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Risk Disclosure of Locked Position $52 E\fxE:0H

“Locking a Position minimizes loss arising from an incorrect view?”
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Suppose you open a leveraged FX position by going long on a contract of a particular pair. If it turns out that your view on the
currency movement is incorrect, i.e. the exchange rate of the relevant currency falls, you can simply limit your loss by taking an
opposite position, i.e. going short on the same currency contract, to close out your open position.
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However, some investors prefer adopting a strategy called ”locking position”, i.e. instead of going short on a contract to close out
the long position, a new, short position is taken up, resulting in two opening positions, one long and one short.
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Some investors thought that, by locking a position, they would be in a better position to assess the outlook of the relevant currency
movement and then decide how to unlock their positions by either closing the long or short position. Others choose to lock their
position because they thought that not realizing floating losses would make a difference.
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However, by locking in the trading losses would not help you forecast currency movements. Furthermore, once a position is locked
the trading loss would have been incurred and fixed.
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Any subsequent trading actions would not alter the amount of loss that has been incurred. If you consider that you are on the
wrong side of the market trend and it is high time to take the trading loss, it is always advisable to close out rather than to lock
your position.
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If you lock a position because you do not wish to realize the floating loss, you should note that the floating loss resulting from

locking a position is essentially no different from the realized loss, as the same amount of loss will remain regardless of how the

exchange rate moves.
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Apart from paying separate commissions when closing your simultaneous long and short positions, carrying a locked position in
leveraged FX contract would result in an interest outlay. This is caused by the interest spread between holding a long position and
a short position.
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For simplicity, we assume that by holding a long position you will receive interest and you will have to pay interest by holding a
short position (indeed, there are market conditions under which both the long and the short positions are subject to interest
payment). The interest spread stems from the difference between the borrowing and the lending interest rates of the respective
currencies. The interest outlay may be quite significant if you carry your locked position for a long period of time.
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Therefore, you should think twice before entering into a locked position given that considerable costs will be incurred in
commissions and interests.
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Quoted from “Common Fallacies” of “Leverage of Foreign Exchange Trading”, website of InvestEd, maintained by SFC.
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Should there be any discrepancy between the English and Chinese version, the English version shall prevail.
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