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FOREX and Futures Risk Disclaimer

Trading in the off exchange retail foreign currency market or futures markets is one of 

the riskiest forms of investments available in the financial markets and suitable for 

sophisticated individuals and institutions. The possibility exists that you could sustain a 

substantial loss of funds and therefore you should not invest money that you cannot 

afford to lose. Nothing in this presentation is a recommendation to buy or sell 

currencies or futures and Timothy Morge is not liable for any loss or damage, including 

without limitation, any loss of profit, which may arise directly or indirectly from the use of 

Timothy Morgeôstools or reliance on such information. 

Results

Past performance does not guarantee future results.

This is one persons experience, your experience may differ.

Results are not guaranteed, individual experiences may vary.

Market Volatility

In volatile market conditions, substantial losses may occur.

In volatile market conditions, orders may not be filled as placed.

Leverage

The leveraged nature of FX trading and Futures trading means that any market 

movement will have an equally proportional effect on your deposited funds. This may 

work against you as well as for you. The possibility exists that you could sustain a total 

loss of initial margin funds and be required to deposit additional funds to maintain your 

position. If you fail to meet any margin call within the time prescribed, your position will 

be liquidated and you will be responsible for any resulting losses.



This seminar is dedicated to the people that come to these 

lectures, trying to improve their skills. I am honored you take 

time out of your busy schedule to come hear my thoughts.



This is a presentation in the style I use when lecturing at MIT 

and Stanford. Please be patient while the material unfolds. At 

University, this might be a three or four hour lecture. 

Please keep your comments related to this material and this 

seminar. Most of you are here to learn my methods.

Please hold your questions until the presentation is over. 



Section 1: Taking óMoneyô out of Trading





I was taught early on not to think in Dollars and Cents; instead of thinking in terms of money 
ƳŀŘŜ ƻǊ ƳƻƴŜȅ ƭƻǎǘΣ L ǿŀǎ ǘŀǳƎƘǘ ǘƻ ǘƘƛƴƪ ƻŦ ŀƭƭ Ƴȅ ŀŎŎƻǳƴǘǎ ƛƴ ǘŜǊƳǎ ƻŦ Ψ¦ƴƛǘǎΩ ςIf you can take 
the emotion of money out of the equation, it is much easier to think and act rationally. 

hǾŜǊ ǘƘŜ ȅŜŀǊǎΣ L ƘŀǾŜ ƳŜŀǎǳǊŜŘ Ƴȅ ŀŎŎƻǳƴǘ ōŀƭŀƴŎŜǎΣ Ƴȅ Ǌƛǎƪ ŀƴŘ Ƴȅ tǊƻŦƛǘǎ ŀƴŘ [ƻǎǎŜǎ ŀǎ Ψwƛǎƪ 
¦ƴƛǘǎΩΣ ƴǳƳōŜǊ ƻŦ Ψ{ǘƻǇǎ wƻƭƭŜŘ CƻǊǿŀǊŘΩ ŀƴŘ ǊŜŎŜƴǘƭȅΣ LΩǾŜ ōŜƎǳƴ ŜƳǇƭƻȅƛƴƎ ŀ Ǿƛǎǳŀƭ 
ǊŜǇǊŜǎŜƴǘŀǘƛƻƴΣ ΨDƻbƻDƻΩΣ ǿƘŜƴ ŎƘŀǊǘƛƴƎ ŀƴŘ ƳŀƪƛƴƎ ǇǊŜǎŜƴǘŀǘƛƻƴǎΦ {ƛƳǇƭȅ ǇǳǘΣ ƻƴŜ ΨDƻbƻDƻΩ 
equals the maximum risk you will take on any one trade, in Dollar terms, reduced to pips or 
ticks. I make mine look like this:                                 , in various colors, and I usually place them 
vertically on a chart to visually represent what I can afford above or below my entry for an Initial 
Stop Loss. Since I always want to hide my Stops above or below Major Market Structure, once I 
ŘǊŀƎ ƻǾŜǊ Ƴȅ ǎǘŀƴŘŀǊŘ ΨDƻbƻDƻΩΣ L Ŏŀƴ Ǿƛǎǳŀƭƭȅ ǘŜƭƭ ƛŦ L Ŏŀƴ ŀŦŦƻǊŘ ŀ {ǘƻǇ ƘƛŘŘŜƴ ōŜƘƛƴŘ ǎǘǊǳŎǘǳǊŜΦ



This is a visual representation of the 
maximum risk I will take, per trade. I use a 
ǘŜŎƘƴƛǉǳŜ ŎŀƭƭŜŘ ΨŜǉǳƛǾŀƭŜƴǘ ǊƛǎƪΩ ǎƻ ǘƘŀǘ ǘƘŜ 
maximum risk I take on any one trade is 
always equal ςfor example, my maximum risk 
per $25,000 on ANY trade might be $250.







Note that I am no longer thinking or talking in terms of Dollars; instead I am thinking and talking 
ƛƴ ǘŜǊƳǎ ƻŦ ƻƴŜ ΨǎǘƻǇΩΣ ŀǎ ǊŜǇǊŜǎŜƴǘŜŘ ōȅ Ƴȅ ΨDƻbƻDƻΩΦ 9ǾŜƴ tǊƻŦƛǘǎ ŀǊŜ ǘǳǊƴŜŘ ƛƴǘƻ ΨDƻbƻDƻ ώǎϐΩ



Note that I am no longer thinking or talking in terms of Dollars; instead I am thinking and talking 
ƛƴ ǘŜǊƳǎ ƻŦ ƻƴŜ ΨǎǘƻǇΩΣ ŀǎ ǊŜǇǊŜǎŜƴǘŜŘ ōȅ Ƴȅ ΨDƻbƻDƻΩΦ 9ǾŜƴ [ƻǎǎŜǎ ŀǊŜ ǘǳǊƴŜŘ ƛƴǘƻ ΨDƻbƻDƻ ώǎϐΩ



Risk-Opportunity Analysis



Now that I have introduced a new way to take the Dollars and Cents out of 

your trading - and that should reduce the fear or pressure associated 

with each trade - we need to talk about Risk in its purest form.

Most of the people viewing this seminar are successful less than fifty 

percent of the time they take a trade. Studies conducted by the NFA and 

CFTC year after year show this to be true. Yet millions and millions of 

people trade, even though they have less than an even chance of winning.

Letôs examine this phenomenon and then I will introduce a way you may 

become profitable even though your winning percentage is less than fifty 

percent.



Do you have any idea what this diagram represents and how it relates to Risk Reward?



Does this image give you a better idea what the prior diagram described?



Does this image give you a better idea what the prior diagram described?



Element Definitions
cumulative net- The cumulative net result of flipping the coin

Initial Value= 0
net - represents heads inflow and tails outflow from cumulative net

Flow Rate= [head rate] - [tail rate])
head rate

Value/Equation= IfThenElse([flipper] < .5, 1, 0)
tail rate

Value/Equation= IfThenElse([flipper] > .5, 1, 0)
Show Slider Value= No

flipper - generates a random number between 0 and 1 normally distributed
Value/Equation= Rand(0,1)

Time Settings
Simulation Start= 0
Simulation Length= 1000
Simulation Time Step= 1
Time Units= Seconds

Here is a mathematical description of a test of 1000 flips of a coin: 

Every time you run this model you will get a cumulative representation of the sum of the 

flips, +1 for heads, -1 for tails. Every run will be different, as evident in the next two images, 

even though the cumulative value for a sufficiently large number of flips should be 0.



¢Ƙƛǎ ƎǊŀǇƘ ǊŜǇǊŜǎŜƴǘǎ ǘƘŜ ǊŜǎǳƭǘǎ ƻŦ ǘƻǎǎƛƴƎ ŀ Ŏƻƛƴ мллл ǘƛƳŜǎΦ ¢ƘŜ ŎƘŀƴŎŜ ƻŦ ǘƘǊƻǿƛƴƎ ŀ ΨIŜŀŘǎΩ 
ƻǊ Ψ¢ŀƛƭǎΩ ƛǎ ŜǉǳŀƭΣ ŦƛŦǘȅ ǇŜǊŎŜƴǘΦ ¸Ŝǘ ǘƘƛǎ ǘŜǎǘ ƻŦ мллл ǘƻǎǎŜǎ ǇǊƻŘǳŎŜŘ ŀ ǾŜǊȅ ƴŜƎŀǘƛǾŜ ǊŜǎǳƭǘΦ 



¢Ƙƛǎ ƎǊŀǇƘ ǊŜǇǊŜǎŜƴǘǎ ǘƘŜ ǊŜǎǳƭǘǎ ƻŦ ǘƻǎǎƛƴƎ ŀ Ŏƻƛƴ мллл ǘƛƳŜǎΦ ¢ƘŜ ŎƘŀƴŎŜ ƻŦ ǘƘǊƻǿƛƴƎ ŀ ΨIŜŀŘǎΩ 
ƻǊ Ψ¢ŀƛƭǎΩ ƛǎ ŜǉǳŀƭΣ ŦƛŦǘȅ ǇŜǊŎŜƴǘΦ ¸Ŝǘ ǘƘƛǎ ǘŜǎǘ ƻŦ мллл ǘƻǎǎŜǎ ǇǊƻŘǳŎŜŘ ŀ slightly positive results. 



Even though the likelihood of throwing a Heads or a Tails was equal, two tests of 1000 tosses 
gave very different results. And the number of tosses per test was statistically significant.

If you tossed a coin an infinite number of times, the number of times Heads came up and Tails 
came up would approach an equal result. What can account for the differences in the two test 
results? 

Lƴ ǎǘŀǘƛǎǘƛŎǎΣ ǘƘŜ ΨǊǳƴǎΩ ƻǊ ΨǎǘǊƛƴƎǎ ƻŦ ŎƻƴǎŜŎǳǘƛǾŜ IŜŀŘǎ ƻǊ ¢ŀƛƭǎΩ ǘƘŀǘ ǇǊƻŘǳŎŜŘ ǘƘŜ ǾŜǊȅ ŘƛŦŦŜǊŜƴǘ 
results are called abhorrent runs. Strings that produce profits are called positive abhorrent runs 
and strings that produce losses are called negative abhorrent runs.

No matter what the perceived winning percentage of a string of events is, positive and negative 
ŀōƘƻǊǊŜƴǘ Ǌǳƴǎ ǿƛƭƭ ƘŀǇǇŜƴ ŀƴŘ ǿƛƭƭ ǎƪŜǿ ǘƘŜ ǊŜǎǳƭǘǎΦ ¢ƘŀǘΩǎ ǿƘȅ ȅƻǳ Ƴŀȅ ōŜ ŀōƭŜ ǘƻ Ǉƭŀȅ ǘƘŜ 

roulette wheel 100 times at a Casino and make a tidy profit ςor play Lotto and winςeven 
though the perceived winning percentage is against you.

¢ǊŀŘŜǊǎ ǘƘŀǘ ǘŀƭƪ ŀōƻǳǘ ƻŦŦ ŦƭƻƻǊ  ΨǎŎŀƭǇƛƴƎΩ ŦƻǊ ǘƛƴȅ ǇǊƻŦƛǘǎ ƻǊ ǘǊŀŘŜǊǎ ǘƘŀǘ ŎƻƴǘƛƴǳŜ ǘƻ ǘǊŀŘŜ ǳǎƛƴƎ 
a methodology that has a perceived winning percentage of less than 50 percent will generally 
fail. Let me show you how you can use a method with less than a fifty percent chance of making 
a profit each time you trade and still be a profitable trader in the long run. This same method 
will also help you overcome the devastating effects of negative abhorrent runs.



Risk Reward was something no one talked about when I began trading, and it is 

not talked about enough even today. People DO focus on how they are going to 

increase their trade size as their accounts increase in value [there are various 

books about methods like Fixed Bet Sizing, Fixed Fractional Betting, and the Kelly 

Formula method, to name a few]. But too often, traders do not focus on their 

potential risk versus their potential reward when analyzing potential trades. My 

early mentor, Amos Hostetter, was the Father of Risk Reward. He believed Risk 

Reward was the engine that powered trading to profitability and it showed in his 

phenomenal trading results over his more than fifty years as a Professional 

Trader. Letôs take a look at some Risk Reward modelling:



If you do not know the probable outcome of a particular trading method, when you decide 
ǿƘŜǘƘŜǊ ǘƻ ǘŀƪŜ ŀ ǘǊŀŘŜ ƻǊ Ƙƻǿ ƳǳŎƘ ƳƻƴŜȅ ǘƻ Ǌƛǎƪ ƻƴ ŀ ǘǊŀŘŜΣ ƛǘ ƛǎ ŎŀƭƭŜŘ ΨIǳƴŎƘ-centric 
.ŜǘǘƛƴƎΩΦ Although hunch-centric betting is certainly popular and likely accounts for an enormous 
proportion of actual real world betting, it has several problems: the trader must constantly 
generate hunches and interpret them into bets, and the bets are likely to rely as much on moods 
and feelings as on science.

A similar problem is the amount risked relative to the potential amount a trader may win. Most 
ǘǊŀŘŜǊǎ ŀǊŜ ŀƭǎƻ ΨƘǳƴŎƘ-ŎŜƴǘǊƛŎΩ ǿƘŜƴ ƛǘ ŎƻƳŜǎ ǘƻ ǘƘƛǎ ƭƛƴŜ ƻŦ ǘƘƻǳƎƘǘΥ LŦ ǘƘŜȅ ƭƛƪŜ ǘƘŜ ǿŀȅ ŀ ǘǊŀŘŜ 
ΨƭƛƴŜǎ ǳǇΩΣ ǘƘŜȅ ŀǊŜ ƎŜƴŜǊŀƭƭȅ ǿƛƭƭƛƴƎ ǘƻ Ǌƛǎƪ ƳƻǊŜ ǘƻ ƎŜǘ ƭŜǎǎΦ aŀƴȅ ǘǊŀŘŜǊǎ ƭƻƻƪ ŀǘ ŀ ǇƻǘŜƴǘƛŀƭ 
trade and will risk MOREthan the potential reward, because their analysis of the trade set up 
ǘŜƭƭǎ ǘƘŜƳ ƛǘ ƛǎ ŀ ΨǎǳǊŜ ǘƘƛƴƎΩΦ

The truth is, most traders do not think about what they are risking versus the realistic potential 
profit if they are right in their analysis [or if their hunch is correct]. If someone came up to you 
and asked you to play a game of chance you were totally unfamiliar with, would you agree to 
risk five dollars for an opportunity to make one dollar? Sadly, many traders trade this way.

[ŜǘΩǎ ƭƻƻƪ ŀǘ ǘƘŜ ǊŜǎǳƭǘǎ ƻŦ нл ǘǊŀŘŜǎ ƳŀŘŜ ǳǎƛƴƎ ǾŀǊƛƻǳǎ wƛǎƪ wŜǿŀǊŘ ƭŜǾŜƭǎΦ L ŀƳ ǳǎƛƴƎ ǘƘŜ wƛǎƪ 
Outcome Calculator we gave away with our Advanced Risk Management Seminar and this is one 
set of results ςresults will vary each time you run the test.



For these 20 trades, we have a 70 percent chance of having a winning trade. But for 

each dollar we risk, we can only make one dollar [ giving us a Risk Reward of 1:1 ].

Note that even with a 70 percent winning percentage, this test of the 20 trades gave us a losing 
month. And even with that high a winning rate, we experienced four losing trades in a row!



For these 20 trades, we have a 50 percent chance of having a winning trade. But for 

each dollar we risk, we can only make one dollar [ giving us a Risk Reward of 1:1 ].

Note that even with a 50 percent winning percentage, this test of the 20 trades gave us a losing 
month. And even with an equal winning rate, we experienced five losing trades in a row!


