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Disclaimer: There is a very high degree of risk involved in trading. In any market where a potential for
profit exists, there exists also a risk of loss. Forex trading is a risky business. You should only trade with
money that you can afford to lose. In case of loss, the amount should not affect your lifestyle and your
family’s in anyway. None of the information on our website nor any information or education provided
to the reader by any means assures that the reader will make money in the Forex market. Neither the au-
thor nor the publisher will be responsible for the use or misuse of the information contained herein. The
information contained in this ebook is for information purposes only. It is not intended as professional
advice or a recommendation to act. Before engaging in any activity mentioned in this ebook, seek the
advice and consultation of a competent professional. All trademarks mentioned herein are the property
of their respective trademark owners.
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Asymmetric Risk-Taking, Are You Guilty?

Why we cut profits early and let losses run? In this ar-
ticle | would address the real trading psychology be-

hind it. Lets start with a simple test !

Most traders new to Forex are often guilty of letting
their losses run and cutting their profits short, even
experienced traders do it every once in a while. Be-
fore we begin, answer the two questions below. When faced with a scenarios below

which option would you prefer?

Scenario 1:
A. 80% chance of winning $2,000 and a 20% chance to win nothing

B. $1500 Profit for sure

Scenario 2:
A. 80% chance of losing $2,000 and a 20% chance to lose nothing

B. $1500 Loss for sure

Most traders would chose Option B in Scenario 1 and Option A in Scenario 2. Com-
pare these results with your own answers. If you chose the same then unfortunately
you will be among 95% of traders who fails at Forex. Lets look at psychology behind

your decisions.

The two scenarios are quite interesting. Our perception of gain and loss changes

our behaviour. When the options of a risky scenario involve profits, traders are risk-




averse (risk-avoidance); however when options of a risky scenario involve losses,
traders are risk-seeking. The other words, traders tend to seek risk in face of possible

loss and avoid risk when profits are at stake.

This asymmetrical way of risk-taking has great implications on trading decisions we
make as a trader. Our decision are based “subjectively”, taking in account recent

events rather than looking at overall net trading balance. Let me explain:

After a profitable trade, the decision to close trade and take profit on next trade de-
pends on gains made on previous trade. A trader starts to think” I've made enough
on the first trade, lets not lose it all and give away all the profits. Take early profit and
call it a day”. At the same time, on a losing position trader delay cutting losses and
hold on to trades hoping that it will reverse. The result is that trader realize profits

way too early while allowing losses to accumulate.

A professional trader just need to act opposite to typical human behaviour. By consid-
ering the impact of losses on net trading balance and not on recent history of trading,

a trader can make right decision of letting a losing position go early while keeping the

profitable position running. Trading Robots have this advantage over manual trading

as they help avoid implications of trading psychology.

Another interesting aspect of trading is the impact of losses on our minds. The feel-
ing of losing an amount is much worse than pleasure gained from winning the same
amount. Hence traders, hate losing 10,000 more than they love winning 10,000. Psy-
chologically losses have twice the impact, no wonder why a trader don’t want to

close a loosing position and willing to risk more.




A good trader is not a trader who makes millions in fraction of a second. A good
trader is one who know where to cut his positions. It is not about making moneyj; it
is about losing as less as possible when we are wrong. Thus managing the psycho-
logical asymmetry in risk-taking is the key for succeeding as a trader. Bottom line
“An experienced trader stands out from a new trader not by how he makes money,

but how he loses money”
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Risk Warning

The risk disclaimer is meant to inform the user of the potential financial risks of en-
gaging in foreign exchange trading. The transaction of such financial instruments
known as forex, fx, or currency, and dealt on a valued basis known as ‘spot’ or ‘for-
ward;, ‘day trading’and ‘option; can contain a substantial degree of risk.

Before deciding to undertake such transactions with any other firm offering simi-
lar services, a user should carefully evaluate whether his/her financial situation is
appropriate for such transactions. Trading foreign exchange may result in a sub-
stantial or complete loss of funds and therefore should only be undertaken with
risk capital.

The definition of risk capital is funds that are not necessary to the survival or well
being of the user. We strongly recommends that a user, who is considering trading
foreign exchange should obtain a clear and accurate understanding of the risks
inherent to fx trading. Opinions and analysis on potential expected market move-
ments contained within the FirePips.com website are not to be considered neces-
sarily precise or timely, and due to the public nature of the Internet, FirePips.com
cannot at any time guarantee the accuracy of such information.

Trading online, no matter how convenient or efficient it may be, does not neces-
sarily reduce the risks associated with foreign exchange trading, and FirePips.com
does not accept any responsibility towards any customer, member or third party,
acting on such information contained on the website as to the accuracy or delay of
information such as quotations, news, and charts derived from quotations.
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