
Trading Rules 

Sometimes ideas come at the strangest time.  Today while doing a few chores around the house 

the concept of trading rules popped into my head.  Yes, I know, my wife tells me that as well.  

You were going to tell me I think too much, right?  Well, so does my spouse, repeatedly.  In any 

case, hyperactive thinking or not it occurred to me that the concept of trading rules and how 

they are formed needs to be discussed.  I do not think I have seen it done before.  I have been 

told by mentors on many occasions to commit my trading rules to paper that just thinking them 

was not enough.  In all fairness, since I agreed with that statement, I have repeated that to 

others many times.  But never have I discussed how one develops those trading rules.  In fact, I 

am not sure that I had an ordered process in developing my own.  That does not mean that an 

ordered process would not be a good thing.  I believe it would make it easier to develop your 

rules if you followed a specific approach.  In truth, if you are paying attention to your everyday 

trading, the trading rules should come out of that.  But, unfortunately, most traders do not 

keep a log of what they traded in order to analyze the results later.  And if they do it is not the 

kind of log you need to develop trading rules. So, today I am going to write about how to find 

an ordered process and how rules will likely be formed from that process. 

To begin, you must keep a trading log else we might was well stop right here and go no further.  

Without a trading log it is not possible to get a good read on what you doing and the results of 

those actions.  So, we are going to keep a written trading log, right?  How is a trading log 

constructed?  It should hold not only a record of the actual trade and the results of the trade 

including the time the trade took but also the circumstances surrounding that trade.  

Circumstances such as exactly why you entered the trade, what your feelings are, how you 

determine your projected exit points, and what your level of confidence is in this particular 

trade.  This is a just a sampling of what you should be recording.  Some points are more 

important to some than others.  What you are feeling, for instance, could entail the 

psychological barriers you have to trading such as fear of failure or even fear of success, or it 

might be the physical feeling that you are tired, angry or frustrated.  All these things are 

important because they will affect your trading.  One of the most difficult things to do is to be 

honest with oneself.   Dishonesty with yourself about what you are doing is the kiss of death.  

You will certainly fail, if you cannot honestly appraise your actions and results of those actions. 

At this point you might not see the structured approach that I mentioned earlier but without 

having the required input that structure will never form.  So let us look at an example of what a 

trade log entry might look like. 



 

The example above is part truth and part bogus.  Mostly the dates are wrong but the results are 

actual results for most of the trades.  I simply wanted to illustrate how all the data is connected 

and accumulates down the page and how one enters the data on the page.  On the bottom of 

the page are details that give you a summary of all the trades.  There was not room to show 

that on the screen shot as it required the page be scrolled so I have included it separately 

below. 

 

 Note that there is a place for everything.  This is actually a pretty comprehensive trading log 

that tracks and computes your successes and failures and gives you a summary at the bottom of 

each page.  It is an Excel file and if you would like to have a copy, it can be purchased from the 

website on the products page.  If you are familiar with Excel you should have no problem 

understanding how to change the settings to your personal needs.  Those entail the tic values 

and the commission structure and the trade signals.  You could just use the sample above and 

create your own or you can pay me $10.00 and save yourself a lot of time.  Considering the 

hours invested in these two spread sheets it is a bargain. 

Now, using the data you have obtained from your trading logs you are able to start to establish 

rules.   I would hope, until you develop your actual trading rules you are trading simulated.  



Let us say you notice that you tend to push trades and get in before you really have a solid 

signal then of course your rule would be to never enter the trade until the bar was half way 

through and still had an signal to enter.  Or any other method to help you wait until the trade is 

confirmed.  Also you might want to include a rule that you need to have a signal on more than 

one chart so that you could take advantage of the rule of fractals.  Perhaps you noticed  that 

you have more failing trades when you are tired, then of course a rule would be not to trade 

when you are tired but to take that  day off.  It really is common sense that when you see what 

you have done and the results of those actions then you want to make sure you repeat the 

productive actions again and again thus the need for written trading rules.  And so, when you 

see certain actions that cause you failure then of course you want rules to keep you from 

repeating those actions that caused that failure.  It is not high level science but rather pretty 

simplistic but surprisingly this simple process is seldom followed by retail traders.  That alone 

could account for the high percentage of failure of retail traders.  Professional traders have well 

established rules else they would not be professional traders.  But why written you ask. Do you 

make a list when you go grocery shopping?  Which is easier grocery shopping or trading? 

Do not forget to address getting ready to trade.  Most of us need to go through a little routine 

to get our heads into the game.  When I first get to my computer in the morning I try to clear 

away all things that might be distracting.  I make sure my emails are responded to and phone 

calls returned or initiated.  For those things that must be delayed because of the time of day, I 

wait until the price slump at mid-day.  Make sure you are wearing comfortable clothes and your 

personal morning rituals are out of the way.  It is very inconvenient and sometimes costly to 

have the call of nature in the middle of a fast moving trade.  Basically, what I am saying is get 

ready to trade and get game ready.  Get your head into the game and not be thinking about 

something unrelated to trading.  If you are too distracted simply do not trade.  There will 

always be opportunities to find trades and forcing a trade when you are not ready will likely just 

cost you money.  Sometimes there are things that just need to be handled particularly if you are 

trading at home.  Take care of them and when things are cleared up get back into your trading 

mode.  Do not try to do both at the same time as your trading will suffer as likely the other task 

as well. 

Trading is a business and should be treated that way.  Risk management should be part of your 

trading rules and you should have some specific methods of assessing your risk on each trade.  

There are many tutorials on risk management and you should seek them out.  Incorporate them 

into your rules with a step by step approach to evaluating that risk and determine if the trade is 

worth taking when compared to the likely reward of the trade.  The TW SRT can see areas 

where your trade might run into head winds and can be helpful in that regard. 



Do not forget to address your exits.  Professional traders will tell you that exits are even more 

difficult to determine than entries and will ultimately determine how successful the trade will 

be.  By watching the trade labels on the TWPT you will get signals when the momentum is 

fading and that will be a heads up to consider exiting the trade.  Before I spent as much time 

determining exits as I did entries, I often had occasions where I was up in a trade and it came 

back on me and I stayed in longer than I should “waiting for it to come back” losing all that I had 

gained and then some.  Exit when it looks to be going against you.  If your exit was a bit early it 

is still better than losing money.  If price continues in your favor after you have exited, you 

might be presented with another opportunity to enter but be careful to ensure the momentum 

value is not too high as you do not want to enter when it is close to the end.  It is often said to 

limit your losses and let you winners run.  But it appears many traders take that the wrong way.  

Many try and stay in far too long and hesitate to get out when they should. 

Your final trading rules product should show in detail everything to consider before making a 

trade, including personal preparation, analyzing a potential trade based on your trading 

methodology, assessing risk, reward, proper entry signals and proper exits.  If you have all this 

information at hand and you use it faithfully, you will have stress free trading because you will 

be applying rules that you have already tested and you know work. 

When I speak to others about trading rules, I am often asked if I would share mine with them.  I 

never will because trading rules are highly individualized and my rules have 

nothing to do with you.  Though we may share some concerns there are many 

areas we do not share.  Remember the psychology of trading is huge and can be 

very different for each of us.  If you do not develop your own trading rules, do not 

expect them to work for you are you and all others are not.  In the end it is you 

that is making the trades and your rules need to be, well, your rules. 
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