Position Sizing - "Fixed Dollar" versus "Fixed Risk" per trade

for: BullCharts User Group
and U3A (Manningham)

Stockmarket group

Position sizing

March 2014

“The share market can seem mystical and almost
like black magic; but with the right support and

assistance, it just seems like magic.”
Robert Brain
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i3 Introduction & Housekeeping
=

Position size?

When trading / investing in shares:

1) Should we use a fixed position size
every time (ie. same dollar amount)?

2) Is there a minimum position size to use
(ie. minimum dollar value)?

3} Is there a maximum position size to use?

4} What does it matter?

i3 Introduction & Housekeeping
=

Interactive...
= Please ask questions.

» Lel's discuss details,

* Price charts prepared
using BullCharts software.

‘_ i www.bullcharts.com.au
BullCharts

Every chart lolls a story.

Understand the sfory in the chart

(c) Copyright, March 2014, Robert B Brain



Position Sizing - "Fixed Dollar" versus "Fixed Risk" per trade

:- .-_-'.'c: Introduction & Housekeeping
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Important Notice — No Advice!

= This presentation does not include any advice.
* For proper advice, your personal financial

situation needs to be considered. @

+ This presentation is pure education,
only for your general awareness.

+ There are no recommendations to take any

action, or to invest any monay in any way.
+ Always consult a properly licensed advisor

before making investment decisions.

r .6 Position Sizing

Example #1 — small parcel
Let's say we have $100,000 to invest.

* |5 it & good idea to allocate only $1,000

to any one position?

What about the impact of

brokerage and slippage?

R P—— .

r .6 Position Sizing

Example #2 — large parcel

Let's say we have $100,000 to invest.

* |5 it a good idea to allocate $70,000
to just one position?

Excessive risk?

P — ®
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55;:3- Position Sizing

Example #3 — same size

Let's say we have $100,000 to invest.
* Why not invest

a round $5,000 or $10,000
in every position?

+ Could we maximise our profits
with the largest possible position size?

+ What is the largest possible position size?

i::“:;, Position Sizing

But, is it really?

What do you think about this?

55;:3- Position Sizing

The experts say:

= Position sizing is very important and if applied
correctly, it can dramatically improve your strategy

performance and help you avoid ruin (“optimise”).
The consequences of not doing it:

+ Too much of the capital at risk.
* Losses could be higher.

+ Mot enough of the capital at risk.
+ Potential profit could have been greater.

+ Additional positions / investments might have been

possible (ie. extra opportunities),

e
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| g Position Sizing

Two approaches

There are two key approaches to position size:

(a) Fixed dolNar amount per trade
(ie. no position sizing).

(b) Fixed Risk per trade

References:

« “Trade your way fo Financial Freedom”, .: v
Van K. Tharp (1998), McGraw Hill. ~

. - ! fArticl icl

M ——

| g Position Sizing

$100k — Consider two options:

Option (1) Option (2)

Ten parcels of Utilise the
510,000 each “2 Percent Rule”
ie. Fixed Dollar o optimise
Amount the position sizes.

Which do you think
might be better?

| g Position Sizing

Case study
» Consider the two different

position sizing methods
« Assume a specific enfry strategy, and

an exit strategy
» Look at ten stocks from the XJO index

(XJO = SEPIASX 200)
» Look for stocks that showed an uptrend

« Consider the period 2012-2014.

I
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Position Sizing

The 10 stocks
Entry dates, exit dates, prices, etc.:
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Position Sizing

(1) — Fixed Dollar Amount

i1 Fiaed Dolisr Amount par Trads
Pos Slze: __ $18,000.00 s
Stock | Shares Fos  CLOSING PROFIT  Price  Penod | Parcomt
Code aty Vabue VALUE  or  incresss [wotks) imcrasse
LOSS _percent  _ (pal |
" BEaT WU AN BIZAM 12 2] 150%
LT 53 990617 521280 S11.264  103% n 156%
RMD 27 55,506 B0 S15,155 $5968 A% [} L)
AMC T 2959812 §14,063 S4.06L  S0W m TE%
HGG GEED 25085 EI4.BB5 B14.BB8 4N ko 219%
WOA 53 pio ke d B0, 7ES BIOTES 108% 8 142%
ALL 57 9009 SI6BM0  36B41T  EE% ] =
JBH 815 WUETTE  SIS05 35007 S0 4 5%
s &7 WI0SES S0 1056 0% 4 1%
[ s WINTS  H18IZ 2612 W% ] 4%
90,971 B176,522 G686 TR

P

Position Sizing

(2) — Fixed Risk per trade

Use these money/risk management rules:

* Use the “2 Percent Rule”
to “risk” no more than 2% of total capital

(see explanation, next shde)
* Have no more than 20% of total capital

allocated to any one position.

SR .
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Position Sizing

The “2 Percent Rule” 4 etyog

sarpie price ek Ry
]'.'plfﬁﬂﬂp:l""".‘
520 A
2 St cun
1. Nola receni Prefemed Entry Prca
e REWARD

\'\ 1. Gl tha Indal

"{ Siop Lot vk Erry
SN — g — MTFEH Y

Y 5. [R)ISH = e
‘,,.--“" “ETICint 8 rak”
Iradng menge l I RISK par share
10 Y ¥ initlad Step @51
j33)

NN ML

Position Sizing

(2) — Fixed Risk per trade
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Position Sizing

(2) — Fixed Risk per trade
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Entry
date

Position Sizing

Increass

Buy progressively -
date  price

Increase
e

Position Sizing - "Fixed Dollar" versus "Fixed Risk" per trade
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(2) — The results
Bk Frstes roche Include Pos  CLOSING PROAT  Prim Fanod - Pemant
Code Bury Price [0 ] Valow WALLE o [ e L ]
i Erviryl posnT LOSS  peecant dpaj
Tin
™ 1600 ¥ 0000 AT RMET 2% L] 15%
FLT 215 ¥ 50000 I8 $IEM 11FE 3 156%,
R 5155 ¥ 120,000 N0 FImyg 5% ] B3
AN -] ¥ 0000 RaT BT % [ %
HIG LAR ] : 520 000 0TI ST ™ il
MDA 1.5 ] 0 | B % L] %
T M ® ¥ o®w oM & m
JBH 217 ] 0 51 0] 48 (1]
S Sus N ® ¥ o® w4 m
[ et $oET L] 2] 50 L o] LY
+00000 SN SETM GTH
Pt bt e et ittt B

Position Sizing

Results compared:

Option (1) Option (2)

Ten parcels of Utilise the
510,000 each “2 Percent Rule”
ie. Fixed Dollar o optimise
Amount the position sizes.
Profit = $76,551 Profit = $96,796

77% increase 97% increase

SR .
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=_, Position Sizing
=

Position size — Conclusion?

By adjusting the position size,
to “optimise” it based on key criteria,

we can improve the portfolio performance.

What do you think?

=_, Summary & Wrap up
e

Summary

Optimise

position size

Ewery char tells a story,

Understand the story in the chart.

Summary & Wrap up

5\ i

Don't forget my Toolbox _

www.robertbrain.com

« Brainy's Share Market Toolbox -";'J',-',-,:Q
Loads of eBook (PDF) Articles

Infe: share markel, charting, BullCharts
Weekly Market Updates and Walch List

monthly e-Mewsleiters
* Good software — BullCharts

www.robertbrain.com/bullcharts/
* My contact details:

web site above, or phone: 0438 355 910
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. Summary & Wrap up
e

THE END

See free stuff here:
www.robertbrain.com/free

Thank you,

www.robertbrain.com

or phone: 0438 355 910
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