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Bias Outlook, Unbiased Trader

Dynamic, exciting, and filled with possibilities -- few professions are as interesting as day trading.  When the opening bell rings, the air is filled with anticipation of great things to come.  Almost every trader begins his day with some preconceived notion of where he expects the market to go; yet no one knows what will actually happen once the day’s game begins.  A good trader has prepared:  read, studied, researched and listened to the experts.  It is highly likely that even before the day’s first trade is called into the pit, he has a bias.  In fact, if one trades on a regular basis, it is almost impossible not to have an opinion or bias.  But, that does not mean that one executes trades on the basis of one’s bias?

Recently, nominations for the United States Supreme Court have dominated the news.  Conservatives and liberals alike are obsessed with learning the nominees’ personal views on abortion and other issues.  If a nominee has expressed an opinion publicly, the statement is attacked, dissected, and used by both supporters and opponents to argue in favor of confirmation or rejection.  However, in reality, one’s personal view should be irrelevant.  The real issue is one’s knowledge of the law and the Constitution and one’s willingness to render fair decisions based upon them.  One may personally object to abortion but uphold Roe v Wade, or vice versa.  In other words, one’s bias is not the determining factor, but rather how one handles one’s bias that is important.

When it comes to trading, having a market bias is not necessarily a bad thing.  It can be a good thing if it is used correctly.  For example, if one’s research, market analysis, and bias support a bullish position but the market briefly heads south, the bullish bias may keep one from falling for the short play that would not pay.  Or, the bias may temper an impulsive urge and keep one on the sidelines and out of the market until further analysis.  Having a market bias becomes a problem when and only when one acts on the bias alone, behaving as if he has a crystal ball.

How then does one form an opinion of market direction without being shackled to that opinion and misled by it?  How does one hold one’s bias in check so that one can adapt to constantly changing market conditions and read correctly the true course of the market?  It’s not always easy, but it can be done by letting the numbers lead the way.  Let me explain with some specifics.

During much of 2005, many traders had a bearish bias.  There were a number of good reasons for having a negative view including a bull market that is overstaying its welcome, war and political unrest, natural disasters, a soaring national debt, rising interest rates, escalating oil prices, and a housing boom that shows signs of cooling or maybe even bursting.  Nevertheless, in spite of these troublesome issues, throughout much of the year prices on Wall Street have remained strong and the futures indices have been positive.  The Dow hit 10983.00 in March, in late July the S&P Futures hit 1255.00.  Within days the Nasdaq touched 1648.50 and in early October the Dax Futures hit 5167.00.  In fact, the Dax Futures, a German index that is traded on the Eurex Exchange, exhibited the greatest strength of any of the futures indices and rose over eight hundred points from its yearly open.  Clearly, for almost half of the year, in spite of anyone’s bias, many financial areas were exhibiting strength.  So, how did a profitable trader respond when the S&P hit its high in July or the Nasdaq in August?  Did he defy logic and stay short as the S&P rose above the 1250.00 price just because he had a bias?  Not, if he wanted to make money.

One can avoid falling into the bias trap by taking a few easy steps.  First, get an accurate picture of market sentiment.  It is best to have a long-term, an intermediate-term, and a short-term picture in one’s mind to keep one grounded in reality.  Begin by determining whether the long-term market outlook is bullish or bearish.  A simple way to see the long-term direction of the market is to compare the yearly opening price of the vehicle one is trading with the current price.  Is the current price above or below the yearly open?  If it is above the yearly open, the bulls are winning the annual game.   If it is below the yearly open the bears are scoring.  Next narrow one’s view and take a look at the intermediate picture.  During the current month, did the market open above or below the yearly open?  If the monthly open is above the yearly open, then the intermediate-view is also bullish.  If the monthly open is below the yearly open, the intermediate view is bearish.  Finally, one needs to narrow the focus once again and look at the short-term view.  Where did the market open today?  Was today’s open above or below the monthly open and the yearly open?  By fitting the numbers in context one determines whether the market is bullish or bearish.  In this way one is able to question one’s belief and keep his trading in line with what the market is actually doing.

When it comes to a market bias, this is the bottom line:  one cannot trade on the basis of bias.  To win the trading game, one has to trade the numbers.  Furthermore, it does not matter what one thinks about market direction; it is what one does that counts.  One must not pull the trigger until the numbers support one’s play.  If the long-term, intermediate-term, and short-term picture is bullish and one is a bear, get out of the cave and survey the landscape because it may be time to grow some horns.  Likewise, if the numbers are negative, going short may be the way to play.

Having a market bias is just part of being a trader.  However, to be a good trader one must not trade one’s bias but rather rely on the numbers and the market to lead the way.

Geof Smith is a seasoned trader who has been trading since the 1980’s.  He currently teaches both basic and advanced trading courses at DTI.  Courses are offered on-site in Mobile, Alabama and via the web.  Geof may be contacted at smithga@dtitrader.com.

Tom Busby is the founder, President and Chief Instructor of the Day Trading Institute in Mobile, Alabama. Tom has traded the S&P 500 every day (but six) since its inception in 1982, and is well known throughout the trading community. In 1996, he founded the Day Trading Institute to teach others his unique method of using the S&P 500 as the market leader for trading futures, options, equities and other securities. The Day Trading Institute teaches its students how to approach the market using technical analysis combined with risk management techniques. More information about Tom Busby and the educational and informational services of the Day Trading Institute may be obtained by calling toll-free 800.745.7444 or by email to info@dtitrader.com. Visit their web site at http://www.dtitrader.com.
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RISK DISCLAIMER There is a very high degree of risk involved in trading. Past results are not indicative of future returns. DTI Partners, Inc. and all individuals affiliated with this site assume no responsibility for your trading and investment results. The indicators, strategies, columns, and all other features are for educational purposes only and should not be construed as investment advice. Information for futures trading observations are obtained from sources believed to be reliable, but we do not warrant its completeness or accuracy, or warrant any results from the use of the information. Your use of the trading observations is entirely at your own risk and it is your sole responsibility to evaluate the accuracy, completeness and usefulness of the information. You must assess the risk of any trade with your broker and make your own independent decisions regarding any securities mentioned herein. Affiliates of DTI Partners, Inc. may have a position or affect transactions in the securities described herein (or options thereon) and/or otherwise employ trading strategies that may be consistent or inconsistent with the provided strategies. In addition, all of our partners or affiliated companies are in no way associated with the proprietary information provided by the DTI Trading Method or software. Copyright 2011 DTI Partners, Inc. All rights reserved.
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