
Notes by Steve Carr [www.houseofcarr.com/thread] 
 

BOOK 
Trend Following: How To Make a Fortune in Bull, Bear, and Black Swan Markets 
 
AUTHOR 
Michael Covel 
 
PUBLISHER 
Wiley 

PUBLICATION DATE 
August 2017 
 
SYNOPSIS [FROM THE COVER] 
Trend Following reveals the truth about a trading strategy that makes money in up, down, and surprise 
markets. By applying straightforward and repeatable rules, anyone can learn to make money in the 
markets—whether bull, bear, or black swan—by following the trend to the end when it bends. In this 
timely reboot of his bestselling classic, Michael Covel dives headfirst into trend following strategy to 
examine the risks, benefits, people, and systems. You'll hear from traders who have made millions, and 
learn from their successes and mistakes—insights you'll only find here. You'll learn the trend philosophy 
and how it has performed in booms, bubbles, panics, and crashes. Using incontrovertible data and 
overwhelming supporting evidence, with a direct connection to the foundations of behavioral finance, 
Covel takes you inside the core principles of trend following and shows everyone, from brand new trader 
to professional, how alpha gets pulled from the market. 

 
 
QUOTES  
  
“Human nature isn’t rational. It blows bubbles and then pops bubbles—and you can see this going back 
hundreds of years: Dutch Tulip Mania (1634–1637) The South Sea Bubble (1716–1720) The Mississippi 
Bubble (1716–1720) The British Railway Mania Bubble (1840s) The Panic of 1857 The Florida Real Estate 
Bubble of the 1920s The stock market crash of 1929 The 1973–1974 stock market crash Black Monday—the 
stock market crash of 1987 Japan’s bubble economy and crash, 1989–current Dot–com bubble (1999–2002) 
United States bear market (2007–2009) Flash Crash (2010) Chinese stock market crash (2015–2016) Brexit 
(2016) And on and on. . . . But it’s beyond being not rational. Those events, the human actions driving 
those booms and busts, are best described by academia’s prospect theory, cognitive dissonance, the 
bandwagon effect, loss aversion, and assorted heuristics in judgment and decision-making—to name a 
few of the hundreds of biases inherent in people’s lizard brains.” 
  
“Out of the gate let me break down the term trend following into its components. The first part is trend. 
Every trader needs a trend to make money. If you think about it, no matter what the technique, if there is 
not a trend after you buy, then you will not be able to sell at higher prices. Following is the next part of the 
term. We use this word because trend followers always wait for the trend to shift first, then follow it.” 
  
“Robert Shiller has said ‘that there is a narrative basis for much of the human thought process, that the 
human mind can store facts around narratives, stories with a beginning and an end that have an 
emotional resonance. You can still memorize numbers, but you need stories. For example, the financial 
markets generate tons of numbers—dividends, prices, etc.—but they don’t mean anything to us. We need 
either a story or a theory, but stories come first.’” 
  



“Many trend followers are still reclusive and extremely low key. One who has beaten the markets for over 
40 years works out of a quiet office in a Florida coastal town. For Wall Street this approach is tantamount 
to sacrilege. It goes against all the customs, rituals, trappings, and myths embedded in so-called success. It 
is my hope my narratives, backed by data, will correct misconceptions of winning as a harried, intense 
workaholic posted 24/7 in front of 12 monitors while downing Red Bull.” 
  
“It doesn’t matter what you think; it’s what the market does that matters. What matters can be measured, 
so keep refining your measurements. You don’t need to know when something will happen to know that 
it will happen. Successful trading is a probabilistic business, so plan accordingly.” 
 
“Everyone is fallible, even you, so your system must take this into account. Trading means losing as well 
as winning, something you must live with for success.” 
  
“Investors put their money, or capital, into a market, such as stocks or real estate, with the assumption 
that value will always increase over time . . . As value increases, their investment and psychological 
reinforcement also increase. But investors have no plan when their value drops. They hold on to their 
investment, hoping the value will go back up. Investors succeed in bull markets and lose in bear 
markets—like clockwork.” 
  
“Markets behave the same as they did hundreds of years ago. In other words, markets are the same today 
because they always change—humans are involved, after all. This behavioral view is the philosophical 
underpinning of trend following. A few years ago, for example, the German mark had significant trading 
volume. Then the euro replaced the mark. This was a huge change, yet a typical one.” 
  
“But what won’t change? Change. When a period of difficult performance continues, however, most 
investors’ natural conclusion is that something must be done to fix the problem. Having been through 
these draw downs before, we know that they are unpleasant, but they do not signal that something is 
necessarily wrong with the future. During these periods, almost everyone asks the same question in these 
exact words: ‘Have the markets changed?’ I always tell them the truth: ‘Yes.’ Not only have they changed, 
but they will continue to change as they have throughout history.” 
  
“You are going to have ups and downs  . . . Get over it. Losses are a part of the trading game no matter the 
strategy. If you want no losses, if you want positive returns every month, well, you could have had your 
money with the Ponzi scheme of Bernard Madoff and his fake monthly 1 percent performance, but you 
know how that turned out.” 
  
“Think of it this way: If you don’t have losses, you are not taking risks. If you don’t risk, you won’t ever 
win big. Losses aren’t the problem. You must always cut them. Ignore losses with no plan, let them build 
up, and they will come back to wipe out your account.” 
  
“Consider the role of proper mindset. As Stanford psychologist Carol Dweck teaches, ‘In a fixed mindset, 
people believe their basic qualities, like their intelligence or talent, are simply fixed traits. They spend 
their time documenting their intelligence or talent instead of developing them. They also believe that 
talent alone creates success—without effort. They’re wrong. In a growth mindset, people believe that their 
most basic abilities can be developed through dedication and hard work—brains and talent are just the 
starting point. This view creates a love of learning and a resilience that is essential for great 
accomplishment. Virtually all great people have had these qualities.’” 
  
“Most of us don’t have the discipline to stay focused on a single goal for five, ten, or twenty years, giving 
up everything to bring it off, but that’s what’s necessary to become an Olympic champion, a world class 
surgeon, or a Kirov ballerina. Even then, of course, it may be all in vain. You may make a single mistake 
that wipes out all the work. It may ruin the sweet, lovable self you were at seventeen. That old adage is 



true: You can do anything in life; you just can’t do everything. That’s what Bacon meant when he said a 
wife and children were hostages to fortune. If you put them first, you probably won’t run the three-and-a-
half-minute-mile, make your first $10 million, write the great American novel, or go around the world on 
a motorcycle. Such goals take complete dedication.”—Jim Rogers 
    
“There is an overwhelming desire to act in the face of adverse market moves. Usually it is termed 
‘avoiding volatility’ with the assumption that volatility is bad. However, I found avoiding volatility really 
inhibits the ability to stay with the long-term trend. The desire to have close stops to preserve open trade 
equity has tremendous costs over decades. Long-term systems do not avoid volatility; they patiently sit 
through it. This reduces the occurrence of being forced out of a position that is in the middle of a long-
term major move.”  
 
“Don’t ask, “How do you know the trend is moving up?” Instead, ask, “What is going to tell me the trend 
is  up?” Not, “What do you think of gold?” Instead, ask, “Am I correctly trading gold?” Seykota’s answers 
effectively placed everyone in front of a huge mirror, reflecting their trading self back at them. If you 
don’t even know the question to ask about trading, much less the answers, get out of the business and 
spend your life doing something you enjoy.  
 
“I have gained a strong appreciation for simplifying. Miles Davis was once asked what went through his 
mind when he listened to his own music. He said: ‘I always listen to what I can leave out.’”  
  
“Self-reliance: A man must think for himself, must follow his own convictions. Self-trust is the foundation 
of successful effort. Judgment: That equipoise, that nice adjustment of the facilities one to the other, which 
is called good judgment, is an essential to the speculator. Courage: That is, confidence to act on the 
decisions of the mind. In speculation, there is value in Mirabeau’s dictum: Be bold, still be bold; always be 
bold. Prudence: The power of measuring the danger, together with a certain alertness and watchfulness, is 
important. There should be a balance of these two, prudence and courage; prudence in contemplation, 
courage in execution. Connected with these qualities, properly an outgrowth of them, is a third, viz: 
promptness. The mind convinced, the act should follow. Think, act, promptly. Pliability: The ability to 
change an opinion, the power of revision. “He who observes,” says Emerson, “and observes again, is 
always formidable.” These qualifications are mandatory to achieve successful speculation, but they must 
be conducted in a balanced manner. A deficiency or an over plus of one quality will destroy the 
effectiveness of all. The possession of such faculties, in a proper adjustment is, of course, uncommon. In 
speculation, as in life, few succeed, many fail.” 
  
“The beginning is the most important part of the work.” Plato  
  
“Measure what is measurable, and make measurable what is not so.” Galileo Galilei  
  
“Chance is commonly viewed as a self-correcting process in which a deviation in one direction induces a 
deviation in the opposite direction to restore the equilibrium. In fact, deviations are not corrected as a 
chance process unfolds, they are merely diluted.” Amos Tversky  
  
“Markets would not exist without utilitarian traders. Their trading losses fund the winning traders who 
make prices efficient and provide liquidity.” 
  
“There are those who absolutely do not accept that there must be a loser for them to be a winner. They 
cannot live with the fact everyone can’t be a winner. Although they want to win, many do not want to live 
with the guilt by their winning, someone else has to lose. This is a poorly thought out yet all too common 
view of the losing trader’s mindset. Harris is clear on what separates winners from losers: On any given 
transaction, the chances of winning or losing may be near even. In the long run, however, winners profit 
from trading because they have some persistent advantages that allow them to win slightly more often or 



occasionally much bigger than losers win. . . . To trade profitably in the long run, you must know your 
edge, you must know when it exists, and you must focus your trading to exploit it when you can. If you 
have no edge, you should not trade for profit. If you know you have no edge, but you must trade for other 
reasons, you should organize your trading to minimize your losses to those who do have an edge. 
Recognizing your edge is a prerequisite to predicting whether trading will be profitable.” 
  
“The market is a brutal place. Forget trying to be liked. Need a friend? Get a dog. The market doesn’t 
know you and never will. If you are going to win, someone else has to lose. If you don’t like these 
survival-of-the-fittest rules, then stay out of the zero-sum game.” 
  
“Rare events are always unexpected, otherwise they would not occur.” —Nassim Taleb  
  
“Success demands singleness of purpose.” Vince Lombardi  
  
“It’s frightening to think that you might not know something, but more frightening to think that, by and 
large, the world is run by people who have faith that they know exactly what is going on.” Amos Tversky  
  
“In omnia paratus. Prepared for all things.” 
  
“I’d rather be the second person going in the right door, then the first person going in the wrong door. 
React > predict.” Larry Tentarelli  
  
“The truth of a theory is in your mind, not in your eyes.” Albert Einstein  
  
“A trend follower’s ability to delay gratification, stifle his impulsiveness, and shake off the market’s 
inevitable setbacks and upsets, makes him not only a successful trader, but a leader. Goleman found 
effective leaders all have a high degree of emotional intelligence along with the relevant IQ and technical 
skills. While other threshold capabilities were entry-level requirements for executive positions, emotional 
intelligence was the sine qua non of leadership. Without emotional intelligence, someone can have 
superior training, an incisive and analytical mind, and infinite creativity, but still won’t be a great leader.” 
  
“Trend followers excel because they control what they know they can control. They know they can choose 
a level of risk. They know they can estimate volatility. They know the transaction costs. However, there is 
still plenty they know they do not know, but in the face of that uncertainty they still step up to the plate 
and swing. That ability to make a decision is core to trend trading philosophy—that is, swinging the bat 
without fear. Those decision-making skills might not appear worthy of endless discussion, but the 
philosophical framework of that decision making is critical to execution.” 
  
“In the field of cognitive science, economics, and trading, it has always been assumed the best decision 
makers have the time and ability to process vast amounts of information. Not true. The field of heuristics 
explores how to make constructive, positive choices by simplifying processes. Gerd Gigerenzer’s Simple 
Heuristics That Make Us Smart shows how to cope with complexities using the simplest of decision- 
making tools. His premise: “Fast and frugal heuristics employ a minimum of time, knowledge, and 
computation to make adaptive choices in real environments.” 
 


