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Position sizing

Introduction

When setting out on a journey of share trading (or other derivatives like CFDs), two different people
could use very similar trading strategies, but end up with one person make good profits, and the other
making significant losses. This can happen if the “money management” is sloppy, or unplanned, or
haphazard.

This article in Brainy's series on Share Trading (number ST-4400) provides information on just one
aspect of money management — position sizing. This is basically the number of shares that you will
purchase (the parcel size). This article focuses on trading in shares. It does not specifically consider
derivatives like CFDs, nor short selling. These should be covered in another of Brainy's articles in the
near future. In the meantime, it is useful to understand the information here in order to understand the
total concept, and its application to share trading.

The overview section below talks about the relevance and importance of position sizing. The following
sections address it in more detail. To support this topic there is a position size calculator available (in
an Excel spreadsheet, or an OpenOffice spreadsheet). And there is information below that explains
how to use the calculator.

Overview

When you buy shares (or derivatives like CFDs), you need to decide how much money to invest in any
one position. That is, if you have $1,000 to invest, should you invest all $1,000? Or should you invest
a smaller amount? How can you work out the optimum amount to invest? Or perhaps, why bother to
work out the optimum amount — what difference does it make?

Consider the following questions regarding share trading (or other derivatives):

1. Assumption: Let's assume that you have only $1,000 of capital that you could afford to lose.
This could be workable for trading CFDs; but for share investing you probably need more like
$5,000 to $10,000 as an absolute minimum. If you wanted to live off the profits of trading,
then you might need something like $250,000 capital.

2. Question: When you trade, would you be happy to risk perhaps just 2% of your total capital
on any one trade? Note that 2% of $1,000 is only $20, so you could afford to have quite a few
consecutive losses before your capital runs out.

3. Question: Would you like to take maximum advantage of the available capital, and make it
work as hard as possible for you?

4. Question: Would you like to utilise the maximum amount of that 2% of at-risk capital?

If you answered yes to these questions, then you do need to consider the optimum amount of capital
to invest in each position. So you might end up investing, say, $1100 in one position, and $900 in
another. The important point here is that by actually risking the maximum amount that you can risk (ie.
say 2% of capital), then you are taking maximum advantage of favourable price movements to
maximise profits.

This article talks in more detail about how to work all this out. And it shows you a very quick, easy and
simple way to work this out using the available Position Size Calculator worksheet. A quick view of
what the calculator looks like is included in this article on page 2 below. Take a quick look at it now.

About the calculator

The Position Size Calculator was prepared using Open Office Calc, and saved as an OpenOffice ods
file. It has also been saved as a Microsoft Excel xls file because a large number of people use this.

You can save the calculator file to your local computer, and have it open at all times when consider a
trade. Entry initial information in the yellow cells, and stock-specific information in the green cells.
The worksheet is “protected” (without a password), to prevent accidental changes of formulas.
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A view of the Position Size Calculator spreadsheet

Figure 1
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Technical Analysis  zrezo

Price charts, time periods

Introduction

This article in Brainy's series on Technical Analysis (number TA-2100) provides an introduction to
share price charts, including the various time periods that you might encounter. The article number
TA-3100, “Price charts in detail”, provides more details on this same topic. If you are already familiar
with price charts, then you might want to quickly peruse this article TA-2100, and go on to TA-3100.

Overview

Firstly, it is important to understand that the shares in a listed company might be traded several times
each day. If you prepare a list of all of the trades for the day, you will typically find that the share price
has varied during the day. A list of all trades in one company's shares for the day is called the “course
of trades”, or “course of sales”. This list of information will include the number of shares traded at a
given sale price, and the value (ie. the volume multiplied by the price). According to the ASX
specifications for the transmission of the course of sales data between data service providers, there is
actually a lot more information accommodated than this. More information is on the ASX web site.

Mind you, there are many companies whose shares might trade only once during a trading day, or
might not even trade at all.

Where trades have taken place, the following share price details are captured and widely available for
each trading day:

»  Open — the first sale price of the day

» High — the highest price for the day

+ Low — the lowest price for the day

+ Close — the last sale price at the end of the day.

*  Volume — the number of shares traded on the day.

- Trades — the number of buy/sell transactions that were executed (for some stocks there are
no trades on some days, and for others there are thousands).

Chart types — Line chart

The most common type of share price chart that you
will come across is the line chart. See the sample ANN - Daily - ANSELL LIMITED AER
here in Figure 1. Note the following about line charts: [iuN Daily CI=11.800 D=11.530 H=11.930 22/08/2008 )

. The Daily price chart at right is of ANN |"* ] B i3
(Ansell Limited), from 12 to 18 August 2008 |,
(16 and 17 August were non-trading days on ] .
the weekend, and 18th is the last point). 13 o - 1134

+ The chart is a simple Line graph — the price
is indicated along the vertical axis, in this ] I
case ranging from about $10.90 to $11.50, |11 4 L 114
and the dates across the bottom of this chart . .
are shown as 12 to 15 August 2008. 1.0 - 110

« It only shows the Close Price for each day

— —  11.4

1.2 A = 112

1049 A - 1049
with a straight line joining each day's closing ] I
pr|c<.a. o . LT "3 "4 "5 o
« It gives no indication of the day's volatility August 08
(the range up/down during the day). 2 X
- This daily line chart of Ansell is doing what Figure 1: Sample line chart

many investors and traders would like, and that is it is making a few consecutive “higher
closes”. Thatis, it is up trending. Remember that the trend is your friend.
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Price charts in detail

Introduction

The article TA-2100, “Price charts, time periods”, provides an introduction to share price charts, and to
time periods. It includes basic information on Daily price charts, including the Line chart, OHLC bar
chart and the candlestick chart. It also included information about the Volume bar chart which is
typically displayed on a price chart.

This article in Brainy's series on Technical Analysis (number TA-3100) provides more details on this
topic, and includes discussion on: semi-log price charts, and various time frames (daily, weekly,
monthly, quarterly and intraday). There is also a discussion about the pros and cons of candlestick
charts versus bar charts.

Candlesticks versus bars?

It seems that with some experience traders and investors choose to use either bar charts, or
candlestick charts to better understand the share price range during the period — that is, during the
day on a daily chart, and during the week on a weekly chart, etc., remembering that the daily chart
shows one bar or candle for each day.

But, which should you use — bar charts or candle charts? It basically boils down to which type of
chart you find easier to read and interpret.

Some people love bar charts, and can easily interpret and visualise the intra-period price action. But
other people find bar charts difficult to interpret quickly, and prefer candlestick charts. The author's
own preference is for candle charts. | find it much easier to understand the relative position of the
close and open of consecutive candles. Look at one “up” bar/candle (where the Close is higher than
the Open). Is there a large price range between the Close of the bar/candle and the High? This is
handy to know, and it is useful to be able to interpret this quickly on a chart with many bars/candles.
So, try this exercise, and see which one you find easier.

Time frames — Daily, Weekly, Monthly, efc.

In this section we take a brief look at common time frames, and consider when you might use each of
them.

File Name: ta-3100_pricecharts-details.odt

Daily chart (eg. over a
3-6 months period) —
is a common time
frame. The sample at
right is over about 5
months. Each candle
represents the range
of prices over the day.

Weekly chart — can
be used by longer
term investors to
eliminate the "noise"
of the daily charts.

Monthly chart — is
good for a longer term
perspective of the
price action.

Quarterly chart —
eliminates a lot of the
noise of the shorter
term period charts.
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Figure 1: Sample daily chart

[Charts produced with BullCharts]
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Introduction

When you view a price chart, with many charting software packages it is easy to quickly draw a trend
line on the chart, or drop a piece of text, or an icon like a little arrow, a number, or an icon symbol of a
pair of spectacles (indicating to “watch”), or a little bomb (for example). And it is easy to then move on
to view the chart for another stock, and drop annotations on that chart. (In this article | will keep
referring to these various pieces of text, or lines or symbols as “annotations”.)

Wouldn't it be great if the charting software you use will automatically remember your annotations on
each chart, so that when you go back to a given stock, all these lines and text and things are still
there? And, wouldn't it be great if you could have an option so that you could draw a different set of
annotations for different time frames — ie. different for a daily chart versus a weekly or a monthly
chart. And different for different intraday time frames (ie. 1-minute, 10-minutes, one-hour charts, etc.)?

Well, BullCharts can do all this automatically with the IntelliCharts feature. And doing it for different
time frames is an optional setting. And, if you don't want BullCharts to remember these annotations,
then you can easily turn the IntelliCharts feature off. In this article in Brainy's series of BullCharts
articles, we take a good look at the BullCharts IntelliCharts feature.

Overview

What is “IntelliCharts”? Well, when this feature is turned on, the actions described in the text below
will occur (refer to Figure 1 below).

XJO - Daily - S&PJASX 200
®JO Daily C1=3,325.200 0=3,345.500 H=3,345.500 L=3,312.400 -20.300 -0.61% XJO Daily MA(C.S.34) z 27/02/2009 0O <]

45k

40k |

Late Feb 2009:- Watch XJO as it bounces
around inside a support zone.

k/ TR [k
5 [20 J27 [3 [1o 17 J24 1 [ [15 [2]z8]s [12 [1a Ja7]2z [8 [1e [23 [2 |9 [16 [23
October 08 [Movernber ‘08 |Decernber 08 [January '09 [February 09 [March ‘09
KN [ He

Figure 1: IntelliCharts - sample of saved annotations

In the sample in Figure 1, the elements that are displayed and automatically saved are: the moving
average indicator, several support lines, a circle, some arrow icons and a spectacle icon.

When you view a price chart (of a stock or index), and you add a text annotation, for example, or a
trendline or support line, etc., and then you view a different stock, and then you re-view the original
stock, the text and lines that you originally added are re-displayed. That is, when you add these chart
elements to a chart, they are automatically saved in the background, and re-displayed later when you
view the same stock again.
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