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Stock Traders’ & Investors’ Wrap

Your Free Wrap today is based on extracts
from the latest Edition 578 of Jim Berg’s
‘Investing & Online Trading’ Market Report
Money & Risk Management

Protection Against Piranha
Attacks: The 6% Rule
By Joseph Barrington-Lew and Dr Alexander Elder
Money and Risk Management are absolutely vital for successful long term
survival and profitability in the market.
Joseph Barrington-Lew is the creator of the popular JBL Risk Manager software and has written several
in-depth articles for this Report over the years on this crucial topic.
The following article was previously published in our weekly Report. In it, Joseph shows how part of his
software may be used to monitor Dr Alexander Elder’s 6% ‘Piranha Protection’ Rule. At the end of this
article is a link which allows you to take a Free Trial of Joseph’s JBL Risk Manager.

The 6% Rule

********

During past stock market booms, limiting Risk was often ignored, or treated as an
afterthought. For many traders and investors around the world, the crash of 2008 and 2009
have very seriously brought home the harsh realities of losing money in the market and the
need to get serious about protecting capital and profits next time around.
In his excellent book ‘Come Into My Trading Room’ Dr. Alexander Elder introduced the 6%
Rule such that;

“ …whenever the value of your account dips 6% below
its closing value at the end of last month, stop trading
for the rest of the month.”

Elder says;
“A trader keeps sharks at bay with the 2% Rule, but he still needs protection from the
piranhas. The 6% Rule will save you from being nibbled to death……The 2% Rule will save
you from a disastrous loss, while the 6% Rule will save you from a series of losses. The 6%
Rule forces you to do something most people cannot do on their own – stop losing streaks….
………. The 6% Rule protects you from the piranhas. When they start biting you, get out of
the water and do not let the nasty fish nibble you to death. You may have more than 3
positions at once if you risk less than 2% per trade. If you risk only 1% of your account
equity, you may have open 6 positions before maxing out at the 6% limit.
The 6% Rule protects your equity, based on last month’s closing value and not taking into
account any additional profits you have made this month.
If you come into a new month with a big open profit, you have to recalibrate your stops and
sizes so that no more than 2% of your new total equity value is exposed to risk on any given
trade and no more than 6% on all open trades combined.
Whenever you do well and the value of your account rises by the end of the month, the 6%
Rule will allow you to trade a bigger size the following month. If you do poorly and the size
of your account shrinks, it will reduce your trading size the next month.
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The 6% Rule encourages you to increase your size when you’re on a winning streak and stop
trading early in a losing streak. If the market moves in your favour, you will move your
stops beyond breakeven and put on more positions.
If your stocks or futures start going against you and hitting stops, you will lose your
maximum permitted amount for the month and stop, saving the bulk of your account to
trade the next month…….”
(Note: This Rule is not part of Jim’s own trading but is included here for Members’ information)

Recap: The JBL Risk Manager
The JBL Risk Manager is a simple but Professional Money Risk Management program which
automatically calculates your:
o
o
o
o
o

Trade Size
Stop Loss price
Break-even price
Trailing Stop
and much more, based on the last close.

Alternatively, you can also enter a “Technical Stop” (e.g as selected using Jim Berg’s methods)
in the ‘Enter Stop’ Column.
JBL Risk Manager calculates your Profit / Loss automatically and updates daily.

The latest version also displays Van Tharp proprietary performance indicators automatically.

The Maximum Risk / Trade is set by the trader, e.g. 2% in ‘Settings’ when the Portfolio is first
opened. It will also allow for brokerage both ways, often forgotten by many traders and
investors.

Elder’s 6% Example
In his book ‘Come into My Trading Room’, Dr Elder gives the following Example:
“……..For simplicity’s sake, let us assume we’ll risk 2% of equity on any given trade, even
though in reality we try to risk less.
At the end of the month, a trader calculates his equity and finds that he has $100,000 and no
open positions. He writes down his maximum risk levels for the month ahead: 2% or $2,000
per trade and 6% or $6,000 for the account as a whole.
Several days later the trader sees a very attractive Stock A, figures out where to put his stop
and buys a position that puts $2,000, or 2%, of his equity at risk……”
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“….A few days later he sees Stock B and puts on a similar trade, risking another $2,000
(approx.)..”

{Unlike the first trade we now no longer have $100,000 in available Trading Capital. The JBL
Risk Manager now bases our Trading Capital on available cash + $value of any open trade(s) if
stop were hit.}
“….By the end of the week he sees Stock C and puts on a similar trade, risking another $2,000
(approx.)…..”

{Again, Trade Size, Stop Loss (allowing for brokerage) and breakeven price are all
automatically calculated and Trading Capital is based on available cash + $ value of any open
trade(s) if stop were hit.}
“…..The next week he sees Stock D, which is more attractive than any of the three above.
Should he buy it? NO, because his account is already exposed to 6% risk.
He has 3 open trades, risking 2% on each & he may lose 6% if the market goes against him.
The 6% Rule prohibits him from risking any more at this time….”

{Seen here in Trading Summary page, red arrows indicate trailing stops of all 3 are NOT
above their Breakeven prices and 6% of your Trading Capital is currently at risk.}
“…. A few days later, Stock A rallies and the trader moves his stop above breakeven. Stock D,
which he was not allowed to trade just a few days ago, still looks very attractive. May he buy it
now?....”
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“… YES, he may because his current risk is only 4% of his account. He is risking 2% in Stock
B and another 2% in Stock C, but nothing in Stock A because his stop is above breakeven. The
trader buys Stock D, risking another $2,000 approx. or 2%.......”

{Seen here again the green arrow indicates share (A) Trailing Stop is above the Breakeven
price therefore only risking 4% so the next trade may be entered. }
“ …….Later in the week, the trader sees Stock E and it looks very bullish. May he buy it?
Not according to the 6% Rule, because his account is already exposed to 6% risk in Stocks B,
C and D (he is no longer risking equity in Stock A). He must PASS up Stock E.
A few days later, Stock B falls and hits his stop. Stock E still looks attractive. May he buy it?
No since he already lost 2% on Stock B and has a 4% exposure to risk in Stocks C and D.
Adding another position at this time would expose him to more than 6% risk for the month……”
In his book ‘Come Into My Trading Room’, Dr. Alexander Elder concludes his section on the 6%
Rule with:
“ ….. Most traders go through emotional swings, feeling elated at the highs and gloomy at the
lows. If you want to be a disciplined trader, the 2% Rule and the 6% Rules will convert your
good intentions into the reality of safer trading.”
I wish you trading success,
Joseph Barrington-Lew

Joseph Barrington-Lew is the creator of the popular JBL Risk Manager.
If you use JB Premium Data or any other data with a MetaStock™ format,
then

Click now to download your FREE fully functional 30 day trial >>>

For more info. Click Here Now >>>
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Learn How to Confidently
Trade & Invest With Help from Jim Berg

We trust you have enjoyed reading this extract from our weekly ‘Investing & Online Trading’
Report? If you have any queries/ feedback, feel free to Contact Us.
Jim berg’s mentoring- style Report is designed to:
A. Help you hone your trading and investing skills and
B. Build your confidence and abilities
so you will be best prepared to take maximum advantage of rising trends.
We invite you to become a Member today so you can learn Jim Berg’s proven ‘Weight-ofEvidence’ strategies developed over 30 years, including:
When to be in the market , when to switch to ca$h & when to stand clear
How to get started in the market or to power up your existing trading & investing
skills
Combine fundamental and technical analysis to help improve selections
How to manage your money and risk as a vital key to success in the market
How to create your own Trading Plan with a set of Jim’s documented rules for
you to follow to help you increase your chances of survival and long term
profitability
Jim’s aim is to help you learn:


How to select WHICH shares to buy



Precisely WHEN to Buy and, most importantly, to know



WHEN to SELL -- with confidence.

There’s no lock-in contract – so you can easily cancel at any time
Become a Member of Jim’s weekly Report today and you will also receive a special Bonus
Welcome Package.

For more info, Click Here Now ===>
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Have You Watched Your
3 FREE Trading Video Mini Course
from Jim Berg yet?
Tap into Jim Berg's
30 years' stock &
share trading &
investing experience
Click on this link now to watch:
Your Free Trading Video #1 of 3 

Customer Caution Notice and Copyright
General Advice Warning: This document is a tool to assist you in your personal judgment. It is not designed to replace your Licensed Financial
Consultant or your Stockbroker. In preparing this document, Jim Berg as Authorised Representative (AR No. 322724) and
ShareTradingEducation.com (“STE”), as Corporate Authorised Representative (CAR No. 322726) of Longhou Capital Markets Pty Ltd (“LCM”) AFSL
292464, have not taken into account the investment objectives, financial situation and particular needs of any particular investor, because readers
come from diverse backgrounds, with diverse objectives and financial situations.
Because of that, the customer should, before acting on the advice, consider the appropriateness of the advice, having regard to their objectives,
financial situation and needs; and, if the advice relates to the acquisition, or possible acquisition of a particular financial product, the customer
should obtain a Product Disclosure Statement or offer document relating to the product and consider the Statement before making a decision
about whether to acquire the product.
As this information is of a general nature only, you should seek advice from your broker or other investment advisors as appropriate before taking
any action. In particular, this may include consultation with your Taxation Advisor regarding any possible taxation implications from selling stocks,
shares, Exchange Traded Funds (ETFs) or other instruments. (ShareTradingEducation.com P/L is not a registered tax agent and any reference to
tax is incidental and must be confirmed with a registered tax agent).The decision to trade and the method of trading is for the reader to decide.
STE and/or LCM and its officers, employees, agents, associates and alliance partners (“Associates”) may have or may obtain an interest in the
securities referred to in this letter and will receive commissions, brokerage and other fees from dealing in the securities or advising in respect of
the proposed listing of the securities. LCM and/or STE believe that the information contained in this letter was accurate at the time it was
compiled.
Performance Caution: Direct investing in the stock market can result in financial loss. The past performance of STE products is not and should
not be taken as an indication of future performance. Caution should be exercised in assessing past performance. STE’s service, like all other
financial services, is subject to market forces and unpredictable events that may adversely affect its future performance.
Jim Berg and STE believe that the information contained in this document was accurate at the time it was compiled. However, results reflect
absolute trading stop loss discipline. Any projections made in this document are estimates only and no representation is being made that any
account will or is likely to achieve profits or losses similar to those shown. Stock tips, buy or sell recommendations are not provided in this
document.
All case study trades are notional examples using reasonably attainable entry and exit points. Results reflect absolute trading stop loss discipline.
Unlike an actual performance record, simulated results do not represent actual trading. Also, since the trades have not actually been executed,
the results may have over or under compensated for impact, if any, of certain market factors, such as lack of liquidity
Copyright: The information contained in this document is copyright © 2016 and for the sole use of trial and prepaid readers. It cannot be
circulated to other readers without the permission of the ShareTradingEducation.com. Contributed material reflects the personal opinion of the
authors and is not necessarily those of the publisher. Articles accurately reflect the personal views of the authors. Sharetradingeducation.com is
an independent financial education organization and research is supported by subscription fees and affiliate rebates.
OFFICES: Copacabana, NSW 2251, Australia and Glen Iris, Victoria 3146, Australia.
.

Disclosure of Interest: LCM/STE and their associates and authors of the Investing & Online Trading Report© team may hold shares in the
companies featured in this Report. Further Conditions are specified in the Terms and-Conditions at www.sharetradingeducation.com.

Did You Enjoy today’s Traders’ & Investors’ Wrap? If so,
Please email this on and share it with your friends

They'll appreciate it and so will we! Please do not spam, thank you.
If you have been sent this by a friend, we invite you to sign up to our
complimentary Traders’ & Investors’ Club
at www.ShareTradingEducation.com - to receive your:




Your FREE Checklist ‘7 Pitfalls to Avoid in the Stock Market’
Future copies of our periodical Wrap - sent directly to you, with our compliments
Many unadvertised Bonus Gifts
To YOUR Success - from Jim Berg and the ShareTradingEducation.com team
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