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MONEY MANAGEMENT
“Your safety net:  strategies to keep losses small and book profits”
You are a trader.  You will have losing trades and losing days.  You will have losing weeks.  Accept it!  It comes with the job.  But with a good methodology, regular trade analysis, unwavering discipline and strict money management, you will be more likely to generate profits over time.  This is the nature of trading.  You should be looking for a consistently upward sloping equity curve.  

Don’t get too emotional about it and bolt down the street to your favorite pub just because you lost money.  If you cannot cope with losses then it’s probably better for you to get a salaried job and punch in and out on the time clock.

It is interesting how the “winning” days tend to take care of themselves, but an unmanaged losing day can destroy your ability to trade effectively.  That’s what the focus is all about here:  How to manage your net profits and losses during the day with a specific set of rules that you decide upon and make your own.

Just as you “manage” each individual trade, you must concurrently be managing your trading day!

THE BASIC MONEY MANAGEMENT PLAN (your safety net) has 3 components:
1.  A maximum net loss that you will not exceed on any given day

2.  A point where you are net profitable enough that you will not continue to trade if you draw back down to net break-even on the day
3.  A “profit booking” strategy to lock in some of your profits but still risk a certain portion of those profits to continue trading if you are in a good market
This is your basic safety net and must be implemented with the utmost discipline!  You have to track this in real time on your P/L.  It quickly tells you where you are in your money management strategy.  It must always be net dollars after fees and commissions.

Here is a straightforward example:
· I will never lose more than $500 in one day.  If I get there I stop trading – period!
· If I have a $300 net profit on the day, then I will not trade back below break-even.     If I lose back down to net $0, then I quit trading that day.
· Once I exceed $500 net profit on the day, I start booking profits.  Therefore, if I’m up $800, I will not go below $500 for the day.  If I’m up $2000 then I will not close out the session with less than $1500 in my pocket that day.  If I reach that draw down point I simply quit trading.

These are example numbers.  You have to choose your own numbers that you are comfortable with and which are reasonable.  It is a very straightforward plan once written down.  But it’s hard to stick to.
You must enforce discipline on yourself in this area of your trading above all others.  It is what will keep you in the game and give you the chance to be profitable over the long run.  Does that make sense to you?  I hope so.  You will fail if you do not write your safety net numbers down and strictly adhere to them no matter what!

Your numbers will be very dependent upon your trading strategy.  So, craft your money management plan around your chosen trading method.

COMPLEMENTARY MONEY MANAGEMENT STRATEGIES

These are techniques that guide your trading activities by telling you when to back off from the market and slow down even before you encounter your safety net numbers.

Don’t for a moment think that these additional guidelines for money management are secondary.  They are your first line of defense to protect yourself and your trading account.

You will key off of your trading real-time net P/L for these red flags.  Each money managing factor is listed below and then described in more detail.

1.  Sizing your trades (the # of contracts per trade)
2.  A combination of X number of losing or break-even trades in a row (ex. 3)
3.  An increasing cumulative profit/loss as tracked by your trading software
SIZING YOUR TRADES  This is where you size your trade, the # of contracts, based upon the quality and probability of the trade setup.  Also, it should affect how you scale into and out of a trade.  Additionally, it functions to mentally and emotionally “match” what you can trade most effectively and manage appropriately at that point in time during a trading session.  It helps when and if the market suddenly turns against you, offering the chance to exit at break-even or with a small loss and not suffer much damage.

X NUMBER OF LOSING OR BREAK-EVEN TRADES IN A ROW should alert you that the market is not giving you money (ex. 3 trades).  You will likely continue losing for one of two reasons.  Either there is not much follow-through in price movement for at least a reasonable scalp, or you are out of sync with the market.  It just may not be your day.  In either case, this is your wake-up call to back off and reassess if you should continue trading or if you should wait a bit until the market provides a solid, high-probability setup.

IF YOUR P/L IS DECREASING, it means you are slowly dwindling away your profits on the day, or digging yourself into a hole and adding up more commissions.  Maybe you are overtrading, or the market is getting choppy.  It is a signal for you to back off and re-evaluate why you are losing money.

Always track these money management tactics continually on your mental radar screen to isolate potential danger early.  These strategies complement your basic money management safety net and will improve your overall trading.  Once again, discipline to recognize and act on what they are telling you will be your key to success or failure over time.

So now it’s your turn.  Decide upon and write down your basic safety net strategy of maximum daily dollar draw down, break-even point and profit-booking amounts.  Remember to calculate them in net dollars.  Better yet, type them out and tape it to your computer monitor.  Respect them.  They are your own rules and will be your savior some days.

Here is an example:


  Money Management
 (all $ amounts are net)

 1 Max drawdown $500

 2 If $300 profit, never

       go below $0

 3 Booking profits:

     profit       book 

     600          250

     700          350

     800          500
    1000         600

    1200         800

    1500       1000

    2000       1500


There you have it.  These are specific money management strategies designed exclusively for the emini day trader.  Decide on your own parameters and put them on paper in some form.  Make it a contractual agreement with yourself.  It’s the best contract you will ever agree to.  Honor it and your trading abilities will be enhanced, as well as your bottom line.

In effect, you are applying a “hard stop” and then a “trailing stop” on your net equity during the day … just as you do the same, in an analogous way, on each individual trade.

Folks, regarding daily money management, this is all you need.  If you’re wanting more paper with words on it, then you’re looking in the wrong place.  Finding good money management has more to do with looking inside yourself.  Are you afraid you cannot stick to your basic rules?  Then find some way, somehow to do it.  If I can fit my rules on a 2 inch by 3 inch piece of paper then so can you.  What follows, provides you your own money management contracts to be filled out.

 MONEY MANAGEMENT CONTRACT “EXAMPLE”
TRADER’S NAME:  Billy Bob Moneymaker
All amounts are “net” dollars after commissions and fees!
1)  My maximum draw-down amount for the day:  $ 500                            

2)  My amount of profit achieved where I will not trade my account back below

      break-even on the day:  $  300
3)  Profit amount achieved on the day where I begin “booking” profits where I will not

     trade my account back down below:

                           current net profit                    net amount booked 



    $
600


    $      250



    $
700


    $      350



    $
800


    $      500


    $
1000


    $      600




    $
1200


    $      800




    $
1500


    $      1000




    $
2000


    $      1500




    $
etc.


    $      etc.                   

                        

SIGNATURE     Billy Bob Moneymaker
ADDITIONAL THOUGHTS BEFORE WRITING YOUR CONTRACT

Before filling out your own money management form, there are two factors that must also be addressed.  They are the size of your trading account and the trade size, the number of contracts, traded per trade.

Let’s take a $10k account as an example.  Begin with 1 or 2 contracts.  Two contracts can allow for scaling in and/or out of a trade.  Know that one ES contract translates into $50 per point for or against you as you trade your method.
What is your initial “hard stoploss” per trade?  If trading one contract, and your hard stop is 1.75 points, that translates into an $87.50 (plus commissions) loss if hit.  So, if you take three maximum losses in a row on a day of 1.75 points, that’s a total of 5.25 points, or $262 plus the three trade commissions.  Let’s round this out to a gross loss of $280.  We’ll call it $300 for calculation purposes.  That means your account now sits at roughly $9,700.
Even if you have three max loss days in a row, you’ve drawn your account down to $9,100 … roughly a 10% draw down.  That’s the worst case scenario for three days of trading opportunity.  If you stick to this particular example, where you stop trading for the day when the max daily draw down is hit, you’ll still be in the trading game as you learn how to improve your trading.  It’s unlikely you’ll experience a max loss day three days in a row.  And you don’t have to keep trading until you hit that max loss if you choose to stop trading before hitting that number each day.  Refer to your overall money management strategy for the day too.
Run scenarios like this through your mind as you compose both your money management on individual trades and money management on a trading day.  And take into consideration the size of your trading account as you determine the specific numbers you’ll be writing down on your money management trading contract with yourself.  Write it down in blood and stick to your numbers every trade and every day.  This is all about DISCIPLINE!  Don’t think about money.  Think about trading your method and your money management plan.  The learning and ensuing profits will take care of themselves over time.  This is your beginning, whether a new or seasoned trader – period!

Now, set milestones for your account.  If you trade your account from $10k up to $13k, consider adding a contract to your trades.  $13k is just a number chosen as an example.  You may prefer to hit $15k before adding a contract.  Either way, set that milestone number in advance.  The choice is up to you and you should be comfortable trading the same way with your method.  And if you drop back below your milestone equity amount in your account, you simply drop that additional contract from your trade size.
So, when you fill out your money management plan, also write down your trade sizing milestones.  This will keep you around long enough to learn how to make money without taking big “hits” and will avoid the erosion of your confidence that will subsequently affect your ability to trade effectively.  This is the only recipe for success!
The only additional ingredient is one thing: DISCIPLINE!  You must, must, must force yourself to strictly adhere to your trade stops, daily money management stops and safety net numbers you’ve written down.  If you do not do this, YOU WILL FAIL … no matter how good of a trading methodology or strategies you employ.  I cannot over emphasize what I just said.  100% discipline is imperative or you will find yourself in misery and feel that you’ve robbed yourself of real opportunity.
Now, put your numbers down; sign your contract to yourself … and honor it!  And derive your self esteem as a trader from effectively implementing your plan without fail.  To do otherwise makes you a gambler pure and simple.  There is no place for that in trading.  Focus on trading your plan and you’ll be a true trader and will enjoy your market activities … and profits will eventually follow most likely over time!
FINAL NOTE

I have offered a template/roadmap for you to create your individual trade management as well as overall money management plan on trading days.  This provides what I’ve referred to as your safety net.  But I want to drill down into day trading even further for a moment, especially regarding each individual trade.

Just because you may have a hard stoploss on a trade of 1.75 points (for example), doesn’t mean you passively let it get hit to take you out.  If you’ve entered a trade based on your trading method, you are continually evaluating the market price action as it unfolds moment-to-moment.  If the price action is not acting “appropriately,” then you may well choose to exit the trade with a small loss (or profit) and “scratch” the trade to protect yourself.

You can always re-enter if the market shows better action along the lines of expectations with your trading method.  The same applies to exiting with a profit if you have a profit target in mind.  You may choose to scalp or scale out and tighten up your stop on the remainder of your position based upon your “read” of the market.  But whatever you do, do not violate your written numbers for trade management and overall money management that you’ve put on your contract with yourself. 
MY MONEY MANAGEMENT CONTRACT
TRADER’S NAME:___________________________
All amounts are “net” dollars after commissions and fees!
1)  My maximum draw-down amount for the day:  $_________________________
2)  My amount of profit achieved where I will not trade my account back below

      break-even on the day:  $_____________________________

3)  Profit amount achieved on the day where I begin “booking” profits which I will not

     trade my account back down below:

                           current net profit                    net amount booked 



    $



    $



    $



    $



    $



    $



    $



    $




    $



    $




    $



    $




    $



    $


4)  Contract size per trade: _________
5)  Account milestone for adding 1 contract per trade: $____________
SIGNATURE______________________________________________

DISCIPLINE
DISCIPLINE
DISCIPLINE
DISCIPLINE


