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Trading Multiple Instruments: Maximizing Your Profits
We've all been taught to diversify our stock investments for safety-the appropriate saying is "Don't put all your eggs in one basket". But
should traders follow this same advice or should they focus on one instrument? And if they trade more than one thing, how much of each
do they trade? How do professional money managers measure and balance risk when they trade a portfolio of instruments?
Some traders should focus on one type of instrument. Like anything else in life, some people are best suited for doing one thing well and
just that one thing. Some other traders find that as they mature as traders, they are able to trade more instruments and they begin to
branch out to trade new things.
Let's imagine a trader that starts out trading E-mini S&P futures on the Chicago Mercantile Exchange and when corn and soybean futures
pick up in volatility and begin to trend day after day, they find themselves watching and then trying to trade these new interesting markets.
This trader usually trades one E-mini S&P future, and they have been making money consistently in this market, but how many corn
futures should they trade? One? Three? Ten? Does it matter?
In general, there are two schools of trading: discretionary traders and systems traders. Pure systems traders run statistics on their system
and they follow the signals put out by their models religiously. Discretionary traders make decisions about their entries and exits based on
their internal knowledge of the trading tools they use. But discretionary traders can be very systematic-and in my opinion should be very
systematic in their decision-making and trading practices. Discretionary traders should have realistic expectations about the probability of
success of their entry and exit methods and be very disciplined about following their own trading plans. When discretionary traders learn to
approach the markets in a consistent manner, their profits generally improve quite a bit. In essence, these profitable traders are
discretionary traders that approach the markets in a systematic manner. They find what works and then do it over and over again.
How do these traders maximize their profits if they trade more than one instrument? Let me start with a general statement: it doesn't make
any sense if you spend a specific amount of time and energy successfully trading the E-mini S&P futures market and on one contract,
average $600 net profit per trade and then spend that same amount of time and energy to trade one contract of corn and on average,
make $75 per trade. As a trader, you have a limited amount of time, energy, emotion, and capital. One of the most important lessons a
trader must learn is to maximize their return on each of these. So how can a corn futures contract be compared to an E-mini S&P contract?
My experience in this area began as the head of risk management at a major US bank and was refined when I began managing large
amounts of an investment fund in the early 1990s for Commodities Corporation. At the bank, all risk was compared to the United States
30-day Treasury Bills. The largest one-day range from the prior day's close to the current day's close [Average True Range] over a
three-year period was used as the general measurement of that instrument's volatility. By taking that measurement and multiplying it by the
value of the contract, it's easy to calculate a measuring stick for each 'thing' you want to compare: a futures contract, foreign debt
instruments, stocks, real estate, mortgages, plane leases-literally anything you can invest in or trade can be compared using this method.
Why would you want two positions that are equally risky? If you have a finite amount of time, energy, emotion, and capital, you will
maximize your returns if you risk the same amount of these things each time you trade. It makes no sense to make a successful corn
futures trade that nets you $75 and use the same amount of your limited resources when you could have made a trade in the E-mini S&P
futures, used the same amount of these limited resources, and netted $500 on that trade. If you were too busy trading the corn position to
take an E-mini S&P position when it appeared, you just cost yourself $425 in potential profits by not making your risk equal.
Once you understand the concept, the calculations are simple. First, I start out by picking out an instrument to act as my default 'risk point'
default. That means I make it my standard to set all other position sizing in all other instruments. I list all the instruments I'm going to trade
in a spreadsheet. Then I gather the daily average true range for each instrument going back at least five years. The largest average true
range found in that period multiplied by the value of the contract gives me the largest risk in dollar terms I would have faced in each
instrument over that time period. Remember: Risk is a two-edged sword. If I had the right position, I would have made that amount or
some portion of it-if I had the wrong position, I would have lost that amount or some portion of it.
Now that I have a list of instruments, and I know the largest risk in dollar terms for each instrument, I add in the stop loss sizes I use for
each instrument. Then I simply set my spreadsheet to show me how many of each instrument I need to trade to face the same risk, right or
wrong, so that each time I trade any of these instruments if I am right, I'll be averaging about the same amount of profit per trade. And
when I'm wrong, I'll be losing about the same amount. This is called equivalent risk and if you trade more than one thing, using this
methodology will help maximize your profitability.
Let's look at a simplified example of my equivalent risk spreadsheet:
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In this example, my spreadsheet only shows US futures contracts. And by default, the portfolio size or amount of capital available is $100
million US dollars. Using those settings and using the CME euro FX currency futures as the standard measuring instrument, I would trade
750 euro FX currency futures. And when I trade corn futures, I would trade 3,534 contracts to have an equivalent risk. In the E-mini S&P
futures, I would trade 1,875 contracts. You can see it's simple to know just how many contracts of each instrument to trade to achieve
equivalent risk once you set up this simple spreadsheet. And if you look at the very top of this spreadsheet, there's a row named 'Portfolio
in Millions of $US Dollars' and after it, you'll see the number 100. If you simply replace 100 with 1, the spreadsheet will recalculate all sizes
to an account that has a value of one million US Dollars. Replace it with 0.1 and the portfolio will reflect an account of $100,000. Or put in
0.01 and it will reflect an account of $10,000. You may find that at $10,000, this spreadsheet gives you a contract size of less than one.
Remember, these numbers are based on the most extreme range over the past five years, so that means an account of that size would
have been wiped out if you took a position larger than the one suggested by the spreadsheet and were wrong for the entire range of that
day. This is a tool and you'll have to work with it to decide how best to include it in your trading. If you are a very short-term trader, these
position sizes may seem very conservative. They are meant as a way for you to be able to compare 'apples to oranges.'
I hope this spreadsheet is interesting to you. Just as I made the Market Maps Trade Entry sheet available to anyone that would like to try
using it, if you drop me an e-mail at tmorge@sbcglobal.net , I'll be glad to send you a copy of this spreadsheet. And if you have
questions, by all means don't hesitate to e-mail me and ask them! PLEASE don't use these calculations blindly. Make sure you understand
what the spreadsheet does and then double check the average true ranges in this spreadsheet, as well as the standard measurements like
the value of a one point move. NEVER use a tool until you have researched it and thoroughly understand it.
I wish you all good trading!
Timothy Morge

tmorge@sbcglobal.net e-mail
www.medianline.com
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