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Good money management is essential for successful trading and involves several rules designed
to preserve capital, reduce risk, and ensure long-term profitability. Below are key money
management rules that should align with any trading system:

1. Risk per Trade Rule (1-2% Rule)

e Limit risk to a small percentage of your trading capital on any single trade, typically 1-
2%.

e This ensures that even a series of losses won't severely impact your overall capital.

e Example: If you have $10,000 in your account, you should risk no more than $100 to
$200 per trade.

2. Position Sizing

¢ Determine the size of each trade based on your total capital and the risk per trade.
¢ Adjust position sizes so that no trade poses a higher risk than your defined risk
percentage.

Formula:

.- X Risk per Trade
Position Size =

Stop Loss (in points/pips)

3. Stop Loss Use

o Always set a stop loss on every trade. This limits potential losses to a predefined
amount.

o Stop losses can be based on volatility (using ATR) or technical levels
(support/resistance).
e Avoid moving stop losses further away from the entry price to prevent greater losses.

4. Risk-to-Reward Ratio (R/R Ratio)

¢ Ensure that each trade has a favorable Risk-to-Reward Ratio, typically aiming for a 2:1
or 3:1 ratio.

e Example: If you're risking $100 on a trade, aim to make at least $200 to $300 in profit.



5. Diversification

o Avoid putting all your capital into a single trade or asset. Spread risk across multiple
trades and markets.

e Rule of Thumb: No single asset or trade should represent more than 5-10% of your
portfolio.

6. Leverage Control
¢ Use leverage conservatively, as it can magnify both gains and losses. High leverage
increases risk exposure.
e For beginners, using little to no leverage is recommended until you're more
experienced.
7. Cut Losses, Let Profits Run
e Be quick to exit losing trades according to your stop loss, but allow profitable trades to
continue running by using trailing stops or adjusting take profit targets.
¢ Avoid emotional decisions like holding onto losing trades in the hope of recovery.
8. Avoid Overtrading
o Stick to your trading plan and avoid taking unnecessary trades based on emotions like
greed or fear.
e Overtrading increases transaction costs and can lead to emotional burnout.
9. Daily Loss Limit
o Set a daily or weekly loss limit, beyond which you stop trading for the day or week.
e This helps prevent revenge trading, which is driven by the desire to recover losses
quickly.
10. Review and Adjust Regularly

¢ Regularly review your trades and adjust your money management rules if necessary.
o Keep atrading journal to track performance, mistakes, and successes.



Example Trading Rules in Action:

1. Risk Management: Set risk per trade at 1% of capital.

2. Stop Loss: Always set a stop loss at a key technical level, ensuring that the risk matches
your 1% capital risk.

3. Risk-Reward: Only enter trades where the R/R ratio is at least 2:1.

By following these rules, you can minimize the risk of significant losses while giving yourself the
opportunity to achieve long-term profitability.

Protecting your trades before a news release is crucial because significant economic news can cause
rapid market volatility, leading to unpredictable price movements. Here's a guide on how to manage risk
and protect your positions ahead of major news releases:

1. Be Aware of Upcoming News

Stay informed about key economic events using economic calendars, which highlight upcoming news
releases like central bank decisions, employment data, inflation rates, and GDP reports. Major news
events can sharply affect currency pairs, and it’s vital to know when they are scheduled to manage your
positions effectively.

2. Use Stop-Loss Orders

One of the most effective ways to protect your trades is by setting stop-loss orders. These are preset
price levels that automatically close your position if the market moves against you by a certain amount.
A stop-loss ensures that you limit potential losses if the news event triggers a volatile market reaction.

e Trailing Stop-Loss: This type of stop-loss adjusts with favorable price movement, allowing
traders to lock in profits while limiting downside risk.

3. Reduce Position Size

Before a major news release, consider reducing your position size to lower your exposure. The larger
your position, the greater your risk in case of adverse price movements. By trading smaller sizes, you
reduce potential losses during volatile market swings.

4. Hedge Your Positions

Hedging involves taking an offsetting position in a correlated or opposite asset to protect against
adverse market movements. In forex, you can hedge by opening positions in multiple pairs that may
react differently to the news, reducing the impact of volatility on your overall portfolio.



For example:

e Ifyou're long on EUR/USD, you might open a short position on another currency pair to balance
risk.

5. Avoid Trading Before Major News

In some cases, the best protection is to avoid trading altogether. Many traders prefer to close existing
positions or refrain from opening new ones right before a significant news event, as the unpredictability
can cause price spikes, slippage, and widened spreads, making execution less favorable.

6. Use a No-Slip Broker

Volatility during news releases can cause slippage, where trades are executed at a worse price than
expected. Using a broker with guaranteed stop-loss features or low slippage during high-impact news
can help protect your trades and ensure that you don’t lose more than anticipated.

7. Trade the Reaction, Not the News

Instead of trying to predict how the market will react to the news, some traders prefer to wait for the
initial market reaction to subside before entering a trade. This allows you to avoid the wild price swings
immediately following the news and to trade in the direction of the new market trend.

8. Diversify Your Risk

If you have multiple open positions, consider diversifying your trades across different currency pairs or
asset classes. This spreads your risk and reduces the impact of a single news event on your entire
portfolio.

Conclusion

Protecting your forex trades before a news release involves a combination of risk management
techniques, including using stop-loss orders, reducing position sizes, hedging, and, in some cases,
staying out of the market altogether. By staying aware of upcoming news events and having a solid risk
management strategy in place, you can mitigate the impact of market volatility and preserve your
trading capital.



