Chapter 1

The Early Years

Illusion in the midst of Reality

No minute lost comes ever back again. Take heed and see ye do
nothing in vain.
—LonpoN Crock Tower MOTTO

hen I decided to become a commodity broker, I had no
idea what I was eventually getting into. It began in the
spring of 1987. 1 answered an ad in the Chicago Tribune

and interviewed with the sales manager' of a commodity-trading firm.
I was very impressed. They had a beautiful office in Oak Brook, Illinois,
a very affluent Chicago suburb. Everyone there wore expensive suits, the
parking lot was full of German and Italian cars, the whole scene reeked

of high finance.
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After some discussion of my background and what I thought I could
do in the brokerage business, I was hired. The interview was brief. They
didn’t ask me for a résumé. They just wanted bodies. I was given a big
book to study so I could pass my Series III commodities broker’s test. I
was given a start date with the rest of the new hires. I really believed
I had scored the job of my life. I was 26 and thought that in no time I
would be earning $100K a year, driving a Ferrari, and flying the Concord
to spend the weekends in Paris.

It was largely from my initial experience with this brokerage house
that I chose to keep trading as a career no matter how it turned
out. That first commitment had a lot to due with how my success was
measured over the years. If I hadn’t made up my mind that come hell
or high water I was going to be a commodity broker, who knows
where I would have ended up? Over time, the pressures of the trad-
ing world gave me every opportunity to quit and do something else. In
fact, my family tried everything to convince me that I was out of my
mind for sticking with it during the rough years. No one saw what I
saw except for my mother. Moms are like this, aren’t they? One immu-
table thing was her absolute support of what I wanted to do. Suffice
it to say, at that time when I first started, the lure of money was so
strong that you could have promised me a ride on the Space Shuttle
to quit and I would have turned you down. I wanted it that bad.

To put this in perspective, as an Air Force ROTC student with a
good academic history, I earned an Air Force Academy appointment
with a good shot at the space program (according to my recruiter). As
a side note, there is a commercial space tourism company selling rides
right now aboard a privately built spacecraft just for people who want
that thrill.? T was surprised to learn after missing what seemed to me
a once-in-a-lifetime shot at the time (I turned the Air Force down), I
was able to do it anyway. The concept of “regrets” and “missed oppor-
tunity” figures high in this story. Sometimes life gives you a second
chance at something. The markets will always give you another chance.

I was totally unprepared for what would become the “normal”
process of working in this industry. My first day on the job at a
Midwest brokerage office went something like this:

I walk in. The “sales manager” brings me to an empty desk, points
to the phone and says, “Here is a phone.” He drops a stack of papers
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on my desk and says, “Here are some sales leads. Your job is to con-
vince people to send money for trading. Once you have opened a few
accounts, we’ll show you what to do with the money” He then said,
“Good luck,” and walked away without saying another word.

Okay, no problem. I was so excited about what I was doing I really
thought everyone I called would talk to me. I didn’t see it as telemar-
keting. I believed that everyone wanted to make big money. I thought
everyone would see the wisdom and “common sense” of the particular
market opportunity that we were selling. I just watched the “seasoned
professionals” sell and did what they did. What made this whole expe-
rience intoxicating was that what we were selling actually happened.

We were suggesting that the public buy silver. At the time I started
on the phone in 1987, silver was selling for about $5.10 an ounce. The
company I worked for was marketing call options. I had scored 100
percent on the part of the Series III that covered option hedging and
speculating. I had basically succeeded at everything I had done before;
why should this be any different? There was no way you could convince
me that I had anything to learn. Besides, the company was making the
recommendations; they were telling me what to do. I figured between
me and them, “we” knew exactly what “we” were doing. Needless to
say, as long as silver kept moving higher, the money rolled in. I ate the
phone. I was the top “rookie” in the office. Silver soared to almost $12
an ounce in less than 120 days. I thought it was always that way in this
business. I was making more money in a month than some people I
knew made in a whole year. I felt like I had arrived in a big way.

Then I got fired.

The company stole my clients (of course). In this business there is
a curious concept that companies “own” clients. How can you “own” a
client? Aren’t you supposed to be working for him or her? Doesn’t
a client have the right to do business with anyone he or she chooses?
I was told that if I contacted any of my clients I would be sued. They
refused to pay me my remaining commissions—something about being
covered in case of potential lawsuits. They never told me when to
expect payment if there weren’t any lawsuits. Maybe they just expected
them. As you will see, this happens every day. They basically didn’t like
me, I guess. As I found out later, the egos of people in this business are
beyond belief. Never will you meet people, as a group, with absolutely
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no justification for what they think they are. Still, I never found out
what happened or why [ was let go. I certainly wasn’t sleeping with the
boss’s wife. (Or his girlfriend for that matter. That’s another thing that
happens every day around there.) All I knew was that I no longer had a
job and I really wanted to be in this business.

Believe it or not, it never occurred to me that maybe every other
commodity company could be this poorly run as well. As any Series III
broker can tell you, every retail commodity house is run like an accident
waiting to happen.You would be absolutely amazed at the sheer chaos
and complete lack of even the most basic business sense. The people
working in the markets every day, as a group, I don’t think could run a
newsstand without help.

Here’s just one story: At the time of this writing a personal friend
of mine just left one brokerage house to go to another. The reason?
The owner’s cousin, fresh out of rehab, wanted to get in the business.
My friend simply told the owner, “It might not be a good idea to have
a recovering heroin addict trading someone’s money and exposing the
company to risk.” The owner called him a “Jew bastard” and fired him
on the spot. My friend had been there for years and was a top producer.
In a split second, my friend’s whole life was turned upside down and
his income dropped to zero because some psycho-egomaniac thought
a convicted felon with a drug problem would be a good addition to
the staft and completely capable of servicing clients. If the boss was that
stupid, how well could he manage clients in the first place? How long
would a guy like that last as a manager at Microsoft? How long would
that guy last in any business? The Equal Opportunity people would have
a field day with a racial slur like that. In the case of my friend it really
was easier and more cost effective to just find another brokerage house,
torget the whole thing, and move on. Not to mention that the “sales
manager” at the offending brokerage house told all of my friend’s
clients that he was drinking on the job anyway and “we’ll take care of
you.” It was an outright lie. But, of course, they “own the client.”

This happens every day in this business. Retail brokerage houses
are run without any common sense at all. They come and go faster
than GI’s at a nickel whorehouse. The sad thing is that people don’t
care since there is so much money in it they can afford to be that reck-
less. It’s like this: If a thief kills another thief and you are a witness and
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a thief yourself, what do you do? Tell the cops? Forget it. You're in a
whole other world. The constant lack of integrity really got to me over
the years, as you will see. I really believed that people in “high finance”
were supposed to be a personally responsible lot. Boy was I wrong.

So I went to work for a new firm, which at the time was a real
trading house, but of course it wasn’t what I thought a trading house
should be like. My idea of a “professional house” was nothing like
this place. They had a tiny office, with steel desks, quote systems eve-
rywhere, and they let you do whatever you wanted to do. There was
no organized market research, selling effort, nothing. You came and
left when you wanted. No sales hype or $2,000 suits. Just a bunch of
whackos taking $500 a day out of the markets trading one-lots.” No
one talked about the markets. They didn’t need to. Some of the guys,
who were real traders, only had one or two clients and had had them
for years. What was wrong with these people? Didn’t they know what
kind of money was out there? Looking back, I would give my right
arm to be working at a place like that today, but at the time I was so
disgusted with that environment, which I perceived as apathetic to real
opportunity, that I started looking for a new house. I should mention
that that owner was one of the most respected men in the business
at that time and had a reputation for fair and equitable treatment of
his staft, customers, and support people. But back then, I didn’t know
how rare honest and equitable business practices were. I really thought
I could find the best of both worlds. I found a new brokerage house
about April. My timing to reinforce this misconception was perfect.

Right about then the drought of 1988 hit. My new firm was sell-
ing call options on corn and soybeans. Corn went to almost $6/bushel.
Everyone was talking “Beans in the teens!” My book of customer
equity went to almost a million dollars. A book of equity is the slang
term used for the customer list a broker has that includes the current
cash balance of each customer. A book can be any size number of cus-
tomers or account deposits. This is also called money under management
or an equity rumn.

So after my book of equity went to almost a million dollars, I took
a few days off. I was in bed flipping through the TV channels when I
saw a financial broadcast telling the world that Chicago soybeans had
traded to a near-record high of $10.97 that day before closing lower.
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I think it was around $9.50/bushel. Of course, that was the top. As I
had no idea what I was really doing, I was only mildly concerned that
the market was below the previous day’s close. I didn’t know what
“volume” and “open interest” were, or “reversals.” Nothing. I absolutely
believed that commodity trading was huge moves, high profits, lots of
sales hype, all that Gordon Gecko stuft.*

I kept selling clients and buying calls until September of that year.
Not an easy thing to do when the market is lower every week. As the
market kept moving lower, I started asking the boss what was happen-
ing. When would the market turn up again? He told me to keep selling.
“But it looks like it’s over. What about the clients who are going to
lose?” T asked. “They don’t know that. You don’t know that. You want
to get paid don’t you?” was his answer. At that time, I just agreed
because these guys knew what they were doing, right? One of the bozos
working there drove a red Porsche 928. He also brought in a 500-gallon
saltwater aquarium into the office. He wore big rings. He didn’t talk
much, but he was definitely into the “look at me” type of thinking. He
really thought he was the thing. I remember him being called into “the
boss’s” office to discuss his lawsuits. No Porsche, no rings, the fish tank
sold at auction along with the rest of the company’s stuft. You guessed it;
the company went out of business.

There was a huge National Futures Association (NFA) investi-
gation. The NFA is the self-regulatory body authorized to sanction
people to work in the industry, mediate arbitrations, and generally har-
ass or intimidate those responsible for providing access to the markets.
By the way, the first firm I had worked for was also shut down by the
NFA. I had no idea how any of this would later come back to haunt
me. Simply put, because I had worked at these two companies, I was
on the “watch list” at the NFA (yes—they have a watch list; ask them
about the “tainted broker” program if you want to see the constitution
completely ignored). It never occurred to me that guilt by association
was a real thing that would make it harder to work in the business. My
thought was that since I hadn’t done anything wrong, even if there was
a problem, I would be cleared. I had this problem more than once. So did
many others, honest and crooked alike. The funny thing was, most of the
guys who worked at these companies moved on to other firms like rats
from a sinking ship. And all the other houses wanted the “big broker” type
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to work there. They offered these brokers huge deals to play the same
show in a different town. Did it ever occur to any of them that if this
technique generated lots of lawsuits, it might not be a good idea to
hire these brokers? Maybe they all just wanted the money so bad they
didn’t care. I found out later why that didn’t matter, but I made the
same mistake. I was on the sinking ship too.

So now I was broke, having spent my huge income like a drunken
sailor. After all, just get on the phone and wait for the next big haul,
right? I went through a succession of companies and repeated this
entire scenario over and over again for the next several years. I even
“started” a company with a partner. That’s a story in itself; I'll cover
that later. During this time I met some “professional” traders. Because
I was beginning to consider that this boom-and-bust cycle might be
avoidable, I actually listened to a wheat pit trader explain the concept
of overbought to me. I picked up a book or two on market analysis.
“Maybe there is something to this,” I said to myself. Over the years I
kept buying books, attending seminars, listening to tapes, and subscrib-
ing to newsletters. I spent thousands and thousands of dollars doing
this. I routinely listened to what pit traders thought and what they read.
It never occurred to me that pit traders might be some of the least
educated people in the business. This whole process of “analyzing and
studying” the markets was another roadblock. I think you will be sur-
prised at how little that whole process can help a trader.

This period became a huge emotional struggle for me. I couldn’t
accept that I wanted to do things “right” and yet no one else wanted to.
Believe it or not, I never lied to any client about anything. I never mis-
led them or promised they would make money. I sold clean and really
wanted them to win. I genuinely liked my clients. I returned phone
calls promptly and never asked for more than a reasonable amount of
money for my services. I always did what I believed a true professional
should do when he has a fiduciary responsibility—and still do to this
day. However, the fact was, I was grossly misinformed about the true
nature of the markets and the industry. I honestly thought the solution
to this problem was more market study and finding the right broker-
age house. Although that wheat pit trader and the others all meant
well, I actually lost years “studying the markets.” I found that there is
no “right” brokerage house and that no book can ever tell you about
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how to become a trader. You have to live it to understand. Let me
finish setting the stage for where and how I finally became the winner.

Someone once told me that all progress in the world depends on
the unreasonable man. The reasonable man persists in adapting himself
to the world; the unreasonable man persists in adapting the world to
himself. Therefore, all progress depends on the unreasonable man. At
this point, my career in the commodities markets had been less than
spectacular. [ had worked at many companies and all of them had gone
out of business. All the money (literally millions of dollars) I had raised
was also gone. I had spent all my income and was once again without
a place to work or a client base of any kind. What was wrong with this
picture? Was it me? Was it the industry? I wanted to be reasonable about
it, but what was the true answer? I was spending a lot of time dealing
with this same problem. I was working for people who couldn’t get a
job cleaning toilets in the “real” world, but were operating companies
that made tons of money (on commissions—never in market profits).
I was attempting to learn the markets to reduce the loss factor but still
losing all the time. I got really angry with myself, the markets, and the
companies—everyone and everything. What was wrong? Why wasn’t
this working? Why wasn’t I a success at this like everything else?

The year was now 1993. I won't talk about the catastrophe that
I created for myself during the first Persian Gulf War except to say this:
When it was all over it took from 1991 until 1996 to pay all the debits,
unpaid taxes, unpaid debts, and recover from the emotional trauma that
an unregenerate mind is capable of inflicting on its owner. But during
these previous years, all the raw material for ultimate success were given
to me. At the time I saw it as complete and unmitigated adversity. Even
filing bankruptcy, and all the embarrassment that goes with it, was a huge
stepping-stone to prosperity. When the Department of Justice subpoe-
naed me while I was working for a company that was doing a Ponzi scam
through the legitimate markets; even that was important. By the way, I was
never charged due to my phone records showing I wasn't involved in any
way. But at the time, my point of view was: “What is going on? What is

>

wrong? I'm trying to do this right . . .” and so on.The years of frustration,
bitterness, and disappointment were beginning to boil over.
Let me draw all this together for you. I'm in my early 30s. I've

made and lost a million dollars twice. I'm broke, almost homeless,
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without any income, behind in my bills, and no longer have any credit.
I'm too confused to work at my best, angry at life. Feeling like I've
hurt people. Feeling like I've let people down. Embarrassed in front of
my family and friends; earning an undeserved bad reputation. To make
matters worse, watching everyone I know get on with their lives; get-
ting rich, being in love. The women in my life lost interest in me. And
let’s not forget drinking too much; even a brief fling with cocaine. I
could go on with all the rage, hatred, and blame. For the sake of mak-
ing the point, here is the bottom line to all this:

At no time during the whole experience did it once occur to me
that everything I've been through was completely and utterly of my
own doing. It was not the fault of anybody but me.

If you read between the lines of this short description of my early
years, you can see how easy it might be to say things like: “It is the
market’s fault” “It is the company’s fault.” “It is my stupid clients who
won't listen.” “This research sucks” “If only I had done
(fill in the blank).” “If only so and so hadn’t done (fill in
the blank).” “What a rotten fill” or “The market’s gonna come back.”
“Markets don’t do this.” “My girlfriend left me, that bitch! It’s her fault I
can’t think.” And on and on, ad nauseum. If you are in the business, and
honest, you know you have said or thought the same things. Or at least
heard it from someone you work with.

In my state of mind, I was doing everything I thought was right,
expecting the whole world to see things as I saw them, holding others
to a standard of behavior they weren’t capable of or didn’t see the need
for; and all the while not considering the possibility that the world I
was in was nothing like the world I was certain it was. I was com-
pletely amazed during my period of recovery to learn that somewhere
around 80 to 90 percent of people who trade lose. The average length
of a commodity broker’s career was less than seven years, and they are
broke when they quit. The average company goes out of business in less
than five years. All this despite the fact that the industry as a whole was
growing faster than ever. How can these seemingly contradictory posi-
tions be true? Whose “fault” was it? Where was all that money going?
And to whom?

Now before you assume that I never experienced these deep con-
flicts, or I had some kind of detached concept of what was happening
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inside of me, let me set you straight. I felt completely trapped. I could
not find an answer to what seemed like a huge injustice being per-
petrated and worse yet, against me personally. I couldn’t see the true
nature of what was really happening. I actually thought that God him-
self was out to get me. I was “insane” to a certain point. This entire
conflict was more than a war inside of me. It was literally a personal
struggle between life and death. There is no doubt that if I had lost
control of the last part of myself that I still controlled, I would have
committed suicide. I know how those poor souls who actually kill
themselves feel. That’s how deep of a conflict I was in over why noth-
ing was working like I thought it should. It is almost impossible, even in
a thousand books, to adequately communicate the emotions I was feel-
ing. Feelings that were so real I could taste them. Despair really tastes
like burning copper and gin.

No one reading this will be able to appreciate the intensity of that
experience unless he has been through at least some of it. To those
people who say, “I would never get that far gone over money. That
could never happen to me.” Let me say at that time I believed the same
thing. I never thought I could get so upside down in every part of my
life. I literally found myself at the end of a rope that I didn’t even know
could exist; certainly not for me personally. I actually believed it was
all about money and how money works. Remember, I have a higher
[.QQ. than most and had succeeded at everything I had done up to that
point. Women loved me. My family loved me. I had friends. I made
money. I was young and ambitious, respected by strangers. Then I got
into the markets. Why should it be any different? I began to experi-
ence a world without the same “base” of reality. This thought never went
through my mind.

In fact, at one point early on my little brother bumped into me
on LaSalle Street and asked me how it was going. I started to shake
and told him, “I'm losing over $100,000 so far today alone and I can’t
handle it.” My brother took me by the hand like a five-year-old and
walked me over to St. Peter’s Cathedral on Madison Street and sat with
me. He prayed while I cried. My world was unraveling and I couldn’t
stop it. My entire concept of success and what it meant to be a suc-
cess was turned upside down and blew out with the wind. I felt like
I was detached from the rest of the human race. I felt as if everything I
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had ever been taught or learned on my own was either a lie or wasn’t
meant for me personally. I resented the success others had and felt pow-
erless to create it for myself. I can’t really tell you how abandoned I felt.
I didn’t understand that what I was going through was actually creating
within me the potential for a truly glorious thing. Something priceless.
I wouldn’t wish it on anyone, yet now I would never trade those years
for anything. I was literally only hours from the “low of the move.”

Up until this point I was using every tool in my toolbox I could
find or invent to make sense of what was happening in my life. Still,
nothing was working. I knew there was an answer. I knew I could find
it. I didn’t know where or what it was but I was committed to finding it.
didn’t care what I had to do. I wanted to win. I believe it was this resolve
that finally made the difterence.

Then I had the turning point.

The rest of the book is about all the pieces that were there and
how they came to fit together. As I stated in the introduction, this book
1sn’t written in any chronological order. All of the chapters and sec-
tions fit as part of the whole. The end result is that I've learned what
the markets are really about. I've also learned that anyone can be a net
profitable trader and do it anyway he wants. It is my “baptism by lava.”
It’s all here and the “secrets” too.

Now don’t misunderstand me, I still made a lot of stupid mistakes
and repeat some of my previous errors, but something had changed.
When that change became clear, the emotional difference is what peo-
ple call an “epiphany.” And the markets, of course, had no idea this had
happened to me.






