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Formless Trading

by Jess Thompson & George Peacock

THE HISTORY of China is often perceived in terms of its glorious culture and storied
continuity. Yet whenever central authority waned or barbaric invasions waxed, China
suffered wars, upheaval,and disintegration. In virtually every one of the five thousand years from
the Sage Emperor period (2852 B.C.E.) up to the end of the Ch’ing (Manchu) dynasty in 1911
C.E., a major battle erupted somewhere in China.

Within this context of interminable strife, warfare became—as Sun Tzu, the famous war
strategist, asserted—*“the greatest affair of state, the basis of life or death, the Tao to survival
or extinction.”

5000 YEARS OF DATA

Opver that exceptionallylong period principles, strategies and tactics for winning in warfare were

advanced, tested, amended, and codified. First, victory on the battlefield could determine
whether a state survived, and so there was a keen interest among those in power to understand
the principles that were associated with victory. In Chinese culture there is an innate reverence
for tradition that leads to incorporating the lessons of the past. Then too, in China writing had
evolved by the time of even the earliest of these historic events,and their histories were recorded
in great detail on bamboo strips that were treasured and preserved by military students and
commanders down through the ages.The sheer expanse of Chinese history fostered a continuity
in tactical doctrine that provided a wealth of historical data and experience upon which to draw
in formulating principles.

This knowledge was codified and documented by Chinese scholars in such major
treatises as Sun-Tzu’s Art of War, the Wu-Tzu, Wei Liao-Tzu, Methods of the Ssu-ma,
Questions and Replies Between T ang T ai-tsung and Li Wei-kung, the Three Strategies of
Huang Shih-kung, and T"ai Kung’s Six Secret Teachings, and lastly Sun Pin’s Military Methods
(rediscovered in the 1970s).
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“..flexible response:
varying our tactics to suit
specific circumstances
and situations.”

KEY OPERATING PRINCIPLES

When surveying these treatises on conducting warfare, certain organizing
principles come to light.

First and foremost, all military activities—whether single battles or
extended campaigns—require careful calculation of the probabilities for
success. We can recognize this as analogous to our understanding of what
our trading edge is, and to assessing risk/reward, win ratios, probabilities
associated with the outcome of specific price structures,and both intrinsic
and absolute values.

A second operating principle is the importance of a swift and decisive
response to opportunity. When opportunities on the battlefield present
themselves, they must be seized swiftly before they disappear. Likewise
compelling risk/reward situations that appear amidst the chaos of price
action disappear quickly as savvy traders react swiftly and decisively to
take advantage of the opportunity at hand.

A third organizing principle is that while tactical options and re-
sponses can be paired with specific contexts in a general way, no single
principle can ever be applicable in every situation. The context of each
situation affects the appropriateness of every tactic. Given two situations
that are identical except for one or two factors, one may call for avoiding
an offensive while the other calls for forceful engagement. This is what we
call flexible response: varying our tactics to suit specific circumstances and
situations. In our efforts to categorize price action, create and execute
trading plans we must avoid becoming inflexible.

A fourth operating principle is that successful war strategies and
tactics are more often than not based on deception. In fact, thinking about
markets in terms of the deceptive nature of price action can help us
understand the laws of Trend Dynamics and put them into profitable
practice.

In his classic treatise on deception in World War 11, Bodyguard of Lies,
Anthony Cave Brown quotes Winston Churchill on the subject:

Battles are won by slaughter and manoeuvre. The greater the general, the more he
contributes in manoeuvre, the less he demands in slaughter. Nearly all battles which
are regarded as the masterpieces of the military art, have been battles of manoeuvre in
which very often the enemy has found himself defeated by some novel expedient or
device, some queer, swift, unexpected thrust or stratagem. In such battles, the losses of
the victors have been small. There is required for the composition of a great com-
mander not only massive common sense and reasoning power, not only imagination,
but also an element of legerdemain, an original and sinister touch, which leaves the
enemy puzzled as well as beaten. There are many kinds of manoeuvre in war, only some
of which take place upon the battlefield. There are manoeuvres in time, in diplomacy,
in mechanics, in psychology, all of which are removed from the battlefield but which



react decisively upon it; and the object of all is to find easier ways other than sheer
slaughter of achieving the main purpose.'

We here recast this passage in trading terms, to make analogies the
Trend Dynamics trader might find useful as clear as possible:

Tradingbattles are won by takinglarge risks with large amounts of capital or skilled
trading across multiple timeframes. The greater the trader, the more he contributes in
trades of low risk with high reward, the less he demands in drawdowns. Nearly all
trades which are regarded as the masterpieces of the trading art, have been battles of
trades of low risk with high reward in which very often the other traders have found
themselves defeated by some novel expedient or device, some queer, swift, unexpected
thrust or stratagem—the Trend Dynamics Third or Seventh Laws, for example. In such
battles, the losses of the victors have been small. There is required for the composition
of a great trader not only massive common sense and reasoning power, not only
imagination, butalso an element of legerdemain, an original and sinister touch, which
leaves the losing traders puzzled as well as beaten. There are many kinds of manoeuvre
in markets, only some of which take place upon the trading floor. There are manoeuvres
in time—vide the First Law of Trend Dynamics—and in diplomacy—e.g., the opera-
tions of the Fed—and in market structure, and in psychology—in knowing oneself—
all of which are removed from the trading floor but which react decisively upon it;and
the object of all is to find easier ways other than sheer drawdowns and massive risk of
achieving high risk/reward percentage returns.

HIGHEST FORM OF DECEPTION

According to Sun-Tzu, the formless—that is, that which is without form—
represents the highest realization of deception. To be formless on the battle-
field is to reveal no intentions, to present no discernible form to the enemy; the
better to deceive them as to our intentions, disposition, and capability with
facades and feints,and then striking when and where a strike is least expected.

To the savvy Chinese commander, underlying the execution of decep-
tive action is the concept of the orthodox and the unorthodox. Funda-
mentally, things that are orthodox, whether they be forces, strategies, or
tactics, obey basic rules that govern general situations. By contrast the
unorthodox deliberately runs contrary to normal expectations. But it’s
not quite that simple, because everything depends on the enemy’s as-
sumptions and evaluations in a particular situation. For example, if the
enemy expects a flanking attack (which is normally an unorthodox
maneuver) rather than the more orthodox frontal assault, then the
flanking attack is the expected and therefore by definition the orthodox in
this particular instance. In essence, employing the orthodox and unortho-
dox is the art of ascertaining expectations and creating false expectations
and then exploiting them. (This is pretty much what happens constantly
in the markets.)

1. Anthony Cave Brown, Bodyguard of Lies. New York: Harper & Row, 1975, p. 5.
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KEY OPERATING PRINCIPLES

When surveying these treatises on conducting warfare, certain organizing
principles come to light.

First and foremost, all military activities—whether single battles or
extended campaigns—require careful calculation of the probabilities for
success. We can recognize this as analogous to our understanding of what
our trading edge is, and to assessing risk/reward, win ratios, probabilities
associated with the outcome of specific price structures,and both intrinsic
and absolute values.

A second operating principle is the importance of a swift and decisive
response to opportunity. When opportunities on the battlefield present
themselves, they must be seized swiftly before they disappear. Likewise
compelling risk/reward situations that appear amidst the chaos of price
action disappear quickly as savvy traders react swiftly and decisively to
take advantage of the opportunity at hand.

A third organizing principle is that while tactical options and re-
sponses can be paired with specific contexts in a general way, no single
principle can ever be applicable in every situation. The context of each
situation affects the appropriateness of every tactic. Given two situations
that are identical except for one or two factors, one may call for avoiding
an offensive while the other calls for forceful engagement. This is what we
call flexible response: varying our tactics to suit specific circumstances and
situations. In our efforts to categorize price action, create and execute
trading plans we must avoid becoming inflexible.

A fourth operating principle is that successful war strategies and
tactics are more often than not based on deception. In fact, thinking about
markets in terms of the deceptive nature of price action can help us
understand the laws of Trend Dynamics and put them into profitable
practice.

In his classic treatise on deception in World War 11, Bodyguard of Lies,
Anthony Cave Brown quotes Winston Churchill on the subject:

Battles are won by slaughter and manoeuvre. The greater the general, the more he
contributes in manoeuvre, the less he demands in slaughter. Nearly all battles which
are regarded as the masterpieces of the military art, have been battles of manoeuvre in
which very often the enemy has found himself defeated by some novel expedient or
device, some queer, swift, unexpected thrust or stratagem. In such battles, the losses of
the victors have been small. There is required for the composition of a great com-
mander not only massive common sense and reasoning power, not only imagination,
but also an element of legerdemain, an original and sinister touch, which leaves the
enemy puzzled as well as beaten. There are many kinds of manoeuvre in war, only some
of which take place upon the battlefield. There are manoeuvres in time, in diplomacy,
in mechanics, in psychology, all of which are removed from the battlefield but which



