The Hidden Risks of Leverage Trading
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Leverage trading lets a trader control a position larger than the capital deposited,
using funds borrowed from a broker or exchange. At 10:1, $1,000 of margin controls
$10,000 of exposure. Gains and losses are multiplied by the same factor, and the second
half of that sentence is where the hidden risks sit.

Losses Scale With the Whole Position

A 10 percent adverse move against a 10:1 position consumes 100 percent of the
margin. The decline is not gradual. The account reaches zero, or the position is closed
first, and there is no partial credit for a trade that read the direction correctly. Traders
who size positions in dollars of their own capital underestimate the danger, because the
relevant number is the notional exposure. A two percent move, unremarkable on a chart,

is a twenty percent hit to equity at 10:1.

Liquidation Is Automatic and Impersonal
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Most venues enforce margin requirements mechanically. When equity falls below

a maintenance threshold, the engine closes positions at market, on its own schedule,
without regard to the trader's view. This tends to happen in exactly the conditions that
caused the move: overnight gaps, thin liquidity, a surprise announcement. A stop-loss
placed at a price the market skips offers no protection. In crowded positions, forced
selling can push the price further against whoever is left holding. Financing terms also
tighten under stress, as brokers raise margin requirements during volatility and force

exposure down at the worst possible moment.

Carrying Costs Accumulate Quietly
Borrowed exposure is not free. Perpetual futures settle a funding payment every

few hours, which can be positive or negative and accrues whether or not the trade is
working. Margin brokers charge interest on the loan and often widen spreads on
leveraged accounts; positions held overnight may incur swap fees. Individually these
look small. Over weeks they become a drag that a correct directional call may not
overcome, and they are charged in full during drawdowns as well as rallies. Held long

enough, funding alone can exceed the move the trader was positioning for.

Path Dependence and Pressure
Leverage changes the sequence of outcomes, not just their size. A 50 percent loss

requires a 100 percent gain to recover; at 10:1 a 10 percent loss is terminal and the
required gain is undefined, because the capital is gone. Repeated exposure to ordinary
volatility, rather than one dramatic crash, is what empties most leveraged accounts. The
margin call also compresses the time horizon: a position that would be survivable at 1:1
becomes urgent at 20:1, which pushes traders toward larger size, faster exits, and
attempts to recover losses. Position sizing is the primary control — risk a fixed small
share of equity per trade and let that determine leverage, not the reverse — and the
liquidation price should be known before entry, not discovered afterward.
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