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THE WINNING METHODS OF THE
MARKET WIZARDS: TIMELESS
TRADING PRINCIPLES

For  decades,  traders around the world
have turned to the Market Wizards series
by Jack D. Schwager for a rare glimpse
into  the minds  of  the most  successful
investors of our time. These interviews,
spanning  multiple  volumes,  reveal  not
just the technical strategies but the deep
psychological  underpinnings  that
separate  consistent  winners  from  the
rest.  While  markets  evolve,  the  core
Winning  Methods  Of  The  Market
Wizards remain remarkably consistent.
In  this  comprehensive  article,  we  will
dissect  the  timeless  principles,  risk
management  techniques,  and  mental
frameworks that these legendary traders
share.  Whether  you  are  a  day  trader,
swing  trader,  or  long-term  investor,
these  insights  can  transform  your
approach  to  the  markets.

1. The
Foundation:
Trading

Psychology and
Discipline
Every  Market  Wizards  interview
underscores  one  theme  above  all:
psychology is the most critical element
of  trading.  Bruce  Kovner,  one  of  the
most  successful  macro  traders,  once
noted  that  trading  success  is  80%
psychology and 20% methodology. The
Winning  Methods  Of  The  Market
Wizards begin not with a chart pattern
but with a disciplined mindset.
Key Psychological Traits:

Emotional Detachment: The
best traders do not become
attached to their positions. They
accept losses as part of the
business.
Patience: Waiting for high-
probability setups is a hallmark of
nearly every wizard. They do not
chase trades.
Humility: Markets can humble
anyone. Successful traders
understand that they are never
guaranteed a win.
Discipline to Follow a System:
Even when a trade feels
uncomfortable, wizards stick to
their rules.

Actionable  Insight:  Create  a  trading
journal  that  includes  your  emotional
state before and after each trade. Over

https://old.setefer.com/


2

2 Winning Methods Of The Market Wizards 2022-12-24

time,  you  will  identify  patterns  where
emotions override logic.

2. Risk
Management:
The Non-
Negotiable Rule
If  there  is  one  method that  unites  all
market wizards, it is their reverence for
risk management. Schwager’s interviews
repeatedly show that successful traders
focus less on how much money they can
make and more on how much they can
afford to  lose.  This  is  a  core  component
of  the  Winning  Methods  Of  The
Market Wizards.
Common  R i sk  Management
Principles:

Small Position Sizing: Most1.
wizards risk no more than 1% to
2% of their total capital on any
single trade.
Use of Stop-Losses: They always2.
know their exit point before
entering a trade. Many use mental
or hard stops.
Risk-to-Reward Ratios: A3.
minimum 3:1 reward-to-risk ratio
is common. They look for trades
where potential profit far exceeds
potential loss.
Correlation Awareness: They4.
avoid over-concentration in
correlated assets.
Cutting Losses Quickly: “Let5.
your winners run, cut your losers
short” is the oldest cliché – and it
works. Wizards do not hope a
losing trade recovers.

Example from a Market Wizard: Paul
Tudor Jones, famed macro trader, once
said that losing a big position is easier to
stomach than losing many small  ones.
But he also emphasized that he is always
prepared  to  be  wrong.  H is  r i sk
management  is  so  tight  that  he  often
exits trades before his stop-loss is hit if
he senses danger.

3. The Art of
Trend Following
Many of the earliest Market Wizards (like
Richard  Dennis  and  Ed  Seykota)  built
fortunes  by  following  trends.  Trend
following  is  a  simple  yet  powerful
method:  buy  in  uptrends,  sel l  in
downtrends,  and  stay  in  the  trade  as
long as the trend persists. The Winning
Methods  Of  The  Market  Wizards
often include trend following as a core
strategy, but with nuanced tweaks.

Identifying Trends: Many use
moving averages, trendlines, or
breakout points. Simplicity is key.
Patience in Trends: Wizards
understand that trends can last
longer than most expect. They do
not prematurely exit.
Adding to Winners: Some
wizards pyramid into winning
positions (adding as the trend
continues) while being aggressive
with stop-losses on additions.
Ignoring Fundamentals: Trend
followers often ignore news and
focus purely on price action. As
Michael Covel, author of Trend
Following, notes, the market’s
message is all that matters.

Critique: Trend following works best in
trending  markets  and  fails  in  choppy,
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sideways  environments.  Wizards  adapt
by  reducing  position  size  or  stepping
aside during range-bound markets.

4. Understanding
Market Cycles
and Contrarian
Thinking
Not  all  wizards  are  trend  followers.
Some,  like  Stanley  Druckenmiller  (who
worked  for  George  Soros),  excel  at
recognizing  turning  points.  Winning
Methods Of The Market Wizards also
encompass  contrarian  strategies  –
buying  when  others  panic  and  selling
when euphoria reigns.
Druckenmiller’s approach often involves
watching  for  extreme  sentiment
readings. He looks for markets where the
consensus is  overwhelmingly bullish or
bearish,  then  positions  against  it.
However,  he  insists  that  a  contrarian
approach  works  only  when  there  is  a
fundamental  catalyst.  Simply  betting
against the crowd without a solid thesis
is gambling.
Methods for Cycle Analysis:

Sentiment Indicators: Put/call
ratios, volatility indexes (VIX), and
surveys of investor sentiment.
Technical Divergences: For
example, when prices make higher
highs but momentum oscillators
(RSI, MACD) make lower highs, it
may signal a reversal.
Volume Analysis: Unusual
volume spikes often accompany
climax moves.

This  approach  demands  a  strong

stomach.  As  legendary  trader  Jesse
Livermore  (not  a  Market  Wiz  but
influential)  said,  “Markets  are  never
wrong.  Opinions  often  are.”

5. The Power of
Research and
Preparation
Behind every trade by a Market Wizard
lies  immense  preparation.  This  is  a
recurring  theme  in  the  Winning
Methods  Of  The  Market  Wizards.
They  do  not  trade  on  hunches;  they
trade on thorough analysis.
Preparation Habits:

Pre-Market Routine: Many
wizards spend hours before the
open reviewing overnight markets,
news, and key levels.
Daily/Weekly Plan: They outline
possible scenarios and pre-decide
their actions for each scenario.
Backtesting: Some develop
systems based on years of
historical data. Even discretionary
traders test their ideas.
Continuous Learning: The
wizards are voracious readers – of
market history, psychology,
economics, and other disciplines.

Linda  Raschke,  a  successful  trader
featured  in  New  Market  Wizards ,
emphasizes  that  preparation  includes
studying failed trades. She reviews her
losing trades as much as her winners to
avoid repeating mistakes.
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6. Adaptability:
The Ability to
Change with

Markets
One of the most underrated aspects of
the Winning Methods Of The Market
Wizards is adaptability. Markets change
character over time – volatility regimes
shift,  correlations  break,  and  new
instruments  emerge.  The  wizards  who
survive decades evolve their methods.
For example, consider the shift from the
1990s tech bubble to  the 2008 financial
crisis to the 2020 pandemic. Traders like
Paul  Tudor  Jones  adjusted  –  from
focusing  on  equit ies  to  bonds  to
currencies as opportunities changed. He
is  famous  for  saying  that  he  “has  no
fixed market style.”
How to Cultivate Adaptability:

Periodically review your trading
performance. If your edge is
disappearing, stop trading that
setup.
Be open to new tools: algorithmic
trading, options strategies, or
different timeframes.
Accept that your previous success
does not guarantee future success
– each trade is independent.

7. The
Importance of

Recording and
Reviewing
Trades
In Schwager’s interviews, almost every
wizard keeps a trading journal. This is a
fundamental  part  of  the  Winning
Methods  Of  The  Market  Wizards.
They document not only entry and exit
prices but also the reasoning, emotional
state, and market conditions.
Benefits of a Trading Journal:

Identifies strengths and
weaknesses.
Helps maintain discipline.
Provides data for performance
analysis (win rate, average
risk/reward, drawdowns).
Reveals psychological biases (e.g.,
holding losers too long).

What to Record:

Date and time.
Setup and rationale.
Position size and risk.
Stop-loss and target.
Exit reason (stop, target, intuition).
Profit/loss.
Lessons learned.

Reviewing  your  journal  regularly  –
weekly  or  monthly  –  allows  you  to  fine-
tune  your  approach  and  eliminate
recurring  mistakes.

8. The Role of
Intuition and
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Pattern
Recognition
While  discipline  and  research  are
essential, many wizards also trust their
intuition.  However,  this  intuition is  not
mystical;  it  is  the  product  of  years  of
e x p e r i e n c e  a n d  d e e p  p a t t e r n
recognition. The Winning Methods Of
The Market Wizards often include the
concept of “feeling the market.”
For  instance,  Bill  Lipschutz,  a  forex
wizard, described that after thousands of
hours watching charts,  he could sense
when a breakout was genuine or false.
This ability is built on the subconscious
accumulation of similar past scenarios.
To develop intuition:

Spend hours studying price action.
Simulate trades on historical data.
Practice in demo accounts until
certain patterns become
automatic.

Caveat: Intuition should never override
a well-defined system. It can be used as
a filter – e.g., if a setup looks perfect but
something “feels  off,”  it  may be wise to
skip or reduce size.

9. Realistic
Expectation
Setting and Loss
Acceptance
Perhaps  the  most  difficult  lesson  from
the wizards is that losing is inevitable.
The Winning Methods Of The Market
Wizards  emphasize  that  one  cannot

achieve  consistent  success  without  first
accepting  losses  as  part  of  the  game.
Many wizards have months of drawdown.
They do not become emotional. Instead,
they  focus  on  process.  Ed  Seykota
famously  said,  “The  elements  of  good
trading are: (1) cutting losses, (2) cutting
losses, and (3) cutting losses. If you can
follow these three rules, you may have a
chance.”
How to Build Loss Acceptance:

Use a smaller starting capital until
you are comfortable with losses.
Focus on your decisions rather
than outcomes. A good decision
can have a bad result, but over
many trades, good decisions yield
profits.
Develop a post-loss routine: take a
break, review the trade, and reset
mentally before the next entry.

10. Combining
Fundamental
and Technical
Analysis
Not all wizards rely solely on technical or
fundamental analysis. Many of the most
successful,  such  as  Bruce  Kovner  and
Stanley Druckenmiller, blend both. They
use  fundamental  analysis  to  identify
potential  trades  (e.g.,  an  undervalued
currency  due  to  central  bank  policy),
then  use  technical  analysis  for  timing
entries and exits. This fusion is another
key part of the Winning Methods Of
The Market Wizards.
Practical Fusion Approach:
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Top-down analysis: Start with the1.
macro environment (interest rates,
geopolitics, economic data).
Identify sectors or instruments2.
likely to move.
Use chart patterns,3.
support/resistance, and
momentum to pinpoint entry.
Manage risk with stops and4.
position sizing.

This  combination  reduces  the  risk  of
being caught in noise while providing a

logical thesis for the trade.

Conclusion: The
Timeless Wisdom
of the Market
Wizards
The Winning Methods Of The Market
Wizards


