TRADING NAKED
This document is intended to set forth a set of rules for how I trade the “Trading Naked” system. The document will be divided into 3 sections. Section I will cover what I consider the most important part of any trading system ,the Money Management portion. Section II will cover trade entry.

Section III will cover trade management and trailing stops.

The Trading Naked system is a stand alone system for trading the Forex market. It will work on any timeframe although the preferred timeframes are 1hr and above, specifically the 4hr and daily timeframes. By trading the higher timeframes, you reduce the amount of decision making and therefore reduce the margin for error by not forcing yourself to make more decisions than necessary.

The most important attribute of having a system such as the Trading Naked system is that if followed with discipline, it will reduce the temptations of fear and greed because you will know exactly what is to be done at any given time, regardless of the movement of the underlying currency pair.

Section I

Money Management for Trading Naked will be not only a guideline for how to set position sizing on any particular trade, it will also set guidelines for overall portfolio risk.
A) POSITION SIZING

     1)  The initial calculation done is to multiply the account size by 2.5% ( NOTE..this does not include open profit)  For purposes of these guidelines, all calculations will be done assuming an initial account size of $1,000

           a) $1,000 initial account size multiplied by 2.5% equals  $25 max risk for position.

    2) The second step is to determine the number of pips that are at risk as determined by the initial stop. 

         b)  Figure 1 below details how to determine initial stop.
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3) Once the initial stop is determined, we then make the second computation.

     c) Assuming the initial stop requires 50 pips, we then divide the $25 we are going to    risk by the 50 pips to determine the lot size we can safely trade.

     d) $25 divided by 50 pips gives us a “pip value “ of .50 so we know that we can safely trade a 5K lot and still be within risk guidelines because in the EUR/USD each 1K lot has a pip value of .10

B) OVERALL PORTFOLIO RISK GUIDELINES

1) Never more than 6 open positions at one time to keep total portfolio risk to 15% or less in case of any extreme moves due to news, political events etc.

2) Never more than 3 positions in closely related pairs to reduce portfolio risk. 

a) Example:  Short USD/JPY, Short USD/CHF, Short USD/CAD ….all short dollars positions…..these may in case of news or some other event result in a loss of 2.5% for all three position for a total portfolio loss of 7.5%
      3)  The ideal situation to learn to trade this system is to choose 6 currency pairs with no more than 2 being closely related and focus on these pairs exclusively. When you trade a pair all of the time, you begin to learn how it moves and you develop an understanding of the pair that can help you exploit profit opportunities. ( I traded the CME Yen contract for about 6 years exclusively and I understood how events affected the Yen better than I understood the Dollar)

