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Foreword
Trading is an incredibly hard past time, but it doesn’t 
have to be. Education is key to your development but 
with so many websites, videos, and general material 
it’s hard to know what will help, and what will lead to 
information overload. In my experience it’s always 
best to stick to the basics, I’ve seen so many examples 
in my career of traders who have jam packed charts 
with indicators, or learnt the ins and outs of various 
complicated trading strategies without understanding 
the basics of risk management, stops and limits, even 
in some cases how to actually place a trade.

The eBooks on offer here give you that information, they give you the basics and then look to build on that 
base knowledge to leave you in the best position to continue, or begin your trading journey. The information 
provided is not just for the novice either, the eBooks go a long way to cater for traders with different skill sets. 
I myself am a qualified technical trader, the information provided in this series is not just your bog standard 
technical analysis it’s in depth enough to give the experienced trader useful tips, but digestible enough to be the 
perfect help for the beginner.

James Hughes

Chief Market Analyst

AxiTrader
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The secrets to success are not really secrets at all!

Traders who succeed in the forex market are those 
who have developed a sucessful strategy. And such 
strategies can be replicated and taught. 

This ebook is the fourth in a series of five that focus 
on Building a Successful Forex Trading System. In 
this series of ebooks, you’ll find information that’s 
based on several years of studying top traders and 
the application of their principles. 

In this ebook, you’ll learn about how to achieve objectives with position sizing and system monitoring as well as 
about grading your system and making meaningful changes.

These learnings have been shared with a single 
objective – To empower you with the knowledge 
that can make the difference between success 
and failure in forex trading.

Others in the Series to Help You Build a Successful Forex Trading System
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Introduction

It’s not whether you’re right or wrong, 
but how much money you make when 

you’re right and how much you lose 
when you’re wrong

G E O R G E  S O R O S

In the forex market, the availability of high leverage 
can be very tempting. Allowing you to set large trade 
sizes with just a small initial investment. However, 
one of the golden rules of forex trading, or for that 
matter trading any financial instrument, is to only 
trade the amount that you can afford to lose. 

And, this is where determining the right position size 
plays a crucial role. Some might even say that your 
position size is more important than setting your 
entry and exit. 

So, let’s take a look at position sizing and how it can 
help. 
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Before we continue, we must give credit where credit is due. It’s upon the shoulders of giants that we stand and 
much of this topic can be attributed to the work of Van K. Tharp, the world’s pre-eminent expert on position 
sizing. It’s recommended you get his book, The Definitive Guide to Position Sizing. The first step in implementing 
an effective position-sizing model is to understand what Tharp calls R-Multiples.

R-multiples – the key to effective position sizing

R-multiples are a way of defining the initial risk you take on a trade by thinking in terms of risk/ reward.

If you place a currency trade with a stop-loss 50 pips away from the market and you are risking $10 per pip, then 
your loss would be $500 if the trade went against you. This initial loss of $500 is your 1R risk. The R, of course, 
stands for risk. 

You can then start to express your trades in terms of R, instead of in terms of dollars or pips. For example, if you 
place a trade that risks $100 and you make $200, you have made 2R (two times your risk). If you lose the $100 
you would have lost 1R. 

If you talk to a trader who thinks in terms of R-multiples, they may say: “I made 2.4R today.”

Or, when they are assessing whether they want to get into a position, they may think, “I have the potential to 
make 3.6R on this trade.” 

Everyone knows that risk management is a core 
component of trading success, but very few 
understand what this means on a deep level.

Indeed, most experts barely scratch the surface, with 
the extent of their contribution being “risk 1%–2% of 
your account on a trade,” as if this was a magic bullet 
to trading success. 

There is so much more. 

A well-designed position-sizing model gives you the 
ability not only to manage risk but also to meet your 
trading objectives, unlike any other aspect of your 
forex trading system.
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The reason R-multiples are so important is that, as a 
trader, you are in complete control of this input into 
your trading system. You can effectively manipulate 
the R-multiple to be whatever you want it to be by 
adjusting how much you trade. For example, if you 
decide that you want your one-R-risk to be $100, you 
can do this, or if you want it to be $200, you can do 
that too, by changing your position size.

Your position-sizing model is 
independent to your entries and 
exits 

This is one of the most important things to 
understand in trading. 

How much you trade is a completely separate 
decision from your entry and exit decision. Your forex 
trading system is actually separated into two distinct 
components, each of which can – and should – be 
worked on independently: 

1. An entry and exit system that generates an
average number of R-multiples over time;
and

2. A position-sizing algorithm that is then
applied on top of the entry and exit system.

The performance of your trading system as a whole 
will depend on the combined performance of each 
component, minus any trading mistakes you make. 

Let’s take a look at an example. 

Say you see a trade you would like to place on the 
EUR/USD at a price of 1.3600. You set a stop-loss 50 

pips away at 1.3550 and a profit target at 1.3750. 

Your 1R in this case is 50 pips.

If the trade goes well, you manage to sell it for three 
times your risk, booking a 150-pip profit or a 3R win. 

If the trade goes against you and hits your stop-loss, 
then you would lose 50 pips, a 1R loss. 

Pretty simple, right? 

Now, let’s see how applying three simple position-
sizing algorithms to the same trade generates 
completely different results. 

In each model, let’s assume you have $100,000 in 
your trading account for the sake of simplicity. 
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In this model, you decide to buy one lot ($100,000), so for each pip you make or lose US$10. If 
the trade goes against you, then you would lose 50 x $10 or $500 (making 1R = $500). If it goes 
in your favour, then you would have made 150 x $10 or $1,500. 

In this model, you decide to risk $800 of your trading capital on the position. To do this, you 
would need to buy 16 mini lots (160,000), so for each pip you make or lose US$16. If the trade 
goes against you, then you would lose 50 x $16 or $800 (making 1R = $800). If it goes in your 
favour, then you would make 150 x $16 or $2,400.

In this model, you decide to risk 2% of your capital. To do this, you would need to buy 40 mini 
lots, so for each pip you make or lose $40. If the trade goes against you, then you would lose 
50 x $40 or $2,000 (making 1R = $2,000). If it goes in your favour, then you would make 150 x 
$40 or $6,000.

M O D E L  1

M O D E L  2

M O D E L  3

Number of 
Lots

Fixed Cash 
Risk

Fixed Percent of 
Equity Risk

As you can see, the profits or losses on the same trade are altered dramatically, depending on which model you 
choose to apply. In this case, there was up to a 400% difference in your profit or loss. 

And these are only the barest bones of the different position-sizing models you could choose to use. So, to 
reiterate, you can have exactly the same entry and exit and have a completely different result, depending on 
your position-sizing model. That is why position sizing is so critical.

Your position-sizing model depends on the quality of your system 

The better your system, the more you can invest and the easier it will be to achieve your goals. 

While you achieve your objectives through position sizing, the better your overall trading system is, particularly 
your entries and exits, the easier it will be for you. 

You will be able to: 

Trade larger sizes 

Achieve more consistent returns 

Suffer less drawdowns 

Protect your investing capital. 

It’s important to understand that your position-sizing model, while independent of your entries and exits, should 
be relevant to the quality of your entries and exits.
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Just be aware, if you are not already, that pip values 
differ depending on what currency pair you trade. For 
example, if you have a 50-pip loss when trading one 
lot on the EUR/USD, you would be risking US$10 per 
point, whereas if you placed the same trade on the 
EUR/GBP, you would be risking $17.50 per pip. If you 
were expecting to risk $500 on the trade and ended 
up losing $875, it would not be a happy outcome.

This equation would also vary depending on your 
account base currency. For example, the pip value on 
one lot on the EUR/USD is $10 with USD as the base 
currency, but $10.57 with AUD as the base currency. 

As of June 12, 2018, here are the currency exchange 
rates of USD, EUR, GBP and AUD base currency 
accounts.

A bag of marbles 

Let’s tie this all together with a story. 

Van Tharp is famous for his trading simulations 
using a bag of marbles. Each marble has a specific 
R-multiple attached to it and pulled out of the bag
randomly.

Currency Current Rate

EUR/USD 1.1773

GBP/USD 1.3372

AUD/USD 0.7607

NZD/USD 0.7032

ZAR/USD 0.0761

INR/USD 0.0148

USD/JPY 110.0858

USD/CHF 0.9866

USD/CAD 1.2994

USD/HKD 7.8459

USD/SGD 1.3352

EUR/CHF 1.1615

EUR/JPY 129.6028

EUR/GBP 0.8804

EUR/AUD 1.5476

EUR/CAD 1.5297

EUR/NZD 1.6742

GBP/JPY 147.2061

GBP/CHF 1.3193

GBP/AUD 1.7578

GBP/NZD 1.9017
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GBP/CAD 1.7374

AUD/CAD 0.9884

AUD/JPY 83.7466

AUD/CHF 0.7505

NZD/JPY 77.4098

NZD/CHF 0.6938

ZAR/EUR 0.0646

ZAR/GBP 0.0569

While there are several different variations of the game, the basic premise remains the same: 

Each marble pulled from the bag is a trade in R-multiples, i.e., you may lose 1R or make 5R on a pull; 

Everyone has the same amount of starting capital and you must risk a certain amount on each 
pull from the bag; 

There is real money on the table for each game (up to $1,200 at one point). 

Each pull from the marble bag is considered a 
trade and everyone gets exactly the same trades. 
Each simulation lasted at least 30 pulls from the 
marble bag (trades). There were up to 27 different 
participants in each game. 

Ok, just to reiterate, everyone had exactly the same 
trades.

The systems also tended to have a majority of losing 
trades, with some big winning trades on occasion. So, 
each pull from the marble bag is like a trade, i.e., your 
entry and exit. 

The only control that each participant had was their 
position-sizing rules. Of course, each person also had 
very different objectives. Some wanted to do anything 
to win, while others were concerned about trading 
like it was their own money on the line, or about not 
going beyond a certain drawdown. 

At the end of every game, every single person had 
different equity, no exceptions. The variation between 
individuals was massive, from bankrupt through to 
several million dollars profit.
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After playing the game a few times, it became very apparent how position sizing: 

Is highly dependent on the trader’s objectives 

Is critical to the performance of your trading system 

Is a completely separate decision to your entry and exit decision 

Should be adjusted, based on the quality of your system. 

Now you have a handle on the basics of position sizing, let’s look at exactly how you can use position sizing to 
achieve your system’s objectives.
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Top traders use position sizing very precisely to achieve the objectives of their system. Tharp’s belief is that:

As you now realise, this is a decision about how much you want the R-multiple to be on each trade, based on 
your objectives.

Position sizing is 90% of the reason for 
the variance in the performance of the 

professional traders.

V A N  K .  T H A R P

Setting objectives 

There are numerous objectives to consider when 
developing your trading system, but the first two 
most important ones are: 

1. Profit

2. Maximum drawdown.

A profit objective is expressed as a percentage return 
you wish to achieve over a certain time period. For 
example, you want to achieve a 10% return a month. 

A maximum drawdown is the total percent loss you 
are willing to risk on your account in order to achieve 
your profit objective. 

To achieve those objectives, you devise a position-
sizing model. This, in turn, with the help of 
R-multiples, tells you exactly how much to buy or sell
when you place a trade.

How to build a position-sizing model – a basic 
example 

Let’s say you are a day trader who wants to make 10% 
a month on my account. You are prepared to risk 5% 
of my account a month to achieve this. You know that 
your system:

Generates around two trades a day 

Has a 50% win rate 

Makes on average 2R per winning trade 

Loses 1R per losing trade. 

If you make two trades a day, where one wins (+2R) 
and the other loses (-1R), you will make, on average, 
1R per day. 

If you trade for 20 days, this means that by the end of 
the month you will make 20R. If you divide your 10% 
profit target by 20, you get 0.5%. This 0.5% is then 
my 1R risk per trade, i.e., you would risk 0.5% of your 
account on each trade. 
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You can then look at this in the context of my 5% maximum drawdown target. If you are risking 0.5% per trade, 
then you will need to have 10 losing trades in a row to hit my target. You assess that there is only a 20% chance 
of this happening, which you are happy with. In contrast, if you had a 2% maximum drawdown target, then there 
would be quite a high chance of hitting your drawdown target (say around 50%), so perhaps you would need to 
consider a different position-sizing model.

Position-sizing models

With this position-sizing model, you risk a fixed percent of your account balance on each 
investment. For example, you might risk 1%-2% on each trade. 

There are a number of variations you can take when using this model. 

Percent of starting balance. You risk a fixed percent of your starting balance. 

Percent of current equity. You risk a fixed percent of your current account balance at 
the time you place the trade.

Percent of equity high. You risk a fixed percent of the highest point of your account 
balance. 

While the differences here may seem subtle, they can lead to quite different performances 
over time. 

No doubt you’ve heard how important it is to protect your initial investing capital. 

You will have also heard about how some people became very rich trading forex with very 
little money. This is where a market’s money position-sizing model can help. 

With this model, you use the profits you’ve made to trade larger positions, while trading small 
with your own investing capital. 

For example, say you have a $100,000 account. You risk 0.25%–0.5% of your account per 
trade, but when your account gets into a profit, you risk 2%–5% or more to trade larger sizes. 

This way you limit the risks to your initial capital, yet you can go for big wins when an 
opportunity presents itself. 

M O D E L  1
Percent of Equity 

Risk Per Trade

M O D E L  2
Market’s 
Money 
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M O D E L  3
Scale in to the 

Trend

A time period, such as a year or month 

A profit objective, such as 50% 

A combination of the two. 

Have a think about how you would feel risking some of your profits to make large gains to 
see if this approach would suit you.

A word of warning about being respectful with your money. 

Just because you are calling it “market’s money” does not give you an excuse to trade 
recklessly because “it’s not yours.” Always treat the money in your account with respect and 
discipline.

“The trend is your friend.” 

A scale-in position-sizing model takes advantage of trends to add to winning positions 
as they go your way. As the currency you purchase goes up, you add additional smaller 
positions to create one large position. As you add positions, you move your stop-loss up to 
keep your risk on the overall position small (1R or less). 

This way if a currency pair goes for you then you could have a big win, but at no time are 
you exposed to a large loss. 

For example, when you see your initial entry, you buy your first position, risking 1% of your 
account. Once the currency goes up by 50 pips, you add another position and move the 
original stop-loss up. You then continue to add positions and trail the stop-loss up until you 
have reached your targeted trade size with your core position. 

As the currency continues to go up, you trail the stop-loss higher until you eventually have a 
large position that is essentially “risk free” or with locked in profit, because your stop-loss is 
above your entry points. 

Some traders let the market tell them how to run their position-sizing model. 

One question you will need to 
answer is: when does the market’s 
money become your own? You 
could do this based on: 

Learn More

  Read Blog      |      Join Webinar

https://www.axitrader.com/?page=A000001&utm_source=website&utm_medium=ebook&utm_campaign=Audience%20-%20Acquisition%2CContent%20Series%20-%20Live%20Account%20Acquisition%2CProduct%20-%20Multiple%2CRegion%20-%20Global%2CYear%20-%202019
https://www.axitrader.com/?page=A000001&utm_source=website&utm_medium=ebook&utm_campaign=Audience%20-%20Acquisition%2CContent%20Series%20-%20Live%20Account%20Acquisition%2CProduct%20-%20Multiple%2CRegion%20-%20Global%2CYear%20-%202019
https://www.axitrader.com/?page=A000118&utm_source=website&utm_medium=ebook&utm_campaign=Audience%20-%20Acquisition%2CContent%20Series%20-%20Subscribe%20Blog%2CProduct%20-%20Multiple%2CRegion%20-%20MultipleJoin%2CYear%20-%202019
https://www.axitrader.com/?page=A000217&utm_source=website&utm_medium=ebook&utm_campaign=Audience%20-%20Acquisition%2CContent%20Series%20-%20Webinar%20Registration%2CProduct%20-%20Multiple%2CRegion%20-%20Multiple%2CYear%20-%202019


17

www.axitrader.com

Your position size is the most influential decision 
you will make on your success. 

Your turn. 

Take your thoughts on position sizing and put them 
down on paper. How well you answer the questions 
will have a significant impact on your success, so take 
your time. Do it thoroughly. 

But, as always, remember you can change your model 
in the future as you learn more, so if you are feeling 
stuck, choose the simplest option and revisit later.

If they are not getting a sense of where the markets are heading, they just dip their toes in, 
taking light positions. Conversely, if they are in the zone and the market is providing them 
with clear signs of its future direction, they take larger positions. 

While this type of position sizing is somewhat intuitive, if you are confident in your system, 
it is a very powerful way to capitalise on favourable markets. 

M O D E L  4
Position Size for 
the Occasional 

Spectacular 
Profit 
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All professional traders record their trades and track the performance of their system. 

They do it almost obsessively. 

They know that if you don’t record your results… 

You are not tracking what you are doing right or wrong… 

So, it’s difficult to know what to do to improve. But it’s hard for me to remember the last time a retail trader told 
me that they diligently record their trading performance. They all know they should. 

But they don’t. So, they don’t improve.

Try this on for size. 

Imagine: 

1. You place 20 trades exactly according to your
rules and record your results

2. You make a change to improve your system

3. You place 20 more trades exactly according
to your rules and record your results

4. You make a change to improve your system

5. You rinse and repeat, making small
controlled changes until you have a
successful trading system.

Can you see how, if you make meaningful changes 
(almost like a scientist tests a hypothesis), your 
system cannot help but improve over time?

Why you should record your performance
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Grading your system’s performance using expectancy

By grading your system’s performance in real time, 
you can: 

Plan in advance in case performance 
degrades

Monitor the impact of changes in real time 

Adjust your position-sizing model, depending 
on the quality of your system 

Understand how your system performs in 
different market types.

1. Add up the total R-value of your trades

2. Divide this total by the number of trades you
have made.

The formula is: (total R) / (number of trades) = 
expectancy 

For example: If you had placed 30 trades and earned 
45R in the process, your equation would look like this: 
45R /30 = 1.5 

In this case, your system has an expectancy of 1.5.

As you improve your system, you will want to track its performance. One of the best ways to grade your system’s 
performance is to understand your system’s expectancy. 

How to calculate the expectancy of your trading system

You calculate your expectancy by adding up your average risk/reward over a series of trades using Van K. 
Tharp’s R-multiple concept.
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Rating your trading system 

Once you understand your system’s expectancy, you 
can give it a performance rating. 

Here is a specific method for achieving this: 

1. Benchmark your performance by placing 30
trades with a consistent, small position size
(like 0.5% of your account).

2. Work out your trading system’s current
expectancy.

3. Create a table to rank your system’s
expectancy. For example:

T R A C K I N G  Y O U R  S Y S T E M ’ S  P E R F O R M A N C E  W I T H O U T  H A S S L E

Tracking your system can be challenging. Even with the best of intentions, too many traders don’t do it due 
to time constraints (or simply because it can be a real pain to do). 

Here’s a little tip for tracking your system. 

U S E  A N  A U T O M A T E D  S E R V I C E 

There are several web-based services you can explore to help you record your trading. Each service has 
different benefits. 

Check out: 

 Myfxbook 

 TradingView 

AxiTrader’s MT4 NexGen

Excellent Expectancy above 2

Very Good Expectancy between 1

Good Expectancy between 0.5

Breakeven Expectancy between -0.1–0.1 

Poor Expectancy below -0.1

As you continue to trade, track your expectancy over 
the rolling last 30 trades.

Y O U  W I L L  N E E D  T O  F I T  T H I S  A P P R O A C H  T O  Y O U R  O W N  T R A D I N G 
M E T H O D S 

For example, your benchmark for excellent may be having an expectancy above 1 instead of 2. You need to base 
it on your own system’s results. Simply use logic to work out what is right for you.
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Disclaimer: The information is not to be construed as a recommendation; or an offer to buy or sell; or 
the solicitation of an offer to buy or sell any security, financial product, or instrument; or to participate 
in any trading strategy. Readers should seek their own advice. Reproduction or redistribution of this 
information is not permitted.

AxiTrader is a business name of AxiCorp Financial Services Pty Ltd (ACN 127 606 348 and NZBN 
9429042567608), AFSL 318232, NZ FSP 518226 and DFSA F003742.  AxiTrader UK is a trading name of 
AxiCorp Limited registered in England and Wales under number 06378544, FCA 509746.  CFDs are 
complex instruments and come with a high risk of losing substantially more than your initial investment 
rapidly due to leverage.  You should consider whether you understand how CFDs work and whether 
you can afford to take the high level of risk to your capital.  Investing in over-the-counter derivatives 
carries significant risks and is not suitable for all investors.  When acquiring our derivative products 
you have no entitlement, right or obligation to the underlying financial asset. AxiCorp is not a financial 
adviser and all services are provided on an execution only basis.  Information is of a general nature 
only and does not consider your financial objectives or personal circumstances. Important legal 
documents in relation to our products and services are available on our website at www.axitrader.
com.  You should read and understand these documents before applying for any AxiCorp products 
or services and obtain independent professional advice as necessary.

AxiTrader UK Risk Warning: CFDs are complex instruments and come with a high risk of losing 
money rapidly due to leverage. 70% of retail investor accounts lose money when trading CFDs with 
this provider. You should consider whether you understand how CFDs work and whether you can 
afford to take the high risk of losing your money. 

Cryptocurrencies like Bitcoin are extremely volatile and can move or jump in price with no apparent 
reason due to lack of liquidity and adhoc news. There is little or no fundamental reasoning behind its 
pricing and as such trading CFDs in Bitcoin pose a significant risk to Retail Clients. While AxiTrader 
only quotes Bitcoin during the week, it can trade over the weekend, meaning there could be a 
significant price change between Friday and Monday. It should only therefore be traded by those 
clients with sufficient experience to understand that they risk losing all their investment, or more, in a 
short period of time, and only a very small part of their portfolio should be used.
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