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Introduction

Hedging is not about profit.
It’s about survival.

Markets move fast. News hits. Liquidity disappears. Trends fail without warning.

Most traders react emotionally when price turns against them. Professionals adjust
exposure.

Hedging is controlled defense.
Itis how disciplined traders protect capital when conditions become uncertain.

You don’t hedge because you’re afraid.
You hedge because you understand risk.

This manual will show you how to use hedging as a shield — not as a crutch, notas a
gamble — but as a structured risk tool that keeps you in the game.

Protection first. Opportunity second.

What Is Hedging?

Hedging means offsetting exposure.
If you are long and conditions shift, you don’t panic. You balance.
Example:

e Long EUR/USD

e Momentum stalls



e Youopen ashort position
Now the account stabilizes.
The loss on one side is offset by gain on the other.
You pause the damage.

Hedging is not about being right.
It’s about preventing a bad situation from becoming catastrophic.

Think of it like a cockpit checklist in turbulence.

You don’t guess.
You follow procedure.

Why Professional Traders Hedge

Hedging becomes powerful in high-risk moments:

e Before major news (CPI, NFP, FOMCQC)

¢ During structural breakdowns

* When prop firm drawdown limits are tight
* \When volatility spikes unexpectedly

A hedge allows you to:

e Reduce drawdown without instantly closing at a loss
e Stayinthe market while reassessing bias

e Protect funded capital

e Maintain composure under pressure

You are not trying to win twice.
You are buying time.

Time is leverage.



Types of Hedging

1. Direct Hedge

Buy and sell the same instrument.

Simple. Clean. Controlled.

If long 1 lot EUR/USD and you short 1 lot EUR/USD, your net exposure becomes neutral.
You freeze equity movement.

This is the fastest way to stabilize risk.



Direct Hedge Example
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Long Short
1.0 Lot 1.0 Lot
EUR/USD EUR/USD

Net Exposure: O (Neutral)

2. Partial Hedge

Instead of neutralizing completely, you offset part of the position.
Long 1 lot > Short 0.5 lot.

Now risk is reduced, but opportunity remains.

Partial hedging is often more efficient than fully locking.

Professionals rarely go all-in on defense.



Partial Hedge Example

Long
1.0 Lot

EUR/USD EUR/USD

Net Exposure: 0.5 Lot Long

3. Cross-Pair Hedge
Use correlated instruments.
Example:

e Long EUR/USD
e Short GBP/USD

If USD strengthens, both adjust — but exposure is balanced.

Correlation is not permanent.
Understand relationships before using this approach.

Precision matters.



4. Asset-Based Hedge

Forex exposure can be balanced with:

e Gold (XAU/USD)
e Indices (US30)
e Risk sentimentinstruments

Example:
If risk sentiment shifts, adding US30 exposure can offset certain currency moves.

Broader hedges require broader awareness.

Do not guess correlation. Measure it.

When to Hedge

Hedging is not random.
Itis situational.
Use hedging when:

e Structure becomes unclear

e A breakout fails violently

e Newsriskis approaching

e You are near daily drawdown limits

e Volatility expands beyond normal range
Do not hedge because you are nervous.
Hedge because the structure changed.

Defense must be logical.



The Advantages of Hedging

¢ Shields against sudden reversals

* Preserves equity during turbulence

e Extends time in a trade

¢ Protects funded accounts

¢ Reduces emotional decision-making

Hedging restores control. And control keeps traders consistent.

The Risks of Hedging

* Double spreads and commissions

e Capital can become “locked”

* Poor management traps equity

e Over-hedging creates confusion

e Some prop firms restrict cross-account hedging

Hedging without a release plan is just delayed pain.

Discipline matters more than creativity.

How to Manage a Hedge

Placing a hedge is easy.

Managing it is skill.
1. Define the Exit Before Entry

Never hedge without knowing:

e  When you will unwind
e What confirms direction
e \Whatinvalidates the thesis



No exit plan =frozen account.

2. Monitor Equity, Not Emotion
Watch total exposure.

Ignore temporary comfort.

A hedge is atool — not protection from accountability.

3. Unwind With Confirmation

Release the losing side when:

e Structure confirms direction
e Momentum aligns
e Volatility contracts

Hedging is temporary stabilization.

Not permanent indecision.

4. Keep It Small

Defense does not require over-leverage.
If you hedge with excessive size, you amplify cost.

Reduce risk — don’t multiply it.

Practical Hedging Rules

1. Never hedge without structure.



Never hedge without an exit plan.

Partial hedges are often smarter than full locks.
Measure total exposure, not individual trades.
Hedge to protect — not to avoid taking a loss.

o0 kb

If confusion increases, reduce size instead.

Clarity beats complexity. Always.

Hedging in Prop Firm Challenges

Hedging can be the difference between:

Blowing an account
or
Keeping it alive.

Example:

You are down near the daily loss limit.
Volatility spikes against your position.
Instead of panic closing, you hedge partially.



Equity stabilizes.
Now you can:

e Wait for volatility to settle
e Reassess structure

e Close strategically instead of emotionally
That one decision may preserve your entire challenge.
But be careful.
Some firms label certain practices as abusive — especially across multiple accounts.
Read the rulebook.

Defense is powerful — but must stay compliant.

Common Mistakes in Hedging

¢ Hedging emotionally

e Hedging too late

* Over-hedging

* Forgetting to unwind

* Using hedging as an excuse to avoid loss

A hedge is not denial.
Itis controlled damage management.
If you hedge to avoid admitting you’re wrong, you will compound the problem.

If you hedge to manage exposure, you extend your career.

Final Thoughts

Hedging is not exciting.



Itis not glamorous.

It does not generate big wins on social media.

It protects capital.

And capital protection is what keeps professionals trading year after year.

The untrained trader panics.
The disciplined trader adapts.

Hedging is controlled adaptation.

Stay structured.
Stay balanced.
Stay in the game.
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