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For those who seek not luck
but the causes of outcomes,
and in understanding those causes,

find the only freedom the market permits.

Part I. Of Markets and Modes

DEFINITIONS

Definition I. By *market* I understand any structured arena in
which participants exchange claims on assets through the
mechanism of price, where each participant strives to persist in

being and acts from causes that are in principle intelligible.



Definition II. By *price* I understand the emergent equilibrium of
intersecting conatuses at a given instant, expressed as the level at
which buying pressure and selling pressure balance. Price is not a

decision. It is a resolution.

Definition III. By *trader* I understand a market participant who
assumes directional risk in pursuit of profit, whose decisions are
caused by the interaction of ideas, affects, and external
circumstances, and whose persistence depends on the

maintenance of capital sufficient to continue trading.

Definition IV. By *conatus* I understand the striving of each thing
to persevere in its being. In markets, the conatus of a participant
expresses itself as the drive to preserve and grow capital. The
conatus of a market expresses itself as the tendency of a price

regime to persist until a force of sufficient magnitude reverses it.

Definition V. By *affect* I understand a modification of the body by
which the body's power of acting is increased or diminished,
together with the idea of that modification. Hope, fear, greed, and

revenge are affects. They are not analysis.

Definition VI. By *adequate idea* I understand an idea that
represents its object completely and truly, from its causes. An
adequate trading idea includes the causal mechanism, the

probability distribution, the boundaries of applicability, the failure



modes, and the conditions under which the idea is falsified. An
inadequate idea is partial, confused, or derived from effects rather

than causes.

Definition VII. By *edge* I understand a positive expected value
per trade, calculated as the product of win probability and
average gain minus the product of loss probability and average
loss, after transaction costs. An edge is not a prediction. It is a

mathematical property of a decision process.

Definition VIII. By *risk of ruin* I understand the probability that
capital is depleted to zero before the edge has time to compound

sufficiently to make ruin negligibly improbable.

Definition IX. By *regime* I understand a configuration of market
conditions, defined by direction (trending or ranging) and volatility
(high or low), that determines which classes of strategy have

positive expected value.

Definition X. By *noise* I understand price movements that are
samples from a strategy's normal probability distribution, as
distinct from structural failure, in which the underlying causal

structure that produced the edge has changed.



AXIOMS

Axiom I Every market participant strives to persist in being.

(Conatus.)

Axiom II. Price at any instant is the equilibrium of all intersecting
conatuses expressed through the mechanisms of bidding and

offering.

Axiom III. The causal structure that produces price is too complex
for any finite participant to grasp completely. The future state of

price is therefore uncertain for every participant.

Axiom IV. A trader's decision to enter, hold, or exit a position is
caused. The causes include the trader's ideas, affects, history,
capital position, physiological state, and external circumstances.

There is no uncaused decision.

Axiom V. Capital compounds geometrically. A loss of fraction *x*

requires a gain of fraction *x/(1-x)* to recover.

PROPOSITIONS

Proposition I. The market has no will.



Proof. Will requires subjectivity: the capacity to form intentions and act
toward an end. The market is an aggregate of intersecting conatuses
(Def I). An aggregate has no subjectivity. Price is the equilibrium of
those conatuses (Ax II). The equilibrium resolves without intention.

Therefore, the market has no will. Q.E.D.

**Corollary.** Attribution of intention to market movements is an
inadequate idea , a category error that produces resentment,
revenge trading, and the belief that the market is an adversary

rather than a causal field.

Scholium.** Most trading discourse personifies the market: "the market
taught me a lesson," "the market took my stop," "the market is hunting
liquidity." These are metaphors. Metaphors become traps when the
trader forgets they are metaphors. A losing trade is not a punishment. It
is an effect of causes the trader did not adequately understand.

Investigation improves understanding. Resentment degrades it.

Proposition II. When a participant's conatus is threatened,
the affects that arise degrade the adequacy of that

participant's ideas.

Proof. By Ax I, every participant strives to persist. A threat to
persistence is a threat to the conatus. By Def V, a threat to the conatus
produces affects: modifications of the body that diminish its power of

acting, together with the idea of that diminishment. The idea



component of the affect is a perception of threat. The perception
demands immediate action. The demand for immediacy is
incompatible with the formation of adequate ideas, which requires
examination of causes (Def VI). Therefore, the affects that arise from a
threatened conatus degrade the adequacy of the participant's ideas.

Q.E.D.

**Corollary.** The trader whose position moves against him experiences
his conatus under threat. The affect of fear degrades his capacity to
analyze whether the move is noise or structural failure (Prop 1V). The
degradation is not a character flaw. It is a causal consequence of the
structure of the conatus. The correction is not to suppress the fear. It is to
build structures (stop losses, position-sizing rules, crisis protocols) that

operate independently of the fear.

Scholium.** This proposition explains why traders make their worst
decisions at the moments of greatest stress. The explanation is
causal, not moral. The trader is not weak. He is governed by a causal
law: threatened conatus degrades adequate ideas. The law is
universal. Every trader is subject to it. The trader who understands
the law builds structures that function when his ideas are degraded.

The structures are the adequate response to the law.

Proposition III. A trader who does not understand the
causes that produced his outcome cannot improve his

outcome.



Proof. Improvement in trading is the replacement of inadequate
ideas with more adequate ideas (Def VI). To replace an inadequate
idea, the trader must identify the causes that produced the error. If
he does not identify the causes , if he attributes the loss to luck, to
the market's malice, or to a vague sense of inadequacy , he has not
identified what to correct. What has not been identified cannot be
corrected. The next trade will be entered under the same
inadequate idea. Therefore, the trader who does not understand the

causes cannot improve. Q.E.D.

**Corollary.** The trading journal is a record of causes, not a record of
outcomes. A ledger records P&L. The journal records: the idea behind the
entry, the evidence for the causal structure, the affect state, the
structural reason for exit, and the causal diagnosis of the outcome. Only

the journal improves future decisions.

Scholium.** The trader who experiences a large loss will feel an
urgent need to recover it. The urgency is an affect (Prop II). The
affect will produce a revenge trade entered without regard to the
causal structure. The revenge trade has negative expected value.
It produces another loss. The cycle continues until capital is
exhausted or until the trader recognizes the cycle and closes the
platform. The recognition is an adequate idea about the structure
of the cycle. The platform closure is the structural intervention

that breaks it.



Proposition IV. The distinction between noise and
structural failure is the most important judgment a

trader can make.

Proof. Every strategy with positive expected value produces
losing streaks. If a streak falls within the expected range given
the strategy's probability structure, it is noise (Def X). If it
exceeds the expected range, one of two conditions holds: an
extreme but statistically possible event, or a structural change
that has eliminated the edge. The trader must distinguish
between them. Treating noise as structural failure abandons a
working strategy at the bottom of a drawdown. Treating
structural failure as noise compounds losses toward ruin.
Neither error is recoverable without capital. Therefore, the

distinction is the most important judgment. Q.E.D.

Corollary I. The distinction cannot be made while governed by
affects. The drawdown produces shame, fear, and despair
(Prop II). These affects demand action: abandon the strategy
or increase position size. Neither action is based on analysis.
The judgment must be made after the affects subside, using
objective criteria: is the drawdown within the expected range
given the strategy's win rate and position size? If yes, continue.

If no, investigate.



Corollary II. The protocol: (1) stop trading, (2) wait until affects
subside, (3) calculate whether the drawdown exceeds the
expected maximum by more than 50%, (4) if within range,
resume at reduced size, (5) if exceeded, investigate whether
market structure has changed in ways that invalidate the

edge.

Scholium.** Consider the Muathe momentum breakout
method with a 38% win rate. The expected maximum losing
streak over 100 trades is approximately 22 consecutive losses.
If the trader experiences 15 consecutive losses, despair will be
intense, but the streak is within the expected range. The
strategy is not broken. The trader who understands this
continues. The trader who does not abandons at the fifteenth
loss, crystallizes the drawdown, and misses the recovery. The
mathematics does not care about feelings. It cares about the

probability distribution. The distribution is the adequate idea.



Part II: Of the Affects That Destroy

Capital

In Part I we established the nature of markets as causal fields,
proved that threatened conatus degrades adequate ideas, and
proved that the noise/failure distinction is the critical judgment.
We now deduce the structure of the specific affects that govern
traders, and prove how they operate and how their power can be

reduced.

PROPOSITIONS

Proposition V. Participants imitate the affects of
those they perceive as similar to themselves, and
this imitation is the mechanism by which
individual emotion becomes collective market

movement.



Proof. By Def V, an affect is a modification of the body
together with the idea of that modification. The idea of an
affect can be communicated: a participant who observes
another participant experiencing fear forms the idea of that
fear. By the nature of imagination, the idea of an affect in
another produces a similar affect in the observer. The
mechanism operates with greater force when the observer
perceives the other as similar (a fellow trader, a respected
fund manager, a peer). The affect spreads through the
population of participants by imitation. The spreading
produces collective behavior: coordinated selling during fear,
coordinated buying during greed. The collective behavior
moves price beyond the level implied by any individual
participant's independent analysis. Therefore, the imitation
of affects is the mechanism by which individual emotion

becomes collective market movement. Q.E.D.

**Corollary.** The imitation of affects is the causal foundation of both
panics and manias. The initial cause (an earnings miss, a policy change)
triggers selling by a subset of participants. Their selling moves price
lower. Observers experience the fear, imitate it, and sell. The cascade is
self-reinforcing until the population of potential imitators is exhausted.
The Spinozan trader does not join the cascade. He studies its structure:
the velocity of the spread, the levels at which forced actors must act, the
signals of exhaustion. He positions himself around the cascade, not

within it.



Scholium.** The history of markets is the history of crowd
affects. The Dutch tulip mania, the South Sea Bubble, 1929,
1987, the dot-com bubble, 2008, the COVID crash, the
meme stock mania of 2021. In every case, the imitation of
offects produced prices that were, in retrospect,
disconnected from the underlying causal structure. The
participants governed by the crowd affect lost capital.
Those who studied the crowd affect and positioned around
it profited. The pattern persists because the imitation of
affects is a causal law of human psychology. It cannot be

arbitraged away. It can only be understood and exploited.

Proposition VI Four affects , hope, fear,
greed, and revenge , are responsible for more
trading losses than all analytical errors
combined, because they cause the trader to
act without regard to any idea, adequate or

inadequate.

Proof. An analytical error is an inadequate idea about the
market's causal structure. Analytical errors are corrigible:
the trader can study and improve. An affect-driven error
occurs when the affect overrides the analysis entirely.
Hope causes the trader to hold a losing position because

he imagines a reversal the causal structure does not



support. Fear causes him to exit a winner because he
imagines a loss the causal structure has not produced.
Greed causes him to increase size after a winning streak,
amplifying exposure at the moment when the causal
alignment may be exhausting. Revenge causes him to
enter a trade for the benefit of his affects, not his capital.
In each case, the affect suspends analysis. No amount of
analytical improvement can correct an error that occurs
when analysis is not being applied. Therefore, the four
affects are responsible for more losses than all analytical

errors combined. Q.E.D.

**Corollary.** The trader who responds to losses by seeking better
analysis is treating the symptom. If losses are caused by affects
overriding analysis, better analysis will also be overridden. The
correction is structure: rules defined before the affect arises, executed
regardless of what the trader feels. Stop losses. Position-sizing rules.
Session loss limits. The structures govern when the affects would

otherwise govern.

Scholium.** Every experienced trader knows the
sequence: a loss produces anger. Anger demands
action. The trader enters a new trade, not because the
causal structure supports it, but because action feels
like restoration. The new trade loses. Anger intensifies.
Size increases. The larger loss produces despair. The

cycle ends when capital is exhausted or the platform is



closed. The platform closure is not cowardice. It is the
structural intervention that Prop VI's Corollary
demands. The structure was defined before the affect
arose. That is the difference between a trader who is

destroyed by his affects and one who survives them.

Proposition VII. An affect loses its power to
govern action in proportion as the trader

forms an adequate idea of its cause.

Proof. An affect is a modification of the body together
with the idea of that modification (Def V). When the
idea is inadequate , when the trader experiences fear
without understanding what caused it , the fear is
indistinguishable from information about the market.
The fear governs action. When the trader forms an
adequate idea of the cause, "this fear is caused by the
position moving against me by 1.5R, which is within
my strategy's expected noise range" , the affect is
recognized as an affect, not as market information.
The recognition separates the affect from the analysis.
The analysis continues to govern. The affect, though
still felt, no longer determines conduct. Therefore, an
affect loses its power in proportion as the trader

understands its cause. Q.E.D.



**Corollary.** The adequate response to fear during a trade is not
suppression. It is naming. "I am afraid because the position has moved X
points against me. My stop is at Y. X is within normal noise. Therefore,
this fear is not a signal." The naming converts the fear from a
commander to an observer. The commander issues orders. The observer

reports sensations. The trader acts on the analysis, not the sensation.

Scholium.** This proposition is the practical
application of Spinoza's central psychological
insight: an emotion understood ceases to be a
passion and becomes an action. The transformation
requires practice. The first time the trader names his
fear, the fear will still feel overwhelming. The tenth
time, the naming will be faster. The hundredth time,
the naming will be automatic. The automation is the
construction of a new causal pathway: stimulus
(price moves against position) produces analysis (is
this within expected noise?) rather than reaction
(exit immediately). The construction is the work of
the journal (Prop XXI). The journal is the

mechanism. The mechanism is the edge.

Proposition VIII. The imitation of
affects, operating through fear, is the
mechanism by which individual selling

becomes market panic.



Proof. By Prop V, participants imitate the affects of
others. A selloff begins with a causal trigger
(earnings miss, rate decision, geopolitical event).
Initial sellers act from analysis of that cause. Their
selling moves price lower. Other participants
observe the price decline and experience fear. By
Prop V, the fear is imitated. The participants sell,
not from analysis of the original cause, but from
the imitated fear. Their selling moves price lower,
producing more fear, more imitation, more selling.
The cascade is self-reinforcing. At each stage,
participants are not independently analyzing fair
value. They are imitating fear. The aggregate price
decline overshoots any individual analysis.
Therefore, the imitation of affects, operating

through fear, is the mechanism of panic. Q.E.D.

Corollary 1. Panic produces prices causally
disconnected from underlying assets. The trader
who understands this does not join the panic. He
identifies the level at which the cascade must
exhaust: when all participants who could be
induced to sell have sold, when remaining

participants possess capital sufficient to resist



the affect, or when a new cause (policy
intervention, value buyer of sufficient size)

reverses the cascade.

Corollary II. The same mechanism operates in
reverse during rallies. The imitation of hope and
greed produces prices that overshoot fair value.
The trader exits when the causal structure
changes, not when the hope is most intense. The
hope is the signal that the cascade is mature.
The causal structure is the signal for exit. The two
signals are opposed. The trader who follows the

causal structure keeps the gains.

Scholium.** The 2020 COVID crash and the 2021
meme stock rally are the same phenomenon in
opposite directions. In both, the imitation of
affects produced prices no individual would have
independently chosen. The trader who bought
the March 2020 lows understood that the fear
cascade had produced a price below any
reasonable estimate of fair value and would
exhaust when the last forced seller sold. The
trader who sold GameStop at $480 understood
that the hope cascade was mature and would

reverse when the last buyer bought. In both



cases, the edge was not superior analysis of the
trigger. It was understanding the structure of

the cascade.

Proposition IX. Overconfidence , the
affect that follows a winning streak ,
is more dangerous than fear
because it increases position size
when the causal alignment that
produced the streak is most likely to

exhaust.

Proof. A winning streak is a favorable sample
from an unchanged probability distribution (Ax
IIl). The streak does not alter the distribution.
But it produces the affect of overconfidence:
the inadequate idea that the streak is evidence
of increased skill. Overconfidence produces an
increase in position size. The increase amplifies
the loss when the next outcome is unfavorable.
The amplified loss produces intensified affects
(shame, anger, revenge), which produce the
errors proved in Prop VI. The trader who was

winning now sustains a disproportionate loss.



Therefore, overconfidence is more dangerous
than fear because it produces larger losses

from a position of maximum conviction. Q.E.D.

**Corollary.** Protocol: after three consecutive wins, reduce position
size by 25%. After five consecutive wins, reduce by 50%. The reduction is
not punishment. It is acknowledgment that the causal alignment is
statistically unlikely to persist. The trader who increases size amplifies the

eventual loss. The trader who reduces size preserves the streak's gains.

Scholium.** The trader who has experienced
ten consecutive wins feels invincible. The
feeling is an affect. The affect is caused by
the streak, not by any change in skill. The
streak will regress to the mean. The
regression will produce losses. If size was
increased during the streak, the losses are
amplified. If size was reduced, the losses are
contained. The difference in outcomes is not
caused by a difference in edge. It is caused
by a difference in the understanding of

probability.



Proposition X. The trader who has
not experienced a  severe
drawdown does not know his
own conatus, and what he does

not know can destroy him.

Proof. A severe drawdown threatens
persistence (Ax I). The threat activates
survival reflexes: fight (revenge trading,
doubling down) or flight (abandoning the
strategy). These reflexes are poorly adapted
to probabilistic systems. The trader who has
never experienced a drawdown does not
know which reflex his conatus will produce.
When the drawdown arrives, the conatus
overrides his untested beliefs about his
discipline. He discovers, in real time, under
maximum affect, with capital at risk, that
he is a fight-trader or a flight-trader. The
discovery occurs under the worst possible
conditions for forming adequate ideas
(Prop II). Therefore, the untested trader
does not know his own conatus, and what

he does not know can destroy him. Q.E.D.



**Corollary.** The trader should simulate a drawdown before
experiencing one with real capital: take twenty consecutive paper losses
and record every affect, impulse, and temptation. The simulation does
not replicate the full intensity of real-drawdown affects, but it reveals the
shape of the trader's conatus under threat. The knowledge of the shape
is an adequate idea. During a real drawdown, the idea will not prevent
the affects, but it will allow the trader to recognize them. Recognition is

the first step in reducing their power (Prop VII).

Scholium.** Most traders are destroyed
by their first severe drawdown. The
destruction is not caused by the
drawdown. It is caused by the trader's
untested response, which is caused by his
conatus under threat, which he did not
understand because he had never
experienced it. The trader who survives
has gained something more valuable
than preserved capital: an adequate idea
of his own nature under extreme stress.
The body has learned it can survive
without destroying itself. The learning is
the difference between a trader governed
by his conatus and one who has built

structures to channel it.



Part III: Of Probability

and Survival

In Parts I and II we established the nature of
markets and the structure of the affects. We
now prove the mathematical laws that
govern survival under uncertainty, and
deduce the principles of position sizing,
drawdown management, and compound

growth.

PROPOSITIONS

Proposition XI. Expected value
is the only adequate metric for

evaluating a trading decision.

Proof. A single trade outcome s
determined by causes the trader did not

and could not know (Ax III). The



outcome is therefore an unreliable
measure of decision quality. A good
decision can produce a bad outcome. A
bad decision can produce a good
outcome. The trader who evaluates by
outcomes will reward bad decisions that
won and punish good decisions that
lost. The process converges to ruin.
Expected value , the probability-
weighted average of all possible
outcomes (Def VII) , is independent of
the unknowable causes of any single
outcome. It orders decisions by their
long-run quality. Therefore, expected

value is the only adequate metric. Q.E.D.

Corollary 1. A losing trade entered with
positive expected value is a good
trade. A winning trade entered with
negative expected value is a bad trade.
The distinction is not semantic. The
trader who congratulates himself for a
win entered on an inadequate idea
strengthens the neural pathways that
produced it. Expected value will assert

itself over time.



Corollary 1I. Expected value requires
three estimated inputs: win
probability, average gain, average
loss. All three are imperfect estimates.
The imperfection is acknowledged. The
acknowledgment is part of the
discipline. A refusal to estimate
because the estimates are uncertain is
a refusal to form an adequate idea.
The market does not reward the

refusal.

Scholium.**  The objection that
expected value cannot be calculated
because the future is uncertain
misunderstands probability.
Probability is a property of the
trader's knowledge, not of the future.
"This setup has a 55% win rate"
means: in my sample of similar
setups, 55% were winners. The sample
is imperfect evidence. Imperfect
evidence is better than no evidence.
The trader who acts on imperfect
evidence will, over time, outperform

the trader who acts on none.



Proposition XII. Risk of ruin
is the only risk that
matters, because ruin is
the one outcome from
which recovery is

impossible.

Proof. From Def VIII, risk of ruin is
the probability that capital is
depleted to zero. From Ax V, capital
compounds geometrically: recovery
becomes exponentially harder as
losses deepen. A trader who is ruined
cannot trade. The edge becomes
irrelevant. For a given edge, risk of
ruin increases with position size. As
the fraction of capital risked
approaches 1, ruin probability
approaches 1. As the fraction
approaches 0, ruin probability
approaches 0. The edge determines
whether expectation is positive. The
sizing determines whether the trader

survives long enough for the



expectation to materialize. Therefore,
risk of ruin is the only risk that

matters. Q.E.D.

Corollary I Before entering any
trade, the trader must know the
maximum number of consecutive
losses  before ruin and the
probability of that sequence
occurring. If that probability
exceeds 0.5%, position size is too
large. The 0.5% threshold means
ruin should be a once-in-multiple-
careers event, not a once-in-a-few-

years event.

Corollary II. A 50% drawdown
requires a 100% return to recover
(Ax V). The trader who risks 5% per
trade with a 55% win rate faces an
approximately 2% risk of ruin. Over
a 30-year career, the probability of
experiencing ruin at least once is
approximately 459%. The
mathematics does not care about
confidence. It cares about the

numbers.



Scholium: ~ On  Correlation.**
Correlation between positions is
the hidden variable that converts a
diversified  portfolio into a
concentrated bet. If five positions
each risk 2% of capital but are
perfectly correlated, the effective
risk is not 10%, it is 10% multiplied
by  the  correlation, which
approaches  1.0. The  worst
drawdowns in trading history
(LTCM 1998, Amaranth 2006,
Archegos 2021) were correlation
events. In each case, positions that
appeared diversified were bets on
a single causal driver. The
protocol: classify every position by
its primary causal driver, limit net
exposure to any single driver to
25% of total capital at risk, and
recalculate  correlations  before

adding any new position.

Proposition XIII. The
Kelly criterion identifies

the optimal fraction of



capital to risk per trade,
and fractional Kelly is
rationally preferred to
full  Kelly  because
estimation error makes
the true edge lower
than the estimated

edge.

Proof. For a bet with win
probability *p* and odds *b*
(win/loss ratio), the Kelly fraction
** = (*pb* minus (1 minus
*p*)) / *b* This maximizes the
expected logarithm of wealth,
which maximizes the geometric
growth rate. But the inputs (*p*
and *b*) are estimated from
finite samples. Estimation error
means the true edge is likely
lower than the estimate. A
fraction of Kelly , typically one-
quarter to one-half , accounts for
this error by reducing bet size

below the theoretical optimum.



Half-Kelly ~ produces three-
quarters of the growth with
significantly less volatility.
Quarter-Kelly produces half the
growth with dramatically less
volatility. For a professional
trader whose persistence is the
precondition of all returns,
estimation error insurance is
rationally mandatory. Therefore,
fractional  Kelly is rationally

preferred to full Kelly. Q.E.D.

**Corollary.** For a strategy with a 55% win rate and 2:1 reward-to-risk,
full Kelly dictates 32.5% risk per trade , a five-trade losing streak loses
86% of capital. Quarter-Kelly at 8.1% per trade loses 34% in the same
streak. The expected growth rate is halved. The probability of surviving
the streak is dramatically higher. The surviving trader compounds. The

ruined trader does not.

Scholium.** The Kelly criterion
is  often  dismissed  as
theoretically  elegant  but
practically  useless  because
inputs are never known with
certainty. The dismissal

misunderstands theory. Theory



provides the structure of the
relationship ~ between edge,
sizing, and  growth. The
structure can be adapted to
imperfect inputs. Fractional
Kelly is that adaptation. The
trader who dismisses the theory
has no structure. He sizes by
feel. Feel is an affect. Affects are
unreliable in  probabilistic

systems (Prop VI).

Proposition XIV.
Drawdown is a
mathematical

certainty for any
strategy with positive
expected value, and
the trader who does
not calculate the
expected maximum
drawdown  before

trading will abandon



the strategy at the
worst possible

moment.

Proof. A strategy with win rate
*p* produces losing streaks.
The expected maximum losing
streak over *N* trades is
approximately  log(*N*) /
log(1/(1 minus *p¥*)). For a
55% win rate at 2% risk per
trade over 500 trades, the
expected maximum
drawdown is approximately
15%. The trader who begins
trading without calculating
this number will, when the
drawdown arrives, interpret it
as evidence of failure. The
interpretation is an affect
(Prop II), not an analysis. The
affect  demands action:
abandon the strategy. The
abandonment occurs at the
bottom of the drawdown. The

strategy then recovers , as



expected , without the trader.
Therefore, the trader who
does not calculate  the
expected maximum
drawdown will abandon at
the worst possible moment.

Q.E.D.

**Corollary.** Protocol: before trading any strategy, calculate and write
down the expected maximum losing streak and expected maximum
drawdown. When the drawdown arrives, compare to the expected values.
If within range, continue. If exceeding the expected maximum by 50% or

more, stop and investigate (Prop 1V, Corollary II).

Scholium.** The difference
between a professional and
an amateur is not that the
professional avoids
drawdowns. He does not.
The difference is that the
professional expected the
drawdown before it arrived.
The expectation removes
the shock. The shock is what
produces the affects that
destroy  discipline.  The

professional still feels the



offects. But they do not
surprise him, and what does
not surprise him does not

govern him.

Proposition  XV.
The arithmetic of
compound
growth  dictates
that survival
precedes
optimization, and
optimization
precedes

aggression.

Proof. Final capital = initial
capital  times (1 plus
*r¥)NEN*  where *r* s
return per period and *n*
is the number of periods. A
50% drawdown in year 5
of a 10-year compounding
period reduces terminal

wealth by approximately



50% compared to avoiding
the drawdown. Avoiding
the drawdown adds more
to terminal wealth than
increasing monthly returns
from 3% to 4%. Therefore,
the hierarchy is: (1) survive
, avoid drawdowns from
which recovery is
impossible, (2) compound ,
earn a positive return
consistently, (3) optimize ,
improve the edge
incrementally. Most
traders invert the
hierarchy, pursuing
optimization before
achieving  survival.  The
inversion produces
sophisticated ways to lose

money. Q.E.D.

**Corollary.** The trader who has survived and compounded for three
years, even at modest returns, has accomplished what 90% of traders

never achieve. Optimization can then begin incrementally: improve win



rate by one percentage point, reduce average loss by half a percent, find
one more setup per week. Small increments, compounded over decades,

produce enormous differences in terminal wealth.

Scholium: On
Performance Metrics.**
Performance must be
measured by  risk-
adjusted metrics, not
absolute returns. Two
traders each earn 30%
in a year. Trader A does
so with an 8% maximum
drawdown and a Sharpe
ratio of 2.1. Trader B
does so with a 42%
drawdown and a Sharpe
ratio of 0.7. Trader B
took more than five
times the risk for the
same return. In a regime
shift, Trader B's 42%
drawdown could
become 70%. Recovery
from 70% requires a
233% return. The

professional dashboard:



Sharpe ratio (target
above 1.0), maximum
drawdown (target below
20%), Calmar ratio
(target above 1.5), win
rate and profit factor,
expectancy per trade in
R-multiples, and
consecutive losing streak
versus expected
maximum. Any metric
outside its target range

triggers a review.

Scholium: On
Scaling.** As capital
grows, position size
increases, and the
trader's orders move
the market.
Slippage the
difference  between
expected and actual
execution  price
degrades the edge.
At some size,

slippage exceeds the



edge. The strategy's
capacity limit is the
size at which realized
edge after  costs

drops to zero. The

scaling protocol:
measure realized
edge after

transaction costs at
each size increment.
Identify the size at
which realized edge
drops below 50% of
theoretical edge. Set
maximum  size at
75% of that level as a
margin of safety. The
trader who scales by
feel ("I am
comfortable with
larger size now") is
acting on an
inadequate idea.

Comfort does not



measure  slippage.

Only data measures

slippage.

Part IV: Of
Strategy
Deduced

from First

Principles



We now deduce
specific strategies from
the principles
established in Parts I
through  II.  Each
strategy is a
Proposition proved
from prior
Propositions, with
explicit conditions,
explicit failure modes,
and explicit
integration with the
position-sizing rules of

Part I1I.

PROPOS
ITIONS

Proposition
XVIL
Classifying
a session by
its position

relative to



the volume-
weighted
average
price is a
necessary
filter — for
directional
bias,
because it
aligns  the
trader with
the
dominant
conatus of

the session.

Proof. By Ax 11, price
is the equilibrium of
intersecting

conatuses. VWAP
weights each
transaction by its
size, giving larger

conatuses



proportionally

greater influence.
When price is above
VWAP, the buying
conatuses are, in
aggregate, stronger
than the selling
conatuses. The
session's dominant
direction is  up.
When price is below
VWAP, the
dominant direction
is down. By Def 1V,
the conatus of a
market tends to
persist. The trader
who takes longs
above VWAP and
shorts below VWAP
aligns  with  the
dominant conatus.
The alignment does
not guarantee
success on any

single  trade. It



guarantees that the
trader's  expected
value is positive
when the dominant
conatus  persists.
Therefore, the VWAP
regime is a
necessary

directional filter.

Q.E.D.

**Corollary.** The VWAP regime is a filter, not a system. It answers the
question: which direction? It does not answer: at what price, with what
risk, to what target? Those answers require additional structure (Props
XVII, XVIII). The trader who enters solely because price is above VWAP has
an inadequate idea. Both the directional bias and the entry structure are

necessary. Neither is sufficient alone.

Scholium: On
Volume Profile.**
Volume  Profile
reveals where
participants  are
positioned.  The
Point of Control is
the level with the

highest  traded



volume: the price
where the largest
conatuses
intersected. High-
volume nodes are
levels of
agreement.
Participants
defend the levels
where they are
positioned. A
break of a high-
volume node on
expanding
volume  signals
that the
defending
conatuses  have
capitulated.  The
capitulation
accelerates price
through the low-
volume node
beyond, where no
participants  are

positioned to slow



it. The Volume
Profile adds
causal specificity
to the VWAP
regime: it
identifies not just
which  direction,
but which specific
levels contain the
strongest

conatuses.  The
trader who
combines  VWAP
regime with
Volume  Profile
knows both the
direction and the

terrain.

Propositi
on XVIL
The
single-
decision
trade

one



entry,
one
position,
one exit
at the
close
maximiz
es
expected
value for
a trader
whose
primary
failure
mode is
intervent
ion
driven
7
affects.

Proof. By Prop
78 affects

destroy capital



by  overriding
analysis.  Each
intervention
exiting early
from fear,
holding  from
hope,  adding
from greed, re-
entering  from
revenge , is a
separate
decision. The
single-decision
trade  reduces
decisions to one:
the entry. Exit is
predetermined
(market close).
Position size is
predetermined
(Prop X,
Corollary).  No
additional
decisions are
permitted,

therefore no



additional
interventions
are possible. The
elimination  of
intervention
eliminates  the
failure mode
that Prop VI
identifies as the
primary  cause
of loss.
Therefore,  for
the trader
whose primary
failure mode is
intervention, the
single-decision
trade maximizes
expected value.

Q.E.D.

Corollary L
Execution: at
10:00 AM ET,
determine the
VWAP  regime
(Prop XVI). If



above VWAP,
enter long with
a market
order. Place a
catastrophic

stop at the low

of the 9:30-
10:00 AM
range. No

profit  target.
Exit at 3:55 PM
ET. The
catastrophic
stop is a
survival
mechanism,
not a normal
stop. It is
placed at a
level where, if
triggered, the
session's
dominant
conatus  has
definitively

reversed. The



trader does
not watch the

position.

Corollary  IL
The single-
decision trade
produces
positive
expected value
in trending
regimes  and
negative
expected value
in ranging
regimes (Prop
XIX). The
regime filter is
not optional: a
session
classified  as
ranging/low-
vol requires a
different
strategy. A
session

classified  as



ranging/high-
vol requires no

trading at all.

Scholium: On
Order Flow.**
Order flow ,
the real-time
stream of
transactions
can improve
the timing of
the single-
decision entry.
At 10:00 AM,
watch the
tape. If prints
at the ask
accelerate as
price.  moves
above VWAP,
enter
immediately:
buyers are
absorbing
offers and the

dominant



conatus is
expressing
itself. If prints
at the bid
appear, wait:
the  conatus
may not be
established.
The tape
reveals which
side is winning
the battle at
the entry level.
The chart
shows where
price has
been. The tape
shows where it
is going. The
difference in
entry timing
can be the
difference
between a
positive

expected value



after slippage
and o]

negative one.

Prop
ositio
n
XVIIL
The
openi
ng
thirty

minut

range
conta
ins
infor
matio
n
about
the
sessio

n's



direct
ional
prob
abilit
y that
is
statis
tically
explo

itable

Proof.  The
first  thirty
minutes are
an auction in
which
overnight
orders
execute,
institutions
establish
positions,

and the



market
discovers
equilibrium.
By 10:00 AM
ET, the
auction's
direction is
statistically
established.
A session
breaking
above  the
9:30-10:00
AM high and
holding  for
five minutes
above it
closes above
that level
with
probability
greater than
50%. A
session
breaking

below the



low  closes
below it with
probability
greater than
50%. The
probability
advantage is
modest /
approximate
ly 60% , but
positive.
Combined
with a
favorable
reward-to-
risk ratio
(target

larger than

stop), the
expected
value is
positive.
Therefore,

the opening
range

contains



exploitable
information.

Q.E.D.

**Corollary.** Execution: at 10:00 AM, mark the high and low of 9:30-
10:00 AM. If price breaks above the high and holds five minutes, enter
long with a stop at the range low. Target: twice the range height. If price
breaks below the low, enter short with the inverse. The five-minute
confirmation filter eliminates false breakouts. The 2:1 reward-to-risk

ensures positive expected value at a 60% win rate.

Scholium.*
& This
strategy
fails  most
frequently
during
ranging
regimes
and on
days
preceding
major
news
events. The
failure

mode is



the false
breakout:
price
moves
beyond the
range,
triggers
the entry,
and
reverses.
The regime
filter (Prop
XIX) and
the news
calendar
reduce the
failure
rate. They
do not
eliminate
it.
Remaining
false
breakouts
are the

cost of the



strategy.
The cost is
paid from
the edge.
The net
expected
value
remains

positive.

Pr
op
oSsi

tio

XI

ar
ke
ts

op
er

at



in
re

gi

es,

an

str

at

eg

th
at
pr
od
uc
es
po
sit
ive
ex
pe
ct

ed



va

lu

in

on

re

gi

pr
od
uc
es
ne
ga

tiv

ex
pe
ct

ed
va

lu



in
an
ot

he

Proof. By
Def IX, a
regime is
defined
by
direction
and
volatility.
The four
regimes
are
trending/I
ow-vol,
trending/
high-vol,
ranging/|
ow-vol,

and



ranging/
high-vol.
In
trending
regimes,
the
dominant
conatus
persists
(Def 1V).
Trend-
following
strategies
(Props
XVI-XVIII)
produce
positive
expected
value. In
ranging
regimes,
the
dominant
conatus
does not

persist



price

oscillates,
triggerin
g stops
before

targets.
Trend-

following
strategies
produce
negative
expected
value.

Mean-

reversion
strategies
(Prop XXI)
produce
positive
expected
value in
ranging/I
ow-vol

and

catastrop

hic losses



in
trending/
high-vol.
Therefore
, Strategy
expected
value is
regime-
dependen

t. Q.ED.

Corollar
y L
Regime
classific
ation
precede
s every
trade.
Objectiv
e
metrics:
ADX(14)
above
25
indicate

)



trendin
9
below
25
indicate
s

ranging

ATR(14)/
price
above
2%
indicate
s high
volatilit
y; below
1%
indicate
s low
volatilit
y. The
regime
determi
nes the
strategy
The



strategy
does
not
determi
ne the

regime.

Corollar
y IL.
Strateg
y
selectio
n by
regime:
trendin
g/low-
vol:
single-
decision
trade,
opening
range
breako
ut.
Trendin
g/high-

vol:



same
strategi
es,
wider
stops,
half
position
size.
Rangin
g/low-
vol:
mean
reversio
n at
range
bounda
ries.
Rangin
g/high-
vol: no
trades.
The
noise
exceeds
any

plausibl



e edge.
The
disciplin
e of
non-
action
in this
regime
preserv
es
capital
for the
tradabl

e ones.

Scholiu
m. **
The
trader
who
has
learned
to
classify
regime
s and

select



strategi
es has
crossed
from
amateu
r to
professi
onal.
The
amateu
7
applies
the
same
approa
ch to
all
conditi
ons.
The
professi
onal
diagno
ses the
conditi

on and



selects
the
tool.
The
diagno
sis is an
adequa
te idea.
The
selectio
nis a
deducti
on
from
the
diagno
sis. The
deducti
on s
the

edge.
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Proof.
Addin
gtoa
positi
on
increa
ses
expos
ure. If
added
at a
worse
price

(buyin

higher
), the
weigh
ted-
avera
ge
entry
moves
closer
to the

curren



price.
The
distan
ce to
the
stop
decre
ases.
The
risk
per
unit
increa
ses. If
added
at «a
better
price
(buyin
g a
pullba
ck
within
an

uptre



nd),
the
weigh
ted-
avera
ge
entry
moves
furthe
r from
the
curren
t
price.
The
distan
ce to
the
stop
increa
ses.
The
risk
per
unit

decre



ases.
Only
the
secon
d case
impro
ves
the
rewar
d-to-
risk
profile
5%
Prop
AL
expect
ed
value
impro
ves
when
rewar
d-to-
risk
impro

ves.



Theref
ore,
pyram
iding
increa
ses
expect
ed
value
only
when
addin
g ata
better
price.

Q.E.D.

**Corollary.** Pyramiding protocol: enter initial position at signal. If
price moves 1R in favor, move initial stop to breakeven. If price pulls
back to prior support and shows confirming evidence (candle close,
order-flow absorption), add a second unit at the pullback level. The
second unit's stop is below the pullback low. The initial unit is now risk-
free. Total risk is limited to the second unit's stop distance. The risk-

reward profile has improved.



Sch

oliu

The
trad
er
who
pyr
ami
ds
will

hav

losi
ng

pyr
ami

ds.

pull

bac

that

app

ears



reve
rsal.

Bot

unit

will
be
stop
ped
out.
The

trad

that



was
in
pro
fit

end

Nego]
tch
or
sma
Il
loss.
The
trad
er
who
can
not
acce
pt
this
sho
uld

not

pyr



ami

Pyra
midi
ng

add

exp

ecte

valu

over
ma
ny
trad
es,
not
cert
aint
y to
any
L]
le

trad



The
faile

pyr
ami
ds
are
the

cost

the
succ
essf
ul

one

The
succ
essf
ul

one

pro

duc

the



retu
rns.
The
net
gain
is
the

edg
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D.

**Corollary.** Protocol: (1) identify range with at least three touches of
both boundaries, (2) confirm ADX below 25 and ATR/price below 1%, (3)
enter long at support with stop 1 ATR below, (4) enter short at resistance
with stop 1 ATR above, (5) target the opposite boundary, (6) exit all
positions if price closes outside the range on expanding volume.

Condition 6 is the failure mode. The range is broken. The edge is gone.
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**Corollary.** The Conatus Formula screens for five causally connected
criteria: (1) Recurrence , persistent earnings growth over multiple

periods, (2) Margin , stable or expanding margins indicating pricing



power, (3) Adequacy , a business model understandable from its causes,
(4) Balance-sheet , the capacity to survive a downturn without dilution,
(5) Culture , rational capital allocation. Assets satisfying all five possess
strong conatus. When the market marks them down due to broad selling,
buy. When the conatus weakens, sell. The buy signal is external

weakness. The sell signal is internal weakness.
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**Corollary.** The discipline of non-action is the hardest discipline
because it produces no immediate reward. Action produces satisfaction,

relief, anticipation. Non-action produces nothing. The mind, governed by



the conatus (Ax I), prefers stimulation to stillness. The trader who cannot
tolerate stillness will enter trades simply to escape it. These trades are
expressions of discomfort, not edge. The market extracts a fee for every

expression of discomfort.
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**Corollary.** The adequate journal records for each trade: (1) the
causal structure expected to produce the outcome, (2) the evidence
confirming that structure, (3) the affect state before, during, and after,
(4) the market conditions, (5) the structural reason for exit, (6) the causal
diagnosis , what was adequate, what was inadequate, what was learned.
A ledger records outcomes. The journal records causes. Only the journal

improves future decisions.
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**Corollary.** The architecture: (1) pre-session: review prior journal,
classify regime (Prop XIX), select matching strategies, define maximum
trades and maximum permissible loss, (2) during session: execute only
selected strategies, enter only when causal structure is confirmed, exit
only for structural reasons, (3) post-session: complete journal for every
trade, note missed trades, note any affects that influenced decisions,
close the platform, leave the desk. Step 3, Part 3 is not optional. It is the
transition from trader to person. The desk is the arena of action. Life

outside the desk is the arena of recovery. The two must be separated.
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**Corollary.** The crisis protocol: (1) immediately reduce position size to
minimum. Stop entirely if the crisis is personal. (2) Make no discretionary
decisions , all crisis decisions are governed by survival reflexes. (3) Return
to the journal. Determine whether the situation is noise or structural
failure (Prop IV). (4) If noise, resume at reduced size when the crisis

passes. If structural failure, revise the strateqy before resuming.



Activation triggers: a single-day loss exceeding 3% of capital, a
drawdown exceeding 1.5 times the expected maximum, or a personal

event impairing the capacity for adequate analysis.
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**Corollary.** The trader must treat his system as he treats any mode of
nature: study it, respect its causal structure, provide the conditions it
needs to persist, and do not interfere when it is functioning as designed.
The system's drawdowns are necessary expressions of its probability
structure (Prop XIV). Overriding during a drawdown because the
drawdown is unpleasant converts a recoverable drawdown into a

permanent loss.
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Q.E.D.
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