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Over the past ten years I have worked with a number of oil traders in my clinical practice who have sought help with their trading.  Beginning with the husband of a colleague, who thought I might be helpful, at one point I was seeing as many as four.  Over the years a total of about ten traders have come through my office.  Recently, one of them told me that I had come to be known as “the shrink to the Merc.”  That was an exaggeration, no doubt, though it speaks to the fact that my presence among these men was hardly a secret.  They spoke freely with each other of the help they felt they got from their conversations with me.  

Invariably we focused on the problems traders faced in making money – more importantly not losing huge sums.  A good commodities trader can make one, two or even twenty million dollars a year, though many on the margins make less.  On the other hand, sudden shifts in the market can cause the bigger players to lose several hundred thousand dollars in an hour.  Several I saw had gone through dramatic reversals, losing millions of dollars, forced to sell their homes or liquidate other assets;  they were in debt to the IRA, or to the trading houses that stood behind them.  Many who came to see me felt out of control, unable to get in the groove that for them meant profit and success.  Some were bewildered;  they knew they made mistakes but why? And how could they stop themselves?  How could things go so suddenly against them?  What were they doing wrong? 

In the beginning, not knowing about trading myself, I felt handicapped.  I did not even understand the lingo:  I had no idea what a “spread” was or a “position,”  a “Dec-May” or a “butterfly” or a “crack.”  I still don’t.  But I quickly learned that knowledge of the mechanics of trading was irrelevant.  What really mattered to the traders was their ability to think clearly and to adapt to the mercurial changes in the market – and what mattered to me was my ability to attune to the motivations that affected the agility of their thinking.  

The effectiveness of traders depends on their ability to spot relationships between prices and trends, making snap decisions about the direction in which those relationships were going.  They have highly intuitive minds for numbers and are adept at making rapid calculations.  They also pick up clues from events in the world that affected supplies or demands for oil:  a shipping accident, a fire in a refinery, a new tax or government regulation, or a breakthrough in technology.  They also pick up significant clues about the direction the markets will take from other traders in the ring itself, the environment in which the trading actually took place.

A word about that environment, as it has a lot to do with understanding the problems they got into – and it will also set the stage for understanding the immense change that came over the markets since the time I began working with these men.  

Ten years ago, virtually all trading in commodities took place within exchanges, organized literally in rings, concentric and tired “pits” in which the members who had “seats” could, more or less, actually see each other to communicate directly their intentions to buy or sell.  Through a system called “open outcry,” they voiced their bids and their offers to buy, often accompanied by gestures codified to clarify their communications.  “Open outcry” was the name for the method they used, but, in fact, the noise of trading was deafening, as I could hear for myself when I tried to speak with a client on the phone during trading hours.  And many of them complained of hoarseness or chronic sore throats. 

The interaction of two kinds of traders drove the market:  “brokers” and “locals.”  Brokers executed orders largely on behalf of those who wanted to buy or sell futures contracts;  they acted for outsiders as well as themselves.  Locals traded for themselves, managing their own accounts.  They were free to buy or sell on their own judgment, but collectively there were also there to “make markets.”  That is, they helped to ensure that if an order to buy came on to the floor there was someone there to sell.  They provided liquidity and continuity.  The traders I saw were largely locals, bound by their common interest to keep the market going and to honor their bids.  

As I said, the trading community itself was a source of information, what happened in the ring.  The traders watched each other, generating a kind of common sense about what was going to happen to the market, taking their cues from where the pack was headed.  There were also leaders, big traders who typically took big risks and made large sums of money;  smaller traders could learn how the big guys were thinking about market trends and sometimes imitate their successful trades.  Some smaller traders were followed by others if they were seen to be astute.  Bucking the trend, going with the flow, watching others or aligning with certain big traders was a large part of the trading style each trader learned to develop.  

This communal process also created opportunities for manipulation.  Big traders acting decisively could influence the market, in effect, bullying their way to profits – or, if the market turned against them, enduring dramatic losses.  There was also a kind of black market of information:  locals could be tipped off about orders coming to brokers on the floor from “upstairs.”  This was illegal, of course, but I gathered quite common, tolerated because there was a certain complicity of honor that prevented the traders from reporting violations to the “Compliance Committee,” the group of traders and officials charged with making sure that proper procedures were followed.  Given the nature of the system, probably at one point or another virtually every trader had benefited from some form of inside knowledge.  But by and large, this is not where the big money was to be made, though a decent living could be eked out by small players on the margins of the market who routinely “cheated,” in the blunt language of the locals. 

The rings attracted ambitious and highly competitive men, for the most part.  They tended to be physically active, impulsive, given to fast-paced activities, driving sports cars and ATV’s, gambling, jet skiing.  Many of them drank a lot and/or used recreational drugs.  They attended sporting events and rock concerts, spending a lot of money on ringside seats.  Often, I think, the traders had some form of attention deficit disorder, finding in the market a fast moving target for their hyper-active and restless minds.  Not surprisingly, several of them had troubled backgrounds; they had found their way to the floor after unsuccessful efforts at other forms of work.  Several had not attended college, and had gotten their chance at trading from a family member or a friend, starting as clerks or runners before being sponsored or staked by someone on the floor.  On the other hand, some had attended Princeton and Harvard.  Altogether it was a highly varied group, linked by the lure of profit, a willingness to compete, and a democratic appreciation of sheer talent.

This produced a culture that was decidedly adolescent. Insults, horseplay, vulgar comments and practical jokes were the rule.  Bravado, boasting were common.  In our terms, the market was pervaded by sibling and Oedipal rivalries, unmetabolized aggression, and narcissistic aggrandizement.  To survive, one had to be able to give as much as one got.  Boldness was required, not only to risk the sums needed for trading but also to stand up to the barrage of abuse and confrontation on the floor.  There were strict rules against fighting but that was because the potential for physical acting out was great.  Suspicions and fear of betrayal were rampant.  Emotions often ran high.

Frequently, this was a significant problem for traders.  To trade successfully, one has to be able to change one’s ideas rapidly as the market turns in an unexpected direction.  But the competitive posturing of the floor often made it difficult for traders to admit to their errors of judgment in front of each other.  Aggressive and competitive to begin with, they easily became stubborn.  They also often had trouble admitting their mistakes to themselves, and accepting that they were wrong.  A key problem for traders, I quickly found, was entrenched habits of thinking, whatever made it difficult for them to change their minds in response to changes in the market.

A related problem for some traders was accepting their loss of control.  If the market turned against them, they would sometimes desperately try to regain control by trading more furiously than ever, as if the mere act of aggressively trading would enable them to get back their sense of power.  It was hard for them to simply let go.

Another frequent source of difficulty, I found, was the pressure many traders often felt to reach particular goals. This may seem paradoxical:  why would you participate in such a competitive environment of you did not strive to be successful?  But if a trader set a profit goal for himself in order to pay off a debt, or if he simply arbitrarily wanted to achieve a certain level, to beat last year’s goal, say, or to boast of his success, often the emphasis on such a goal would cause him to fail.  That kind of pressure drove him to ignore what was really possible to achieve in any given market environment.  A slogan traders sometimes used to remind themselves of this danger was, “It’s not the money, it’s the trade.”  In other words, keep your eye on the market;  do not be distracted by the potential for profit.

There was another saying, on the other hand, that some traders used:  “It’s all about the money.”  This was because the excitement of trading was akin to gambling.  Caught up in this heady atmosphere, it was sometimes all too easy to forget that the money traders made by trading was what lend stability to their lives;  it paid their rent, their children’s school bills, their alimony, etc, etc.  All too easily, it could seem like an exciting game, a recreation, not a job.  To some extent, of course, it was a game – but it was a “game” with a very serious point to it.

Rather quickly, I came to see my role was to help them protect their capacity to think clearly about the market, the “game” they were engaged in playing as traders.  Rigidity and desperation tended to make them poor players.  Their minds could get fuzzy and inattentive for other reasons, of course.  It was not unusual for bravado to lead them to trade when suffering from severe hangovers or sleep deprivation.  Domestic squabbles could preoccupy them and lead significant lapses of concentration.  I often had to inquire about such factors, but, by and large, the bulk of my work was about probing into what was going on in their minds when they made their dramatic mistakes.  Was a deadline for a large payment to the IRS for back taxes approaching?  Is that why they were pressuring themselves and suddenly trading such large positions?  Had they been competing with someone else on the floor, trying to show off how much they could score?  Or were they just being stubborn again, trying to make the market conform to their predictions, unwilling to acknowledge an error in judgment?  

In effect, I was attempting to add a new level of self-reflection to the process, and make them attentive to the danger signals that all too easily could lead them astray.  After a while, I was able to predict danger points for particular traders, and that sometimes led us into deeper levels of analysis.  One trader, for example, approaching the point at which he would finally get clear of debt, seemed always to get into trouble.  It seemed as if he just became excited and mindless, but as we looked into it, there was something about achieving the financial success that, seemingly, he wanted that inevitably led him to torpedo himself.  On a conscious level, he relished the danger of being in debt.  He felt stimulated and engaged by adversity, but I eventually came to think that the underlying problem was that success meant living a life he feared being trapped within.

Victor – let’s call him that -- had grown up in a contentious relationship with parents he viewed as pretentious and formal.  His father, a professor at a prestigious ivy-league university, was distant, while his mother seemed preoccupied with her status as the wife of a tenured faculty member.  A key event in his childhood was the family’s move from a somewhat ramshackle neighborhood with a population of low socio-economic status, a place they could afford at the beginning of his father’s academic career, to a more affluent neighborhood they felt was more suitable to an established member of the faculty.  That move separated Victor from the many friends with whom he had played sports and hung out after school, many of whom were black and working class.  He went back to his old neighborhood repeatedly to be with his friends, but the move marked a dramatic shift in his relationship with his family.  Henceforth he actively tried to separate himself from what he took to be his parents’ pretentiousness and detachment from real life, objecting to their lack of interest in who he really was and what he really valued.  Graduating high school, Victor went on to college but soon dropped out.  He got involved with drugs and alcohol.

Victor had developed the identity of a rebel in reaction to his parents’ values, and a dare devil who lived on the edge, courting danger in ways that, it appeared to him, his parents never did.  But this was a confusing time.  Eventually, he got back into college, graduated and moved to New York, where he found a job at the Merc.  The job appealed to him, in part, because it was a place of unpretentious, self-made men, crudely and openly competitive.  It also provided opportunities to court danger.  

Success at trading gradually impelled him into a new world of affluence.  He married a beautiful, European-born wife, had two children, and moved into a lavish apartment, trying to settle down, though obviously feeling some discomfort with the trappings of his success.  He would invite fellow traders over to drink beer with him on the terrace of his new apartment, while making fun of his establishment neighbors.  Clearly he was at odds with the life he found himself living, pulled in different directions.  The mix of money, European culture, crude competition, and family did not harmonize, to the point where, I came to think as I spoke with Victor about these developments, he felt compelled to sabotage his success.  He was living a life he did not want, a life that felt stifling and false.  A series of big losses forced him to sell the apartment.  Continuing losses forced him to scramble with debt and unpaid taxes.  He was in trouble, but he had managed to cancel what had been, in effect, a repetition of his childhood move away from his old working class neighborhood.  His losses restored excitement to his life, providing him with a temporary focus on survival, but they did not suggest an alternative set of goals, a new definition of success.

It took some time for this to be clarified, and more time for some answers to emerge.  Victor’s trading gradually improved.  His self-destructive tendencies did not change easily, abetted by the ease with which he could be distracted and his tendency to be impulsive.  He separated from his wife, and began to think more directly about the kind of life he actually wanted to lead.  The bits of his life gradually began to look as if they could coalesce.

In this case, my work extended far beyond what would usually be considered consulting or coaching, though it was always clear to me that what we talked about was driven by an emphasis on trading.  Our sessions usually began with a report on his trades for the week.  This helped us to reinforce his understanding of the more usual dangers he faced in trading:  maintaining his concentration and avoiding some of the more euphoric episodes that had, in the past, inevitably led to substantial losses.  As a result, when it did finally become clear that we needed a deeper explanation of his behavior, it was Victor himself who suggested that he was sabotaging his success.  Having learned over time about his family background, I was able to help establish a framework for understanding the underlying issue he was contending with.

I was also able to challenge his thinking about what he wanted for himself, provoking him to engage the issue more actively about the use he would make of his capacity to earn large sums of money.  Clearly, he was an extremely talented trader.  The mere fact that he had kept himself afloat in the face of extraordinary losses testified to his skill.  But having shaped his identity essentially in reaction to others, not only in his family but also on the trading floor, where he replicated his old neighborhood, he now had to figure out who he wanted to be.  And here again my role shifted and I became more of an advisor, at times, something of a father figure.  Victor’s trading became more stable. And he made real progress in paying off his debts.

As I said earlier, in recent years the nature of commodities trading has radically altered.  With the advent of the internet, globalization, and computers, the pits are becoming obsolete.  Trading now is round the clock, involving markets around the world.  Not only is it “delocalized,” it is dematerialized:  “Open outcry” is being replaced by computer keyboards and screens.  There is no longer a reason for traders even to go to the Merc – and most of them have actually stopped going.
  

This, of course, is profoundly disruptive to those who replied on the information available on the floor.  The impersonal nature of computerized trades makes it less possible to see the big traders working, or to identify the savvy small traders and take cues from them.  There is no din, no bustle, no clues apart from the screen.  Less and less are traders able to communicate with each other, either to learn about or to manipulate the course of trading.  Inside information is no longer available through the usual channels.  Some are trying a mid-course, taking their computers to the floor.  But the trend is unmistakable, and now it seems clear that it is only a matter of time before the pits are entirely shut down.

Interestingly, this shift has been immensely beneficial to Victor.  Highly influenced by the competitive atmosphere of the floor, all too easily pulled into the teasing and posturing of his peers and locked into stubborn positions as a result, it is as if all the distractions have been edited out of the process.  The impersonal quiet of the computer screen has allowed him to listen to his mind more clearly, and to trade more effectively.  To be sure, he feels somewhat deprived of the contact with others, but that is more than offset by his increased effectiveness in making money.  As you might imagine, that has also placed the influence of the underlying dynamic factors affecting his trading in bolder relief.  When he screws up now, it is more obvious why.

Other traders, however, are having a much harder time with the anonymity and silence.  They have to rethink their trading styles radically, and, in most cases, settle for reduced profits.  The Mercantile Exchange’s public offering a couple of years ago put a windfall profit into the pockets of those who had seats, but those smaller traders who leased seats from larger companies were left out.  The trading of commodities is going through a massive shake-out.  It is a sobering time for traders.

Digitized and computerized trading continues and amplifies a long historical process of rationalization and dematerialization in all forms of commerce.  Commodity traders are further and further away from the actual stuff they are responsible for moving around the world, the commodities that go into making the products we all use.  They never handle a barrel of oil, much less see one.  The producers of those commodities have less and less to do with the consumers.  It has all become abstracted.  The workings of Adam Smith’s “invisible hand” are getting harder and harder to detect.

There are several consequences of this I would like to close by commenting on:

Cheating and manipulation now are increasingly hidden.  On the floor of the Merc, the traders had a pretty good idea of what was going on in the shadows, and who was doing it.  They also had a good idea of how much profit was to be gained through undercover trading, as the lives they all lived were reasonably open to each other.  The trades that disappeared from the floor could be roughly gauged, and the money the traders siphoned off the floor was reflected in their life styles.  As a result, “cheaters” were known and their “cheating,” to a degree, contained.  It was an accepted and known price of doing business.  

But now that the traders are invisible to each other, the hidden deals are harder to detect and their scope impossible to measure.  Frankly, though I know no way of knowing how much of it goes on, the traders believe it is.  They are prone to paranoia, of course, but I do believe that their concern is legitimate.  Compliance on the floor has always been largely ineffective, often considered a joke.  But today there is a serious question about to what degree it is even possible.

A second consequence of the change is that the opportunities for social advancement that existed for talented traders are now significantly curtailed.  The informal and rough community no longer recruits clerks and runners to do their menial work, while providing chances for them to observe and learn.  The web of personal relationships that offered stakes and extended helping hands to eager and gifted new comers is fast falling apart. 

A third and final point:  What we are seeing in the collapse of “open outcry” is the continuing rise of a new class of financial experts in our society.  The role of “Investor Capitalism” in our society drives an intensified, relentless search for new sources for profit and greater profitability.  What is happening in the commodities exchanges is a significant part of this development.  Hedge fund managers, investment firms, banks and others are increasingly turning to commodities.  The rise of digitized, round the clock trading amplifies the opportunities for profit, while the development of more and more sophisticated computer programs to analyze trends and respond rapidly to market developments increasingly takes the risk of personal judgment out of trading.

Many traders have commented to me in the last few years how the market has become extraordinarily more volatile, given to sudden huge and unpredictable shifts.  This is due in part, they believe, to the fact that bigger players, trading electronically, are playing a greater role and having a greater influence on the market.  This places a greater premium of the traders’ ability to be mentally nimble, but it also means that trading will become more and more specialized, open only to those who have the training, the skills, and the tools to grasp the nature of this new globalized market.  The messy and noisy transactions in the pits are out of place.  

Recent extraordinary increases in the price of oil, food, metals and other commodities can be traced, of course, to increased demands and limited supplies.  But I suspect as well that, increasingly, profit is being skimmed off the top by the more and more sophisticated traders who are working “upstairs,” behind the scenes, armed with computers and new sophisticated sources of data to serve investors.

It is sobering to recognize that this further marginalizes our interest in and commitment to other social agendas: social justice, protection of the environment, human vulnerability to sickness, and so forth.  Answers to our problems that do not involve greater profitability for someone, someplace, somehow, seldom get explored.  The market seems increasingly to be our one and only answer to everything.

But another sobering thought for us is that the increased rationalization and invisibility of the commodities market is also rendering the role of the unconscious more difficult to detect.  In the pits, the spectrum of human motivation was there to see:  the vanity, combativeness, rivalries, fears, jokes, collusions and bonds that animated the spectacle of trade were on display.  The hidden motives, as a result, were not too difficult to detect as well.  Far from buried, they were an integral part of “open outcry.”  How will we be able to understand ourselves in their absence?
� For a good account of this development, see the anthropologist Caitlin Zaloom’s Out of the Pits: Traders and Technology from Chicago to London, Chicago: Univ of Chicago Press, 2006.





