
Brought to you by                                       

1. Considerations on Risk

2. Risk Control Measures
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4. Money Management Techniques

5. Money Management Models

Topics covered in this chapter:

• How to control losses, protect profits and maximize gains with more than ten 
formulas and techniques that everyone can follow and understand.

•  How to protect your profits and make your account grow beyond ‘The Safe 
Point.’ Imagine never having to worry about "busting" again.

•  How a consistent building of small accounts can become reality and what 
techniques can exponentially improve smaller accounts. 

•  How to exploit the strengths and to correct the weaknesses of many money 
management methods by creatively optimizing them.

• How to detect the “gambler's fallacy” and face bad luck with proven maths.
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One of the requirements when developing a trading method is that traders have to fully 
describe the methods they use to initiate and liquidate trades. However, when forced to 
describe how they size and manage their positions, few traders have a concrete answer. 
Without a proper position sizing any trading methodology is incomplete.

Many people avoid the topics of risk and money management because they 
realize that by controlling risk they will not become rich overnight. But the fact is 
that they will not become rich at all if they don't learn how to manage money.

One of the pillars of the industry is the search for the holy grail and indeed the industry is 
infatuated with trading systems. Many traders, specially those who go through that initial 
phase of frustrating losses, look for mechanized methods of trading that just generate 
entry and exit signals to follow, no questions asked. However, they rarely search for a  a 
system of money management able to generate "signals" that dictate how to size and 
manage positions. But the reality is that these techniques exist and, although being 
mechanical, they are much more effective than mechanical buy and sell signal generators.

Have you ever stopped to ask yourself that question: if money is to be made through 
trading systems, why the big majority of individual traders end up break-even or losing 
money? This is because money management is barely an afterthought for so many 
traders.

While most novice traders think there is some kind of order to the market that only few 
people know, and tend to focus on finding an inefficiency or an edge in the markets, the 
greatest opportunity for profit is often found in a money management method. The key to 
wealth accumulation in the markets does not come from knowing where you get in and 
out. Neither it comes from being able to accurately forecast market direction.

Successful traders are those who realize that money management has to be part of the 
trading plan. Sadly, many people never even come to this realization.

The aim of this chapter is to make you realize that money management has to  be part of 
your trading life. And if you welcome the knowledge, we are sure that you will find among 
the next pages something that will stick out in your mind and make you understand its 
importance and the potential for your trading career.

In this chapter we will keep making use of formulas, numbers and tables to illustrate the 
contents. It would surely be much more attractive to show colored charts with a system 
ripping a lot of pips, but that does not correspond to the nature of this subject area.

We will start by differentiating risk control from money management through fundamental 
considerations on risk. Then we will move to risk control measures: most novice traders 
make vague references to experts that recommended risking one or two percent of the 
equity on any trade; others rely on intuition to determine when to increase position size. 
But as we shall see, there is much more into it.
Finally, we are going to lay out the most famous and tested money management models 
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and by breaking these methods down you will find logical arguments for utilizing them in 
your own trading.
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1. Considerations On Risk

Trading the Forex market can be a very profitable business. Based on this fact some 
traders are convinced they will make huge amounts of money in a very short time – 
usually by risking too much. They primarily focus on making money and not on preserving 
their capital. Doing so invariably results in severe Drawdowns or complete wipe-outs of 
their trading accounts.
The following considerations help to reveal the origin of some of the common failures 
when starting a trading career. 

Just Bad Luck Or An Immutable Mathematical Law?

Let's jump now into the trading arena: here, the Win Rate and the Payoff may vary with 
changing market conditions. The only parameter the trader may effectively change is the 
risk.

One of the greatest things about money management is that it is purely a 
function of math. In this sense, unlike trading systems, the outcome of a money 
management system is predictable. 

We will use the illustration of a coin toss to present some fundamental concepts of risk 
management. In a coin toss game, our luck equals a Win Rate of 50%. The risk is the 
amount of money we wage, and therefore place at risk, on the next toss depending on the 
Payoff Ratio. In our coin toss example, our “luck” and our Payoff stay constant (if you 
have any doubts concerning statistical figures, please refer to the previous Chapter C02).

Keeping with the coin toss example: it would not matter in what order heads or tails 
appear. If you flip 50 tails first and then 50 heads, the outcome would be the same as if 
you flip 50 heads first and then the 50 losing tails. 
In trading, the order of the occurring trades, as well as the outcome of any single trade 
are almost always random. Therefore, from a risk control perspective, it is not advisable to 
attach yourself neither emotionally to the result of any single trade or a series of trades, 
nor financially by risking too much.

To understand that what appears to be improbable outcomes are in fact to be 
expected we need the help of the Law Of The Large Numbers. 

For example, we should not be too surprised if after 100 tosses there were 60% heads. 
But if after a million tosses there were still 60% of heads, we would certainly be 
astonished. Why is this so? It is basically a common belief that the more often the coin is 
tossed the closer we expect its deviation to be from 50%.
The Law Of Large Numbers says that a chance event is uninfluenced by the events 
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which have gone before. This explains why the Win Rate of a system does not increase 
even if the system has just registered 20 losses in a row. While it's true that recent trades 
affect the overall Win Rate, many traders step in the market thinking a corrective move is 
due, just because they had several consecutive winning or losing trades. By doing so, they 
are expressing a belief in the so called “gambler's fallacy”.

This brings us to the next point: imagine you feel just unlucky after a really bad losing run 
when it seemed before that you found a winning system. If only there was a way to know 
how long a losing streak will last...
Well, if you know the probability of an event (Win Rate) and how many times you will 
perform the event, there is a mathematical formula that will work out the maximum 
winning and losing streaks. But in trading the number of times the event will perform is 
not known, since it may comprise your entire trading life.
If you knew the number of trades you are going to perform in your life, you could work 
out the maximum number of consecutive losses, provided that the Win Rate remains 
exactly the same. By varying the Win Rate, the number of consecutive losses gets better 
or worse. But both numbers are impossible to know in foresight.

Since that is out of the realm of the possible, what lesson can we extract from this? Let's 
look again at the Law Of Large Numbers and understand why there will always be the 
possibility of long winning and losing streaks, and why a losing streak does not change the 
probability of the next trade. Indeed, the law, as explained in “The Law Of Large 
Numbers / The Law Of Averages” by Peter Webb, states that: 

“If the probability of a given outcome to an event is P and the event is 
repeated N times, then the larger N becomes, so the likelihood increases that 
the closer, in proportion, will be the occurrence of the given outcome to N*P.”

Continue Reading... 

As Peter Webb explains in his website, it is the overlooking of the vital words “in 
proportion” in the above definition that leads to much misunderstanding among gamblers 
(we should read: traders). As the number of coin tosses gets larger (we should read: the 
number of executed trades), the probability is that the percentage of heads or tails thrown 
(we should read: Win Rate) gets nearer to 50%, but the difference between the actual 
number of heads or tails thrown and the number representing 50% gets larger. In other 
words, in the long run individual trade results will NOT even out, that is, the difference in 
the number of winning and losing trades can vary a lot even if the Win Rate is the same. 
For example, in 100 trades with a Win Rate of 60%, the difference is 20 trades, but if the 
next 100 trades show a Win Rate reduced to 55% the difference has increased to 35 
trades even if the overall Win Rate is now closer to 50% at 57,5%.
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Capitalization Is A Requirement

Accordingly to the above reasoning, if the number of profit and loss trades becomes larger 
when more trades are executed, it means that a trader would deplete a trading account 
with a probability that approaches certainty (100%) as the total number of trades 
increases- both winning and losing trades. Theoretically speaking, it is merely a 
matter of time to blow a trading account if there is no risk control.

The risked amount is thus mathematically decisive for the longevity of any trading 
endeavor. Reducing the risk amount from, for example, 10% to 5% might assure the 
survival of a trading system during losing streaks. The trader may try to increase the 
Win Rate by acquiring more technical skills, but this still doesn't assure any 
outcome. In turn, if the trader chooses to change the risked amount the next 
expected maximum consecutive number of losing trades will not ruin the 
account. 

Following this logic there is one more parameter which can be determinant: the amount of 
capital to start with. If you risk the same amount but the account size changes, so will the 
outcome - the probability of ruin becomes smaller. The so-called “richer man's advantage” 
can also be calculated. This is what casinos do: even with a small house edge, the 
probability of a player ruining the casino is reduced to such an extent that the chance of 
profiting becomes infinitesimal.

The prospect of ruin exists because of the Law Of Large Numbers. In real trading though, 
the above mathematical calculations are of no service since the parameters of Win Rate 
and total number of trades are unknown in hindsight. The only two parameters the trader 
can set is the start capital and the amount of risk. What we are going to see is how to 
work effectively with these two.

Why capitalization is so important can be seen in this webinar held by Sunil 
Mangwani: Understanding the simple rules of Money Management – Part II: 
Position sizing.

Ralph Vince's Experiment

Ralph Vince did an experiment with forty doctorates with no background in statistics or 
trading, in which they were given a computer simulated trading environment. Each of 
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them started with 1,000 US Dollars, a Win Rate of 60% and were given 100 trades with a 
Payoff of 1:1. The experiment was published in 1992 in the Technical Traders Bulletin 
(Lucas & Lebeau, pages 1-2).

At the end of 100 trials, results were tabulated and only two of them made money. 95% of 
them lost money playing a game in which the odds of winning were in their favor. Why? 
The reason they lost was their adoption of the gambler's fallacy and the resulting poor 
money management. Greed and fear were instead used to calibrate the trades.

The purpose of the study was to demonstrate how our psychological limitations and our 
beliefs about random phenomena are the cause why at least 90% of people who are new 
to the market lose their accounts. After a string of losses, the impulse is to increase the 
bet size believing that a winner is now more probable - that's the gambler's fallacy 
because your chances of winning are still just 60%.

Together with the level of capitalization, the psychological preferences of the 
trader - the trader’s ability to tolerate risk - is an important aspect that must be 
taken into account when applying money management techniques. 
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2. Risk Control Measures

Risk is the possibility of loss. Although there are many types risks (sector risk, risk of a 
broker-dealer's insolvency, etc.), the risk we are going to consider is the possibility of the 
market to go against us. As long as a position is held in the market, there is a risk. In the 
matter of trading currencies and aiming for profit, risk is fundamentally unavoidable and 
the best we can do is to manage it.

In Chapter C01 we have talked briefly about stops as elements of a clear exit strategy 
governing losses. In this section we are covering stops from the perspective of risk 
management. The adopted logic is perhaps a little bit divergent, but as a trader you 
should always be concerned with what you can afford to lose before you consider the 
potential gain of a trade. 

Stop Losses

There should be only two main reasons for stopping out of a trade: the market tells us 
that our intrinsic view was wrong, or we think we can establish another position at a 
better level than the previous one.
In both cases stops serve to preserve capital from the inevitable losses so that more 
capital is available to exploit the winning trades.

Stops Defined By Technicals

An example of a good technical stop is one that protects the position and allows profits to 
accumulate, and a bad one is one that will prematurely liquidate positions by being too 
tight or expose the trade to excessive risk.

In preparing an exit, always recall a valuable rule for optimal technical analysis: 
entry your trade where price must move only a short distance to prove that you 
are wrong. 

Technical analysis can generate thousands of possible stops, driven by the price action, by 
various technical indicator signals or volatility. Technically oriented traders usually combine 
these exit points with equity stop rules to formulate charts stops. We shall see later how 
this is done.

© Learning Center – Unit C – Chapter 3 – p.8/50

http://www.fxstreet.com/education/learning-center/unit-3/chapter-2/trade-statistics/


Brought to you by                                      

How to place stops and risk control is taught by James Chen in this recorded 
webinar: Managing Risk to Target Consistent Profitability in the Forex Market.

Fixed Dollar Or Pip Amount Stop

The fixed dollar, also referred to as an “equity stop”, is the simplest of all stops. The trader 
risks only a predetermined amount of his or her account on a single trade. A common 
metric is to risk 2% of the account on any given trade. On a hypothetical 10,000 US Dollar 
trading account, a trader could risk 200 US Dollars, or about 200 pips, trading one mini 
lot, or 20 pips with a standard lot. 
Using a fixed pip amount the risked dollar amount would vary a little bit since the pip 
values are different for each pair.

One strong criticism these kind of stops get is that, from a technical point of view, they 
place an arbitrary exit point on a chart. The trade is liquidated not as a result of a 
technical response to the price action or technical indicators, but rather to satisfy the 
predetermined risk control rule.
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Margin Stop

This is perhaps the most unorthodox of all uses of stop loss orders, but it can be an 
effective method in Forex, specially for very aggressive trading methodologies and traders 
with a high risk tolerance. 

Risk management is important whatever the traded instrument but especially for anyone 
using margined products such as the Forex. Trading on margin opens up the possibility of 
greater potential profits but at the risk of larger losses. With some leveraged instruments, 
potential losses are not restricted to the cash committed to the margin account, instead 
additional capital calls can be made if large losses are incurred. 

In Forex this cannot happen and clients cannot lose any more money than they have 
deposited as a margin. Forex broker-dealers automatically liquidate their customer 
positions almost as soon as they trigger a margin call. For this reason, Forex costumers 
are rarely in danger of generating a negative balance in their account.

That being said, the use of margin stops requires the trader to subdivide his or 
her trading capital into several parts and only fund the trading account with a 
fraction of the speculative capital. A trader with 10,000 US Dollar, for instance, 
would open an account with 1,000 instead of 10,000, leaving the other 9,000 in 
the bank account. 

Most Forex boker-dealers offer very high leverage, so a 1k deposit would allow the trader 
to control a bigger amount of capital. However, and this is the dangerous part of this 
method, even a few pips move against the trader would trigger a severe loss or even a 
margin call.

Regardless of how much leverage the trader assumes, this controlled parsing of his or her 
speculative capital would prevent the trader from blowing up the trading capital in a string 
of bad trades. At the same time, it would allow the trader to take advantage of a 
potentially profitable strategy without the worry or care of setting fixed stop loss orders. 
This leads us to the next point.

Mental Stops or Automatic Stops?

Mental Stops are levels or regions where the trader intends to cut the loss on a position. 
They differ from automatic stops in the sense that they allow you to watch the price action 
around the stop level or region and to remain in the trade if the market moves back into 
the direction of your trade. 

Despite the automatic stops, it can still be very difficult to take a loss. Traders should use 
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stops but they need to do so in a disciplined way. Some people really struggle to accept 
losses and will actually move the stops down out of the way to avoid materializing the 
loss!

The common advice is to decide on a stop loss before entering into a trade and to place a 
stop loss order along the trade. This compels the trader to have an exit plan for every 
trade. We have seen that trades tend to go wrong more often than we would like. 
Therefore, the use of mental stops should not be seen as improvisation but merely a 
matter of execution. Mental or automatic , the risk amount should be defined before 
entering the market.

People who disagree with the use of automatic stops sometimes fail to realize 
that they are in fact using a stop – it just happens to be their entire account, or 
all the money they are willing to fund an account with. They are using margin 
stops!

Besides, leverage is something most beginners will try to take advantage of and using no 
stops with leverage is a dangerous weapon.
You need to have a big account to allow you to trade without stops or your gearing needs 
to be very low.

Moreover, not all participants come to the party armed with well capitalized accounts, 
neither will they possess the necessary psychological strength or trading experience to 
allow them the luxury of executing positions without stops. 

Let's see some advantages and disadvantages of mental stops:

Pros: 
If we have chosen our stops levels correctly, and the risk is not excessive, it is quite 
likely that the market will give us time to determine whether our position is worth 
retaining or not. Mental Stops can be used effectively for that propose.

Cons: 

One downside of mental stops is the difficulty of watching positions while we are away 
from the trading desk.

The use of mental stops requires you to be honest with yourself and cut the losses if you 
see the price action around the stop level-region. In the case of automatic stops, the 
trader may pass the responsibility of his positions onto the market by saying "The market 
took me out". When using mental stops, you have to exit the market when the market is 
telling you to exit so you carry the responsibility and the tension of watching and 
managing your position.

There are other instances when automatic stops are more efficient than mental ones. It 
will ultimately depends on the system you have developed. But if you trade, for example, 
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with pattern formations or indicators that usually provide clear and well-defined Risk-to-
Reward trade set-ups, having a mental stop in this case would be wrong: if the formation 
(or indicator) proves to be wrong, the market may slice through the mental stop region, 
giving you no time to  react.

Mental stops call for greater maturity and finesse than automatic stops. 
Mental stops in the wrong hands is a very dangerous weapon. For instance, 
some currency pairs can sprint 200-300 pips in the blink of an eye, and an 
inexperienced trader who tries to replicate such a method without the 
required mindset and/or experience will very quickly learn some extremely 
harsh lessons.

Learn about types of risks, threats and errors that affect traders in an article 
written by Lance Beggs in The Trader's Journal: “Minimizing trading risk 
through proactive threat and error management”. 

To summarize, while it's important to see stops as a measure of risk control, it's different 
than controlling the risk by sizing the position or even managing an open position. Many 
people believe that knowing where to place protective stops constitutes money 
management, perhaps because of lack of information or unwillingness to delve 
into issues related to managing risk.
Although stops are an indispensable tool to protect our capital, the placement of stops is 
just a part of risk management. If a trader applies, for example, a stop loss of 200 pips on 
each of his positions he is pursuing a strategy that is absolutely not related to his total 
available capital or equity: you can not categorize that measure as money management.

© Learning Center – Unit C – Chapter 3 – p.12/50

http://www.fxstreet.com/education/trading-strategies/minimizing-trading-risk/2009-04-17.html
http://www.fxstreet.com/education/trading-strategies/minimizing-trading-risk/2009-04-17.html


Brought to you by                                      

3. The Position Size

Risk management occurs when, before you enter the market, you ask yourself: How many 
lots am I going to buy or sell? This is a question that every trader has to answer 
ultimately, whether they do it consciously or not. The following sections will enable you to 
apply a precise formula and answer that question consciously instead of just pulling 
something out of your hat. Position size is a decision that everybody makes so 
you'd better do it consciously and follow a plan.

In Ralph Vince's experiments (see the previous sectio  n  ), the forty participants had a 
constant Win Rate of 60% and a constant Payoff ratio of 2:1. From there on, they had to 
find a risk management strategy. Good money managers realize there is not much they 
can do about luck and Payoff and that success in speculative trading often hinges upon the 
size of each position. This means setting a maximum loss scenario and being disciplined 
enough to stick to it.

Too many traders invest inconsistent amounts in each trade whereas they have 
only to follow a few rules. Being inconsistent or oversizing a single trade will lead to 
Drawdowns in your account that could wipe you out. Knowing how much you have at risk 
in a single trade compared to your total capital will help your trading to become much 
more stable.

How To Calculate The Position Size?

Using the distance between your entry point and your stop loss is the most effective way 
to determine the maximum risk amount. Traders can tailor their positions to stay 
consistent with their maximum tolerable losses, for example by reducing the position size 
if the stop is further out. 

To size a position, you need to know:

• How much money you have to trade

• What percentage of your money you are willing to risk

• What is the distance between the entry price and the stop loss for every trade

• What is the pip value per standard lot of the currency pair traded

Imagine that you have an account with 10,000 US Dollar and you are ready to lose 2% in 
a bad trade. You are considering a position on the USD/JPY and the stop loss for that trade 
is set at a distance of 50 pips. The current pip value per standard lot is, let's say, 9,85 US 
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Dollars. You are now ready to calculate your position's size by using the formula:

Position size = ((account value x risk per trade) / pips risked)/ pip value per 
standard lot

((10,000 US Dollars X 2%) / 50) / 9.85 = (200 USD / 50 pips) / 9,85 = 
4 USD / 9,85 USD = 0.40 standard lots (4 mini lots or 40.000 currency units)

In case you are going to open several positions, the same equation would be used to limit 
the overall risk in all the open positions. The only difference is that a maximum number of 
open positions has to be set beforehand and a partial risk attributed to each one of the 
positions. 
For example, take the same 10,000 US Dollar account and limit the overall risk to lose at 
6%. Now attribute to each trade a certain amount of risk until you sum 6% - from there 
one, no new positions can be opened.

One of the characteristics of risking a fixed percentage is that it forces the trader to think 
in terms of percentages and not pips. By risking always the same percentage you can 
make a profit even when the total net pip amount is negative. The following table shows 
an example:

Trades Result in % Result in pips

Trade 1 -1,00%  -30 pips

Trade 2 1,50% +20 pips

Trade 3 -1,00% -50 pips

Trade 4 2,00% +30 pips

Trade 5 0,50% +10 pips

TOTAL 2,00% -20 pips

  

If I only have 1,000 dollars in my account to start with, how can I 
properly size the positions?
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We know that there are many traders in love with the Forex who have very 
small account balances. This is not uncommon. Many dealers report average 
account balances of less than 10,000 US Dollars.
If you have a small account balance and you want to keep your risk low, 
choose a broker-dealer that offers fractional lot sizes. Many dealers have lot 
sizes much smaller than 10,000 units, the so-called “micro accounts”.

Andrei Pehar, in the webinar “Institutional Trading Strategies: Money 
Management 101”, explains the relation between risk and reward and how to 
calculate the lot size. He clarifies why so many traders spend hundreds of 
hours and thousands of dollars trying to figure out where to enter and exit 
the market while they barely even put a thought towards how much risk to 
place on each trade and when to increase or decrease that risk. 

In this webinar dedicated to “Risk Management”, Valeria Bednarik answers 
the question of why if we have rules for trading we don't we have rules for 
managing money in the Forex markets. She lists very useful ideas and rules, 
completed with excel tables and specific chart set-ups.

Risk Measures Based On Equity

The position size calculation outlined in the previous section refers to the total  capital in 
our trading account, in terms of account balance. The money management techniques we 
are going to see can greatly improve assuming that there are other ways to evaluate our 
total capital.

Instead of deciding how much margin to risk based on the account balance, you can use 
the equity. Equity should be understood as how much money you really have at any point 
and time.
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There is a common confusion as to what is the account equity and what is the account 
balance. In trading there is a misconception that the more money you have the easier it is 
to make money. But in reality, the size of a trader’s account has absolutely, positively 
nothing to do with the amount of return that trader can get. If you have a 1,000 or a 
100,000 US Dollar account and use 40% of the margin on the trades, you are taking on 
the same amount of risk- in terms of % (not in absolute terms)!

Let's differentiate things by deploying three basic models where equity can be used to 
calculate the position size:

Core Equity Model - Free Margin

It's important to understand what's meant by core equity since your money management 
may depend on this equity. The core equity is the margin available to trade.

Core Equity = Account Balance - Amount used in Open Positions

For example, suppose you are not leveraged, you have a balance of 10,000 US Dollar and 
you enter a trade with one mini lot (1,000 US Dollars), then your core equity or free 
margin is 9,000 US Dollars. If you enter another 1,000 US Dollar trade, your core equity 
will be 8,000.

It is the simplest model of all, as it only takes into account the amount required to open a 
position. Our core equity capital is equal to the initial core equity minus the amounts for 
each of the positions regardless of how they develop.

As your core equity rises or falls you can adjust the dollar amount of your risk.  Following 
the above example, if you wish to add a second open position, your core equity would fall 
to 8,000 and you should limit your risk to 800, should the limit be of 10% of the available 
margin.

By the same token you can also raise your risk level as your core equity rises. If you have 
been trading successfully and made a 5,000 US Dollar in profits, your core equity is now 
of 15,000 US Dollar. You would relate your risk to the new adjusted core equity per 
transaction. At some point, it means also you could risk more from the profit than from 
the original starting balance. Some traders may even increase the risk in the realized 
profits for greater profit potential. We shall see this technique further in this chapter.
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Total Equity Model

According to this model our level of equity is determined by the total amount available in 
the account balance plus the value of all open positions, whether these are positive or 
negative. This means that if you have open positions in positive, the new position's risk 
will be calculated in relation to the balance plus the unrealized profits (or losses, in case 
the positions would be in a loss).

Total Equity = Account Balance +/- Value of Open Positions

Reduced Total Equity Model

This model is a combination of the previous two and is a bit more complex. The calculation 
of equity is the result of the capital used in open positions subtracted from the starting 
balance (same as in the Core Equity Model), but any benefit resulted from a protecting 
stop loss (reducing a potential loss or guaranteeing a profit) should be also accounted. 

Reduced Total Equity = Core Equity +/-  Protected Profits

As explained before, we use the stop loss to calculate maximum risk in the Forex market 
because a Forex position is a margin position. As a trader you have the obligation to make 
good on losses, but there isn't a physical delivery of the transacted currency because you 
are not actually taking possession of 10,000 US Dollars when you trade a mini lot, for 
instance. What you really own is your obligation, and therefore your position sizing should 
be based on this rather than the entire notional value (the leveraged position size).
This means also that the risk of ruin becomes huge when you over leverage. Over 
leveraging is for example if you try to maximize the position sizes based on minimum 
margin requirements.

This is the formula for calculating a position's size taking equity into account (by equity 
we understand the three mentioned equity evaluations):

Position Size = (Equity x Risked Equity per Trade) / Pips Risked
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Core Equity Usage

Since the idea of risk management and not over leveraging accounts remains a lingering 
issue for many aspiring traders, we are going to run some numbers and use an exercise to 
calculate the free margin accordingly to the leverage, hoping this will make these concepts 
a little clearer.

Let's say you have an account balance of 10,000 US Dollar and a maximum allowed 200:1 
leverage. At the start, with no open positions, the usable margin is at 100%.

You decide to open a trade using 2% of the available margin. Now, no matter how many 
pips you think you can pull from a trade, suppose you've decided to use a 2% entry- this 
is how much margin you're going to use.
And no matter how attractive a trade looks or how promising the Return is, you're going to 
stay disciplined by only using this set amount of equity.

Here’s how you determine how much a 2% entry is:

• Core Equity (Usable Margin): 5,000 USD

• Used Margin: 2%

• 5,000 X 0,02 = 100 USD

With a 200:1 leverage an entry of 100 US Dollars will net you 2 US Dollars per pip. The 
reason is that 100 US Dollars leveraged 200 times is 20,000 USD which equals to 2 mini 
lots, which in turn pays approximate 2 US Dollars per pip.

So after the trade is executed, your account shows:

• Balance: 5,000 USD

• Usable Margin: 4,894 USD (entry size plus the spread of 3 pips at 2 USD per pip = 
6 USD)

• Used Margin Percentage: 2.1% (after factoring in the spread)

• Entry Price: 1.3790

Market moves against you by 20 pips and is now at 1.3770. After the market moves 
against you, notice how the used margin percentage changes:

• Usable Margin: 4,854 USD

• Used Margin Percentage: 3.0% (4,854 - 5,000 = 146 USD → 146 / 4854 = 3.0%)

The exchange rate moves against you another 30 pips and is now at 1.3740. Again, this 
alters the used margin and therefore free (usable) margin:
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• Usable Margin: 4,794 (30 pips of Drawdown at 2 USD per pip = 60 USD →  60 – 
4,854 = 4,794 USD)

• Used Margin Percentage: 4.3% (4.794 – 5.000 = 206  206 / 4.794 = 4.3%)→

• Usable Margin Percentage: 95.7% (100 - 4.3 = 95.7%)

This is basically how you do the math to determine your margin usage, your 
available margin, and what kind of risk exposure you have in the market. The other 
critical component is knowing how far the market can move against you before you 
damage your account.

Continuing with this exercise…

• Usable Margin: 4,794 USD

• Entries: 2

• Price Per Pip: 4 USD (2 entries at 100 USD each, leveraged 200 times = 4 USD per 
pip)

• Used Margin Percentage: 4.3%

• Usable Margin Percentage: 95.7%

With an usable margin of 4,794 USD and each pip movement accounting 4 USD, the 
market would need to move 1,198 pips against you before you get a margin call.

4,794 USD / 4 USD per pip = 1,198 pips (4 USD X 1,198 = 4,792 USD)

That means the exchange rate would have to go to 1.2542 before a margin call happens: 
(1.3740 - 1,198 pips = 1.2542)
As long as you are not over-leveraged, you can withstand the Drawdowns.

Again, as a risk and money manager, it is imperative you know these simple and basic 
calculations.

In this example you had a 200:1 leverage. Does this mean you can risk more because just 
because you are leveraged? Absolutely not, it means you can risk less in terms of 
percentage and get the same reward.

Never let your margin fall below your broker's required threshold. When you 
have open trades, always monitor what is happening to your margin. Some 
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margin calls occur when your margin falls below 30%, some brokers call at 
20%. Find out what are the requirements of your broker.
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4. Money Management Techniques

Aspiring traders, after getting frustrated with wasting time and money, typically go 
through a process of realizing the need for money management, apart from controlling 
risk.

If you risk too little on each trade, the returns will be too low to overcome
transaction costs: small losses and trading will lead to a loss of capital.
Risk more and the returns will increase, but also the potential Drawdown.

Money management is like a thermostat — a control system for risk that keeps 
your trading within the comfort zone. It is about scaling up or down your position size 
- by adding and reducing position size to the trades. If you do it based on the account 
equity or balance, the aim is always to maximize a run-up in equity and reduce the effects 
of a Drawdown.  

Before we further explore the power of money management, it is important to clarify that 
not just any money management should be applied to trading, but a proper money 
management. Some of the money management methods outlined in this chapter address 
the growth potential while others address the risk - so it's important to adopt a 
technique accordingly to the trading system you use.

Pyramiding (Averaging Up)

Pyramiding means when you increase the size of an already winning position. You may 
add for instance one lot each time a position moves favorably by a certain number of pips. 
Depending on if you calculate your sizes based on the Total Equity, you may be using 
unrealized profits to add to the position, meaning each add-on will have a higher size.  

It can be considered a money management formula or just a technique, depending if its 
rules are based on the available capital or simply on the market conditions. Usually, when 
the available capital (account balance or equity) are taken into account, we speak of a 
money management model.

Pros: 

● This strategy is meant to exploit trends and to increase profitability.  You have to 
have enough trading capital to go through a series of averaging ups, and by doing so 
you can stay in the market longer riding whipsaws.
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● Averaging up can work wonders for a trading portfolio when done properly.  The 
goal in trading is to enhance the profit factor having small losers and gigantic 
winners. By being able to successfully average up, you have more equity derived 
from the winning trades to add to your overall position. Therefore, the math is in 
your favor that the winners will naturally be substantially larger than the losers. 

● In the case of a random process - such as coin tosses - strings of heads or tails do 
occur, since it would be quite improbable to have a regular alternation of heads and 
tails. There is, however, no way to exploit this phenomenon which is random in itself. 
But in non-random like processes, such as trends in market prices, pyramiding and 
other trend-trading techniques may be effective.

 
Cons:

● Life is grand as long as a position continues to increase in value. But as it is very 
difficult to identify the point at which you should add to your position, if you do it and 
the price falls back, you may move from a total winning position to one of a loss.
 
● Imagine you have added to a winning trade and the price retraces 50% - half way 
to your entry point. If both trades have the same size, you are now break-even. But 
if you had not added to the position, you would still be up in profit. This is where 
averaging up gets tricky. 

● While this technique might be useful as a way for a trader to pyramid up to his/her 
optimal position, pyramiding on top of an already-optimal position is to invite the 
disasters of over-trading.

A safer way to average up is to stack many smaller position additions over time, this will 
make a pull back of a few points more tolerable.

You can also set different sizes for each pyramid layer- starting by using a bigger size and 
ending with smaller sizes- different from using always the same size. This way, if price 
reverses at the 2nd or 3rd position you can sustain a positive overall position despite of as 
50% retracement.
By stacking trades in a veritable pyramid -since the lower layer have a bigger size, as in a 
real pyramidal architecture -even a sharp retracement back would not knock you out of 
the game.
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Averaging Down (Cost Averaging)

It's sometimes popularly called "throwing good money after bad". As the name suggests, 
it's the inverse method of averaging up and it consists of increasing the size of the 
position when it is in negative territory.

Again, its more of a technique than a model as market conditions determine whether it's 
viable or not.

A variant of this technique, called “Dollar Cost Averaging” or “Constant Dollar Plan”, simply 
refers to a systematic investment method, in which the investor continuously buys a fixed 
amount of a certain financial instrument. As a matter of fact, many mutual fund managers 
use this technique exclusively and don't even look at charts!

The basic idea of these averaging techniques is to profit from long-term 
performances of certain markets irrespective of short-term market ups and 
downs. 

In practical terms, Cost Averaging would mean to enter long positions periodically 
spending the same amount of money in each one. As the pip value changes depending on 
the exchange rate (see Chapter A03), the constant dollar value may result in a slightly 
different position size.

More currency units are bought when the value of the purchased currency is relatively low, 
and fewer units are bought when its relative value is high. The whole purpose is that once 
the positions are liquidated, and you have your positions converted to your account 
currency, there is a profit in the account balance.

Pros: 

●The raging nature of the currency markets may also be exploited using the 
Averaging Down technique, reducing the losses by riding the retracement waves.

●One of the advantages of the Dollar Cost Averaging variant is the  independence of 
market timings other than the closing of the positions. In general, these strategies 
protect you from market up and downs. You'll end up buying more quantity of a 
currency when its relative value is low and less quantity when its value is at a peak. 
This means that if the average cost is less than the average price, you will be in a 
good position to get a good return. 
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Cons: 

●An under capitalized or an over leveraged trader may be unable to do this during an 
equity Drawdown, even in cases where it might be preferable from a system 
performance perspective to increase the position size as prices move away from the 
entry point. In this situation the trader would be unable to derive the potential 
benefits of the strategy.

●This technique can also get a little tricky because it is somewhat of an art to 
determine at what levels to enter the market. This is precisely why it is imperative to 
have stringent risk control guidelines. Since it is a technique more common to stock 
markets, when trading currencies it gets more complicated because you have to take 
into account not only the exchange rate  of the pair being hold but also the account 
currency.

●This technique does not ensure good profits when the market trends strong against 
the direction of the position. In those cases, using a traditional stop loss when you're 
applying Cost Averaging is counter intuitive, because it defeats the entire purpose. 
Nevertheless, positions have to be monitored by measuring equity Drawdowns.

“My Kind of Tradin  g  ” is a Presentation given by Torsten Kroeger at the ITC 
2007. He explains this technique together with a specific trading strategy. 
This trading model lead Torsten to win the Live Trading Contest celebrated the 
same year here at FXstreet.com.

A possible question of the Practice Chapter of this Unit would be: Suppose 
you entered a long position worth 1000 USD on the EUR/NZD on the 
22/May/2008 at 2,0000 and another one at the 19/Nov/2209 at the same 
exchange rate, but the EUR/USD was traded at 1,5750 in the first entry and 
at 1,4900 at the second, would you have made a profit in US Dollars if the 
trade closed at the 19/Nov/2009 with the EUR/NZD at 1,0400 and the 
EUR/USD at 1,4850?
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Value Averaging

Value averaging is a more evolved investing strategy with an added value factor. It is the 
same as the Cost Averaging, but instead of a fixed amount spent in each position, it's 
done by spending a certain amount in order to fulfill a targeted portfolio value. 
Like Cost Averaging it is more of a systematic investment methodology in which the 
investor continuously buys a certain amount of currency units (or any other financial 
instrument) at set time intervals – monthly, quarterly, and so on, and then adjusts the 
next contribution according to the relative gain or loss made on the original asset base.

Following this technique a trader would decide a target amount to invest, then adjust the 
monthly contributions to maintain that target. For example, if the target portfolio growth 
rate is 500 US Dollars per year, the investor buys a certain currency for the value of 500 
US Dollars for the first year. If the value of the purchased currency has increased from 
500 to 600 US Dollars in the second year, the trader buys less (400 US Dollars) for the 
current year in order to achieve the portfolio value target of 1,000 US Dollars for the 
second year. Likely, if the account value has dropped from 1,000 to 900 in the third year, 
the trader buy more (600 US Dollars worth of a certain currency) to achieve the account 
value of 1,500 for the third year.

Pros: 
●It offers better profits than Dollar Cost Averaging because of the added value factor.

●This technique doesn't try to outguess the market's fluctuation, but rather seeks to 
capitalize in those fluctuations. It doesn't allow the mood of the markets to influence 
the investment decisions.

●It can also be a good technique for mid-term traders, just by shortening the 
periodicity to one month or one week.

Cons:
●In case of a Drawdown, the trader has to invest more in order to attain the desired 
account value. For example the above mentioned portfolio value target after several 
years could be 12,000 US Dollars. But because of a bullish trend in the currency to 
be purchased, it can decrease to $8,000; then one needs to invest 4,500 US Dollars 
(12,000 – 8000 + 500 of yearly target) for the next year.

Strategically, averaging techniques force investors to be in the market when 
prices are depressed, but it also forces them to buy when prices are high.

Regardless of how one chooses to go about it, averaging positions can be a powerful 
technique. It is dynamic in nature, and precisely the kind of creative approach necessary 
to provide an investor with a real edge. When responsibly executed, it can transform your 

© Learning Center – Unit C – Chapter 3 – p.25/50



Brought to you by                                      

trading and impact your bottom line in ways you never imagined. Treat the technique with 
caution and discipline, and it will provide the rewards.

Without question, money management and risk control are the foundations of 
sound trading. We have discussed these aspects in many of our webinars over 
the past years, and it is still largely neglected by many traders.
Watch this webinar recording and learn from Andrei Pehar about the most 
common mistakes made by beginning traders and the tools and techniques 
which can help prevent them. 

Martingale

Your trading system should allow you to start small and grow big, increasing
your position sizes as your trading account grows. This is one of the basic ideas behind the 
Martingale, only that it requires increasing position sizes when you are in a losing streak.

This is a technique adopted by gamblers which states that you should increase 
the size of you trades when losing. The Martingale system is a method for doubling-up 
the losing bets. In case the doubled bet is a loss, the method re-doubles the bet and so 
on. It's mostly based on the gambler's fallacy explained before. Therefore we think it has 
no advantages.

Cons:  

● It is an inefficient method since it only works if you have unlimited capital, one of 
the clearest examples of how bad this strategy can end up  is the coin toss example 
studied in the beginning of this chapter. An atypical large string of consecutive 
losses can and will happen, resulting in the impossibility of winning over the long 
run.
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Instead of setting your sights too high, create goals that are within your 
skills. Instead of asking: “How much time will I need to double my trading 
account?”, why not break that goal into smaller attainable goals? You don't 
have to take much risk, or leverage yourself excessively to reap substantial 
gains out of the market. Traders are usually much more likely to violate their 
risk management rules when trying to achieve an unrealistic goal.

Anti-Martingale or Reverse-Martingale

As the name suggests, this technique advocates the opposite of the prior mentioned: the 
trader should adjust the size of his positions according to his/her new gains or losses but 
this time increase the risk when winning and decrease the risk when losing. This 
technique is the starting point for many of the money management models we 
are going to see in the next section.

Pros: 

● This will protect our benefits and restrict the losing streaks. The most popular 
money management methods fall into this category.

Cons: 

● The main enemy of the anti-martingale is what is known as asymmetrical leverage, 
that we have defined as the progressive reduction in the ability to recover from a 
Drawdown (see chapter C02).
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5. Money Management Models

Fixed Lot

Also called “Fixed Value” money management, this is the simplest of all the available 
money management models. With the Fixed Lot model, you set the number of lots you 
would like to trade per position. No matter how much your account balance or equity 
curve oscillates, you will still trade a fixed number of lots per position.

A basic example of this method is saying I have a 10,000 US Dollar account and I will 
trade one mini lot on every trade. It does not require a calculation, but still the fixed lot 
size should be determined by predetermined risk measures and not by the market 
behavior.

Pros: 

●It's easy to manage and understand because of the consistent lot size.
 
●It allows profits to grow arithmetically - that is, by a constant amount per time 
period. It is useful, for instance, if you withdraw your profits after each month of 
trading, starting anew with the same capital. Some traders perform poorly if their 
accounts start to grow exponentially - finding in this model an ally for their trading 
style. Others just prefer to trade with a large account and withdraw profits regularly - 
not aiming at growing the account.

Cons: 

●It does not provide an ability to maintain a constant leverage as account balance 
shrinks and rises. This can lead to big Drawdowns since during a string of losses the 
leverage increases with each new trade (please refer to the first part of this chapter 
and to Chapter A03 if the concept of leverage is still unclear to you).

●Another drawback of this model is that by trading the same position size on any 
given trade, you will soon find out that the trading results are very much dependent 
on whether the system continues to work or not - while the whole purpose of 
adopting a money management technique is to get rid of the burden of the 
system's profitability. 

●Each withdrawal from the account puts the system a fixed number of profitable 
trades back in time. Therefore, this may not be the best model to trade if you pursuit 
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an efficient growth in your trading account. 

A trader that risks too much increases the chance of not surviving long 
enough to realize the long run benefits of a good trading strategy. Conversely, 
risking too little creates the possibility that a trading methodology may not 
realize its full potential. Therefore, while a positive expectation may be a 
minimal requirement to trade successfully, the way in which you are
able to exploit that positive expectation will largely determine your success as 
a trader. Therefore, wisely choose which money management technique is 
better adapted to your system and to your trading profile.

Imagine a system with a Fixed Lot size of 1 mini lot averaging 10 pips per trade. After 
each 100 trades, the account grows by 1,000 USD. After the first 100 trades, this is a 
Return of 100% but after 1,000 trades the same result in pips accounts for a Return of 
10% only.

1000 USD + 1000 pips @ 1USD/pip = 2000 USD
2000 USD + 1000 pips @ 1USD/pip = 3000 USD
3000 USD + 1000 pips @ 1USD/pip = 4000 USD
4000 USD + 1000 pips @ 1USD/pip = 5,000 USD
5,000 USD + 1000 pips @ 1USD/pip = 6,000 USD
6,000 USD + 1000 pips @ 1USD/pip = 7,000 USD
7,000 USD + 1000 pips @ 1USD/pip = 8,000 USD
8,000 USD + 1000 pips @ 1USD/pip = 9,000 USD

9,000 USD + 1000 pips @ 1USD/pip = 10,000 USD
10,000 USD + 1000 pips @ 1USD/pip = 11,000 USD

Fixed Fractional

Fixed Fractional position sizing has been developed by Ralph Vince in his book "Portfolio 
Management Formulas" (John Wiley & Sons, New York, 1990) to remedy the problem of 
the equity drifting out of proportion in relation to the fixed lot size pointed in the prior 
model. The Fixed Fractional defines the trade (risk) as a fraction of the equity. This is a 
model that directly incorporates the trade risk. 
The idea behind the Fixed Fractional model is that the number of traded units is based on 
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the risk of the trade. The risk is the same percentage or fraction of the account equity on 
each trade. By risking always the same percentage/position size, the risked fixed fraction 
stays proportional to the equity while the equity rises and falls.

The risk of a trade is defined as the capital amount that the trader would lose per trade if 
it were a loss. Commonly, the trade risk is taken as the size of the money management 
stop applied, if any, to each trade. If your system doesn’t use protective stops, the trade 
risk can be taken as the Maximum Drawdown or the Average Loss.

Pros: 

● One interesting artifact of the Fixed Fraction model is that, since the size of the 
trade stays proportional to the equity, it is theoretically impossible to go entirely 
broke so the official risk of total ruin is zero. As an anti-martingale technique, it is 
designed to accomplish the preservation of one’s capital for as long as possible. 

Note, that in the practice however, the abandonment of a trading methodology should 
come earlier than the account’s depletion.

● The compounding effect kicks in every time you have a winner. By using this 
method the position's size is gradually increased when winning and decreased when 
losing. Increasing the size of positions during a winning streak allows a geometric 
growth of the account (also known as profit compounding); decreasing the size of 
the trades during a losing streak minimizes the damage to the trader's equity. 

● At lower percentages of equity risked, a winning or a losing streak simply does 
not have a spectacular impact on the equity curve. This results in smoother capital 
appreciation (and much less stress for the trader or the investor). This is because, 
when you risk small fractions of your equity (up to 3%), each trade is given less 
"power" to affect the shape of your equity curve which leads to smaller Drawdowns 
and consequently greater ability to capitalize on the winning signals in the future. In 
other words, the size of Drawdowns is directly proportional to the risked 
percent.

Geometric capital growth is produced when the profits are reinvested into the 
trading which leads to progressively larger positions being taken and, 
consequently, to bigger profits and losses. This is one of the advantages of 
the retail Forex industry and the allowed small trade sizes - without it, the 
growth of small accounts would be much more difficult. Depending on the 
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Equity Model, the trader can accelerate or smoothen the account growth. 
Remember that besides the equity model used, the pace at which the account 
grows is determined by the Average Profit and by the Win Rate. The speed 
(geometricity) and the smoothness of the account's growth also depend on 
how much you risk per trade.
It is noteworthy to underline that only geometric capital growth allows 
making regular profit withdrawals from an account (as a certain percent of 
the equity) without seriously affecting a trading system's money making 
ability. 

Cons: 

● If you have a small account balance you are forced to work with a lot size which 
doesn't help in fine sizing the positions. 

● This model will require unequal achievement at different size position levels. This 
means that every time you want to increase the position size it may require you to 
produce a high return before you can increase the trade size from one lot to two 
lots - otherwise you would be risking too much. So for smaller account sizes it will 
take a long time for this money management to actually kick in.

● For larger account sizes the number of traded lots will inversely jump wildly 
around.

● The reduction of the relative position size after every loss makes more difficult to 
recover from a severe Drawdown and makes of this model an anti martingale type 
of technique. It should be used if you have enough statistical data on the Drawdown 
series.

● If a large loss exceeds a certain amount and the risked percentage is now less 
than the smaller lot size, the trader is forced to break the risk rules just to trade the 
minimum allowed lot size.

● Once the account reaches a higher size, the growth of the position size 
accelerates to a degree which is unrealistic and highly risky. 

Let’s say you've got 1,000 US Dollars, you employ a Fixed Fractional methodology and a 
trading system that makes you about 10 pips per trade on average. You decide you're 
going to start by trading 1 mini lot, a sensible thing to do with an account of this size.
After your first 100 trades you've build up 1,000 US Dollars in profits. Since your account 
size has just doubled, you can now double your trade size according to the fixed fractional 
technique, so you're now trading 2 mini lots each time. Another 100 trades at 10 pips per 
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trade on average, and you've doubled your account again to 4,000 US Dollars. Getting the 
idea? Each time you make 1000 pips, you double your account size. Following this logic, 
your trading progress would look like this:

1000 USD + 1000 pips @ 1USD/pip = 2000 USD
2000 USD + 1000 pips @ 2USD/pip = 4000 USD
4000 USD + 1000 pips @ 4USD/pip = 8000 USD

8000 USD + 1000 pips @ 8USD/pip = 16,000 USD
16,000 USD + 1000 pips @ 16USD/pip = 32,000 USD
32,000 USD + 1000 pips @ 32USD/pip = 64,000 USD

64,000 USD + 1000 pips @ 64USD/pip = 128,000 USD
128,000 USD + 1000 pips @ 128USD/pip = 256,000 USD
256,000 USD + 1000 pips @ 256USD/pip = 512,000 USD

512,000 USD + 1000 pips @ 512USD/pip = 1,024,000 USD

The downside of the above fantasy is that each time you increase the trade size, you are 
also increasing the risked dollar amount and any violent  Drawdown can severely damage 
your account.
Risking a high percentage of your account might indeed have dramatic effect on the 
geometric growth of your account balance in the very short-term.  This happens because 
winning streaks (however long) are always followed by losing streaks (however short) and 
much of what was “given” by the high percentages is very likely to be “taken 
away” by the same percentages.
But even if you keep the risked percentage the same, as in this model, the amount of 
capital risked increases as the available capital grows. Psychologically it may be hard to 
bear a risk of 2% in a 100k account- there fore other money management models have 
been designed to solve this problem.

Periodical Fixed Fractional 

In this variant of the previous model we recalculate the risked percentage not in every 
single trade, but only if after a certain time the account equity has changed, let's say after 
one day, one week or one month. 

Pros: 

● This will smooth the compounding mechanism during winning and loosing trades. If 
you win 10 trades in a row using the Fixed Fractional method you will significantly 
compound because after each trade you are taking the new balance into account to 
reevaluate the absolute risk amount. Using the Periodical Fixed Fractional you don't 
change the trade size even if you are having a winning or a losing streak. This breaks 
the geometricity of the equity curve.
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● By compounding per day, the result will be similar to the Fixed fractional if the 
trade frequency is close to one trade per day - the more it varies the greater will be 
the difference.

● By compounding per month, you can't expect huge compounding returns but on 
the other hand you are also locking in the risk. The maximum profit potential will be 
not dependent of the alternation of Profit and Loss trades. 

● Regardless of the alternation of winning and losing trades, by compounding per 
month, your result will be always the same- means the system's performance is less 
impacted by winning and losing streaks.

Cons: 
● The problem with this technique is when you have strings of losing trades. These 
strings hurt because now you have to take the account back up and you are trading 
smaller sizes as your account decreases. Typically this will bring an account balance 
lower and lower.

Using the classical Fixed Fractional model, you will always have a potential lowest return, 
a potential highest return and a potential average return. The higher the period chosen to 
size the positions, the narrower will be the potential lowest and highest returns.
This means that the less impact the alternation of wining and losing trades has on the 
system's performance and the closer the end result will be to the potential average return. 

Profit Fixed Fractional

The profit risk position sizing method is another variant of the Fixed Fractional position 
sizing. 
In Fixed Fractional position sizing, the dollar amount risked on a trade is a percentage of 
the current account equity or balance. In the Profit Fixed Fractional method, the dollar 
amount risked on a trade is a percentage of the starting account equity plus a percentage 
of the total closed trade profit. Once the risk amount is determined, the number of units is 
calculated the same way as in Fixed fractional, namely: the amount to be risked is divided 
by the trade risk per unit. 

Compared to the Fixed Fractional model, the Profit Fixed Fractional method is sometimes 
more convenient because it separates the account equity into initial equity and closed 
trade profit. The percentage applied to the initial equity provides a baseline level of 
position sizing independent of the trading profits. Note that if both percentages are the 
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same, the Profit Fixed Fractional method will produce the same result as the Fixed 
Fractional model.

Pros: 

● This strategy is for traders looking for higher return and still preserving their 
starting balance.

Cons: 

● The increased risks in the buffer fraction of your account: if a Drawdown occurs 
when trading with the first accumulated buffer, it may force the trader to start anew 
if the buffer is depleted by a string of losses.

As an example, consider a start balance of 10,000 US Dollars and after 1 year, this 
amount might be 15.000 where the risk was kept to 1% of your balance. Now you have 
your initial balance + 5.000 US Dollars in profit. You can now increase your potential 
profit by risking more from the profit while restricting your initial balance risk to 
1%. For example, you can calculate your trade through the following pattern:

1% risk of the 10.000 USD (initial balance) + 5% risk of 5.000 USD (profit)

In this way, you will have more potential for higher returns and at the same time you are 
still risking 1% of your initial deposit.

In the recorded webinar “Position sizing and money management”, John 
Jagerson points those contingencies that usually happen down the road and 
explains money management techniques beyond the Fixed Fractional model 
as being the most common method. He also treats diversification as a 
function of risk control, a subject which falls out of the scope of this chapter.

Optimal Fixed Fractional Trading

The concept of “Optimal F” is that a Fixed Fraction of a trading account will grow it at the 
most efficient rate. In other words, it gives us the optimal fraction that we place in each 
trade for maximum net return.
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It is a variant of the Fixed Fraction model that Ralph Vince developed to enhance a model 
based on fixed odds, that is, where winners and losers were of consistent amounts. Since 
any trading performance may have strong deviations – after a loss of 2.5% on one trade, 
a gain of 6.18% may happen on the next trade, and so on - Vince created a model for 
variable returns. But in order to measure the results of variable returns it’s helpful to 
understand the concept of the so called “geometric mean”.

What is the Geometric Mean? 

Geometric mean is simply the effect of compounding. An example might be 
this: two trades increase our portfolio by 10% each one. At the end of the 
second trade, how big is my portfolio?  If you said 120%, you missed the 
effect of compounding that geometric mean will yield. The right answer is: 
110% * 110% = 121%.
A Return of 120% would be an arithmetic mean.

Vince explained that Optimal F is that fixed fraction which grows the portfolio at 
that highest geometric mean. Determining Optimal F consists of trying different values 
of F and determining which one provides the best geometric returns. This is done using 
software, or you can simply use the GEOMEAN() function in excel.

Pros: 

● The resulting value, whatever the Fraction is, is supposed to achieve the larger 
amount of profits. So if your Optimal F is 15%, you place 15% of your account at risk 
on each and every trade. Then, at the end of a given amount of trades, you will have 
built up your account to a larger amount than if you had you risked 14% or 16% of 
your account.

Cons: 

● While this might be mathematically the best way to grow a portfolio, it will be 
psychologically challenging for most to execute it faithfully, as it is usually very 
aggressive.
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● If we use a fraction above the Optimal F we will ruin the account by over 
aggressiveness, whereas if the Fraction is below the Optimum F the growth of our 
account will be too slow.

● Clearly this is not a method that shows a ratio with which to operate since the 
Optimal Fraction will provide the greatest net return, but with a risk level measured 
by the Drawdown that very few traders can bear.

● Note that the Optimal F is based on the past trade results - if the F number was 
15% for the last hundred trades, it doesn't mean that it will be the same for the next 
hundred trades. This means you can be over trading and turning a winning situation 
into a losing one. And conversely it can lead you to under trading, and you're 
obviously not going to get maximum growth.

● Note as well that the Optimal F is still a fixed fraction. The problem with a fixed 
fraction is that if you go too low, you're never going to see growth. And if you go too 
high with the Optimal F you're going to be very aggressive and probably face huge 
Drawdowns.

"We know that if we are using optimal F when we are fixed fractional trading, 
we can expect substantial drawdowns in terms of percentage equity 
retracements. Optimal F is like plutonium. It gives you a tremendous amount 
of power, yet it is dreadfully dangerous. These substantial drawdowns are the 
problem, particularly for novices, in that trading at the optimal F level gives 
them the chance to experience a cataclysmic loss sooner than they ordinarily 
might have."

Source: "The mathematics of Money Management" by Ralph Vince, Wiley and Sons, 1992. 

Secure Fixed Fractional

This model is another variation of the Fixed Fraction and was introduced by Ryna Systems. 
The Secure F is similar to the Optimal F except for the introduction of a restriction on the 
Maximum Drawdown the trader is willing to tolerate. 
Leo Zamansky and David Stendahl in their article “Secure fractional money management” 
(Stocks & Commodities magazine, June 1998), observed that this strategy had to be made 
more operational. The reason was the inability of most traders to withstand large losses 
and the high risks inherent to the Optimal F model.

Instead of the Maximum Drawdown, the Optimal F can also be calculated using a 
maximum risk tolerance level.
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If the Maximum Drawdown is a very small value, we are facing a very conservative 
strategy, so the Secure F can be adjusted to the risk tolerance (or appetite) of each trader.

This is a question out of the Practice Chapter:
If a trader was wrong 20 times in a row and still has 80% of his or her equity 
left, what is the model is he/she trading?

● The Optimal F
● The Fixed Percentage based on Total Core Equity
● The Reduced Total Core Equity Model

Measured Fixed Fractional Model

Many traders have passed through the experience of giving profits back to the market 
after a winning period. This happens usually when the adopted money management model 
is not adequate to the kind of trading methodology used, or when there is no money 
management regime at all. Yet there is another variant of the Fixed Fractional which aims 
to protect the trader's gains: the Measured Fixed Fractional model.

Like other methods, this one also increases and decreases the trade size on a regular 
basis, and for doing this, it scales the equity's (or account balance) growth in fractions. 
Instead of increasing the position size after each trade, or after a certain time, it 
does it after a predefined amount of capital growth.

Pros:
● It smoothes the equity curve more than in the traditional Fixed Fractional model.

● It simplifies calculations as the position size has only to be changed once the 
account has grown of a certain amount.

● It helps traders to recover faster from losses because the position size is not 
reduced immediately after the loss is produced. After a loss you are still trading with 
the same size, and although your leverage might increase, it does it only slightly.
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Cons:
● Although leverage doesn't swing so wildly as in the Fixed Lot model, it is not 
constant.

● For more aggressive traders it may represent an impediment to profit from the 
compounding effect during a winning streak.

Here below we take the example of risking 1% of the account balance. Remember that 
instead of account balance you can use any of the equity models explained in the third 
section of this chapter. The Measured Fraction is calculated simply by rounding down the 
available capital to a lower fraction. Depending on your trading style, you can increase the 
measured fraction each 1,000 units of accumulated profit – as in the below example - or 
set any other amount.

Capital Measured Fraction 1 % Risk

10.000 USD 10.000 USD 100 USD

10.500 USD 10.000 USD 100 USD

10.700 USD 10.000 USD 100 USD

11.000 USD 11.000 USD 110 USD

11.200 USD 11.000 USD 110 USD

11.300 USD 11.000 USD 110 USD

12.500 USD 12.000 USD 120 USD

12.380 USD 12.000 USD 120 USD

12.700 USD 12.000 USD 120 USD

12.580 USD 12.000 USD 120 USD

13.500 USD 13.000 USD 130 USD

21.000 USD 21.000 USD 210 USD

25.000 USD 25.000 USD 250 USD

Fixed Ratio

The Fixed Ratio model was developed by Ryan Jones in his book "The Trading Game" and 
addresses the relationship between growth and risk. For those who always dreamed of 
knowing when and how to increase or decrease the lot sizes, this might be the adequate 
model.
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In Fixed Ratio Trading the position size increases as a function of profit and loss, 
hence rewarding the higher performance with more lots and vice versa.
The goal is to grow the available margin as an asymmetrical rate, while steadily 
decreasing the risk.

It is primarily intended for traders starting out with a small account size, because it 
requires less profits in the account to begin with in order to increase the trade sizes. Its 
underlying premise is that you are willing to risk more initially to grow your account, but 
as your account is growing you are prepared to risk less.

The aim of this model is to take advantage of consecutive winning trades. During winning 
streaks, the Fixed Ratio model allows you to be aggressive. But at the same time, when 
the account grows, the trader is also able to slow that position size growth down 
compared to the way the classical Fixed Fraction models does. Essentially, it slows the 
position size growth down so that the risk vs. aggressiveness becomes equal to the entire 
way as the account size grows.

Facing a performance Drawdown the trader is able to reduce the lot sizes, and thereby the 
position size, in set increments. If the system continues to generate losses and the 
Drawdown continued to exceed reasonable expectations, the position size is 
reduced until the trader eventually stops trading. The difference with other models is 
that you would stop trading earlier, thus keeping more profits. 

Pros: 
● The Fixed Ratio offers a seemingly neat solution to the problem of asymmetrical 
leverage. You don't reduce your position size after every loss. For example, if you 
lose 200 pips, you can bring your account balance back to break even by winning 
200 pips and no more. That means your account can become impervious to single 
losses (not to Drawdowns, however). 

● This approach can take a mediocre profitable system and convert it into a 
dynamic and considerably much more profitable system, taking more advantage of 
the winning streaks.

● A trader is able to take full advantage of a system while it is profitable and 
consequently, he will have a lot more money to take off the table if the system 
stopped working. This may happen, for instance, if you are trading a range system 
and the market starts trending and generating losses.

● Another advantage is that it allows geometric growth with higher risk percentages 
per trade.

Cons: 
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● While it's true that during a losing streak, risk is taken away by reducing the 
position size, there is a crucial assumption here: the Drawdown shall not exceed a 
specified expected amount. If it does, the account will suffer more compared to an 
account where a Fixed Fraction was applied because here the position size has been 
reduced all the way down and therefore it has more of its capital.

● Therefore, if you are using a system that tends to have large Drawdwons, you'd 
better use a Fixed Fraction money management model. This means that if your 
system goes into a Drawdown in the early stages of trading, using Fixed Ratio could 
make your account take a serious hit. In terms of risk, the most critical moment of 
blowing out the account is when you increase size for the first time.

● If, on the other hand, you have a system which, without being necessarily better 
than one which loses most of the time, doesn't produce large Drawdowns, the Fixed 
Ratio is the way to go. 

● For larger accounts, it may be seen as a disadvantage the fact that it may take an 
unreasonable amount of time to increase the number of lots to a level that takes 
full advantage of the available equity.

Let's walk through some numbers and see how to put the Fixed Ratio money management 
model into practice. We will start with a simplified version:

• To begin with, the start balance has to be determined, let's say 1,000 US Dollars.

• The second step is to determine how many pips of profit the system needs to achieve 
before the trade size can be increased. Let's say 200 pips, which is an average of 10 pips 
per day for 20 trading days in a month. In order to be more conservative, simply add 
more pips profit in the formula. For example, increase the number of lots traded only after 
gaining 400 pips instead of 200 pips.
• The third step is to determine the lot size to start with. For the purpose of the example 
we will take 1 mini lot. In order to keep the calculation simple, let's suppose a pip is worth 
1 US Dollar. Once the trading starts, the system has to accumulate 200 pips in profit in 
order to increase the size to 2 mini lots. After another 200 pips in profit the size would 
increase to 3 mini lots and so forth.
The results could look like this:

Month 1: After one month trading a start balance of 1,000 US Dollar and accumulating 
200 pips in profits, the new account balance is 1,200 US Dollar by using 1 mini lot.
The trade size can now be increased to 2 mini lots. But if the balance falls below 1,200 
then you will go back to trading 0.1 lots.

1,000 + (200 pips x 0.1 lot = 200 ) Total: 1,200
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Month 2: By starting the month with 1,200 US Dollars and trading 2 mini lots, where 
each pip equals 2 US Dollars, by achieving 200 pips, the account balance rises to 1,600 
US Dollars. 
If your account falls below 1,600 the model forces go back to trading 2 mini  lots.

1,200 + (200 pips x 0.2 lots = 400) Total: 1,600

Month 3: Starting month three with 1,600 and accumulating 200 pips in profit, and 
trading 3 mini lots, the result is a new account balance of 2,200 US Dollars. 
Should the balance fall below 2,200 then the trading size has to be reduced to 3 mini lots.

1,600 + (200 pips x 0.3 lots = 600) Total: 2,200

Month 4: Starting the month with 2,200 US Dollars and winning 200 pips while trading 4 
mini lots, a new balance of 3,000 US Dollars is in the account. Should the account fall 
below 3,000 then the size screw back to 4 mini lots.

2,200 + (200 pips x 0.4 lots = 800) Total: 3,000

Month 5: By the start of the fifth month the balance is at 3,000 US Dollars. If at months 
end the profit reaches again 200 pips by trading 5 mini lots the new account balance 
should now show 4,000 US Dollars.
Should account fall below 4,000 then the position size has to be adjusted back to 5 mini 
lots.

3,000 + (200 pips x 0.5 lots = 1,000) Total: 4,000

All right, you got the logic. The following months would be: 

Month 6: 4,000 + (200 pips x 0.6 lots = 1,200) Total: 5,200

Month 7: 5,200 + (200 pips x 0.7 lots = 1,400) Total: 6,600

Month 8: 6,600 + (200 pips x 0.8 lots = 1,600) Total: 8,200

Month 9: 8,200 + (200 pips x 0.9 lots = 1,800) Total: 10,000

Month 10: 10,000 + (200 pips x 1 standard lot = 2,000) Total: 12,000
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A more advanced version of this model adds a Delta factor to the calculation:

•Determine the starting balance, let's say 1,000 US Dollars.
•Here is the Delta factor: in order to determine how many pips of profit the system needs 
to achieve before the trade size can be increased, take the largest historical (or expected) 
Drawdown. If the expected Drawdown is 20%, that is 200 US Dollars in our example. Now 
divide the absolute Drawdown amount by a certain amount. In our example we are going 
to be neutral and divide it by 2, but here is where you can decide how aggressive or 
conservative you are going to be.
•Once divided the Maximum Drawdown by 2, we have 100 US Dollar as our fixed ratio 
number, means we will increase the position size by 1 mini lot this amount is accumulated 
in profits. To be more aggressive, then we would need a number that is lower than that. 
Conversely, in order to be more conservative, we would need to go with a lower number, 
dividing the Drawdown by 0.5, for example, resulting in a Fixed Ratio of 400 US Dollars.
•The third step is to determine the lot size to start with. It is advised to make use of micro 
lots if you are starting with a small account.

As you can see, the Delta factor, which is required to move to the next lot size level, is the 
result of a statistical figure. Therefore, the lower the Delta factor the more aggressive the 
money management is.

The formula is:
 

Max. Drawdown = 200 USD 
Initial Capital = 1,000 USD

      Fixed Ratio (Delta) = Max. Drawdown / 2

200 USD / 2 = 100 USD per lot

The third step in the previous formulas has been to determine the lot size to start with. 
This can also be done by defining the Effective Leverage (Please refer to Chapter A03 to 
calculate the Effective leverage).

The formula with all the variable looks like this:

Max. Drawdown = 200 USD 
Initial Capital = 1,000 USD
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Fixed Ratio (Delta) = Effective Leverage x Largest Drawdown / 2 

1% x 200 / 2 = 100  (effective leverage of 100:1 - trading 0,1 lot)
2% x 200 / 2 = 200   (effective leverage of 50:1 - 0,05 lot)

3% x 200 / 2 = 300   (effective leverage of 33,3:1 - 0,03 lot)

Comparing the Fixed Ratio with the Fixed Fractional we notice that, at the lower account 
levels, less equity is required whereas as the account grows the number of traded lots 
becomes less aggressive. The main difference is thus the introduction of a Fixed Delta.

If you are asking if there is such a thing like an optimal Delta, the answer is no, it doesn't 
exist. Therefore, it will be at the trader's discretion to determine the acceptable risk levels.

Kelly's Percentage

The oldest model used today in financial markets was introduced by J. L. Kelly's in a 
seminal paper titled “A New Interpretation of Information Rate”, and published in 1956, 
where the author examined ways to send data over telephone lines. 

One part of his work, the Kelly formula, can be used in trading to optimize the position 
size. It consists of betting a fixed fraction of the available capital on each trade. 
The rate of growth will vary according to this fraction. 

Pros: 

● The Kelly Percentage maximizes your long term growth rate by equalizing it with 
your risk.

● With a positive Expectancy, your trading account ought to grow exponentially, 
making use of the compound effect. 

● Despite fluctuations along the way based upon the Law of Large Numbers and 
equipartition, the Kelly formula is a an effective strategy in the long-term.

Cons: 
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● As long as you win it's great but it will increase the risk to very high levels, 
increasing the danger of a Drawdown. If you hit a Drawdown the Kelly's formula it 
will take a long time to recover.

● In order to mitigate the danger of a Drawdown, common sense is needed. One rule 
to keep in mind, regardless of what the Kelly percentage may tell you, is to never 
commit more than a certain percentage to any given trade. For example: if Kelly says 
to risk 7%, then you just limit it to 4%; if it says 8% you risk 5%, and so on until 
you hit a minimum tolerated risk percentage and don't move from there. Many of 
these models can be creatively modified as you see!

● If you bet only a tiny fraction you will not go bankrupt but a drawback of this 
model is that your wealth grows very little. Make the risked fraction large and the 
losses may will wipe you out.

The formula determines the fraction of capital to allocate to each trade, as a function of 
the Win Rate as well as the Profit Factor (see Chapter C02 for a detailed explanation of 
statistical numbers). This is the formula and its components:

Kelly's Percentage = Win Rate – [(1 – Win Rate) / Profit Factor]

For example, the Profit Factor is 2:1 with 50% Win Rate. Then ...

K = 0.5 - (1 – 0.5) / 2 = 0.5 - 0.25 = 0.25

Kelly indicates the Optimal Fixed Fraction size is 25%.

Effective Cost

Effective cost management is a well-known measure of accountability for business 
leadership. In business terms, cost management requires effective strategy 
implementation as well as the resources and the process discipline to enable and ensure 
the highest possible level of quality, reliability and productivity at the lowest overall cost. 
It is not about “cost” in the sense of “cutting cost”, but rather a process of 
optimizing performance. It is as much strategic as it is operational.

This technique considers each taken position as individual and works on the basis of 
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opening and cutting positions. A trade set-up starts with an initial idea and initiates the 
positioning with one trade, called the “core position”. The initial idea and set-up is what 
brings the trader to the market.

The technical profit and loss levels are calculated per open position. If there are two or 
more open positions in the same pair and direction they will equally be treated separately. 
It works like this:

● If the first position hits the target and the general idea is still valid the trader will 
search for the next entry.

● The second and third positions are aimed to improve the cost of the first position. If 
the second position hits its target - remember it is treated independently as a new 
position although inside the same idea - then this profit will help to improve the 
cost of the previous one. The effective cost of the first position is the entry price 
minus the profit from the second position.

● A pre-determined maximum of open positions in the same direction is set initially 
for the worst case scenario. This is called the “Same Position Maximum” (SPM) and 
it is set before any first position in a currency pair is taken. The SPM is based on the 
equity Drawdown per trading idea.

● The technique works on the basis of pre-set losses to understand maximum risks 
associated with a particular position. 

A recommended number of equally sized positions is set to 3. However, risk tolerance (or 
appetite) and style of trading will determine the maximum.

The technique should not be compared with the Dollar Cost Average or Averaging Down. 
The difference relies on the fact that trades are closed when profits are on the table, in 
order to have a better average price for the core position.
It is aimed at protecting and enhancing counter trend, indicator-based trading 
methodologies, specially when facing difficult trading conditions. Other techniques 
explained above may be more efficient for trend following methods, but since there are 
many traders who have an inclination to trade counter-trend, this technique may be very 
useful. If you're trading based on divergences for instance, and wonder why they don't 
work as in text books examples, it's probably because you are not managing these kinds 
of set-ups with the appropriate technique.

It is a defensive technique. It is based on the probabilities of success of a 
particular position initiated. It was built to prepare for the worst-case
trading scenarios. 
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Passionately embraced and implemented, this technique was explained in the 
ITC presentation of Toni Juste in 2007. While the first part of the video covers 
the basics of the technique, the second introduces several case studies.

Pros:
 

● It allows moderate profits while attempting to keep losses under control.

● It improves the win probability of success of any position. 

● It allows a trader to enter into a position dictated by the market and to exit it 
through the market's command as well. There is no room for second guessing and no 
fear of big losses. It works as a stress-reducer in difficult trading environments.

● This technique proves that trading based on technical indicators of common use 
can be profitable, reducing technical complexity in any trading environment. Think in 
terms of running a business: if a sophisticated (maintenance management) system is 
not working, it is often better to shut it down and go back to the basics than to add 
the ongoing cost of fixing and maintaining a low value system.

Cons: 

● It should not be applied to trend following systems where other money 
management techniques may perform better.

● Understanding one's capabilities, priorities and preferences is key to apply any 
money management technique. As part of such self-understanding, this technique 
requires a certain maturity as a trader.

It's not based on a formula, but it takes into account the following elements:

● Same Position Maximum (SPM)
● Range of pips per time frame
● Maximum Drawdown allowed per lot size in a trade

The stop loss level is determined based on equity Drawdown or based on technical 
triggers. The second is strongly recommended - this way you are brought into and out of 
market by technicals and not by fear or greed.
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The position size calculation - when basing stop-losses on equity Drawdown – is the 
following:

● Account Size: 50,000 USD
● Maximum Equity Drawdown: 6% (3,000 USD)
● Assume SPM = 5 (600 USD X 5 = 3,000 USD)

This means that initially the worst that a single position can reach is 600 USD, that is, 60 
pips with a 100,000 lot size, or 120 with a 50,000 size or 240 pips with a 25,000 lot size.

Dima Chernovolov portrays the function of a money management system in relation to the 
traders' psyche in a beautiful manner:

"As with the forex trading system, you can receive protection from your own 
destructive tendencies by closely following your money management system. 
It will protect you from greed and pride (which always demand that you 
overtrade) when your system generates unusually large number of winning 
signals in a row. It will also protect you from trader paralysis (inability to 
open new positions) when your system goes through a losing streak because 
you will know that, as long as you risk a small fraction of your equity per 
each trade (as is set by your money management system) and use a 
currency trading system with positive mathematical expectation, no string of 
losses can wipe out your trading account."

Continue reading..

What technique to use? 

Like many other questions related to trading, there is no right answer to what 
method is the best. However, you have to use  techniques that maximize your 
chances of survival and success. The number one goal of trading is to 
survive. That starts with the risk control measures. 
The second goal is to figure out your position size and how aggressive you're 
being with that. This is about setting the levels at which you're going to 
increase your position size in order to maximize your gains. 
That is going to be decided on the basis of what strategy you're using. If you 
are using a good trend following system which nevertheless produces large 
Drawdowns from time to time, your first objective should be survival and so 
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you should choose the best technique to achieve that. If, however, you have a 
highly reliable system which doesn't produce either big Drawdowns or big 
profits, you should concentrate on maximizing those small profits. Remember 
that the wrong money management applied to your system could actually 
hurt the end result.

Just as there are no “Holy Grail” trading systems, there is no “one-size-fits-all” money 
management approach. Each trading system requires a certain money management 
technique and each technique may be valid for one trader and be useless for another. In 
addition, the trader’s ability to test and implement that money management strategy has 
to be considered. The key when choosing a money management model is often self-
understanding.

Sizing and managing market positions is often seen like a burdensome, unpleasant 
activity. And unfortunately, most traders can only absorb the lessons of risk discipline 
through the harsh experience of monetary loss. 

Many times traditional advice such as making sure your profit is more than your loss per 
absolute trade does not have much substantial value in the real trading world compared to 
the great potential of a sound money management technique.

Join our LC Forum at FXstreet.com and share your experiences! Drop by even 
if it is only to say “I wish I knew all these things 20.000 dollars ago...”

What have you learned from this chapter: 

•  There is always a certain amount of randomness in the markets, and it 
can affect your returns.
•  Money Management is not all about betting small. While that is an 

© Learning Center – Unit C – Chapter 3 – p.48/50

http://www.fxstreet.com/forum/forumdisplay.php?f=72


Brought to you by                                      

important part of it, it is not all by itself.
•  Money management is as powerful as any trading system.
•  Money management is more stable than any trading system. It is based 
on math, and math does not change.
•  It is more logical to implement proper money management to a trading 
system than to trade that system without it. Money management will take 
you further with less.
• While being independent from the system rules, money management 
works hand in hand with the trading system. In fact, it determines the 
style of the trader whether aggressive, moderate or conservative.

FXstreet.com contents: 

• Confessions of A Forex Trader - Part II: The Leverage Connection  , by 
Mihai Nichisoiu 
• Minimizing trading risk through proactive threat and error management  , 
by The Trader's Journal Collaborators
• Choose wisely Dr. Jones, choose wisely  , by Forex Journal's Collaborators
• Portfolio management – Diversification  , by LearningMarkets.com
• Portfolio Management − Position Sizing and Stop Losses  , by 
LearningMarkets.com
• Understanding the simple rules of Money Management – Part I: The Risk-  
to-Reward ratio, by Sunil Mangwani
• U  nderstanding the simple rules of Money Management – Part II: Position   
sizing, by Sunil Mangwani
• Managing Risk to Target Consistent Profitability in the Forex Market  , by 
James Chen
• Risk Management  , by Valeria Bednarik
• Position sizing and money management  , by John Jagerson
• Money Management in Forex Trading  , by Dima Chernovolov
• Conversations with a Pro Trader - Part I: Cutting Your Losses  , by Andrei 
Pehar

External links: 

• Money Management Using the Kelly Criterion  , by Justin Kuepper, 
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http://www.investopedia.com/articles/trading/04/091504.asp?viewed=1
http://transcripts.fxstreet.com/2008/04/monthly-webin-1.html
http://www.fxstreet.com/education/forex-basics/money-management-in-forex-trading/2008-01-08.html
http://transcripts.fxstreet.com/2008/03/position-sizing.html
http://transcripts.fxstreet.com/2008/09/risk-management.html
http://transcripts.fxstreet.com/2009/07/managing-risk-to-target-consistent-profitability-in-the-forex-market.html
http://transcripts.fxstreet.com/2009/06/understanding-the-simple-rules-of-money-management-part-ii-position-sizing.html
http://transcripts.fxstreet.com/2009/06/understanding-the-simple-rules-of-money-management-part-ii-position-sizing.html
http://transcripts.fxstreet.com/2009/06/understanding-the-simple-rules-of-money-management-part-ii-position-sizing.html
http://transcripts.fxstreet.com/2009/05/understanding-the-simple-rules-of-money-management-part-i-the-risktoreward-ratio.html
http://transcripts.fxstreet.com/2009/05/understanding-the-simple-rules-of-money-management-part-i-the-risktoreward-ratio.html
http://www.fxstreet.com/education/forex-basics/forex-essentials-course/2008-06-10.html
http://www.fxstreet.com/education/forex-basics/forex-essentials-course/2008-09-16.html
http://www.fxstreet.com/education/trading-strategies/choose-wisely-dr-jones-chose-wisely/2008-11-11.html
http://www.fxstreet.com/education/trading-strategies/minimizing-trading-risk/2009-04-17.html
http://transcripts.fxstreet.com/2006/09/confessions_of_.html
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investopedia.com
• Kelly criterion  , by wikipedia.org
• Forex: Money Management Matters  , by Boris 
Schlossberg,investopedia.com3. The Position Size
• www.probabilitytheory.info  
• Martingale (betting system)  , by wikipedia.org

• "Martingale Money Management" by Bob Pelletier, Stocks & Commodities 
magazine, 07/1988
• "Martingales" by James William Ferguson, Stocks & Commodities 
magazine, 02/1990
• "Reverse Martingales" by James William Ferguson, S&C, 03/1990
• "The Trading Game" by Ryan Jones, Wiley and Sons, 1999
• "The mathematics of Money Management" by Ralph Vince, Wiley and 
Sons, 1992
• "The mathematics of gambling", by Edward Thorp, Gambling Times, 1985
• "Trade your way to financial freedom" by Van K. Tharp, Mc Graw-Hill, 
1999
• "Special report on Money Management" by Van K. Tharp, IITM, 1997
• "A new interpretation of information rate" by J. L. Kelly, 1956
• "Managing your money" by Burke Gibbons, Active Trader Magazine, 2000
• "Probability of investment ruin" by Sherwin Kalt, Stocks & Commodities 
magazine, 02/1985
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http://en.wikipedia.org/wiki/Martingale_(betting_system)
http://www.probabilitytheory.info/
http://www.investopedia.com/articles/forex/06/FXMoneyMgmt.asp
http://en.wikipedia.org/wiki/Kelly_criterion

