Volatility Adjusted Position Sizing, Money Management and Stops 



Most trading systems are based on generating entries and varied exits. Very few seem to have a sound money management strategy with position sizing based on current market conditions.

I have posted an excel sheet that is based on trend following breakout models (similar to the turtles). This spreadsheet addresses the following:

1. ATR Based stops - When a new position is taken, the distance of the stop is based on current market volatility. The default setting is 2.5ATR. e.g. If long entry on eurusd (daily time frame) is 1.2500 and the 14ATR (default setting) is 0.0100, the stop would be 1.2250

2. Fractional Entry - Most successful trend following systems add to positions going in their favour. The default setting when a new unit is added is 0.5ATR eg. if long entry on eurusd (daily time frame) is 1.2500 and the 14 ATR (default setting) is 0.0100, another unit would be added at 1.2550. This spreadsheet is based around a adding a total of four units.

3. Stop Adjustment - Every time a new position is entered, the stop is adjusted for the total position being held. E.g. if long entries are 5 lots @ 1.2500 the stop would be 5 lots at 1.2250. If another 5 lots is added at 1.2550 the stop would be 10 lots at 1.2300. If another 5 lots is added at 1.2600 the stop would be 15 lots at 1.2350. When the final 5 lots are added at 1.2650 the stop would be 20 lots at 1.2400.

4. Break even rule - when the average price of the total position mover a further 2.5 ATR in your favour, move the total stop to breakeven price.

5. Money Management - The number of lots that make up a unit are completely dependant your max risk. The default setting is 2% of current account equity. The spreadsheet calculates the max loss your position can have in number of pips (this off course is defined by the volatility as this a variable) and return how many lots (referred to as units here) are required to be placed.

All the default settings can be modified to suite trading styles. This applies to time frames too. 

The entry signals can be based on a number of breakout models such as moving averages, Donchian breakouts, volatility expansions and the likes.

Exit signals can be based on a number of methods to capture large moves such as Parabolic SAR stops, chandelier stops, moving average exits and the likes.

The money management aspect normalizes your position sizing and is always a fraction of your current equity rather than fixed fractional trading.
