to understand a little more about how the mind works, with
some examples.

Look at the following image. The two squares marked A and B are identical in colour and shade. Yet |
am almost certain you will not see them that way. Even when you consciously know and accept they
are the same colour, your eyes (though in reality your brain), will continue to tell you that they are not.
[For the sake of your sanity, turn to Appendix at the back, where you can indeed see that they are the
same.]

Next: Read the sentence from a well-known phrase which appears in the following blue-triangle.

A
BIRD

IN THE
THE BUSH




Some people, particularly those with a less than perfect understanding of the syntax of the English-
Language, perhaps some dyslexics, and the occasional very astute individual may have spotted the
obvious error. However most people will have happily read it as ‘A BIRD IN THE BUSH’. - Try it again,
but this time cover up the word ‘THE’, | am quite certain you will still read it the same. — Now hopefully
you see it; the word ‘THE’ appears twice in the sentence.

What happens, in both the above cases, is that the mind takes the image your eye sees, and makes it fit
into a cohesive story based-off your past experiences and memories. The mind also does this in how we
see and engage with markets; price-action, charts, data, events, the news, your mind will try and fit
these into patterns which we are familiar with, or even that you will want it to see, and as it such will
blind you from seeing the real picture. It certainly puts a new spin on the wise advice, ‘Trade what you
see, not what you think you see’.

The above examples hopefully demonstrate why it is so vital to be robust, thorough and self-aware in
one’s trading activities. Successful traders try and see things from alternative angles, they question
what they see, seek out alternative views and perspectives, and above all are prepared to accept that
they have limitations, they will not always be right. The journal should be considered as a tool that used
well is part of the process of raising one’s self-awareness.

Behavioural and Cognitive Challenges 3: More information is not better information.

‘Less is More’

Read the following paragraph:

Too much, cuatoin, tardnig and alansyis can be as dmaagnig as too ltilte. The phaonmneal pweor of
the hmuan mnid, aoccdrnig to a rscheearch at Cmabrigde Uinervtisy, it deosn't mttaer in waht oredr
the Itteers in a wrod are, the olny iprmoatnt tihng is taht the frist and Isat Itteer be in the rghit pclae.

In the above example, we did not need every letter and every word in the right order, to get the
message. In trading and fund-management, time, physical energy and mental energy are limited, (as
we saw earlier in the section on ego-deletion). Markets can move fast, often leaving the slow and
cautious trailing in its wake. ‘Dotting every ‘I’ and crossing every ‘t’, Over-Trading’ and ‘Over-analysis’
can be as damaging to a portfolio-managers or traders long-term performance as too many short-term
errors.

Over-Caution: While care and prudence are high on the agenda of any successful trader, being over-
cautious can also be damaging, if one waits for the perfect entry, they will never get in, if they wait for
the perfect exit they will never get out. Likewise if one waits for confirmation of a move or break every-
time, or a high degree of confidence, then this is usually an opportunity cost, by the time you enter,
much of the meat may have gone out of the market. Again there are caveats, one should never trade
with abandon, that’s usually the beginning of the end.

Over-trading: Apart from the fact that it is highly likely that many of these trades will be impulsive
trades, and most impulsive trades are unsuccessful, too much trading squeezes out the other aspects
which are part of trading and managing yourself. More importantly, one does not have a chance to
stand back from the market and see the bigger picture. There are of course exceptions, market-makers
running a highly active flow book will have to act like this, but they have the spread in their favour, they
do not need to be pro-active to a strong a degree to make money, and they learn to master their art.

Over-analysis: Again, too much time spent on analysis can squeeze out some of the other aspects of the
job which are required to be successful, however beyond this over-analyzing can be a precursor to
excessive caution. It is very unlikely that one is ever going to see the whole picture that is the nature of



uncertainty. Some technical analysis cover their charts with multiple momentum studies and moving
averages, however one momentum study tells the same picture as 5 momentum studies. Price alone
will often tell one enough about momentum. Again, there are exceptions, very long-term macro traders
and portfolio managers have the time to engage in-depth analysis, and some portfolio-managers will be
supported by researchers and assistants to aid them.

Summing-up.

In the battle that traders face in the markets, it is essential that they maintain the most valuable of
personal commodities; belief in themselves, confidence to succeed, and trust in their ability. Without
these vital attributes, traders risk becoming ‘sitting-ducks’, their behaviour changes; they can become
defensive, hesitate at crucial moments, trade nervously, and suffer from bouts of self-doubt. A trader’s
journal is a tool for greater self-awareness which through time can help you in the battle to overcome
your ‘self’, and help lead to greater success as a trader. However, a journal is so much more than that,
the journey to trading mastery is a long, tough and challenging journey, with many pitfalls, hazards and
traps lurking. Some of these are external to the individual, but most of them lurk within each individual.
| started with a quote by Sir Edmund Hillary, the conqueror of Mount Everest. He said “It is not the
mountain we conquer but ourselves.’. In trading the quote could be re-written as, “It is not the market
we conquer but ourselves.’

Keeping a Trader’s Journal:

‘Predicting rain doesn’t count, buildings arks does’. - Warren Buffett.

My Trading Journal

12131718 TOLIL 7 We Z0°QUA, W oL ealves.” Lourdlldary

Format — Written or Electronic Journal?

e Hand-written journal: Use a ring-binder note-book, or a diary. Hand written is often more
constructive as it takes people into different thought patterns, can act as a visible reminder
(assuming left in a visible place), and can be used for quick and easy notes.

e Computerized journals: Computerized journals offer more flexibility and may fit in with your
lifestyle. Options include word/pages, private blogs, spreadsheet records, power-point, etc.

e A combination of both is the ideal: A notebook for thoughts, ideas and reflections, a spreadsheet
for permanent trade idea record.



Journal Entries
‘Success is the sum of small efforts, repeated day in and day out’ - Robert Collier.

Itis crucial to write enough to be relevant, but not too much that it becomes an onerous task. Too
much information could be counterproductive and may eventually switch one off from maintaining the
journal. However, whilst brevity is important, this has to be balanced by writing enough detail and with
enough regularity for it to be meaningful and relevant.

What to include and how to construct it.
‘Attitude is a little thing that makes a big difference'. - Winston Churchill.

Traders should develop their own method and practice of keeping a journal. Sometimes, one of two
sentences may be enough to cover entries, other times you may want to go into more detail. Some
ideas of things to include:

e Trade ideas and thoughts, views on markets and market price action.

e Note of positions and risk, with stop levels and reasons or rationale.

e Review of your actions and behaviours, when relevant and pertinent.

e Reflection and observations about one’s actions, behaviours, thoughts and feelings.

e A formal self-review process approximately every 3 months is very powerful as a tool for
continual improvement. Ask yourself: 1) What have you done well? 2) What could you have
done better? 3) What do you need to improve or change going forward?

e Quick notes and reminders about key thinking, bad behaviours, desired positions/trades.

o References to insightful or interesting research, anecdotes, articles, data, events.

e |nspiration or Motivational quotes, comments, people and ideas.



Appendix:

Hand-written Journals - Page example.
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Electronic Blog Journal - Page Example.

My Trading Journal
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Spreadsheet Example
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