
Trading Plan & Stop Losses 
 
Every trader needs to have a Plan before placing any trade.  That is, based on your analysis, you need to have 
an entry point, a profit target and an exit strategy.  This takes the emotion out of the trade.  Make a plan and 
stick to it. 
 
In my trading, I use fundamental and technical analysis, such as supply and demand levels, to develop an 
entry point and to determine a general profit target.  I know where the next resistance level will be and using 
cycles, I can estimate where the next peak of an impulse wave is going to end or the next corrective wave will 
bottom.  (Reference EW Market Lesson #1 on the website.) 
 
The up and down movements of impulse and corrective waves are also known as cycles.  So, how do you 
know when a cycle has either bottomed or peaked?  In the chart below, I’m going to show you when you 
should enter a trade once one of these cycles peaks or bottoms. 
 
If you draw a trend line from the top of a cycle to the bottom, that is known as a cycle trend line.   You want to 
place your trade for the next up cycle when the price changes direction and breaks through the trend line.  
(Circle) 
 

 
 
 
Stop Losses 
 
One of the most important tools in a trader’s tool box is the stop loss.  But stop losses can also hurt you if you 
don’t know how to properly use them.  Many traders place a stop too close to their entry point and get stopped 
out too soon with a loss before the trade has a chance to gain momentum.  The volatility of any trade can 
easily stop you out of a position before you reach your profit target. 
 
I use two types of stop losses, a ‘Hard Stop’ and a ‘Trailing Stop’.  I use hard stops when I first enter a trade 
or shortly after the price begins its upward momentum.  I place that hard stop at my entry point or slightly 



above or below.  That way I know I won’t lose money on the trade.  Once the trade gains momentum, then I 
may move my hard stop up to lock in profits, but not so close that I could be stopped out too soon.   
 
A trailing stop automatically follows the price movement of your trade at a level that you set either in points or 
percentage format.  For example, if you place a 20% trailing stop, the stop loss will trail the current price by 
20%.  If the price moves up, so will the stop, but if the price moves down, the stop will stay in place at the 
highest point until it gets tripped and closes out the position. 
 
How do you know how many points or price percentage to trail your position?  Every trade is different and you 
will have to determine your own level of risk; however, the volatility of the underlying stock should give you an 
idea.  If it makes regular moves of a few points each day, you don’t want to set a stop that could easily be 
tripped by a standard daily move. 
 
I usually wait to place a trailing stop once the price gets closer to my profit target or breaks the resistance level 
of the last cycle top.  (See chart below.)  For an impulse wave trending up I know it should peak somewhere 
above the last impulse wave.  So I start to use my trailing stop strategy once the price breaks through the last 
resistance level.  (Red Circle)   
 
Why wait to place a trailing stop?  Because the last peak of an impulse wave will act as resistance and cause 
volatility. (See red resistance line below.)  Once it breaks through it, then price movement should continue to 
run up to the next impulse wave peak.  If you place a stop below the resistance line, the volatility at that level 
could easily stop you out too soon. 
 

 
 
Position Size 
 
This week I want to talk about position size.  The size of any position in your portfolio account should be 
measured in terms of percentages. 
 
For example, it doesn’t matter what the size of your portfolio is, you never want to put more than 20% into any 
single position.  If that trade goes against you, you have the potential to lose it and in this case that would be 
20% or 1/5 of you portfolio. 
 



Now I don’t know about you, but 20% is a lot to lose at any given time and I don’t want to have to make up that 
loss.  That’s 1/5th of your entire portfolio, so I would place a 50% hard stop on any new position going in and 
then raise that stop as the position moves up. 
 
I’m a sector trader, so I like to have at least 20% in cash, just in case the trade of the century comes up and I 
don’t want to sell another position just so I can get into the new trade. 
 
Also, I like to trade in multiple sectors when the opportunity presents itself.  Therefore, I like to keep at least 
20% in cash, that leaves 80% to place trades into other sectors.  So, I might have a short position in the S&P, 
a long position in precious metals, and keep the rest in cash for future trades that come along. 
 
This takes discipline for most traders, especially when the price of one of your positions starts to take off.  Your 
emotions tell you to go ‘All In’, but as soon as you do that, it slaps you down by going against you. 
 
Professional traders are disciplined and systematically build their accounts.  This doesn’t mean you can’t hit a 
home run from time to time, but you do it with a 20% investment, not with all your marbles. 
 
One last thing, if you trade options like I do, I have a maximum dollar figure I like keep in my options account.  
Anything I make that exceeds that amount; I will place in a separate account and invest in longer term stock 
positions.  This creates a savings portfolio that is separate from my options trading portfolio.  I build that 
account to create retirement income for later years. 
 
My rule of thumb is to keep no more than 20% of my total liquid net worth in my options account.  For example, 
let’s say you have $100k, I would place $80k in my long term account and $20,000 in my options account.  You 
can make a lot of money with a $20k options account.  20% would give you $4,000 to trade in any given 
sector, which allows you to trade multiple contracts per trade. 
 
You could quickly build that to $50k or even $100k in a relatively short period of time and then your trades and 
accounts grow exponentially. 
	  
	  


