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INTRODUCTION

Risk management is a formal process that helps organizations identify, assess, and
mitigate potential risks. It acknowledges that uncertainty is a part of life and that risk
can lead to unfavorable outcomes, profit, loss, exchange, trade, gold, sterling, Euro,
Financial markets ratio, and Ratio.We’ll be learning the key components in trading
industry and its functionalities.



WHAT IS RISK MANAGEMENT

Risk management is a systematic process of identifying, assessing, and taking action to mitigate potential threats or uncertainties that could negatively impact
an organization, including analyzing the likelihood and severity of risks, and developing strategies to minimize their harm while monitoring the effectiveness of
those measures; essentially, it's about proactively planning for potential problems and taking steps to minimize their impact.

Key aspects of risk management:-

° Identifying risks:
Recognizing potential threats or issues that could arise within an organization.
° Analyzing risks:
Evaluating the likelihood and potential impact of identified risks.
° Risk assessment:
Determining the severity of a risk based on its potential impact and likelihood of occurrence.
° Risk mitigation:
Implementing strategies to reduce the likelihood or severity of risks, such as preventive measures, contingency plans, or transferring risk to another
party.
° Monitoring and review:
Continuously tracking and evaluating the effectiveness of risk management strategies and making adjustments as needed.

Examples of risks in different contexts:-

Business: Market fluctuations, economic downturns, competitor actions, data breaches, regulatory changes.
Project management: Delays, cost overruns, technical issues, resource constraints

Healthcare: Medical errors, patient safety concerns, infectious disease outbreaks

Finance: Investment losses, credit defaults, market volatility
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WHAT IS RISK TRADING

Risk trading" refers to a trading strategy where a trader intentionally takes on a higher level of potential risk in exchange for the possibility of significantly larger returns, often by utilizing leverage or entering volatile markets, while actively
managing the risk through techniques like position sizing and stop-loss orders to limit potential losses; essentially, it's a calculated approach to potentially high-reward trades with inherent risk involved.

Key points about risk trading:-

. High potential reward:
The main appeal of risk trading is the opportunity to make large profits if the trade plays out as anticipated.
. High potential loss:
Due to the nature of high-risk trades, the potential for significant losses is also high if the market moves against the trader.
° Risk management is crucial:
To mitigate potential losses, risk traders heavily rely on effective risk management strategies like stop-loss orders, position sizing, and proper diversification.
° Leverage can be used:

Leverage can amplify both profits and losses, making it a tool often employed in risk trading, but requiring careful management.

Example of risk trading:-

. Buying options with high volatility: A trader might buy options contracts on a stock with high volatility, potentially leading to large gains if the price moves significantly in the desired direction, but also potentially resulting in
large losses if the price moves against them.

Important considerations for risk trading:-

° Understanding your risk tolerance:

Before engaging in risk trading, it's crucial to assess your own risk tolerance and only take on risks you are comfortable with.
. Thorough analysis:

Conduct in-depth market research and analysis before entering a high-risk trade.
. Strict risk management:

Implement robust risk management strategies like stop-loss orders and position sizing to limit potential losses.



TYPES OF RISK TRADING

There are several types of risk in trading, including market risk, liquidity risk, and credit risk.

Market risk
. Risk that arises from changes in the price of financial instruments
. Can be directional or non-directional
. Directional risk is caused by changes in stock prices and interest rates
. Non-directional risk includes volatility risks
Liquidity risk
. Risk that applies to investors who plan to close out a derivative trade before maturity
. Also refers to a company's ability to pay off debts without large losses
Credit risk
. Risk that businesses incur when they extend credit to customers
. Also refers to a company's credit risk with suppliers
Counterparty risk
. Risk that arises when one party in a transaction doesn't fulfill their obligations
. For example, if one party doesn't deliver a commodity in a futures contract, the other party loses money

Exchange rate risk

. Risk of loss due to fluctuations in foreign exchange rates
. For example, if you invest in foreign stocks or bonds, you may lose money if the currency value changes

Operational risk

. Risk that can result from unforeseen events, such as supply chain breakdowns or manufacturing errors



WHAT IS TRADING

Trading is buying and selling financial assets, like stocks, bonds, and currencies, to make a profit. Traders analyze market trends to
identify opportunities to buy low and sell high.

How does trading work:-

e  Traders speculate on the future price of an asset, but don't gain ownership of it.
e Traders can buy low and sell high (going long) or sell high and buy low (going short).
e Traders can trade for themselves or on behalf of others.

Types of trading day trading, position trading, swing trading, and scalping.

Getting started:-

e To start trading online, you can choose a broker, open a trading account, add money, and start trading.
e Beginners can start with asset classes that are easy to understand, like shares, ETFs, and funds.
e Traders should consider the risks and costs of trading.

What's the difference between a trader and an investor:-

e The main difference between a trader and an investor is how long they hold the asset.



COMMON MISTAKES IN TRADING RISK MANAGEMENT

Common mistakes in trading risk management include: not using stop-loss orders, failing to cut losses when a position is losing, over-leveraging, ignoring the risk-reward ratio, over-trading, letting emotions
influence decisions, not researching markets thoroughly, overconfidence after a profit, and not having a trading plan with defined risk parameters.

Key points about these mistakes:-

. Not using stop-loss orders:
Failing to set stop-loss orders to limit potential losses on a trade can lead to significant financial damage if the market moves against you.
° Not cutting losses:
Holding onto a losing position in the hope of it recovering can further amplify losses and erode capital.
. Over-leveraging:
Using excessive leverage to amplify potential gains can also magnify losses significantly, especially in volatile markets.
. Ignoring risk-reward ratio:
Not considering the potential profit relative to the potential loss on a trade can lead to taking on unnecessary risk.
° Overtrading:
Making too many trades frequently, often driven by emotions or chasing quick profits, can lead to poor decision-making and increased risk.
. Emotional trading:
Letting emotions like fear or greed dictate trading decisions can lead to impulsive actions and poor risk management.
. Lack of research:
Entering trades without proper market analysis and understanding of the underlying factors can increase the risk of adverse outcomes.
. Overconfidence:
Feeling overly confident after a few profitable trades can lead to taking on more risk than usual.
. No trading plan:

Not having a well-defined trading strategy with clear risk management rules can leave you vulnerable to unpredictable market movements.

How to avoid these mistakes:

° Always use stop-loss orders:
Set stop-loss orders at appropriate levels to limit potential losses on each trade.
. Stick to your risk management plan:
Define a maximum risk percentage per trade and consistently adhere to it.
. Manage leverage carefully:
Only use leverage when necessary and with a clear understanding of its potential risks.
° Analyze risk-reward ratios:
Evaluate the potential profit versus the potential loss before entering a trade.
. Maintain emotional discipline:
Develop strategies to control emotions and avoid impulsive trading decisions.
° Conduct thorough research:
Understand market dynamics and relevant factors before making trading decisions.
° Keep a trading journal:

Record your trades and analyze your performance to identify areas for improvement.



TRADING ACCOUNTS IN RISK MANAGEMENT

Trading accounts in risk management can include margin accounts and portfolio margin accounts. Risk management techniques can help reduce losses and increase gains.

Margin accounts

° Brokers can customize margin requirements for different instruments
° For example, brokers may increase margins for more volatile currencies
° Margin accounts have different trading levels, such as limited, basic, and the works

Portfolio margin accounts

° Risk and margin tools can help manage trading groups with portfolio margin accounts
° Margin monitors are tools that differentiate risk management systems

Risk management techniques

° Stops and limits:
° Used to decide on entry and exit points for trades
[ ]
° Customized margins:
° Brokers can apply tiered or customized margins to control risk
o
° Position sizing:
° Determine the appropriate investment amount based on stop placement and acceptable risk percentage
[ ]
° Taking opposite trades:
° Plan carefully and use appropriate stop losses to manage risk

Risk management is the process of balancing the potential for gains with the potential for losses. It can help protect traders' accounts from losing all of their money.
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DIVERSIFICATION OF RISK TRADING

Diversification of risk trading is an investment strategy that involves spreading investments across different asset classes to reduce risk. The goal
is to balance risk and reward.

How it works:-

° Asset classes: These include equity, debt, cash, real estate, and commodities.
e  Correlation: This measures how two assets' returns move together.
e  Standard deviation: This measures how much an asset's return fluctuates around its expected return.

Benefits of diversification:-

Reduces volatility: Diversification can help smooth out market volatility.

Offsets losses: If one asset performs poorly, others can help offset the losses.

Builds confidence: Diversification can help investors feel more comfortable with market fluctuations.
Helps achieve goals: Diversification can help investors achieve their investment goals.

Diversification strategies:-

Spreading investments across different asset classes
Looking for assets that react in opposite ways

Investing in a variety of industries and geographic regions
Investing in both value and growth stocks
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KEY PRINCIPLES OF RISK MANAGEMENT IN TRADING

Core Principles of Risk Management

Implementing a Diverse Portfolio. ... Stop-Loss and Take-Profit Points
Balancing the Portfolio. ...

Diversification as an Ongoing Process. ...
The Mechanics of Leverage in Trading. ...
Navigating the Risks and Rewards. ...
Prudent Use of Leverage. ...

Leverage as a Strategic Tool. ...

The Role of Stop-Loss Orders.




RISK MANAGEMENT STRATEGIES IN TRADING

Risk management strategies in trading include: setting stop-loss orders, position sizing (allocating a specific percentage of capital per trade),
diversifying across different assets, calculating risk-reward ratios, using take-profit orders, hedging against potential losses, and carefully
analyzing market conditions before entering a trade; essentially, these strategies aim to limit potential losses while maximizing potential gains by
making informed trading decisions and controlling exposure to risk.

Key points about risk management strategies:

e  Stop-loss orders:
Automatically close a position when the price reaches a predetermined level, preventing significant losses if the market moves against
your prediction.
e  Position sizing:
Deciding how much capital to allocate to each trade based on your risk tolerance, often using a percentage of your total capital.
e  Risk-reward ratio:
Evaluating the potential profit compared to the potential loss on a trade, ensuring you are taking calculated risks.
° Diversification:
Spreading investments across different asset classes to reduce the impact of any single market movement.
° Hedging:
Taking a counter-position in a related asset to offset potential losses in another position.
e  Take-profit orders:
Automatically close a position when the price reaches a predetermined profit level, securing gains.



CORRELATION FUNCTION OF RISK MANAGEMENT

A correlation function” refers to a statistical measure that indicates the degree to which two or more risk factors tend to move together, meaning when one risk increases,
the others are likely to increase or decrease in a predictable pattern, allowing for better portfolio diversification and risk mitigation strategies by identifying and leveraging
these relationships between different risks within a system.

Key points about correlation function in risk management:-

° Measuring dependence:
A correlation function essentially quantifies the strength and direction of the relationship between different risk factors, helping to understand how changes in one
variable might impact another.
° Diversification strategy:
By identifying positively correlated risks, a risk manager can diversify a portfolio by including assets with negative correlations, effectively reducing overall risk
exposure.
° Portfolio optimization:
Correlation analysis is critical for optimizing investment portfolios, allowing for the selection of assets that provide the best risk-return balance based on their
correlation patterns.
° Examples of correlated risks:
° Financial markets: Stock prices of companies in the same industry often exhibit high positive correlation.
° Weather events: Rainfall and flooding in a region can be positively correlated, impacting insurance claims.
° Operational risks: Production delays in one part of a manufacturing process might lead to delays in subsequent stages, creating a positive correlation.

Importance::-

° Causation vs. correlation:
While correlation indicates a relationship between variables, it does not necessarily mean one variable causes the other.
° Correlation coefficient:
The numerical value of the correlation coefficient ranges from -1 (perfect negative correlation) to +1 (perfect positive correlation), with 0 indicating no correlation.



RISK RATIO

A measure of the risk of a certain event happening in one group compared to the risk of the same event happening in another
group. In cancer research, risk ratios are used in prospective (forward looking) studies, such as cohort studies and clinical
trials. A risk ratio of one means there is no difference between two groups in terms of their risk of cancer, based on whether or
not they were exposed to a certain substance or factor, or how they responded to two treatments being compared. A risk ratio
of greater than one or of less than one usually means that being exposed to a certain substance or factor either increases (risk

ratio greater than one) or decreases (risk ratio less than one) the risk of cancer, or that the treatments being compared do not
have the same effects. Also called relative risk.
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WIN RATIO

A win ratio is a way to compare the number of wins and losses in a clinical trial or other study. It's used to assess the effectiveness of a treatment.

How it's calculated

° Pair patients in each treatment arm
° Divide the number of pairs that won by the number of pairs that lost
° Ignore ties

What it means

° A win ratio greater than 1 indicates that the treatment is beneficial
° The win ratio can range from 0 (no winners) to infinity (no losers)

When it's used

° In clinical trials to compare treatments for heart failure, stroke, and other conditions
° To compare strategies in business

Adjustments

° Matched pair analyses can be used to account for differences in risk between patients
° Stratified analyses can be used to divide patients into groups based on risk

Limitations

The win ratio can be misleading, so it's important to consider other measures as well.



IMPLEMENTING RATIO REWARDS

To implement a risk-reward ratio, you can calculate the ratio and then use it to help inform your investment decisions.

Calculating the ratio :-

e Determine the potential risk. This is the difference between the entry price and the stop-loss price.
e Determine the expected reward. This is the difference between the target price and the entry price.
e Divide the potential risk by the expected reward.

Using the ratio:-

e Use the ratio to assess whether the potential return justifies the risk.

e Use the ratio to help manage your trades successfully.

e  Backtest the ratio using historical data to assess how it would have performed under various market conditions.
Example:-
For example, if you enter a trade at $100, set your stop-loss at $95, and your profit target at $110, the risk is $5 and the reward is
$10. In this case, the risk-to-reward ratio is 1:2.

Some popular risk-reward ratios are 2:1, 3:1, and 4:1.



MARKET RISKS

Market risk is the risk of losses in positions arising from movements in market variables like prices and volatility. There is no
unique classification as each classification may refer to different aspects of market risk.

The main drivers of market risk
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LIQUIDITY RISKS

Liquidity risk is the risk of not having enough money to pay debts when they are due. It can occur when a company
can't get financing or sell assets quickly enough.

Examples of liquidity risk:-

e Cash flow issues: A company might not be able to pay loans or receive customer payments on time.
e Market conditions: A company might not be able to sell assets without losing money.
e Credit risk: A company might not be able to get loans or the value of its investments might decrease.

How to manage liquidity risk:-

e Diversify funding: Avoid relying on one source of funding.

e Build a liquidity reserve: Have a pool of cash or liquid assets to use in emergencies.

e Compare cash flows: Anticipate potential issues by comparing expected cash flow to financial obligations.
e Manage fixed assets: Make sure you have enough fixed assets to meet your needs.

Liquidity risk is important for investors because it can affect how easily they can buy or sell assets.



CREDIT RISKS

Credit risk is the possibility that a borrower will not repay a loan or meet their financial obligations. It can also refer to the risk that an investment's value will
decline.

How does credit risk impact lenders:-

° Loss of interest and principal
Lenders may lose interest and principal payments if a borrower defaults on a loan.
° Disrupted cash flow
Lenders may experience cash flow issues if borrowers don't make payments on time.
° Increased collection costs
Lenders may incur higher costs to collect payments from borrowers who don't repay their loans.

How is credit risk ma:-

° Credit risk assessment: Lenders assess borrowers' credit risk by evaluating their payment history and ability to repay debt.
° Credit risk management: Lenders use credit risk management practices to reduce losses from credit risk.
° Credit risk software: Lenders use software to help manage credit risk.

Other sources of credit risk:-

Letters of credit

Unfunded loan commitments
Lines of credit

Credit derivatives

Foreign exchange

Cash management services



LEGAL AND REGULATORY RISK

Legal and regulatory ris" refers to the potential for a company or organization to face financial loss, reputational damage, or operational disruption due to non-compliance with laws, regulations,
or legal contracts, essentially meaning the risk of negative consequences arising from not following the rules set by governing authorities.

Key points about legal and regulatory risk:

. Source of risk:
This risk stems from external factors like changing laws, regulations, and interpretations by legal bodies. .
° Potential consequences:

Non-compliance can lead to fines, penalties, lawsuits, loss of business licenses, damage to reputation, and even criminal charges depending on the severity of the violation.

° Examples of legal and regulatory risks:

Failing to comply with data privacy regulations (like GDPR)
Breaching environmental protection standards

Not adhering to financial reporting requirements

Violating employment laws regarding hiring, wages, or discrimination
Entering into contracts with problematic clauses or terms

Managing legal and regulatory risk:-

° Compliance programs:
Establishing robust internal controls and procedures to monitor adherence to relevant laws and regulations.
° Regular risk assessments:
Identifying potential legal risks across the organization and prioritizing areas of concern.
° Legal counsel involvement:
Consulting with lawyers to interpret regulations, review contracts, and advise on potential legal issues.
° Employee training:
Educating staff about relevant legal requirements and compliance expectations.
° Monitoring regulatory changes:

Staying updated on new laws and amendments that may impact business operations.



FINANCIAL MARKET RISK

Financial market risk is the possibility of losing money due to changes in financial markets. It can be caused by fluctuations in
interest rates, stock prices, commodity prices, or foreign exchange rates.

Types of market risk:-

Equity risk: The risk of losses from changes in stock prices or stock indices

Interest rate risk: The risk of losses from changes in interest rates

Currency risk: The risk of losses from changes in exchange rates

Commodity risk: The risk of losses from changes in commodity prices

Liquidity risk: The risk of losses when a market participant can't buy or sell an investment quickly enough

Managing market risk:-
- Investors can manage market risk by diversifying their investments and using hedging strategies. Banks manage market risk
by holding capital against it and using value-at-risk to evaluate it.
Related concepts:-

- Market risk is different from price risk, which is concerned with changes in the price of individual assets. Market risk is also
different from business risk, which is the risk that a company's operations might be affected.
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CHARACTERISTIC OF RISK

Key characteristics of risk management include: risk identification, risk assessment, risk monitoring, risk control, risk response, proactive
approach, systematic process, communication, transparency, and continuous evaluation, all aimed at identifying, analyzing, and mitigating
potential risks to an organization or project.

Breakdown of key characteristics:-

° Risk Identification:
The initial step of recognizing and documenting potential threats or risks that might impact operations or objectives.
° Risk Assessment:

Evaluating the likelihood and potential impact of identified risks to prioritize them effectively.
° Risk Monitoring:
Continuously observing and tracking risks to identify changes in their likelihood or severity over time.
° Risk Control:
Implementing measures to reduce the probability or impact of a risk, often involving preventative actions.

° Risk Response:
Developing strategies to address identified risks, including mitigation, avoidance, transfer, or acceptance.
° Proactive Approach:
Actively seeking out potential risks rather than just reacting to issues when they arise.
° Systematic Process:
Following a structured framework to consistently identify, assess, and manage risks across an organization.
° Communication:

Sharing information about risks and mitigation plans with relevant stakeholders to ensure transparency and collaboration.

Other important aspects of risk management:-

Risk Appetite: The level of risk an organization is willing to accept

Risk Register: A documented list of identified risks with details about their potential impact and likelihood
Risk Mitigation: Taking actions to reduce the severity of a risk if it occurs

Risk Transfer: Shifting the responsibility of a risk to another party, like through insurance

Reputational Risk: Risks associated with damage to an organization's reputation



LOSS IN TRADING RISK

Loss in trading risk refers to the potential for a trader to lose money on a trade due to market fluctuations, meaning the possibility of
a negative outcome on an investment where the price of an asset moves against the trader's position, resulting in a financial loss; it's
essentially the risk associated with the possibility of losing money when trading securities.

Key points about loss in trading risk:-

e Uncertainty:
The inherent uncertainty in the market creates the risk of loss, as there is no guarantee that the price of an asset will move in

the direction a trader predicts.
e Managing risk:
Traders use strategies like stop-loss orders to limit potential losses by automatically selling a position when the price reaches

a certain level.

e Risk-reward ratio:
This metric compares the potential profit of a trade to the potential loss, helping traders assess how much risk they are taking

on for a given potential reward.

Example:-

e If atrader buys a stock at $50 and sets a stop-loss order at $48, their maximum potential loss on that trade would be $2 per
share.



HIGH INTEREST MARKET RISK

High interest rate market risk is the risk that changing interest rates will negatively impact the value of financial assets and the broader economy. This risk can
also be called interest rate risk.

How it happens:-

° Spending
When interest rates increase, people save more and spend less, which can hurt stock prices.
° Borrowing
High interest rates can make it more expensive for businesses and households to borrow money, which can lead to reduced spending and defaults.
° Investment
When interest rates rise, the value of fixed-income securities falls.
° Currency
High interest rates can cause a country's currency to appreciate, which can attract foreign investment and reduce export power for local companies.

Managing the risk:-

° Diversify your portfolio to reduce the impact of market volatility.
° Manage your risk exposure by identifying and measuring risk.
° Ensure that the risks you take are consistent with your desired risks.

Market risk is a general risk that affects the entire market, not just a specific asset.



MARKET CAPITAL RISK

Market capital risk is the possibility of losing money on investments due to changes in the
market. It's also known as capital risk.

Equity risk- The risk of losing money due to changes in stock prices

Interest rate risk- The risk of losing money due to changes in interest rates
Currency risk- The risk of losing money due to changes in foreign exchange rates
Commodity price risk- The risk of losing money due to changes in commodity prices

How to manage market capital risk:-

° Diversify your portfolio: Consider investing in a variety of assets, such as stocks, bonds, and commaodities
° Consider investments with different maturity dates: This can help manage reinvestment risk
° Consider foreign exchange reserves: This can help mitigate currency risk

Other types of financial risk:-

° Credit risk: The risk of extending credit to customers
° Liquidity risk: The risk of not having enough assets or operational funding

Capital at risk means that there's a chance of losing money on an investment.



AVERAGE/ PROFIT/ LOSS/ TRADE/NET P/L

Average Profit/Loss Trade/Net P/L refers to the average amount of profit or loss a trader makes per trade,
calculated by taking the total net profit or loss over a period of time and dividing it by the total number of trades

taken during that period; essentially, it shows the average outcome of each individual trade, taking into account
both winning and losing positions.

Key points about Average Profit/Loss Trade:-

e Calculation: (Total Net Profit/Loss) / (Total Number of Trades)

e Interpretation: A positive average profit/loss indicates a net profit over the trading period, while a negative
value signifies a net loss.

e Importance: This metric helps traders assess the overall effectiveness of their trading strategy and
understand how much they can expect to win or lose on a typical trade.



PROFIT AND LOSS AVERAGE CHART
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AVERAGE PROFIT LOSS

The average profit and loss ratio is the average profit from winning trades divided by the average loss from losing trades. It's used to measure the profitability of a
trading system over a period of time.

Formula :-
Average profit and loss ratio = Average profit from winning trades / Average loss from losing trades

Interpretation:-

) A higher ratio indicates a better system for predicting future price movements
) A common benchmark for a successful strategy is a ratio of at least 2:1

Example:-

° If a trading system has an average profit of $800 and an average loss of $400, then its profit and loss ratio is 2:1

Other considerations:-

However, this ratio doesn't take into account other factors, such as: The practical realities of the market, The individual's trading style, and The individual's
average profitability per trade.

A profit and loss (P&L) statement, or income statement, shows changes in a company's accounts over a period of time. It includes revenue, expenses, and net
income.



EURO DOLLAR/ GOLD / STERLING

The term Eurodolla refers to unsecured U.S Dollar-denominated deposits at foreign banks or at the overseas branches of America banks, Because they are held
outside the United States, eurodollars are not subject to regulation by the Federal Reserve Board, including its regulation relating to reserve requirements; Gold
trading is the practice of buying and selling gold to profit from price fluctuations. Gold is a commodity that's valued for its potential to hedge against inflation and store
value. Sterling is slang for the British pound Sterling (GBP), the official currency of the United Kingdom, It is the fourth most traded currency and the third most
popular currency to hold in foreign reserves. The pound sterling is the oldest currency to be in continuous use is represented by the symbol.

Euros, dollars, and pounds on websites like Veracash, Metals Daily, Goldbroker, Bullion by Post, and GoldPrice.org.

Websites with gold price charts

Veracash: Compares gold prices in euros and pounds per gram, ounce, and kilo
Metals Daily: Provides live gold prices in euros, pounds, and dollars
Goldbroker: Compares gold prices in euros, dollars, pounds, and Swiss francs
Bullion by Post: Compares gold prices in euros and pounds

GoldPrice.org: Provides historical data and charts for gold prices in dollars

How to find gold price charts

° Search for "gold price chart in euros, dollars, and pounds"
° Check out websites that provide live gold prices, such as BullionVault
° Use currency converters to compare exchange rates between different currencies



EURO DOLLAR/ GOLD / STERLING
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WHAT IS LEVERAGE

Leverage is the use of borrowed money to increase the potential return on an investment. It can also refer to the ability to influence people or situations.

Examples of leverage:-

Buying a house: A mortgage is a type of leverage that allows you to buy a more expensive home than you could afford with cash.
Trading stocks: Using borrowed money to speculate on the price of a stock can increase your gains if the market goes up, but also increase your
losses if the market goes down.

° Running a business: A company can use leverage to acquire assets or fund operations.

Risks of leverage:-

- While leverage can be an effective tool, it also poses substantial risks. For example, a company with a lot of debt might have trouble making payments if
revenues decline.

Measuring leverage:-

- A company's leverage is measured by comparing its debt-to-equity ratio and its debt-to-total-assets ratio to other companies in the same industry.

Related terms:-

- Leverage is also known as gearing.



RISK IN USING THE LEVERAGE

The primary risk in using leverage is the potential to experience significantly amplified losses, meaning you can lose much more money than your initial
investment if the market moves against your position, due to the borrowed funds magnifying both profits and losses; this can lead to substantial financial risk,
especially if not managed carefully and can even result in losing more than your initial capital.

Key points about leverage risks:-

° Magnified losses:

Leverage amplifies both gains and losses, so even a small negative market movement can lead to large losses when using leverage.
° Increased volatility:

Leverage can make your portfolio more volatile, meaning larger price swings in either direction.
° Margin calls:

If the value of your leveraged position falls below a certain threshold, you may be required to deposit additional funds to maintain your position, which can lead to further losses if you cannot
meet the margin call.
° Liquidity risk:
In a rapidly declining market, it can be difficult to sell leveraged positions quickly, potentially leading to further losses.
° Debt obligations:
When using leverage, you are essentially taking on debt, which means you need to make interest payments, further impacting your profits.

Important considerations when using leverage:-

. Proper risk management:
Always use appropriate stop-loss orders to limit potential losses.
° Understanding market conditions:
Be aware of market volatility and only use leverage when you are confident in the direction of the market.
. Appropriate leverage level:
Use only a small amount of leverage relative to your capital to mitigate risks.
° Diversification:

Spread your investments across different asset classes to reduce overall risk.
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STOP LOSS AND TAKE PROFIT

A stop loss and a take profit are orders placed on a trade that automatically close the position when a predetermined price level is
reached, with a stop loss designed to limit potential losses if the price moves against you, while a take profit secures a profit by
closing the trade when the price reaches your target gain level; essentially acting as risk management tools in trading.

Key points about stop loss and take profit:-

Stop Loss:

e Limits potential losses on a trade by automatically closing the position if the price drops below a specified level.
e Helps prevent significant losses if the market moves unexpectedly against your position.
Take Profit:
e Locks in a profit by automatically closing the position when the price reaches a predetermined target level.
e Allows you to secure gains even if the price continues to rise but then starts to decline.

How to use them:-

e When entering a trade, you set both a stop loss and take profit level based on your analysis of the market and risk tolerance.

If the price reaches your stop loss level, your position is automatically closed, resulting in a loss.
If the price reaches your take profit level, your position is automatically closed, resulting in a profit.



IGNORED CORRELATION RISK

Ignoring correlation can lead to incorrect decisions and biased estimates. This can occur in a variety of fields, including
environmental impact assessment, health research, and project management.

Examples:-

° Environmental impact assessment
Ignoring correlation between input parameters can lead to incorrect decisions about environmental mitigation strategies.
° Health research
Ignoring correlation in longitudinal data can lead to biased estimates of risk ratios and odds ratios.
° Project management
Ignoring correlation between inputs can lead to large errors in output, making them appear more predictable than they are.

How correlation can impact results:-

° Underestimation or overestimation
Ignoring correlation can lead to under- or overestimation of output variance.
° Incorrect inferences
Ignoring correlation can lead to invalid inferences regarding measures of effect.
° Widen output distributions
Positive correlations between inputs can widen the output distributions from a simulation.

How to address correlation:-

When making decisions, it's important to consider the possibility of correlation and to include it in models when appropriate.



OVERTRADING

Overtrading refers to the act of excessively buying and selling financial instruments, often driven by emotions or a lack of proper strategy, leading
to a high volume of unnecessary trades that can significantly increase risk and potentially erode profits due to transaction costs and poor
decision-making under pressure.

Key points about overtrading:-

e  Excessive activity:
It involves making too many trades within a short period, often without adequate analysis or a clear trading plan.
° Psychological factors:
Overconfidence, the desire for quick gains, and the thrill of trading can often contribute to over trading behavior.
e Negative consequences:
Overtrading can lead to significant losses due to increased transaction fees, missed market opportunities, and impulsive trading
decisions.

How to avoid overtrading:-

Develop a solid trading plan:- Clearly define your entry and exit points, risk management strategy, and trading frequency.
Stick to your plan:- Discipline yourself to only execute trades that align with your pre-defined criteria.

Manage emotions:- Recognize and control emotional biases that might lead to impulsive trading.

Proper position sizing:- Allocate appropriate capital to each trade based on your risk tolerance.
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REWARDS FROM RISK MANAGEMENT

The rewards from effective risk management include: increased profitability, improved operational efficiency, enhanced stakeholder
confidence, greater resilience to potential disruptions, better decision-making, the ability to seize new opportunities, and a stronger
competitive advantage by proactively mitigating risks and protecting against potential losses; essentially allowing a company to
pursue strategic goals with less uncertainty.

Key benefits of risk management:-

e Financial stability:

Reduced likelihood of significant financial losses due to unforeseen events.
e Reputation protection:

Mitigating risks that could damage a company's public image.
e Improved stakeholder trust:

Demonstrating a proactive approach to managing risks, which can increase investor confidence.
e  Operational efficiency:

Identifying and addressing potential issues before they become major problems, leading to smoother operations.
e  Strategic agility:

Ability to adapt to changing market conditions and seize new opportunities without excessive risk.
e Enhanced decision-making:

Informed choices based on a thorough understanding of potential risks and their impact



REWARDS IN TRADING RISK

The risk/reward ratio is used by traders and investors to manage their capital and risk of loss. The ratio helps
assess the expected return and risk of a given trade. In general, the greater the risk, the greater the expected
return demanded. An appropriate risk reward ratio tends to be anything greater than 1:3.

How to calculated:-

e To calculate risk-reward,divide your net profit ( the reward) by the price of your maximum risk. Net profit is the total amount of

money that an investor keeps after subtracting all costs and expenses associated with their investments, including commissions,
fees, and taxes.

Examples:-

° Ifan investor bought a stock for $100 and plans to sell it when it hits $200, the net profit would be $100. If they're willing to risk the
entire investment, then the value of their risk is $100. So, 100 divided by 100 is 100/100 or 1:1 -- meaning the risk and reward are
equal.

Strategies of traders:-

e The risk-reward ratio is a critical tool that helps traders evaluate the potential profit of a trade relative to its potential profit of a trade
relative to its potential loss. This ratio, which compares the amount of risk a trader is willing to take on for a potential reward, is
fundamental to successful trading strategies



CONCLUSION

Risk management is a critical component for any organization, enabling proactive identification,
assessment, and mitigation of potential threats, thus safeguarding its assets, reputation, and bottom line;
by systematically managing risks, businesses can make informed decisions, seize opportunities, and
navigate uncertainties to achieve sustainable growth and long-term success, while ensuring a holistic
approach to consider all potential risks across different aspects of the operation; In trading, various

strategies are used to manage risks. These include passive methods like diversifying portfolios and
investing in stable sectors, as well as active approaches like trading based on market developments, using
stop loss orders, and hedging with derivatives; While it is crucial Profit,and, or minimizing potential losses
but also plays a vital role in maximizing profitability by enabling informed decision-making, allowing
businesses to capitalize on opportunities while mitigating adverse events, ultimately leading to a more
stable and sustainable profit and loss performance across market fluctuations; a proactive approach to
risk management is key to striking the balance between potential gains and potential losses,
safeguarding the company's bottom line.
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