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richard dennis trading strategy is one of the most influential and widely studied approaches in the

world of trading. Developed by Richard Dennis, a legendary commodities trader, this strategy

revolutionized the way traders approached market trends and risk management. Known for its

systematic and rule-based framework, the strategy emphasizes trend following and disciplined position

sizing. This article will explore the core principles behind the Richard Dennis trading strategy, its

historical significance, the famous Turtle Trading experiment, and how modern traders can apply these

timeless concepts in today’s markets. Additionally, the article will cover risk management techniques

and the psychological aspects crucial to the strategy’s success. The following sections provide an in-

depth analysis and practical insights into this trading methodology.
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Overview of Richard Dennis and His Trading Philosophy

Richard Dennis is a renowned commodities trader who gained fame in the 1970s and 1980s for



turning a relatively small amount of capital into millions of dollars through futures trading. His trading

philosophy centered around the belief that successful trading could be taught and was not solely

dependent on innate talent or intuition. Dennis emphasized the importance of systematic trading rules,

objective decision-making, and strong discipline. His approach was grounded in the idea that markets

exhibit trends and that traders could capitalize on these trends by following precise entry and exit

signals.

Early Career and Achievements

Dennis began his trading career with a modest sum and quickly demonstrated exceptional skill in

commodities markets. By developing mechanical trading rules and focusing on trend following, he

achieved substantial returns. His success was marked by a disciplined adherence to his trading

system, which relied heavily on price action and volatility analysis. This approach challenged the notion

that trading was an art reserved for a select few, paving the way for systematic trading methodologies.

Philosophical Foundations

The core philosophy behind the Richard Dennis trading strategy revolves around the efficient use of

market data, objective rule-based systems, and risk management. Dennis believed that by codifying

trading rules and applying them consistently, traders could remove emotional biases and improve

performance. This belief led to the creation of a robust framework that could be taught and replicated,

forming the basis for the famous Turtle Trading experiment.

Core Components of the Richard Dennis Trading Strategy

The Richard Dennis trading strategy fundamentally relies on trend following principles, mechanical

entry and exit rules, and disciplined money management. Each component plays a critical role in

ensuring the strategy’s effectiveness in capturing market moves while controlling risk. The following

subtopics detail these essential elements.



Trend Following

At the heart of the strategy is trend following, which involves identifying and trading in the direction of

established market trends. Dennis believed that markets tend to move in sustained trends rather than

random fluctuations, and capturing these trends can yield significant profits. The strategy typically uses

moving averages, breakouts, or price channel systems to detect the onset of trends and generate

trade signals.

Mechanical Entry and Exit Rules

The strategy employs predefined, rule-based criteria for entering and exiting trades. For example,

entries might be triggered when prices break above a certain high over a defined period, signaling a

potential upward trend. Conversely, exit rules are designed to limit losses or lock in profits when the

trend shows signs of reversal. By automating these decisions, the strategy reduces subjective

judgment and emotional interference, fostering consistency.

Position Sizing and Scaling

Proper position sizing is a cornerstone of the Richard Dennis trading strategy. The approach uses

volatility-based calculations, often involving the Average True Range (ATR), to determine how many

contracts or units to trade. This method adjusts position size relative to market volatility, ensuring risk

remains proportional regardless of changing conditions. Additionally, the strategy advocates scaling

into positions gradually as trends confirm their strength.

The Turtle Trading Experiment

The Turtle Trading experiment is one of the most famous demonstrations of the Richard Dennis

trading strategy’s principles. Conducted in the early 1980s, it involved teaching a group of novices a

systematic trend-following approach developed by Dennis and his partner William Eckhardt. The

results validated the belief that trading success could be taught through a clear set of rules.



Origins and Purpose

Richard Dennis believed that traders could be trained to be successful if they followed a well-defined

system. To test this theory, he recruited a diverse group of individuals with little to no prior trading

experience and taught them his trend-following methodology. The goal was to prove that skill in trading

was not innate but could be learned through discipline and adherence to rules.

Key Rules Taught to the Turtles

The Turtles were instructed to follow a strict set of trading rules, including:

Using breakouts of 20-day highs or lows as entry signals

Employing a stop-loss based on a multiple of the market’s volatility (ATR)

Position sizing according to volatility to control risk exposure

Adding to winning positions systematically as trends developed

Exiting trades when prices moved against them by a predetermined amount

This structured approach allowed the Turtles to trade successfully across multiple markets,

demonstrating the power of the Richard Dennis trading strategy.

Risk Management in the Richard Dennis Trading Strategy

Risk management is a vital aspect of the Richard Dennis trading strategy, designed to protect capital

and ensure long-term viability. By using precise rules for position sizing, stop-loss placement, and

diversification, the strategy limits downside risk while allowing positions to grow when trends favor the

trader.



Volatility-Based Position Sizing

Position sizing is calculated based on market volatility, typically measured by the Average True Range

(ATR). This method ensures that the dollar risk per trade remains consistent across different

instruments and market conditions. By adjusting the number of contracts or shares according to

volatility, the strategy prevents excessive exposure to highly volatile markets and underexposure in

stable markets.

Stop-Loss Implementation

The strategy uses stop-loss orders set at a multiple of the ATR away from the entry price. This

approach allows for natural market fluctuations while protecting against significant adverse movements.

The stops are dynamic and move with the market as the trade progresses, enabling traders to lock in

profits and minimize losses effectively.

Diversification and Correlation

The Richard Dennis trading strategy encourages diversification across multiple markets and asset

classes. Trading a broad range of instruments reduces the portfolio’s overall risk and smooths returns

by avoiding concentration in any single market. Understanding correlations between traded instruments

also helps manage aggregate risk.

Application of the Strategy in Modern Markets

While originally developed for futures and commodities trading, the Richard Dennis trading strategy

remains relevant and applicable in today’s diverse financial markets. Traders have adapted its core

principles to equities, forex, cryptocurrencies, and more, leveraging advanced technology and data

analysis tools.



Adaptation to Different Asset Classes

The trend-following framework of the Richard Dennis trading strategy can be applied across various

asset classes by adjusting parameters such as breakout periods, volatility measures, and position

sizing rules. For instance, shorter breakout periods might be used in highly liquid markets like forex,

while longer periods suit commodities and equities. The strategy’s flexibility allows it to accommodate

different market behaviors and timeframes.

Automation and Algorithmic Trading

Modern traders often implement the Richard Dennis trading strategy using algorithmic systems that

automate entry, exit, and risk management processes. Automation enhances discipline, reduces

emotional decision-making, and enables rapid execution. The well-defined rules of the strategy make it

ideal for algorithmic trading platforms and systematic trading models.

Challenges and Considerations

Despite its strengths, the strategy requires careful consideration of market conditions, slippage,

transaction costs, and changing volatility regimes. Traders must continuously review and optimize

parameters to maintain effectiveness. Additionally, understanding that no strategy guarantees profits is

essential for managing expectations and maintaining discipline.

Psychological Factors and Discipline

Psychology plays a critical role in the successful implementation of the Richard Dennis trading

strategy. The mechanical nature of the system demands strict adherence to rules, which can be

challenging during periods of drawdown or market volatility. Traders must cultivate discipline, patience,

and emotional control to follow the strategy effectively.



Handling Drawdowns

Drawdowns are inevitable in trend-following systems. The strategy’s emphasis on risk management

helps limit losses, but traders must be mentally prepared to endure periods of underperformance

without deviating from the rules. Maintaining confidence in the system during these phases is essential

for long-term success.

Consistency and Rule Adherence

Success with the Richard Dennis trading strategy depends on consistent application of entry, exit, and

risk parameters. Deviating from the rules due to emotional reactions often leads to poor outcomes.

Developing a disciplined mindset enables traders to execute the strategy as designed and benefit from

its statistical edge over time.

Importance of Record Keeping

Keeping detailed trading records is a vital psychological tool for evaluating performance and reinforcing

discipline. Documenting trades, outcomes, and emotions helps traders identify strengths and

weaknesses, ensuring continuous improvement and adherence to the Richard Dennis trading strategy.

Frequently Asked Questions

Who is Richard Dennis and what is he known for in trading?

Richard Dennis is a renowned commodities trader famous for developing the 'Turtle Trading' strategy

and demonstrating that trading skills can be taught.



What is the core concept behind Richard Dennis's trading strategy?

The core concept is trend following, where traders identify and follow market trends using systematic

rules for entries and exits.

What was the Turtle Trading experiment conducted by Richard

Dennis?

The Turtle Trading experiment involved Dennis teaching a group of novices a specific set of trading

rules, proving that trading success can be taught rather than being innate.

What are the primary indicators used in Richard Dennis's trading

strategy?

The Turtle Trading strategy primarily uses moving average breakouts and volatility measures like the

Average True Range (ATR) for position sizing and stop losses.

How does the Turtle Trading strategy manage risk?

Risk is managed through position sizing based on market volatility and placing stop-loss orders to limit

losses on each trade.

Can Richard Dennis's trading strategy be applied to markets other

than commodities?

Yes, the trend-following principles of Richard Dennis's strategy can be applied to various markets

including stocks, forex, and futures.

What is the typical holding period for trades in the Turtle Trading

system?

Trades in the Turtle Trading system are typically held from several days to several weeks, depending



on the trend's strength.

How important is discipline in executing Richard Dennis's trading

strategy?

Discipline is crucial since the strategy relies on strictly following predefined rules for entries, exits, and

risk management without emotional interference.

What role does volatility play in Richard Dennis's trading approach?

Volatility determines position sizing and stop-loss distances to ensure that trades are adjusted based

on the risk level of the market.

Is the Richard Dennis trading strategy still relevant in today's

markets?

Yes, the principles of trend following and systematic trading taught by Richard Dennis remain relevant

and are widely used by traders today.

Additional Resources

1. Way of the Turtle: The Secret Methods that Turned Ordinary People into Legendary Traders

This book by Curtis Faith, one of the original Turtle Traders trained by Richard Dennis, provides an

insider’s view of the famous Turtle trading experiment. It explains the simple but powerful trend-

following strategy that Dennis used to teach novices how to trade successfully. Readers gain practical

insights into risk management, position sizing, and market psychology essential to the Turtle

methodology. The book also includes real-life examples and lessons learned from the Turtle program.

2. The Complete TurtleTrader: The Legend, the Lessons, the Results

Written by Michael W. Covel, this book chronicles Richard Dennis’s experiment of turning ordinary

people into successful traders through his trend-following system. It details the rules, mindset, and



discipline behind the Turtle trading strategy. The narrative provides an engaging mix of biography,

trading techniques, and the broader impact of the Turtle experiment on financial markets.

3. Trend Following: How to Make a Fortune in Bull, Bear, and Black Swan Markets

Also by Michael W. Covel, this book expands on the principles behind Richard Dennis’s trend-following

approach. It covers how traders can capitalize on market trends regardless of market conditions using

systematic rules. The book combines historical analysis, case studies, and practical advice to help

traders build a resilient trading strategy inspired by the Turtle system.

4. Trading Systems and Methods

Authored by Perry J. Kaufman, this comprehensive guide covers numerous trading strategies,

including detailed sections on trend-following methods akin to those employed by Richard Dennis. It

provides quantitative tools and methodologies for developing, testing, and applying trading systems.

The book is a valuable resource for traders seeking to understand the technical foundations behind the

Turtle strategy and other systematic approaches.

5. Quantitative Trading: How to Build Your Own Algorithmic Trading Business

Ernest P. Chan’s book offers a practical guide to creating algorithmic trading models, many of which

draw on principles similar to Dennis’s trend-following strategies. It addresses data analysis,

backtesting, and risk management techniques crucial for systematic trading. Traders interested in

developing automated versions of the Turtle strategy will find this book particularly useful.

6. Following the Trend: Diversified Managed Futures Trading

By Andreas F. Clenow, this book explains how trend-following strategies work in managed futures

markets, closely related to Richard Dennis’s approach. It breaks down the mechanics of trend

identification, position sizing, and portfolio construction. The author also provides quantitative evidence

supporting the effectiveness of trend following as a long-term investment strategy.

7. The New Market Wizards: Conversations with America’s Top Traders

Jack D. Schwager’s collection of interviews includes insights from traders influenced by Richard

Dennis’s methods. The book explores the psychology, discipline, and strategies behind successful



trading careers. Readers gain a broader understanding of how the principles underlying the Turtle

experiment apply across different markets and trading styles.

8. Systematic Trading: A Unique New Method for Designing Trading and Investing Systems

Written by Robert Carver, this book delves into the design and implementation of systematic trading

strategies, emphasizing risk control and diversification. It reflects many of the same concepts that

made Dennis’s Turtle system successful, such as mechanical rules and position sizing. The book is

ideal for traders looking to build robust, rule-based trading systems.

9. Market Wizards: Interviews with Top Traders

Another classic by Jack D. Schwager, this book features interviews with some of the most successful

traders, including those who use trend-following strategies like Richard Dennis. It provides firsthand

accounts of trading philosophies, techniques, and the challenges faced in the markets. The insights

offered help readers appreciate the mindset and strategies behind the Turtle trading approach.
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