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Assets and Instruments

In finance, an asset refers to a valuable economic resource that can be owned or
controlled, with the expectation of generating a profit or future benefit. This includes
a broad range of items that can be owned by individuals, organizations, or
governments and have the potential to be converted into cash.

In the context of trading and investment, assets are various instruments exchanged
in financial markets. These include a diverse spectrum of financial assets like
Currency (currencies), commodities, cryptocurrencies, exchange-traded funds (ETFs),
indices, and stocks. Each of these represents a specific type of investment with
distinct characteristics and opportunities for profit.

Currency

Currency, or foreign exchange, involves trading currencies and is notable for its high
liquidity and the potential for profit from currency value fluctuations.

Commodities

Commodities, which include natural resources like gold, oil, and agricultural
products, offer a tangible asset option, often used as a hedge againstinflation or
economic volatility.

Cryptocurrencies

Cryptocurrencies, a relatively new addition, represent digital or virtual currencies
using cryptography for secure transactions. They have introduced a new dynamic to
the financial landscape with their decentralized nature and potential for high
returns, albeit with significant risk.

ETFs

ETFs are investment funds traded on stock exchanges, holding assets such as stocks,
commodities, or bonds. They combine the diversification benefits of mutual funds
with the ease of stock trading.

Indices

Indices, like the S&P 500 or the Dow Jones Industrial Average, track the performance
of a specific set of stocks, reflecting the overall market or specific sectors.
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Stocks

Stocks represent ownership shares in a corporation, offering potential dividends and
capital gains, but with varying levels of risk.

Key characteristics of financial assets include liquidity and the risk-return profile.
Liquidity refers to how easily an asset can be bought or sold in the market without
affecting its price significantly. Most financial assets are highly liquid, facilitating swift
and cost-effective transactions.

The risk and return profile varies across different asset types. Generally, higher risks
are associated with potentially higher returns. For instance, stocks typically carry
more risk than bonds but offer greater long-term return potential.

Tax implications are another vital aspect of financial assets. Certain assets, like
long-term held stocks, might benefit from lower capital gains tax rates, while others
like municipal bonds could offer tax exemptions.

Financial assets can be held directly, like owning stocks or bonds, or indirectly
through mutual funds or ETFs. They are also a staple in retirement accounts like
401(K)s or IRAs, offering tax-efficient growth opportunities.

This diverse landscape of financial assets provides investors with numerous avenues

to build wealth and achieve financial goals, each with its distinct advantages, risks,
and strategic considerations
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What is Currency?

Currency, short for foreign exchange, is a vast global financial market where
currencies are traded. It operates on the principle that currencies fluctuate in value
against each other. If you predict these fluctuations correctly, you can profit from
these trades.

Imagine a pre-pandemic scenario where international travel was common. If you've
traveled abroad, you've likely exchanged your home currency for the destination's
currency at an airport exchange booth. This process is a direct engagement with the
Currency market.

At these booths, exchange rates, which are the relative prices of different countries’
currencies, are displayed. For example, you might have been excited to see that your
US dollar could be exchanged for 100 Japanese yen. This conversion from one
currency to another is essentially participating in the Currency market.

Currency is known as the largest financial market globally, dwarfing other markets in
comparison. While the New York Stock Exchange (NYSE) might trade around $200
billion daily, the Currency market sees a staggering $6.6 trillion in daily trade volume.
This comparison makes the NYSE seem relatively small, despite its prominence in
the news and popular culture.

Most of the transactions in the Currency market aren't for practical purposes like
trade or tourism but are speculative. Traders buy currencies, hoping to sell them later
at a higher price. This speculative nature is a significant part of the market's massive
volume.

However, the reality of Currency is more nuanced. The total $6.6 trillion includes all
types of Currency trading, but the spot market, which is most relevant for individual
traders, is smaller at about $2 trillion per day. The retail trading segment, which
includes individual traders, is even smaller, estimated to be just 3-5% of the daily
global Currency volume.

The Currency marketis also unique in its operation hours. Unlike the stock or bond
markets, which close daily, the Currency marketis open 24 hours a day, five days a
week, cycling through various financial centers worldwide from Auckland to New
York.
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This continuous operation makes the Currency market highly accessible but also
complex due to its vast size, constant activity, and the influence of global economic
factors.

What are Commodities?

Commodities are basic goods or raw materials used in commerce, typically natural
resources or agricultural products. They form the building blocks of the global
economy, similar to how bricks and mortar are essential for constructing a building.
Commodities include items like oil, gold, wheat, and coffee — each serving as a
fundamental ingredient in various products and services.

Trading in commodities is as old as trade itself. Think of ancient marketplaces where
traders bartered goods like spices, silk, and precious metals. In the modern world,
commodities are traded on exchanges, where their prices fluctuate based on supply
and demand dynamics. This market movement is akin to the ebb and flow of ocean
tides, influenced by a myriad of factors including weather, geopolitical events, and
economic trends.

One key aspect of commodities is their standardization. When you trade a
commodity like crude oil or gold, you're dealing with a product that is essentially the
same regardless of its source. This uniformity is like ordering a standard cup of coffee
— you expect the same taste whether you’re in New York or Paris.

Commodities are typically divided into two main types: hard and soft. Hard
commodities are natural resources that must be mined or extracted, such as oil, gold,
and copper. These are akin to the durable goods in an economy. Soft commodities,
on the other hand, are agricultural products or livestock, like wheat, cotton, and pork.
These are more perishable and subject to different market dynamics, similar to
perishable goods in a supermarket.

Investing in commodities can offer diversification in an investment portfolio, acting
as a hedge againstinflation or currency devaluation. It’s like adding a fireproof safe to
your house; it doesn’t prevent a fire but can protect its contents if one occurs.

Commodity markets can be more volatile than other investment markets, like stocks
and bonds. Factors such as weather events, political unrest, and changes in
economic policy can have immediate and significant impacts on commodity prices.
This volatility can be likened to a rollercoaster — thrilling for some investors but
stomach-churning for others.
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Furthermore, commodities play a critical role in the global economy. For example,
the price of crude oil can influence the cost of travel and goods transportation,
affecting economies and consumers worldwide. It's a domino effect, where a change
in one commodity’s price can ripple through various sectors and markets.

Technological advancements and environmental concerns are also shaping the
commodities landscape. For instance, the growing emphasis on renewable energy
affects demand for traditional energy commodities like oil and coal.

In summary, commodities are a fundamental component of global trade and
investment, offering opportunities for diversification and hedging but also posing
unique risks and challenges. Their market is a dynamic and integral part of the global
financial ecosystem, constantly influenced by a complex web of global events

What are Cryptocurrencies?

Cryptocurrency is a digital or virtual form of currency, leveraging cryptography to
secure transactions and control the creation of new units. It's a decentralized
financial system, typically operating independently of traditional banking systems.

Consider the internet, which revolutionized how we communicate and access
information. Cryptocurrency is attempting a similar revolution in finance. It's akin to
when people first started using email instead of sending letters through the post
office. Cryptocurrency is essentially the "email" of money.

The most well-known cryptocurrency is Bitcoin, but there are thousands of others,
including Ethereum, Ripple, Litecoin, and more. Each has its unique features and
uses, from facilitating everyday transactions to acting as a platform for complex
financial contracts.

Cryptocurrencies operate on a technology called blockchain, a decentralized ledger
that records all transactions across a network of computers. Think of it as a digital
accounting book, where each page (block) is a list of transactions. Once a page is full,
it's sealed and linked to the previous page, creating a chain of pages (blocks) - hence,
blockchain.

The allure of cryptocurrencies lies in their potential to be secure, anonymous, and

free from government control. They offer a level of freedom and privacy not typically
available with traditional currencies.
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However, it's not all smooth sailing. Cryptocurrencies are notoriously volatile. Imagine
aroller coaster — that's the kind of price movement you can expect. They can
skyrocket in value overnight, or just as quickly plummet.

This volatility, along with their unregulated nature, makes them a hotbed for
speculation and investment. Many buy cryptocurrencies not justto use them as a
currency but in the hope that their value will increase. It's akin to buying a rare
collectible, hoping it will become more valuable over time.

But with high reward comes high risk. The lack of regulation and the nascent nature
of the technology means there's potential for loss, either through market
fluctuations, technological issues, or even cyber attacks.

Despite these risks, the cryptocurrency market has grown exponentially. Its total
value often compares to that of large publicly-traded companies or even entire

industries. However, much like in the early days of the internet, where many dot-com
businesses burst as quickly as they boomed, cryptocurrencies are navigating their
path through bursts of hype and periods of doubt.

Cryptocurrency is also challenging traditional financial systems. Some seeitas a
potential tool for financial inclusion, offering banking services to the unbanked

populations of the world. Others view it as a threat to the established monetary
system and a possible facilitator of illegal activities due to its anonymous nature.

The cryptocurrency market operates around the clock, unbound by the opening and
closing hours of traditional financial markets. Its global nature means that at any
given time, somewhere in the world, someone is buying, selling, or mining
cryptocurrencies.

Cryptocurrency is an exciting and dynamic field, a frontier in finance, offering the

potential for new ways of handling money. However, it's accompanied by a high level
of uncertainty and risk, reflective of any groundbreaking technological advancement.
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What are ETFs?

Exchange-Traded Funds, commonly known as ETFs, are investment vehicles that
combine the attributes of both stocks and mutual funds, offering a unique blend of
benefits. Imagine a basket that contains a variety of different investments - stocks,
bonds, commodities, or a mix of these. An ETF is like this basket, offering investors a
convenient way to own a diversified portfolio through a single security.

ETFs are known for their versatility and flexibility. They trade on stock exchanges, just
like individual stocks, which means they can be bought and sold throughout the
trading day at market prices, unlike mutual funds that only trade at the end of the
day based on their net asset value. Picture the agility of a sports car (ETFs) versus the
steady pace of a minivan (mutual funds).

One of the most appealing aspects of ETFs is their diversification. Holding an ETF is
akin to attending a music festival with a variety of bands and genres. Instead of
betting on the success of a single stock (or band), you get exposure to a range of
securities, reducing your investment risk.

ETFs cover a broad spectrum of investment strategies and asset classes. From
tracking well-known market indices like the S&P 500 to specialized themes like clean
energy, technology, or specific geographic regions, ETFs offer a range of options for
different investment goals and risk tolerances.

Another key feature of ETFs is their cost efficiency. Generally, they have lower
expense ratios compared to mutual funds. This is like getting a subscription service
with a wide array of choices at a lower monthly cost. Moreover, some ETFs offer tax
efficiency, which can be an important consideration for investors.

The liquidity of ETFs is another significant advantage. They can be quickly and easily
bought or sold during market hours, providing flexibility and convenience. This is like
being able to exchange tickets for a show right up until the last minute.

However, it's important to remember that ETFs, like all investments, carry risks. Their
value can fluctuate depending on the underlying assets. So, while they offer
diversification, this doesn't guarantee protection against market volatility or losses.
Investing in ETFs is like a buffet - while there’s a variety, not every dish may suit your
taste, and some may carry risks like food allergies.
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ETFs are also subject to market fluctuations and the risks of their underlying
investments. For example, an ETF that tracks the technology sector will be
influenced by how well or poorly technology companies perform.

Despite these risks, ETFs have become incredibly popular among investors for their
ease of use, transparency (you can see what assets the ETF holds at any time), and
the ability to fit into a variety of investment strategies, from conservative
income-focused portfolios to aggressive growth-oriented strategies.

ETFs are an ever-evolving investment tool, constantly adapting to market trends and
investor needs, much like how technology continuously evolves. They represent a
significant and growing segment of the investment landscape, offering a flexible and
accessible way for individuals to diversify their investments

What are Indices?

Indices, in the context of finance, are statistical measures that represent the
performance of a group of assets or a segment of the stock market. Think of them as
the financial world's thermometers, gauging the health and temperature of the
market. Just like a thermometer can give you a quick read on the weather, indices
provide a snapshot of market trends and investor sentiment.

A stock market index, for instance, tracks the performance of a specific basket of
stocks, reflecting how those selected stocks have traded. These stocks are usually
representative of a particular market or sector. For example, the S&P 500 in the
United States includes 500 of the largest companies by market capitalization and
serves as a barometer for the overall U.S. stock market health. It's like taking a sample
of the ocean to understand the health of the entire sea.

Indices serve several vital roles in the financial ecosystem. Firstly, they act as
benchmarks for investors to compare the performance of their portfolios. If your
investment portfolio is performing in line with an index, it's like keeping pace in a
marathon — you're doing as well as the broader market.

They also provide insights into the economic and business environment. A rising
index typically indicates investor confidence and economic growth, while a declining
index can signal economic downturns or investor pessimism. It’s like reading
economic tea leaves — indices give investors clues about broader economic trends.
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Moreover, indices form the basis for index funds and exchange-traded funds (ETFs),
which are designed to track the performance of these indices. Investing in an index
fund is like getting a sampler platter at a restaurant — you get a taste of everything
within that index.

However, it's important to understand that an index is just a statistical measure. It
doesn’t include every stock in the market and can be skewed by the performance of
its largest components. For instance, in a market-weighted index like the S&P 500,
companies with higher market caps have a greater impact on the index's
movements. This skewing can be like a school group project where the work of a few
students heavily influences the group's overall grade.

Indices vary widely across the globe, each representing different sectors and
markets. From the technology-focused NASDAQ to Japan's Nikkei 225, which
represents top companies in the Tokyo Stock Exchange, each index offers unique
insights into specific market segments.

It's also crucial to remember that indices, while useful as indicators, don't tell the
whole story. Like a highlight reel of a sports game, they show key moments but don’t
capture every play. They offer a simplified view of the market, which can be
influenced by various external factors like political events, natural disasters, and
economic changes.

In summary, indices are essential tools in the world of finance, offering investors and
analysts valuable insights into market trends and the economic environment. They
act as benchmarks, indicators, and foundations for various investment products,
playing a critical role in investment strategies and market analysis.
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What are Stocks?

Stocks, in the financial world, are essentially shares of ownership in a company. When
you buy a stock, you're purchasing a small piece of that company, known as a share.
It's like buying a slice of a cake; each slice represents a part of the whole dessert.

Owning stocks makes you a shareholder, which means you have a claim to a part of
the company's assets and earnings. The more shares you own, the larger your slice of
the company pie. This ownership can come with voting rights in company decisions,
typically at shareholder meetings. It's akin to having a say in some of the decisions
made in a community you're part of.

Stocks are traded on stock exchanges, like the New York Stock Exchange (NYSE) or
the Nasdaq. These exchanges act as marketplaces for buying and selling stocks.
Think of them as financial supermarkets, where stocks are the products on shelves,
available for investors to buy and sell.

The price of a stock is determined by supply and demand. When more people want
to buy a stock (demand) than sell it (supply), the price moves up. Conversely, if more
people want to sell a stock than buy it, the price goes down. It's like any other item
for sale; its price can fluctuate based on how many people want it versus how many
people are selling it.

Investing in stocks is a way to build wealth over time. When the company does well,
shareholders can benefit from stock price appreciation and dividends, which are a
share of the profits distributed to shareholders. It's similar to planting a tree and
watching it grow, yielding fruits (profits) as it matures.

However, investing in stocks comes with risks. Just as a company's stock can increase
in value, it can also decrease. This can happen due to poor company performance,
economic downturns, market volatility, or other factors. Investing in stocks is like
riding a rollercoaster; there are ups and downs, and the potential for both excitement
and discomfort.

Diversification is a key strategy in stock investing. By owning stocks in different
companies and sectors, you can spread out your risk. It's like not putting all your
eggs in one basket; if one stock doesn't perform well, you have others that might
compensate.
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Stocks are categorized in various ways. There are blue-chip stocks, which are shares
of large, established, and financially sound companies. These are generally

considered safer investments. Then there are growth stocks, which belong to
companies that are expected to grow at an above-average rate compared to other
companies in the market. There are also penny stocks, small-cap stocks, and many
others, each with their unique characteristics and risk profiles.

In summary, stocks are a fundamental component of the financial market, offering
potential for growth but also posing risks. They allow individuals to own a piece of a
company, with the potential for financial gain and a voice in company decisions. Like
any investment, knowledge, caution, and diversification are key to navigating the
stock market effectively.
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CFD

Contracts for Difference, commonly known as CFDs, are complex financial
instruments that allow traders to speculate on the price movement of various assets
without actually owning the underlying asset. Think of it like betting on the outcome
of a sports game without actually playing in the game. The assets involved can range
from stocks, indices, commodities, to currencies.

CFDs operate on the principle of leverage, which means you can gain exposure to a
large position without having to commit the full cost at the outset. Imagine you're
using a lever to lift a heavy object - with a small force, you can move something
much larger. In financial terms, this means with a small amount of capital (the
margin), you can control a much larger market position.

The way a CFD works is relatively straightforward. When you open a CFD position,
you agree to exchange the difference in the price of an asset from when you open
your position to when you close it. If the asset's price moves in the direction you

predicted, you profit. However, if it moves against your prediction, you incur a loss.

The flexibility of CFDs is one of their main attractions. You can go long (buy) if you
think the asset’s price will rise, or go short (sell) if you believe it will fall. This flexibility
allows traders to try to profit from both rising and falling markets. It's like having both
an umbrella and sunglasses at hand, ready for any weather.

However, the use of leverage also amplifies risks. While it can increase profits, it can
equally magnify losses, sometimes exceeding the initial investment. This aspect of
CFD trading makes it akin to a double-edged sword - it can cut both ways. It’s crucial
for traders to have a clear understanding of leverage and risk management before
diving into CFD trading.

Another important aspect of CFDs is that they do not provide ownership of the
underlying asset. When trading a stock CFD, for instance, you don'town the actual
stock and thus don't have any shareholder rights. You're simply speculating on the
price movement of that stock.

CFDs also involve costs like the spread (the difference between the buy and sell
price), holding costs for positions kept open overnight, and potentially commission
fees. These costs are similar to ticket fees and service charges in other areas of life —
the price of engaging in the activity.
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Due to their complexity and risk, CFDs are often more suited for experienced traders.
They require a good understanding of the markets and a disciplined approach to risk
management. Trading CFDs is like surfing; it requires skKill, balance, and respect for
the powerful market forces at play.

In summary, CFDs are a versatile but complex financial instrument that offers
opportunities to speculate on price movements across a range of markets. While
they offer the potential for significant profits, they also come with a high level of risk,
especially due to the leverage involved. As such, CFD trading requires careful
strategy, ongoing market analysis, and a clear understanding of the risks involved.

Technical Analysis

Technical analysis is a method used in financial trading to evaluate investments and
identify trading opportunities by analyzing statistical trends gathered from trading
activity. This approach is like being a weather forecaster for the stock market, using
past patterns to predict future market behavior.
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At the heart of technical analysis is the belief that historical price movements and
volume data can indicate future price movements. It's based on the idea that the
market moves in patterns and that these patterns tend to repeat over time. This
conceptis akin to observing the recurring patterns in nature, like the change of

seasons or the ebb and flow of tides.
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Technical analysts use a variety of tools and techniques to study market trends. The
most common tool is a chart. Charts visually represent a security's historical price
movements and are the primary means for a technical analyst to convey their
market observations. Think of these charts as the canvas where the story of a stock's
price history is painted.

These charts can be simple line graphs or more complex candlestick charts.
Candlestick charts, for instance, not only show the price movement over time but
also provide information on the trading range within a specific timeframe. They're
like detailed snapshots of market sentiment at any given moment.

Another key component of technical analysis is the use of indicators and oscillators.
These are mathematical calculations based on a security’s price and/or volume,
designed to highlight specific aspects of the market's behavior.

Examples include moving averages, which smooth out price trends over time, and
the Relative Strength Index (RSI), which measures the velocity and magnitude of
directional price movements. Technical analysis also involves identifying patterns on
the charts, such as triangles, head and shoulders, or flags. These patterns are
thought to signal future price movements. It's similar to recognizing patternsin a
puzzle — each piece helps to form a clearer picture of what's likely to happen next.

It's important to note that technical analysis focuses on price movements, largely
ignoring the fundamental aspects of the company or economy. This approach is like
a chef focusing solely on perfecting the technique of cooking, rather than the
ingredients' quality.

While technical analysis can be incredibly useful, it's not foolproof. Critics argue that
because it's based on past data, it may not always predict future movements
accurately, especially in a market driven by new information. It's like trying to drive by
only looking in the rearview mirror — useful for understanding where you've been, but
not always indicative of what's ahead.

In summary, technical analysis is a method used by traders to predict future market
movements based on past market data. It involves studying charts, identifying
patterns, and using various tools and indicators to gauge market sentiment and
trends. While it offers valuable insights, it's important for traders to remember that
it's one of many tools in their arsenal and should be used in conjunction with other
forms of analysis and risk management techniques.
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What is a chart?

Charts in trading are essential tools that visually represent the price movements and
trading activity of various financial instruments over time. Imagine them as the
trading world's maps, providing a graphical journey through the hills and valleys of
market prices.

There are several types of charts used in trading, each offering a unique perspective
on market data:

1. Line Charts: The simplest form, a line chart plots the closing prices of an asset
over a set period. It's like drawing a line that connects various points on a
graph, showing the general direction and trends in the market. This type of
chartis akin to a basic roadmap, giving you a clear, uncluttered view of where
the price has traveled.

2. Bar Charts: These provide more detail than line charts. Each bar represents the
trading range for a given period and shows the opening and closing prices, as
well as the highs and lows. The top of the bar is the highest price paid, and the
bottom is the lowest price. A bar on the left side of a vertical line represents
the opening price, and on the right, the closing price. It's like a more detailed
map, offering not just the route but also the terrain and key landmarks.

3. Candlestick Charts: Rich in information, candlestick charts display the same
data as bar charts but in a more visually engaging way. Each 'candle' shows
the opening, closing, high, and low prices. The body's color indicates whether
the closing price was higher or lower than the opening price. These charts are
like a detailed storybook of the market, offering insights into the emotions and
sentiments driving market movements.

Charts are more than just historical records; they are the foundation of technical
analysis. Traders use them to identify trends, patterns, support and resistance levels,
and potential reversal points in the market. They are like the trader's compass,
guiding decisions on when to enter and exit trades.

Incorporating various time frames, charts can be adapted to any trading style, from
fast-paced day trading to longer-term investment strategies. This flexibility allows
traders to zoom in for a granular view of minute-by-minute price action or zoom out
for a broader, long-term perspective.
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The key to effectively using charts lies in understanding that they represent the
collective actions and psychology of market participants. They are a graphical
representation of fear, greed, optimism, and pessimism in the market. Interpreting
charts is akin to reading the mood of a crowd, allowing traders to make informed
predictions about future movements.
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However, it's crucial to remember that no chart or method guarantees 100% accurate
predictions. Charts provide valuable data and can guide decisions, but they should
be used in conjunction with other tools and with an understanding of the broader
economic and market context.

In summary, charts are indispensable tools in trading, providing a visual
representation of market data that helps traders analyze trends, patterns, and price
movements. Like a navigator's tools, they guide traders through the complex and
often turbulent financial markets, helping inform strategies for trading success.
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Candles

Candles, or more formally candlestick charts, are a type of financial chart used to
represent the price movements of an asset in trading. Think of them as the
storytelling tool of the trading world, visually narrating the ongoing battle between

buyers and sellers in the market.
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Each candlestick on the chart provides information about the opening, closing, high,
and low prices of an asset for a specific period. Imagine a candle with a wick at both
ends; the main body of the candle represents the opening and closing prices, while
the wicks (or shadows) show the high and low prices during that period.

Upper Shadow Upper Shadow
HIGH HIGH
CLOSE OPEN
Real
Body
OPEN CLOSE
Low Low
Lower Shadow Lower Shadow
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The beauty of candlestick charts lies in their ability to display a wealth of information
at a glance. The color of the candle body indicates whether the closing price was
higher or lower than the opening price. A green or white candle typically means the
price closed higher than it opened, signifying buying pressure. On the other hand, a
red or black candle suggests the price closed lower, indicating selling pressure. It's
like reading traffic lights; each color conveys a different message about the flow of
the market.

Candlestick charts originated in Japan over 200 years ago, making them one of the
oldest types of charts used in trading. They were initially developed for tracking the
price of rice but have since become a popular tool among traders across various
financial markets.

One of the key strengths of candlestick charts is their ability to identify market trends
and potential reversals. Patterns formed by the candles can signal bullish or bearish
sentiment. For example, a 'bullish engulfing' pattern, where a larger green candle
follows a smaller red one, may suggest an upcoming upward trend. Conversely, a
'bearish engulfing' pattern could signal a potential downward trend.

These patterns are like the vocabulary of the market's language, allowing traders to
interpret and anticipate future price movements. Just as phrases in a language have
meanings, so do candlestick patterns in the language of trading.

However, while candlestick patterns can provide valuable insights, they are not
infallible. They need to be interpreted within the broader context of the market,
including economic indicators, market trends, and other technical analysis tools.
Relying solely on candlestick patterns would be akin to trying to understand a story
by only reading one page.
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Candlestick charts are also highly versatile. They can be used for any time frame —
from minutes to years — making them suitable for different types of trading, from day
trading to long-term investing. This flexibility is like having a telescope that can zoom
in for a close-up view or out for a broader perspective.

In summary, candles in trading, through the use of candlestick charts, provide a
dynamic and visually intuitive way to track price movements. They are a powerful
tool in a trader's arsenal, offering insights into market sentiment and potential price
movements. However, like all tools in trading, they are most effective when used in
conjunction with a broader analysis strategy, allowing traders to make more
informed decisions.

Time Frames in Trading

In Currency trading, understanding and utilizing time frames effectively is crucial for
informed decision-making. Time frames, which range from minutes to years, provide
varied perspectives on market trends and price actions.
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The types of time frames generally used by traders include:

1. Short-Term Time Frames: Ranging from 1-minute to 15-minute charts, ideal for
day traders seeking quick market movements.

2. Medium-Term Time Frames: Covering 1-hour to 4-hour charts, offering a
balance between detail and speed, suitable for traders who want a middle
ground.

3. Long-Term Time Frames: Encompassing daily to monthly charts, providing a
comprehensive market view, preferred by position traders or investors.

Multiple Time Frame Analysis involves examining a currency pair across these diverse
time frames. This approach enhances the robustness of trading strategies by offering
a broader market understanding, accurate identification of support and resistance
levels, early detection of trend reversals, and improved precision in trade entries and
exits.

Choosing the right time frame should align with a trader's style and personality.
Traders should experiment with various time frames in demo trading environments
to discover what best suits their approach. This adaptability is key to navigating
different market conditions and evolving as a trader.
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TIME FRAME

LONG-TERM

SHORT-TERM
(SWING)

INTRADAY

DESCRIPTION

Long-term traders will
usually refer to daily
and weekly charts.
Trades usually range
from a few weeks to
many months,

sometimes years.

Short-term traders
use hourly time
frames and hold
trades for several

hours to a week.

Intraday traders use
minute charts such as
1-minute or
15-minute. Trades are
held intraday and
exited by market

close.

ADVANTAGES

Don't have to watch the

markets intraday.

Fewer transactions
mean fewer times to pay

the spread.

More time to think

through each trade.

More opportunities for

trades.

Less chance of losing

months

Less reliance on one or
two trades a year to

make money.

Lots of trading

opportunities.

Less chance of losing

months overnight risk.

‘fVITTAVE RSE

DISADVANTAGES

Large swings.

Usually 1 or 2 two goods a year

so PATIENCE is required.

Bigger account needed to ride

longer-term swings.

Frequent losing months.

Transaction costs will be higher

(more spreads to pay).

Overnight risk becomes a factor.

Transaction costs will be much

higher (more spreads to pay)

Mentally more difficult due to the

need to change biases frequently.

Profits are limited by needing to

exit at the end of the day.

For practical application, a trader might analyze a pair like EUR/USD using different
time frames. Starting with a long-term view (like a weekly chart) for the overall trend,
then a medium-term (such as a 4-hour chart) for current market sentiment, and
finally a short-term (like a 15-minute chart) for precise trade execution. This layered
approach allows for a comprehensive analysis, leading to more informed trading

decisions.

In summary, the effective use of time frames is a fundamental aspect of Currency
trading. It involves balancing different time frame analyzes to align with one's trading
style, leading to improved decision-making and potential for successful outcomes.
Understanding and aligning with the market's rhythm and one's personal trading

pace is essential for success in Currency trading.
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The Currency market operates 24 hours a day, butit's not always equally active, and
this variability can significantly impact trading effectiveness. Understanding the best
times to trade is crucial due to the changing nature of market activity throughout

the day.

Currency trading is divided into four main sessions: Sydney, Tokyo, London, and New
York. Despite starting in New Zealand, the first major session is often referred to as
the Sydney session. The market functions continuously throughout the week, with a
slight decrease in activity from about 19:00 to 22:00 GMT and only closes completely
on Christmas and New Year's Day. The major trading centers, including London, New
York, Singapore, and Hong Kong, collectively account for a significant portion of

global FX turnover.

LOCAL TIME

Sydney Open — 7:00 AM
Sydney Close - 4:00 PM

Tokyo Open — 9:00 AM
Tokyo Close ~ 6:00 PM

London Open ~ 8:00 AM
London Close - 5:00 PM

New York Open — 8:00 AM
New York Close - 5:00 PM

| www . vittaverse.com

EST

4:00 PM
1:00 AM

7:00 PM
4:00 AM

2:00 AM
11:00 AM

8:00 AM
5:00 PM

uTc

9:00 PM
6:00 AM

12:00 AM
9:00 AM

7:00 AM
4:00 PM

1:00 PM
10:00 PM




I

rJ
%v“v' VITTAVERSE

Daylight Savings Time adds a layer of complexity to Currency market hours. The
opening and closing times of the market vary during the year as countries like the
United States, United Kingdom, and Australia switch to and from DST. This shift
happens on different days, which can be confusing, especially since not all countries,
such as Japan, observe DST. For instance, the Sydney Open shifts by two hours in the
Eastern Time Zone, affected by the DST changes in both the U.S. and Australia.

Another important aspect to consider is the overlap of trading sessions. These
overlaps are periods when two sessions are open simultaneously, leading to
increased market activity. For example, the Tokyo and London sessions overlap in the
summer between 3:00-4:00 AM ET, and the London and New York sessions overlap
from 8:00 AM-12:00 PM ET. These overlapping periods are typically the busiest and
can offer more significant trading opportunities due to higher market volume.

In summary, the Currency market's 24-hour cycle, influenced by different
international time zones and daylight savings adjustments, presents various levels of
trading activity. Recognizing the peak hours of market operation, especially during
session overlaps, is key for traders aiming to capitalize on the most dynamic periods
of trading. This understanding is essential for strategizing in the Currency market,
where timing can be as crucial as the trading decisions themselves.
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Order Types

In the world of trading, order types are like the different gears of a car, each designed
for a specific situation to help you navigate the market efficiently. Understanding
these order types — Market Orders, Limit Orders, and Stop Entry Orders —is crucial for
traders to execute their strategies effectively.

1. Market Orders: These are the most basic and commonly used order type. A
market order is an instruction to buy or sell a security immediately at the best
available current price. It's akin to going into a store and buying an item at the
listed price. You're prioritizing speed and certainty of execution over price
control. Market orders are used when you want to enter or exit the market
quickly, ensuring that the order is executed but not guaranteeing the price.

¥

- --Here

2. Limit Orders: A limit order is a more precise instruction. It sets a specific price
at which you want to buy or sell a security. It's like setting a budget for a
purchase; you're willing to buy or sell, but only at a certain price or better. For a
buy limit order, the price is set below the current market price, while for a sell
limit order, it's set above. Limit orders give you control over the price at which
your order is executed, but there's no guarantee that the order will be filled, as
the market may never reach your specified price.

J

3. Stop Entry Orders: These are used to buy above the current market price or
sell below it. Think of it as setting a trigger point for entering the market. A
stop entry order becomes active only after a specified price level is reached
(the stop price). For example, if you believe the price of a stock will rise after it
breaks through a resistance level, you could place a stop entry order just above
that level. The order is not activated until the market touches or goes through
that price. It's like setting an alarm to wake you up at a specific time — the
alarm (order) goes off only when that time (price) is reached.
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Each of these order types serves different purposes and comes with its own set of
advantages and risks:

- Market Orders offer speed and execution certainty but can be risky in volatile
markets where prices may change rapidly.

- Limit Orders provide price control and are useful in less urgent situations or
when you want to buy or sell at a price different from the current market price.
However, there's a risk the order might not be executed if the market doesn’t
reach your price.

- Stop Entry Orders are strategic, allowing you to enter the market at a more
favorable future price, but there's the risk of the market rapidly moving past
your stop price, potentially leading to a less favorable entry point.

Buy LIMIT

Order placed below price
and price then goes up

Sell LIMIT

Order placed above price
and price then goes down

In summary, understanding and using different order types is like having a
well-equipped toolkit. Each tool — Market Order, Limit Order, and Stop Entry Order —
has a specific function, suitable for different trading strategies and market
conditions. Knowing how and when to use these tools can significantly enhance a
trader's ability to execute their trading strategies effectively and navigate the
market's ever-changing landscape.
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Stop Loss

A Stop Loss in trading is a critical risk management tool, much like a safety net for a
trapeze artist. It's an order placed with a broker to buy or sell a security when it
reaches a certain price, known as the stop price. The primary purpose of a stop loss is
to limit an investor's loss on a security position. It's a pre-set defense mechanism,
automatically triggering a sell order if the price of your security falls to a level you've
determined as your maximum acceptable loss.

Think of it like setting a boundary in a game — it determines how much risk you're
willing to take before you decide to cut your losses and exit the game. By using a
stop loss, traders can place a cap on their potential losses without having to
constantly monitor their positions. It's akin to an auto-pilot feature; once set, it
operates automatically under specified conditions.

The process of setting a stop loss involves deciding the price at which you are willing
to exit a trade. This price is usually set at a percentage below the price at which the
asset was bought. For instance, if you buy a stock at $100, you might set a stop loss at
$90, which limits your loss to 10%.

Buy
Stop Loss Order

Avoided Loss!
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stop loss

Whoa, a three inside down
formation... Time to sell this
sucker! 14900
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Stop losses can be of two types:

1. Fixed Stop Loss: This involves setting a stop loss at a specific dollar amount or
percentage away from the security's current market price. It doesn’t change
unless manually adjusted.

2. Trailing Stop Loss: Thisis more dynamic. Itis set at a percentage or dollar
amount away from the current market price, but it moves with the price as it
changes. For example, if the stock price rises, the trailing stop moves up with
it, maintaining the set distance. This allows traders to secure profits while
limiting losses.

The use of a stop loss is not without its drawbacks. In a highly volatile market, a stop
loss can be triggered by a short-term fluctuation in the stock's price, potentially
causing an exit from a position prematurely — this is known as 'stop loss hunting'.
Additionally, there’s no guarantee of the execution price, especially in a fast-moving
market where the price may gap below the stop loss level, resulting in a larger loss
than expected.

Despite these limitations, the stop loss remains an essential tool in the trader's
arsenal. It's like having an automatic emergency brake in your car; it might not
preventall accidents, butit significantly reduces the risk of catastrophic losses.

In summary, a stop loss is a fundamental risk management strategy in trading. It
allows traders to control their losses, manage their risk, and protect their capital. Like
a safety harness in risky endeavors, it provides a measure of security, ensuring that
traders don't fall too far when the market takes an unexpected turn.
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Take Profit

Taking profit in trading is the strategic action of selling a security when it reaches a
certain price level, aiming to realize a financial gain. It's like a chef tasting a dish at
just the right moment to ensure it's perfectly cooked. In the volatile world of trading,
where market conditions can change rapidly, setting a take profit order helps lock in
profits at a predetermined level before the market potentially reverses direction.

Imagine planting a garden. You set a goal for when to harvest your crops at their
peak. In trading, the take profit point is your harvest time — when you decide to cash
in on your investment's growth.

The process of taking profit involves:

1. Setting a Target Price: This is the price level at which you decide the potential
gain meets your investment goal. It's based on your analysis of the market and
understanding of the asset's potential. It's akin to setting a destination before
starting a journey.

2. Using Take Profit Orders: A take profit order is a type of limit order that closes
your trade automatically once itreaches a certain level of profit. For example, if
you buy a stock at $50 and set a take profit order at $60, the trade will close
automatically when the stock price hits $60, securing your profits.

The benefits of taking profit include:

- Risk Management: It helps in protecting gains in volatile markets. Like an
umbrella in a sudden downpour, it shelters your profits from unexpected
market turns.

- Emotional Discipline: It removes the emotional decision-making that often
accompanies trading. Setting a take profit order is a decision made with a

clear mind, not in the heat of the moment.

- Strategy Implementation: It ensures that you stick to your trading strategy and
goals, rather than getting swayed by market euphoria or panic.
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However, there are considerations to bear in mind:

- Missed Potential Gains: If a stock continues to rise well past your take profit
level, you could miss out on additional gains. It's like leaving a party early and

missing the best part.

- Market Fluctuations: In a highly volatile market, a take profit order may be
executed at a lower price than intended due to rapid price movements.

In summary, taking profit is a crucial aspect of trading, providing a method to secure
gains and manage risks. It's a disciplined approach to ensure that you reap the
rewards of your investment at the right time, aligning with your overall trading
strategy. Just as a seasoned captain knows when to dock the ship safely, a skilled
trader understands the importance of taking profit at the optimum moment.

Symbol: | XAUUSD, Spot Gold vs US Dollar

Type:  Moddfy Position

Time Type Volume S/t

2,02 08:30:51 buy 0.01 1808.99

argin: 137.31 Margin Level: 3 882.64 %
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What is pip?

A pip, in the world of Currency trading, is a very small measure of the change in value
between two currencies. The term "pip" stands for "percentage in point" or "price
interest point,” and it is fundamentally the smallest increment by which a currency
pair's price can change. Think of it as the smallest building block of a currency's price,
much like a single brick in a large building.

EUR/USD = 1.1051

pip

In most currency pairs, a pip is typically the fourth decimal place of an exchange rate.
For example, if the EUR/USD pair moves from 1.1050 to 1.1051, that 0.0001 USD rise in
value is one pip. This standard size helps traders and investors to communicate
about price changes in universal terms, ensuring everyone speaks the same financial
language.

However, there is an exception for currency pairs involving the Japanese Yen. For
these pairs, a pip is located at the second decimal place. So, if the USD/JPY pair
moves from 110.50 to 110.51, that change is one pip.

Understanding pips is crucial in Currency trading because they help traders quantify
their gains or losses. Since currency movements can be quite small, pips allow
traders to discuss changes in exchange rates in easily understandable terms. It's
similar to measuring temperature changes - while a one-degree change might seem
small, it can significantly affect the environment.
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The value of a pip can vary depending on the size of your trade and the currency pair
you are trading. In trading, we talk about lots, which are batches of currency used to
standardize Currency trades. A standard lotis 100,000 units of currency, a mini lotis
10,000 units, and a micro lotis 1,000 units. The larger the lot size, the more a pip's
value will be.

For instance, in a standard lot of 100,000 units, a one-pip movement can equate to a
$10 change. In a minilot, it would be $1, and in a micro lot, just $0.10. This allows
traders of all sizes and budgets to participate in the Currency market, offering
flexibility and scalability.

10,000 2,000 400 50 2 0.5
PIPS PIPS PIPS PIPS PIPS PIPS

Pips also play a key role in the management of risk. Currency traders use pips to
calculate the spread (the difference between the buying and selling price), which is a
key cost of trading. They also use pips to set stop-loss and take-profit orders, which
help manage the risk and potential rewards of trades. It's a bit like setting boundaries
in a game - they define how much you are willing to lose or gain on a trade.

In summary, pips are a foundational concept in Currency trading, representing the

smallest movement in currency pair prices. They standardize the discussion of price
movements, help calculate profits and losses, and are integral to risk management
strategies. For anyone venturing into the world of Currency trading, understanding

and effectively using pips is a vital skill, akin to a chef mastering the art of measuring
ingredients precisely for a perfect dish.
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What is a Pipette?

Some Currency brokers quote currency pairs beyond the usual "4 and 2" decimal
places, going to "5 and 3" decimal places. This introduces the concept of fractional
pips, also known as "points" or "pipettes."”

A "pipette" or "FRACTIONAL PIP" is one-tenth of a pip.

For example, if the GBP/USD pair moves from 1.30542 to 1.30543, the increase of
.00001 USD is ONE PIPETTE.

GBP/USD = 1.30543
T

On trading platforms, the smallest digit representing a tenth of a pip is shown to the
right of the two bigger digits.
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Here is a "pip map" to help you learn how to read pips:

1.245

10,000 2,000 400 50 2 0.5
PIPS PIPS PIPS  PIPS PIPS PIPS

How to Calculate the Value of a Pip

Each currency pair has its own pip value that must be calculated.

Let's look at an example with 4 decimal places like EUR/USD at 1.2500.

To find the pip value in the base currency:

Take the smallest counter currency movement (.0001 for most pairs, .01 for pairs with

JPY).
Multiply it by the exchange rate ratio.

For USD/CAD at 1.0200:

[.0001 CAD] x [1 USD / 1.0200 CAD] = 0.00009804 USD per pip
So for a 10,000 unit trade, each .0001 CAD pip move is worth 0.98 USD.
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Now let's look at GBP/JPY at 123.00:

[[01 JPY] x[1 GBP/123.00 JPY] =0.0000813 GBP per pip
For a 10,000 unit trade, each .01 JPY pip is worth 0.813 GBP.

To find the pip value in your account currency:

Multiply or divide the "found pip value" by the exchange rate between your account
currency and the pip currency.

So the 0.813 GBP pip value =1.2674 USD if your accountisin USD, using GBP/USD at
1.5590.

The broker will calculate pip values for you. But it's good to understand the math
behind it.

Understanding Lot Sizes in Various Financial
Markets

Understanding lot sizes in trading, whether in currency markets or other financial
assets, is fundamental for managing risk and tailoring trading strategies to individual
goals and risk tolerance.

In currency trading, a lot is a standard unit of measurement representing a fixed
amount of currency. The types of lots are:

e Standard Lot: This is the most commonly used size, equivalent to 100,000
units of currency. For instance, a standard lot in EUR/USD trading involves
100,000 euros.

e Mini Lot: A minilotis one-tenth of a standard lot, equating to 10,000 units of
currency. It's popular among individual retail traders due to its lower capital
requirement.

e Micro Lot: Thisis one-tenth the size of a mini lot, representing 1,000 units of
currency, offering an even more accessible entry point for small-scale traders
or those adopting conservative risk management.
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e Nano Lot: The smallest standardized lot, comprising 100 units of currency,
allows for ultra-small positions or precise risk management.

Understanding these lot sizes is crucial as it affects the impact of market movements
on profit or loss. The leverage options and lot sizes offered by brokers can amplify
potential profits or losses, making it vital for traders to understand these concepts.

Beyond currency trading, the concept of lots extends to other financial markets:

e Commodities: Lot sizes in commodities vary depending on the specific
commodity. For example, futures contracts for agricultural commodities
might be measured in bushels, while for oil, it's typically in barrels.

e Stock Indices: In stock indices trading, lot size often corresponds to a fixed
number of contracts of the underlying index, varying by index and trading
platform.

e Other Assets: For assets like individual stocks or bonds, a lot usually
represents a standard number of shares or a fixed face value amount for
bonds.

The choice of lot size is directly linked to risk management. Smaller lot sizes like mini
or micro lots suit retail traders with smaller capital, while larger lots are typically used
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by institutional traders. This flexibility allows traders across different markets to
manage their exposure according to their risk appetite and strategy.

In summary, understanding lot sizes in various asset classes, from currency to
commodities and stock indices, is a key aspect of trading. It influences risk
management, trading decisions, and overall strategic planning, making it essential
for traders to familiarize themselves with the lot sizes in their chosen markets.

What is Leverage in Currency trading?

In currency trading, leverage is a vital concept that allows traders to control
substantial positions using a relatively small amount of capital. It is typically
presented as a ratio, such as 50:1, which indicates the relationship between

the trader's own funds and the size of the position they can control. Leverage
ratios can vary significantly among brokers, ranging from lower levels like 2:1
to much higher levels, sometimes as high as 500:1.

The concept of leverage is closely linked to margin in currency trading. Margin
is essentially the security deposit required to open and maintain a position.
Leverage, on the other hand, refers to the ability to control a large trade size
with a relatively small amount of capital, using the margin as a base. The
relationship between margin and leverage is inverse: a low margin
requirement corresponds to high leverage, and vice versa. For instance, if the
margin requirement is set at 2%, the leverage would effectively be 50:1.

Real leverage, which is distinct from margin-based leverage, is a more critical
indicator of potential profit and loss in currency trading. This real leverage is
calculated by dividing the total face value of open positions by the trader's
total trading capital.
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Leverage is common in the currency market, often reaching up to 100:1. This
means that with just $1,000 in an account, traders can control up to $100,000
in currency value. While leverage allows traders to capitalize on small price
movements in currency pairs, it also significantly increases the risk of
amplified losses. Therefore, prudent management of leverage and effective
risk management strategies are imperative for traders to safeguard against
potential substantial losses.

Leverage in currency trading is a double-edged sword. It greatly increases the
potential for profit but also the risk of loss. Overleveraging can quickly erode a
trader’'s margin, leading to margin calls or stop-outs, which may result in the
automatic closure of trades to prevent further losses and protect the account
balance.

In conclusion, leverage in currency trading is a critical tool that amplifies both
potential gains and losses. Traders must have a clear understanding of
leverage, including its risks and how to manage it effectively for sound risk

management and optimal capital utilization in the volatile world of currency
trading.
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What is Margin in Currency Trading?

Margin trading in currency trading is a technique that enables traders to
enter positions that are larger than their actual account balance. This method
works by borrowing funds, thus allowing traders to amplify their trading
position size. Itis a key aspect of currency trading, enhancing the potential for
higher returns but also increasing the risk involved.

Margin itself is the necessary capital a trader must have to open and maintain
a position. It functions like a security deposit, ensuring that the trader can
cover potential losses on their trades. The margin is not an additional fee or
transaction cost, but rather a part of the trader's funds that is set aside for the
duration of the trade. This requirement allows traders to handle significantly
larger positions than their actual capital would normally permit.

One of the critical aspects of margin trading is understanding the balance
between potential gains and losses. As margin allows for control over larger
positions than the trader's actual capital, both profits and losses can be
amplified. This amplification makes it essential for traders to be well-versed in
the various metrics associated with a margin account. These metrics include
the account balance, used margin (the amount currently used for open
positions), free margin (funds available to open new positions), unrealized
profit or loss, equity, and margin level. A thorough understanding of these
metrics is vital for maintaining the health of the trading account.

In the realm of margin trading, several specific terms and metrics are crucial.
These include the used margin, free margin, margin level, margin call, and
stop-out level. Each of these plays a unique role in margin management. For
example, the margin call acts as a warning signal, indicating that the account
is close to falling below the required margin level, while the stop-out level is
where open positions might start to be closed automatically to prevent the
account from going into a negative balance.

The margin requirement, typically expressed as a percentage, is the amount
needed to open a position. It varies depending on the currency pair and the
policies of the Currency broker. This requirement is directly related to
leverage, which is the use of borrowed capital (like margin) to increase the
potential return of an investment. While leverage can amplify profits, it also
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increases the potential for significant losses, making it essential for traders to
carefully manage their use of leverage.

Different trading platforms might use slightly different terminologies for
margin-related metrics, but the underlying principles remain the same.
Platforms like MetaTrader 5, for instance, display critical metrics for margin
management, such as account balance, used margin, and free margin.

In conclusion, margin trading allows currency traders to amplify their trade
size beyond their actual account balance, offering the potential for higher
returns. However, this also comes with increased risk, making it crucial for
traders to understand margin mechanics, the implications of various
margin-related metrics, and effective risk management strategies. The ability
to manage these aspects effectively is essential for optimizing capital
utilization and navigating the risks of margin trading in the dynamic currency
market.
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What is Equity in Currency Trading?

Equity in Currency trading is a fundamental concept that reflects the current
value of a trader's account, taking into account the floating profits or losses
from all open positions. It is a dynamic metric, constantly changing with
market fluctuations and trading actions, and is critical for effective risk
management and evaluating the profitability of trades.

In calculating equity, both the account balance and the floating profit or loss
from open positions are considered. This gives traders a comprehensive
picture of their financial standing at any given moment. The fluctuating
nature of equity, influenced by market price movements and trading
activities, provides insights that can help traders adjust and improve their
strategies.

The interplay between equity, margin, and leverage is vital in Currency
trading. Equity influences the level of leverage a trader can employ and
significantly impacts the profits or losses incurred. Traders need to maintain
sufficient equity to absorb potential losses, making the management of
leverage and margin relative to account size critical for sustaining adequate
equity levels and avoiding substantial losses.

Equity is also closely linked to the margin level, a percentage indicating the
health of the trading account. This margin level, calculated as equity divided
by used margin multiplied by 100%, helps traders gauge how close they are to
receiving a margin call—a warning that positions may be closed if the
account equity falls too low. Hence, continuously monitoring equity is
essential for managing margin requirements effectively and responding
appropriately to market changes.

Overall, understanding equity in Currency trading, along with its relationship

to margin, leverage, and account balance, is key to managing risks and
maximizing profitability in the dynamic environment of the Currency market.
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Long & Short

In trading, going "long" and going "short" are terms that describe the fundamental
approaches traders take to profit from market movements. These strategies are akin
to two different game plans in sports, each with its own method for achieving victory.

1. Going Long: When a trader goes long, they are buying a security with the
expectation that its price will rise. It's like planting a seed in a garden,
anticipating that over time, it will grow and bear fruit. In this scenario, the
trader's profit potential is generally unlimited, as the price of the security can
theoretically rise indefinitely. The strategy is grounded in optimism about the
future performance of the asset. It reflects a belief in the asset's underlying
value and the expectation that the market will recognize and reflect this value
over time. The longer the price rises above the purchase price, the greater the
profit.

2. Going Short: Short selling, or going short, is the opposite. It involves selling a
security that the trader does not own, with the intention of buying it back later
at a lower price. Think of it as borrowing a book to sell, hoping to buy it back
later at a lower price before returning it. The trader profits if the price of the
security falls, as they can buy it back at a cheaper rate than they sold it. Short
selling is essentially a bet on the decline of a security's price. This strategy is
more complex and carries more risk, as the potential loss is theoretically
unlimited. If the price of the security rises, the short seller must buy it back ata
higher price, leading to a loss.

Both long and short positions come with their own risks and rewards:

- Long Positions: The risk is relatively straightforward — if the price of the security
falls, the trader faces potential losses. However, these losses are limited to the
amount invested. The upside, on the other hand, can be significant if the
asset's price increases.

- Short Positions: The risks are more complex. Since the price of a security can
rise indefinitely, the potential losses on a short position can exceed the initial
investment. However, if the trader's prediction is correct and the price falls, the
gains can be substantial.
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Going Long Going Short

Loss
Profit

In the financial markets, both long and short strategies are essential, as they provide
liquidity and can help correct overvalued or undervalued securities. Traders choose
their approach based on their market analysis, risk tolerance, and investment
strategy.

In summary, going long and going short are two fundamental strategies in trading,
representing bullish and bearish outlooks, respectively. While going long is a bet on
an asset's price increase, going short is a wager on its decline. Both require careful
analysis and risk management, and they play crucial roles in the dynamics of
financial markets. Like navigating a ship through changing seas, traders use these
strategies to steer through the markets, seeking profit in both rising and falling
conditions.
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Trendline

A trendline in trading is a simple but powerful tool used to visually represent the
direction of a market trend. It's like drawing a straight line on a hiking trail to indicate
the general path through the terrain. By connecting key points such as highs or lows
on a price chart, a trendline helps traders identify the overall direction of the market
movement — whether it's going up, down, or sideways.

In essence, a trendline is a form of technical analysis, a way of reading the market's
language through its price movements. When you draw a trendline, you're effectively
laying a ruler across the peaks and valleys of market prices, trying to find a consistent
slope that represents the market's trajectory.
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There are two main types of trendlines:

1. Uptrend Lines: These are drawn along the rising valleys (or lows) of price
movements. An uptrend line suggests that the market is generally moving
upwards. It's akin to ascending a hill; as long as you're going up, the upward
trend is intact.

2. Downtrend Lines: Conversely, these are drawn along the falling peaks (or
highs) of price movements. A downtrend line indicates that the marketis on a
downward trajectory, much like walking down a hill.

Drawing a trendline is more art than science. It requires identifying significant points
where the price has reversed or paused, and connecting these points in a way that
makes sense. The more points a trendline touches, the stronger and more significant
it is considered. It's like connecting the dots in a puzzle; the more dots connected,
the clearer the picture.
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Trendlines can be used for various purposes:

- Identifying Trends: The most basic use of a trendline is to identify the general
direction of the market. It's a visual guide to where things are heading, like a
compass pointing north.

- Signaling Reversals: When a price breaks through a trendline, it could indicate
a potential reversal in the market trend. It's like a trail suddenly changing
direction — a signal that the landscape is shifting.

- Making Trading Decisions: Traders often use trendlines to make decisions
about entering or exiting trades. For instance, a trader might buy a security
when its price bounces off an uptrend line or sell when it falls through a
downtrend line.

However, it's important to remember that trendlines are not infallible. They are a tool
based on subjective choices made by the trader in drawing them. Market conditions
can change, and trendlines might need to be adjusted. Using trendlines effectively
requires practice, a good understanding of market dynamics, and often, a
combination with other technical analysis tools.
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In summary, trendlines are a fundamental tool in the trader's toolkit, offering a
simple yet effective way to visualize and analyze market trends. They help in
understanding the market's direction, signaling potential changes, and aiding in
strategic trading decisions. Like a guide in the wilderness, trendlines don't dictate
the path but help navigate through the complex terrain of market movements.

Support & Resistance

Support and resistance are fundamental concepts in technical analysis, acting as the
cornerstones of market psychology and price movements in trading. They are akin to
the floors and ceilings in a building, representing levels where the price of an asset
often pauses and potentially reverses direction.

1. Support: This is the price level at which demand is thought to be strong
enough to prevent the price from declining further. Imagine support as a
safety net or a floor beneath the market price. When prices reach this level,
buyers enter the market in large enough numbers to prevent further price
falls, often leading to a bounce upward. It's like a trampoline; when the price
falls onto it, there's a tendency to bounce back up.

2. Resistance: Conversely, resistance is the price level at which selling is thought
to be strong enough to prevent the price from rising further. Think of
resistance as a ceiling above the market price. When prices rise to this level,
sellers enter the market in force, preventing further price increases and
potentially pushing prices downward. It's similar to hitting one’s head on the
ceiling; the upward movement is halted.

Resistance

Resistance

Resistance
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These levels are not just arbitrary lines on a chart; they represent significant
psychological price points for traders and investors. Support and resistance levels are
often established by past price movements. For example, if a stock has struggled to
move above $50 several times, this price may become a resistance level, with traders
viewing it as a tough barrier to breach.

The strength of support and resistance levels can often be determined by:

- Frequency of Touches: The more frequently the price touches a support or
resistance level without breaking it, the stronger that level is considered.

- Volume of Trading: High trading volumes at a particular level can strengthen
the validity of support or resistance there.

- Time: The longer a support or resistance level holds, the more significant it
becomes.

In practice, traders use these levels to make predictions about future price
movements. A break through a resistance level may indicate a new upward trend,
while a drop through a support level could signal a downward trend. This is similar to
breaking through a barrier, signaling a change in the environment or circumstances.

However, it's important to note that these levels are not absolute. A supportlevel can
be broken and become a new resistance level if the price falls below it and then rises
back up to it. Similarly, a resistance level can turn into a support level if the price
breaks above it and then falls back.
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Support and resistance levels are dynamic and can change over time as market
conditions evolve. They are best used in conjunction with other technical analysis
tools and indicators to make more informed trading decisions.

In summary, support and resistance are like the psychological barriers of the trading
world, indicating where prices may halt and possibly change direction.
Understanding and identifying these levels can be a powerful tool in a trader's
arsenal, aiding in the assessment of market trends, entry and exit points, and risk
management strategies.

Moving Average

A Moving Average (MA) in trading is like a smoothing brush for the often erratic and
noisy market price data. It creates a constantly updated average price over a specific
period, helping traders to see the bigger picture by filtering out the 'noise' of
short-term price fluctuations. When traders talk about a Moving Average Cross, they
refer to a situation where two moving averages of different lengths cross over each
other, which is often interpreted as a potential trading signal.

moving average of closing
prices of the last 10 periods.
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There are several types of moving averages, but the two most common are:

1. Simple Moving Average (SMA): This is calculated by adding up the closing
prices of an asset over a set number of time periods and then dividing this
total by the number of time periods. It's like calculating the average grade in a
class — simple and straightforward.

%CN‘, 60 min - US Dollar vs Swiss Frank

2. Exponential Moving Average (EMA): This gives more weight to recent prices,
making it more responsive to new information. Think of it as a weighted

average in school, where recent exams count more towards your final grade
than earlier ones.
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A Moving Average Cross occurs when two MAs of different lengths intersect on a
chart. There are two main types of crosses:

1. Golden Cross: This is a bullish signal that occurs when a shorter-term MA
crosses above a longer-term MA. Imagine a sprinter overtaking a marathon
runner — it suggests a change in pace, in this case, an upward momentum in
price.

2. Death Cross: This is the opposite, a bearish signal where a shorter-term MA
crosses below a longer-term MA. It’s like a sprinter falling behind a marathon
runner, indicating slowing momentum and a potential downward trend in
price.

Traders use these crosses as indicators to enter or exit trades. A Golden Cross might
prompt a trader to consider buying, anticipating an upcoming upward trend.
Conversely, a Death Cross might signal a good time to sell or short a position,
expecting a price decline.

However, it's crucial to approach MA crosses with caution. They are lagging
indicators, meaning they are based on past prices and might not always predict
future movements accurately. Like looking in a rearview mirror while driving, they tell
you what has already happened, not what will happen.

Moreover, MAs and their crosses can be prone to false signals, particularly in a
sideways or ranging market where price movements are minimal. It’s similar to a
false alarm — the signal might suggest a trend change, but the actual market
conditions don’t support it.

In summary, Moving Averages and Moving Average Crosses are valuable tools in a
trader's toolkit. They help smooth out price data to identify trends and potential
points of market reversal. Like navigational aids in a vast ocean, they provide
direction and insight, but must be used wisely and in conjunction with other
indicators for the best navigational results.
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Fibonacci (Retracement & Expansion)

Fibonacci retracement and expansion are tools derived from a string of numbers
identified by Leonardo Fibonacci, an Italian mathematician. These numbers form a
sequence where each number is the sum of the two preceding ones (1, 1, 2, 3, 5, 8, 13,
...). In trading, Fibonacci retracement and expansion are used to identify potential
levels of support, resistance, and price targets, based on the idea that markets move
in predictable patterns. It's akin to using a mathematical compass to navigate the
seas of market fluctuations.
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Fibonacci Retracement: This tool is used to identify possible levels of support and
resistance in a trending market. It's like drawing invisible lines across a mountain
slope, indicating where hikers (traders) might rest (buy or sell) before continuing
their journey (the trend). When a market has made a significant movement upwards
or downwards, traders draw horizontal lines at the key Fibonacci ratios of 23.6%,
38.2%, 50%, 61.8%, and sometimes 78.6% of that price movement. The theory is that
after a significant price movement, the market will often retrace or reverse a part of
that movement before continuing the trend. These retracement levels are seen as
potential areas where the price might pause or reverse.

Fibonacci Expansion: This tool is used to identify potential end points or targets of a
price movement, especially after a retracement has occurred. In this case, the
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Fibonacci sequence is used to project how far the trend might continue after it
resumes. It's like predicting how much further a sprinter will run after taking a brief
pause. The common Fibonacci expansion levels are 61.8%, 100%, and 161.8%.

These Fibonacci tools are rooted in the idea that market movements often follow
natural patterns and ratios, which can be observed in the Fibonacci sequence. They
provide a way of anticipating potential turning points in the market, offering traders
a guide for setting entry and exit points.

However, like all technical analysis tools, Fibonacci retracement and expansion are
not foolproof. They are best used in combination with other indicators and methods.
Depending on them exclusively is akin to navigating by the stars alone without
considering the weather conditions.

Traders often look for confirmation from other indicators or chart patterns before
acting on a Fibonacci level. It's important to remember that these levels are not
magic numbers but tools that work due to the collective psychology of market
participants respecting these levels.
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In summary, Fibonacci retracement and expansion are like the navigational aids of
trading, helping traders chart potential paths through the markets. They offer a
blend of mathematical elegance and practical utility, providing a structured
approach to analyzing market movements. However, they require careful application
and are most effective when used in conjunction with a broader trading strategy.
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Breakout

A breakout in trading refers to a scenario where the price of a security moves outside
a defined support or resistance level with increased volume. Picture a runner
breaking through a ribbon at the finish line; a breakout in the market signifies a
potential sharp move in the price of an asset, either upwards or downwards, after a
period of consolidation or range-bound movement.

Imagine the market like a coiled spring, held tight within a range by support and
resistance levels. A breakout occurs when the market energy releases, propelling the
price either above resistance (an upward breakout) or below support (a downward
breakout). This movement can be triggered by various factors, including economic
events, company news, or shifts in market sentiment.
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Here’s how a breakout is typically characterized:

1. Pre-Breakout Period: This is a phase where the price moves within a tight
range, bounded by clear support and resistance levels. It's akin to water
gathering pressure behind a dam.

2. Breakout Point: This is the moment when the price decisively closes above or
below a key support or resistance level. The validity of a breakout is often
confirmed by an increase in trading volume — the more significant the volume,
the more reliable the breakout. It's like the dam finally bursting under the
pressure.

3. Post-Breakout Reaction: After a breakout, the price tends to move sharply in
the breakout direction. This move can be swift and significant, much like a
sprinter dashing forward after breaking through the start line tape.

Breakouts are important for traders because they can signal the start of a new trend
or the continuation of an existing one. Traders often use breakouts as entry points,
hoping to capitalize on the momentum that follows. For example, buying after an
upward breakout or selling short after a downward breakout.

However, not all breakouts lead to new trends. Sometimes, the market experiences a
‘false breakout,' where the price moves beyond a support or resistance level but then
falls back within the previous range. It's like a false alarm — the initial excitement
quickly fades away.

Successful trading of breakouts requires:

- Confirmation: Look for high trading volume or additional indicators to confirm
the breakout's validity.

- Risk Management: Set stop-loss orders to protect against the possibility of a
false breakout.

- Patience: Wait for the breakout to fully establish before entering a trade.
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In summary, a breakout in trading is a key moment that indicates a potential
significant move in the price of an asset. It’s a critical event, much like a gate opening
to a new path, offering traders opportunities for substantial gains if navigated
correctly. However, like any trading strategy, it requires careful analysis, confirmation,
and risk management to capitalize on its potential effectively.

Pullback

A pullback in trading is a concept that describes a temporary reversal in the price
movement of a stock, commodity, or currency pair, usually occurring after a
significant price increase. This phenomenon occurs within the context of an ongoing
trend and is seen as a short-term move in the opposite direction. Pullbacks are
particularly relevant in situations where the overall trend is upward, providing traders
with an opportunity to enter the market or add to their existing positions at a more
favorable price.

Key characteristics of pullbacks include:

e Temporary Reversal: A pullback is essentially a brief decline or dip in the price
of an asset, occurring within the framework of an existing uptrend.

e Duration: Typically, pullbacks are short-term, lasting only a few trading
sessions. This provides a quick window for traders to take action.

e Technical Support Levels: During a pullback, the price often falls to a
technical support level—such as moving averages, pivot points, or Fibonacci
retracement levels—before resuming its upward trend.

e Differentiation from Reversals: It's crucial to distinguish between pullbacks
and reversals. While pullbacks are temporary and part of a continuing trend,
reversals indicate a more significant and lasting change in the trend's
direction.
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In terms of trading opportunities and limitations:

e Buying Opportunities: Pullbacks are often viewed as chances to buy into an
uptrend at a more attractive price, especially after a security has experienced a
significant upward movement.

e Limitations: The primary challenge in trading pullbacks is the risk of
mistaking them for true reversals. It's important for traders to assess whether
the trendline for their timeframe is broken, as this might suggest a reversal
rather than a mere pullback.

To differentiate pullbacks from reversals:

e Fundamental Analysis: Traders should consider the underlying fundamental
story of the uptrend to understand whether a pullback is just a market dip or
part of a larger correction.

e Technical Indicators: Utilizing indicators like the Relative Strength Index (RSI)
or Moving Average Convergence Divergence (MACD) can help in
distinguishing between temporary pullbacks and true trend reversals.

In forex trading, a pullback refers to a temporary reversal in the price of a currency
pair within an ongoing uptrend. This scenario presents an opportunity for traders to
either enter new positions or add to existing ones at a more advantageous price
point. Understanding the nature of pullbacks and how to effectively respond to them
is essential for traders looking to capitalize on short-term market movements.
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What are indicators?

Indicators in trading are like the instruments on a pilot's dashboard, providing vital
information about market conditions and potential future movements. These
mathematical calculations are based on the price, volume, or interest of a security or
market, and they help traders make informed decisions. There are numerous types of

indicators, each offering a different perspective on the market. They can broadly be
categorized into three main types:

1. Trend Indicators: These indicators, also known as lagging indicators, help
identify the direction and strength of a trend. They're like a compass, showing
you which way the market is moving.

- Moving Averages (MA): These show the average price over a specific period,
smoothing out price fluctuations.

W 20¢

W 50 day SMA
B 200 day SMA

- Moving Average Convergence Divergence (MACD): This tool compares two
moving averages to indicate momentum and potential trend reversals.
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MACD Indicator

- Bollinger Bands: Created using a moving average and standard deviation
lines, they help identify volatility and overbought or oversold conditions.

Middle Band (SMA 20)

2. Momentum Indicators: Often referred to as leading indicators, these tools
signal the strength or weakness of a trend, and can sometimes precede a
change in trend. They're like the speedometer of the market, showing how
fast the prices are moving.

- Relative Strength Index (RSI): Measures the speed and change of price
movements to identify overbought or oversold conditions.
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RSI ACTION

- Stochastic Oscillator: Compares the closing price to a range of prices over a
period to gauge momentum and overbought/oversold conditions.

Market Prices Decline
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- Commodity Channel Index (CCI): Identifies new trends or cyclical conditions by
measuring the variation of a security’s price from its statistical mean.
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3. Volatility Indicators: These tools measure the rate of price movements,
regardless of direction. They're akin to a weather vane, showing not the
direction of the wind (price) but how strong the wind is blowing (volatility).

- Average True Range (ATR): Measures market volatility by decomposing the
entire range of an asset price for that period.

- Keltner Channels: Similar to Bollinger Bands, these are volatility-based
envelopes set above and below an exponential moving average.

- Donchian Channels: Define the high and low prices over a set number of past
periods to visualize volatility.

Donchian Channels
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Each type of indicator serves a specific purpose, and traders often use a combination
of these tools to get a comprehensive view of the market. It's like a doctor using
various tests and instruments to diagnose a patient's condition; no single tool gives
all the answers, but together, they provide a clearer picture.

However, it's crucial to remember that no indicator is infallible. They are tools to aid
decision-making, not guarantees of future market movements. Successful trading
involves understanding the strengths and limitations of each indicator and
integrating them into a well-rounded trading strategy. Just like in navigation, a wise
sailor uses a combination of tools and knowledge of the seas to safely navigate their
course.
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What is Currency?

It's the worldwide financial market where you can exchange different currencies. If

you predict that one currency will increase in value compared to another, and you're
right, you can earn profit from it. Before the global pandemic, people used to be able
to travel internationally by airplane. When you travel to a different country, you often
need to go to a currency exchange booth at the airport to swap the money in your

wallet for the currency of the country you're visiting.

You approach the counter and see a screen showing various exchange rates for
different currencies. An exchange rate is the comparative value of two different
countries' currencies. You see "Japanese yen" and think, "Wow! My one dollar is worth
100 yen?! And I've got ten dollars! That's a lot of yen!" By exchanging currencies like
this, you've actually taken part in the Currency market. You've swapped one type of
currency for another. In terms of Currency trading, if you're an American visiting
Japan, this means you've sold dollars and bought yen. Before returning home, you
visit the currency exchange booth to swap any remaining yen (since Tokyo can be
costly!), and you notice that the exchange rates are different now. It's these
fluctuations in exchange rates that give you the opportunity to earn money in the
foreign exchange market.

The foreign exchange market, commonly called "Currency” or "FX," is the biggest
financial market globally. It's a worldwide, decentralized market where currencies
from around the world are traded. Exchange rates vary every second, so the market is
always changing.

Just a small portion of currency transactions are related to the "real economy," which
includes international trade and tourism, like the airport example. However, the
mayjority of currency transactions in the global foreign exchange market are for
speculative purposes, where currencies are bought and sold to make a profit.

Currency traders, also known as currency speculators, purchase currencies with the
hope of selling them at a higher price later on. In comparison to the New York Stock
Exchange (NYSE), which has a daily trading volume of around $200 billion, the

foreign exchange market is enormous, handling about $6.6 trillion in trades each day.
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And yes, that's trillion with a "t."
Let's use a monster analogy to get a better understanding of this.

If we imagine the New York Stock Exchange (NYSE), the world's largest stock market
trading about $200 billion each day, as a monster, it might look something like this...

This monster would appear formidable, as if it's strong and exercises regularly. Some
might even find it quite attractive. The NYSE is frequently mentioned in daily news,
on channels like CNBC, Bloomberg, BBC, and you might even hear about it at your

local gym. When there's talk about "the market," it usually refers to the stock market.
So, the NYSE seems big and important; it's prominent and often makes a lot of noise.

But when you compare the NYSE to the Currency market, the picture changes quite
a bit...
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Oh, next to the Currency market, the NYSE looks quite small and almost insignificant!
It's no match for the size of the Currency market! It makes you think whether the "S"

in NYSE stands for "Stock” or maybe it should be for "Scrawny"!

The cryptocurrency marketis even smaller in comparison. It's much less significant
in size than both the Currency and the NYSE markets.

If you look at a graph showing the average daily trading volume of the Currency
market, New York Stock Exchange, Tokyo Stock Exchange, and London Stock
Exchange, you'll see a clear comparison of their sizes and trading activities. The graph
would visually illustrate how much larger the Currency market is in comparison to
these major stock exchanges.

Average Daily Trading Volume of Different Markets
6600.0

10°

10°

22.4 18.9

10! 72

Average Daily Trading Volume (in Billions, Log Scale)

Market

The currency marketis more than 200 times larger than these stock exchanges. It's
incredibly huge!

But wait, there's a catch to this!

That massive $6.6 trillion figure represents the total global foreign exchange market.
However, the "spot" market, the part most relevant to Currency traders, is
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smaller, with about $2 trillion traded per day.

And if you only consider the daily trading volume from retail traders (like individual
investors), it's even smaller than that.

Determining the exact size of the retail segment in the FX market is challenging, but
it's estimated to be about 3-5% of the total daily FX trading volumes. This amounts to
roughly $200-300 billion, possibly even less.

So, while the Currency market is indeed vast, it's not quite as enormous as some
might suggest, especially when considering the portion involving individual retail
traders.

It's important to be cautious about the claim that "Currency is a $6.6 trillion market."
While this number is technically true, it can be somewhat misleading. This figure
includes all aspects of the Currency market, not just the segments most relevant to
individual or retail traders. So, while it's a vast market, it's not necessarily that large
for the average trader. We aim to provide realistic and accurate information, without
exaggeration.

oYk, <

|
|
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Apart from being huge, the Currency market is also known for its nearly non-stop
operation. It's open 24 hours a day, 5 days a week, and only takes a break during the
weekend. Quite the contrast to the typical 9-to-5 schedule!

Unlike the stock or bond markets, which close at the end of each business day, the

Currency market does not. It remains open around the clock during the weekdays,
allowing continuous trading.

Instead of closing, trading in the Currency market simply shifts to different financial
centers across the globe as the day progresses.

Trading in the Currency market begins with traders waking up in
Auckland/Wellington, then moves to Sydney, followed by Singapore, Hong Kong,
Tokyo, Frankfurt, London, and finally, New York. After New York, the cycle starts again
in New Zealand. This continuous movement around the world keeps the market
active 24/5.

In the next section, we'll explore exactly WHAT is traded in the Currency market.

| www . vittaverse.com




i

"VITTAVE RSE

What Is Traded In Currency?

The straightforward answer is MONEY, or more precisely, different currencies.
Currency trading can be puzzling because you're not purchasing a physical item.
Let's use a simple analogy to clarify it, even though it's not perfect.

Imagine buying a currency is like buying a share in a particular country, similar to
buying shares in a company.

The value of the currency generally reflects the market's view on the current and
future health of that country's economy.

So, in Currency trading, when you buy, for example, the Japanese yen, it's like you're
buying a "share" in the Japanese economy. You're essentially betting that the
Japanese economy is doing well and will continue to improve over time.

Then, when you sell those "shares" back into the market, your hope is to make a
profit. Generally, the exchange rate of a currency compared to others mirrors the
condition of that country's economy relative to other economies.

By the time you complete this course, you'll be excited and ready to start trading
with currencies.

Major Currencies

As a new Currency trader, although there are many currencies you could trade, you'll
likely begin by focusing on the "major currencies."

CAD GBP
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Major currencies are termed so due to their heavy trading volume and their link to
some of the world's biggest economies.

There's a variety of opinions among Currency traders about which currencies qualify
as "major"”. Some of the more conservative traders, possibly those who were very
disciplined from a young age, limit the term "major currencies" to the USD (United
States Dollar), EUR (Euro), JPY (Japanese Yen), GBP (British Pound), and CHF (Swiss
Franc).

These traders categorize the AUD (Australian Dollar), NZD (New Zealand Dollar), and
CAD (Canadian Dollar) as "commodity currencies".

However, others, preferring a more straightforward approach, consider all eight of
these currencies as "majors".

These currencies are listed with their symbols, the countries where they're used, their
official names, and their unique nicknames.

Code Country Currency Nickname
uSD United States US Dollar Buck

EUR Eurozone Euro Fiber

JPY Japan Japanese Yen Yen

GBP United Kingdom British Pound Cable
CHF Switzerland Swiss Franc Swissie
CAD Canada Canadian Dollar Loonie
AUD Australia Australian Dollar Aussie
NZD New Zealand New Zealand Dollar Kiwi

Currency symbols consist of three letters, with the first two representing the
country's name and the third indicating the currency's name, typically the currency's
first letter.
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These three-letter codes are recognized as ISO 4217 Currency Codes.

The International Organization for Standardization (ISO) formalized these three-letter
currency codes in 1973, which are still in use today.

NZ D

Country Name Currency Name

NZD represents the New Zealand Dollar, where 'NZ' stands for New Zealand, and 'D’
is for Dollar. This is a straightforward way to understand currency codes.

The currencies mentioned earlier are known as the "majors" because they are the
most commonly traded ones.

Besides "buck," the USD (United States Dollar) has several other nicknames like
greenbacks, bones, benjis, benjamins, cheddar, paper, loot, scrilla, cheese, bread,
moolah, dead presidents, and cash money.

So, instead of saying, “l have to go to work now,” you could say, “Yo, | gotta bounce!
Gotta make them benijis son!”

Interesting fact: In Peru, the U.S. dollar is colloquially called "Coco," which is a

nickname for Jorge (George in Spanish). This refers to the image of George
Washington on the $1 note.
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Buying And Selling Currency Pairs

Currency trading involves buying one currency while selling another at the same
time.

This trading occurs through a "Currency broker" or a "CFD (Contract for Difference)
provider,"” and currencies are always traded in pairs.

In Currency, currencies are always quoted in relation to another currency. For
instance, you might see pairs like the euro and the U.S. dollar (EUR/USD) or the
British pound and the Japanese yen (GBP/JPY).

So, when participating in the Currency market, you're essentially buying or selling
these currency pairs.

Picture each currency pair in a continuous "tug of war," with each currency taking a
side of the rope.

An exchange rate represents the relative value of two different countries' currencies.

These exchange rates vary depending on the current strength of each currency.

There are three categories of currency pairs:

e The “majors”
e The “crosses"
e The “exotics®

The major currency pairs always include the U.S. dollar.
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Cross-currency pairs are those that do not involve the U.S. dollar. When these pairs
include any of the major currencies, they are referred to as "minors."

Exotic currency pairs are made up of one major currency paired with a currency from
an emerging market (EM).

Major Currency Pairs

The currency pairs listed below are considered the “majors.”

The most frequently traded currency pairs all include the U.S. dollar (USD) on one
side.

Although there are eight major currencies, there are only seven major currency pairs.

The majors tend to have more frequent price movements compared to crosses and
exotics, offering more trading opportunities.

CURRENCY PAIR COUNTRIES FX GEEK SPEAK
EUR/MUSD Eurozone / United States “euro dollar”
USDIPY United States / Japan “dollar yen®
GBP/USD United Kingdom / United States “pound dollar”
USD/CHF United States/ Switzerland “dollar swissy”
USD/CAD United States / Canada “dollar loonie”
AUD/USD Australia / United States “aussie dollar”
NZD/USD New Zealand / United States kiwi dollar”

The major currency pairs are the most liquid in the Currency market.
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Liquidity refers to the level of activity in a financial market.

In Currency trading, liquidity is determined by the number of traders actively buying
and selling a particular currency pair and the total volume of these trades.

The higher the trading frequency of a financial instrument, the greater its liquidity.
For instance, the EUR/USD currency pair is traded more frequently and in larger

volumes compared to the AUD/USD pair. This makes the EUR/USD more liquid than
the AUD/USD.

Major Cross-Currency Pairs or Minor Currency Pairs

Currency pairs that feature any two of the major currencies, excluding the U.S. dollar,
are termed cross-currency pairs, or simply "crosses."

These major crosses are also known as "minors."

Although they aren't traded as frequently as the major pairs, the crosses are still
quite liquid and offer numerous trading opportunities.

The most actively traded crosses usually involve the three primary non-USD
currencies: the EUR (Euro), JPY (Japanese Yen), and GBP (British Pound).

Euro Crosses

CURRENCY PAIR COUNTRIES FX GEEK SPEAK

EUR/CHF Eurozone / Switzerland “ouro swissy”
EUR/GBP Eurozone / Uniled Kingdom “euro pound”
EUR/CAD Eurozone / Canada “euro loonie”
EUR/AUD Eurozone / Auslralia “euro aussie”
EUR/NZD Eurozone / New Zealand “ouro kiwi®

EUR/SEK Eurozone / Sweden “euro slockle”
EUR/NOK Eurozone / Norway “euro nockie”
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Yen Crosses

CURRENCY PAIR COUNTRIES FX GEEK SPEAK

EUR/JPY Eurozone / Japan “euro yen” or ‘yuppy”
GBPIJPY Unlited Kingdom / Japan *pound yen" or “guppy”
CHF/JPY Switzeriand / Japan “swissy yen”
CADIJPY Canada / Japan “loonie yen"
AUDIJPY Ausltralia | Japan ‘aussie yen"
NZD/JPY New Zealand / Japan “kiva yon®

Pound Crosses

COUNTRIES FX GEEK SPEAK

GBP/CHF Unlted Kingdom / Switzerland “pound swissy”
GBP/AUD Unlted Kingdom / Australla “pound aussle”
GBPICAD United Kingdom / Canada “pound loonle”
GBP/NZD United Kingdom / New Zealand “pound Khwi®
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Other Crosses

COUNTRIES FX GEEK SPEAK

AUD/CHF Australio / Switzoriand “aussio owissy”
AUDICAD Augltraile / Canada “aussie loanie®
AUD/NZD Austratio / Now Zooland “Dunsio kiwi®
CADICHF Canada / SwRzarland “loonie swissy”
NZD/CHF Now Zoaland / Swilzorlond “hiwl pwisyy”
NZD/CAD New Zaaland / Canads *hiwl loonie”

Exotic Currency Pairs

Exotic currency pairs are not as whimsical as they sound; they don't refer to twin
belly dancers but rather to a specific type of currency pairing in Currency trading. An
exotic currency comes from countries with developing or emerging markets.

Exotic currency pairs consist of one major currency and one currency from an

emerging economy. Examples of these emerging economies include Brazil, Mexico,
Chile, Turkey, and Hungary.
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So, an exotic currency pair combines a major currency with an exotic currency. The
chart mentioned would show some examples of these exotic pairs.

Guessing the symbols of these exotic pairs can be an interesting exercise.
Remember, the symbol usually includes the country's code and its currency's first
letter.

It's important to note that these pairs are not traded as heavily as the "majors" or
"crosses," and therefore, the transaction costs for trading these pairs tend to be

higher.

CURRENCY PAIR COUNTRIES FX GEEK SPEAK
USDVBRL United States / Brazil “dollar real”
USDMHKD United States / Hang Kong
USD/SAR Unitod States / Saudi Arabia “doflar riyal”
UsoisGd United Stales / Singapore “collar sing”
USOZAR United States / South Atrica “dollar rang”
USD/THB United States / Thalland “dollar baht”
USD/MXN United States / Mexico “doliar mex”
USD/RUB United States / Russia “dofiar ruble” or “Bamey”
USDIPLN United States / Polang “dollar zloty”
UsocLP United States/ Chie
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It's common to find that the spreads for exotic currency pairs are two or three times
larger compared to those of major pairs like EUR/USD or USD/JPY. This is largely due
to the lower liquidity in exotic currency pairs, making them much more susceptible
to economic and geopolitical events. Events like a political scandal or unforeseen
election outcomes can cause drastic fluctuations in the exchange rates of exotic
pairs. Therefore, if you're considering trading exotic currency pairs, it's crucial to
take this increased volatility into account. For those particularly interested in exotic
pairs, a more extensive list can provide deeper insights.

CURRENCY CODE COUNTRY CURRENCY CODE COUNTRY
AED UAE Dirham ARS Argentinean Peso
AFN Afghanistan Afghani GEL Georgian Lari
MYR Malaysian Ringgit AMD Armenian Dram
GYD Guyanese Dollar MZN Mozambique new Metical
AWG Aruban Florin IDR Indonesian Rupiah
OMR Omani Rial AZN Azerbaijan New Manat
QD Iragi Dinar QAR Qatari Rial
BHD Bahraini Dinar IRR Iranian Rial
SLL Sierra Leone Leone BWP Botswana Pula
JOD Jordanian Dinar TJS Tajikistani Somoni
BYR Belarusian Ruble KGS Kyrgyzstani Som
T™MT Turkmenistan new Manat CDF Congolese Franc

Aside from the three main categories of currency pairs, there are other “groups” of
currencies that are thrown around in the FX world that you should be aware of.

| www . vittaverse.com




B

‘fVITTAVE RSE

Currency Market Size And Liquidity

The Currency market, also known as the foreign exchange market, is an intricate and
dynamic realm that dominates the global financial landscape. Unlike traditional
financial markets like the New York Stock Exchange (NYSE) or the London Stock
Exchange (LSE), the Currency market operates without a physical location or a
central exchange. This decentralization classifies it as an over-the-counter (OTC)
market, where transactions are conducted electronically within a network of banks
and non-bank financial institutions (NBFIs).

With its continuous operation over a 24-hour period, the Currency market's global
dispersion means it lacks a central venue. This unique structure allows trading
activities to occur from anywhere across the globe, provided there is an internet
connection. This accessibility contributes to the Currency market's status as the
largest and most liquid financial market in the world, attracting a diverse range of
individual and organizational traders.

In this expansive market, participants enjoy the flexibility to choose their trading
counterparts based on various factors like trade conditions, pricing appeal, and the
counterparty's reputation. This flexibility is a hallmark of the OTC market,
distinguishing it from more structured exchange-based markets.

The dominance of certain currencies in this market is noteworthy. The U.S. dollar, for
example, is the most traded currency, involved in a substantial portion of Currency
transactions. Other major currencies like the euro and the Japanese yen also hold
significant positions in the list of most traded currencies. The prominence of these
currencies reflects their pivotal roles in global trade and finance.
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Furthermore, the U.S. dollar's status as the 'king' of the Currency market is
undisputed. It's not just its prevalence in trade that underscores its importance, but
also its role as the primary reserve currency held by central banks and financial
institutions worldwide. The dollar's widespread use in international transactions,
loans, and global trade, especially in commodities like oil, underscores the world's
reliance on a continuous supply of USD for global economic activities.

Currency Composition of World FX Reserves

62%

mUSD
= GBP
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28%
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Source: International Monetary Fund Q1 2012

Speculation plays a significant role in the Currency market. While commercial and
financial transactions are vital, a large volume of trading is driven by speculators who
capitalize on short-term price movements. This speculative nature contributes to the
market's high liquidity, making it an ideal environment for traders who value the
ability to execute large trades with minimal price impact.
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How to Make Money Trading Currencies

What is currency trading?

The currency (foreign exchange) market is where banks, institutions, and individuals
speculate on exchange rates between currencies.
Currencies is the largest financial market in the world.

How does currency trading work?

Traders predict whether a currency will increase or decrease in value against another
and make trades based on these speculations. Influenced by economic, political, and
global trade events, currency values fluctuate, providing opportunities for profit. This
trading is accessible to both experienced traders and beginners, with the latter able
to learn through dedicated courses. The key goal is to buy a currency at a lower price
and sell it at a higher price relative to another currency, capitalizing on the
differences in exchange rates.

Here’s an example:

Trader’s Action EUR uspD

You purchase 10,000 euros at the

1 -11,800*
EUR/USD exchange rate of 1.1800 1000 00

Two weeks later, you exchange your
10,000 euros back into U.S. dollars at -10,000 +12,500**
the exchange rate of 1.2500

You earn a profit of $700 0 +700

*EUR 10,000 x 1.18 = US $11,800
**EUR 10,000 x 1.25 = US $12,500

An exchange rate is simply the ratio of one currency valued against another currency.
The USD/CHF exchange rate shows how many U.S. dollars can buy one Swiss franc.
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Or how many Swiss francs are needed to buy one U.S. dollar.

How to Read a Currency Quote

In currency trading, currencies are quoted in pairs like GBP/USD or USD/JPY because
each transaction involves buying one currency while selling another. The first
currency listed is the base currency, which you buy or sell, and the second is the
quote currency, which indicates how much of it is needed to exchange for one unit
of the base currency. This system of paired quotation simplifies understanding which
currency you're dealing with in each trade.

Base and Quote Currency

When you have an open currency position, you exchange one currency for another.
Currencies are quoted relative to other currencies.

For example, here is an exchange rate for the British pound versus the U.S. dollar:

GBP / USD =1.21228

]
=0 D

The first currency listed to the left of the slash "/" is the base currency (in this
example, the British pound).
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In currency trading, the first currency listed in a pair is known as the base currency
and serves as the benchmark for the exchange rate. This base currency always has a
value of one. Adjacent to it, typically to the right, is the second currency, referred to as
the counter or quote currency. For instance, in a GBP/USD pair, the U.S. dollar is the
quote currency.

The exchange rate between these two currencies indicates the amount of the quote
currency required to purchase one unit of the base currency. For example, if the
exchange rate is 1.21228, it means you need 1.21228 U.S. dollars to buy one British
pound. Conversely, when selling, this exchange rate determines the quantity of the
quote currency you receive in exchange for selling one unit of the base currency.

In practice, if you choose to buy EUR/USD, you're essentially buying the Euro (base
currency) and selling the U.S. dollar (quote currency). The decision to buy a currency
pair like EUR/USD is made with the anticipation that the Euro will strengthen against
the dollar. Conversely, selling the pair would be based on the belief that the Euro will
weaken relative to the dollar.

Currency pairs are standardized across the Currency market, simplifying the process
of trading various currencies. Although these pairs are usually separated by a slash
(like EUR/USD), the slash is a convention and can be omitted or replaced with
different punctuation marks such as a period or dash, without altering the meaning.
So, "EUR/USD", "EUR-USD", and "EURUSD" all represent the same currency pair.

Long” and “Short”

In currency trading, the first decision a trader makes is whether to buy or sell. Ifa
trader opts to buy (i.e., buy the base currency and sell the quote currency), they are
anticipating that the base currency will increase in value. This strategy is known as
"going long" or taking a "long position." Essentially, the trader buys now in the hope
of selling at a higher price later. Conversely, selling (selling the base currency and
buying the quote currency) is based on the expectation that the base currency will
decrease in value. Thisis referred to as "going short" or taking a "short position,"
where the trader aims to buy back the currency at a lower price.
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Flat or Square

In currency trading, being "flat" or "square"” means a trader has no open positions.
This status occurs when a trader has equally balanced their buys and sells in the

market or has completely exited all trades. When a position is closed, bringing the
trader's market exposure to zero, this process is known as "squaring up."

The Bid, Ask, and Spread

All currency quotes have two prices: the bid and the ask.

Generally, the bid price is lower than the ask price.
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What is “Bid"?

The "bid" in currency trading is the price at which the market (or your broker) will buy
the base currency from you in exchange for the quote currency. It represents the
highest price that buyers are currently willing to pay for a currency pair. For a trader,
the bid price is the price at which they can sell the base currency.

What is “Ask”?

Conversely, the "ask" (sometimes called the "offer") price is the price at which the
market (or your broker) will sell the base currency in exchange for the quote
currency. Itis the lowest price that sellers are willing to accept for the currency pair.
For traders, this is the price at which they can buy the base currency.

What is “Spread”?

The "spread" is the difference between the bid and the ask price in currency trading.
It represents the broker's fee for executing trades and is effectively the transaction
cost for the trader. A narrower spread generally indicates a more liquid market with
lower trading costs, while a wider spread can suggest less liquidity and higher costs.
The spread is a critical element in trading, as it affects the potential profitability of

trades.

On the EUR/USD quote above, the bid price is 1.34568 and the ask price is 1.34588.
Look at how this broker makes it so easy for you to trade away your money.

If you want to sell EUR, you click “Sell” and you will sell euros at 1.34568.
If you want to buy EUR, you click “Buy” and you will buy euros at 1.34588.

Here’s an illustration that puts together everything we’ve covered in this lesson.
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BASE COUNTER
CURRENCY ; CURRENCY
l

EUR /USD

1.1051 / 1.1053 |R ASKPRICE

SPREAD = 1.1053 - 1.1051 = 2 pips

Swap

In currency trading, the term "swap" refers to the process of transferring an
open position from one trading day to the next. This is a key concept to
understand as it impacts how trades are managed and potential fees
incurred.

A swap is essentially a fee incurred or received at the end of each trading day
when a trade is kept open overnight. If you receive a swap, cash is added to
your account balance, while if you are charged a swap, cash is deducted.
These swap fees, although typically small for modest position sizes, can add
up over time for positions held open for multiple days.

Swap Fee
(Debit or Credit)

Open
Position

Day 1 Day 2
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The swap is calculated when brokers automatically close open positions at
the end of the trading day and simultaneously open an identical position for
the next business day. This action ensures the continuation of your trade
while accounting for the overnight interest rate differences between the two
currencies in your pair.

Understanding swaps is crucial in currency trading, particularly for trades that
span multiple days. In platforms like MetaTrader, you can view the swap
charges for any open position held longer than a day. This can be done in the

“Terminal” window under the “Trade” tab.

]
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2] Balance: 990,16 USD Equity: 1 001.32 Margin: 1.28 free margin: 1 000.04 Margin levet 78413.75% 116

£ RN

Swaps are tied to the concept of rollover fees, which are applied daily at a
specific cut-off time, typically at 5:00 pm ET. These fees depend on the
specific positions you hold. The nature of forex trading, which involves
borrowing one currency to buy another, inherently includes these rollover
charges. You pay interest on the currency you borrow and earn interest on the
currency you buy. The net interest rate difference between these two rates
determines whether you pay or receive interest. For instance, if you buy a
currency with a higher interest rate compared to what you borrow, you earn
interest.
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Retail forex brokers adjust rollover rates based on factors like account leverage
and interbank lending rates. It's important to check with your broker for
specific rollover rates and their procedures. A table of interest rate differentials
for major currencies can be helpful in understanding these rates and their
potential impact on your trading account.

In summary, understanding swaps and their relationship with rollover fees is
essential for effective risk management and informed decision-making in
currency trading. It's a fundamental aspect of how trades affect the financial
status of your trading account, especially when positions are held overnight
or for longer durations.

What is Margin Trading?

The biggest appeal of forex trading is the ability to trade on margin. However, for
many traders, margin is a concept that is often misunderstood, like in the case of
Bob.

Bob, unfamiliar with margin and leverage, experienced the downside of margin
trading.
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Margin trading allows you to enter positions larger than your account balance. With a
small amount of cash, you can open a significantly larger trade in the forex market.
This can lead to substantial profits if the price moves in your favor. However, for most
new traders, like Bob, the price often moves against them.

Bob's story is a cautionary tale. He entered a trade, betting big, but then faced an
automatic closure of his trade on his trading platform, resulting in a massive loss.
Bob was left confused and with insufficient funds to open another trade. He had
experienced a "Margin Call" and a "Stop Out" without understanding what they

were.

This underscores why understanding how margin works is essential. Many new
traders do not grasp the concept of margin, how it's used, how to calculate it, and its
significance in trading.
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Margin jargon is prevalent in forex trading, and it's crucial to understand terms like
used margin, free margin, margin level, margin call, and stop-out or margin closeout.
Without this knowledge, traders risk ending up like Bob, facing terrible
consequences in their trading account without understanding the cause.

To effectively use margin in forex trading, it's vital to comprehend how your margin
trading account operates. This begins with understanding key numbers on your
trading platform, referred to as your margin account's “metrics”.

For instance, consider the MetaTrader 4 (MT4) trading platform:

Terminal

| Trade I Exposure | AccountHistory | News | Alerts | Mailbox; | Market | Signals | CodeBase | Experts

The metrics above are all intertwined.

A change in one causes a change in another.

Equity

Used Free

Balance . it
Margin | Margin

Unrealized P/L

Margin Level
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As a trader, it's crucial to understand the relationships between various aspects of
margin trading before you start trading on a live account. Don't make the same
mistakes as Bob. Being well-informed and cautious can help you navigate the
complexities of forex trading more effectively.

Understanding the metrics of your margin trading account is critical, as falling below
certain values can lead to negative outcomes. It's essential to know what these

metrics are and the implications of their changes. A clear comprehension of how
your trading account operates with margin is key.

A margin trading account typically displays these metrics:
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e Balance: This measures the amount of cash in your account. Insufficient
balance can affect your ability to open new trades or maintain existing ones.

e Used Margin: This indicates the amount of money that is currently used to
hold open positions.

e Free Margin: Thisis the amount of money in your account available to open
new positions.

e Unrealized P/L (Profit/Loss): This shows the current profit or loss of your open
positions based on market prices.

e Equity: Thisis the total value of your account if all your positions were closed
at the current market rates.

e Margin Level: This is a percentage value that indicates the health of your
account. It's calculated as Equity divided by Used Margin.

Each metric measures something crucial about your account in relation to margin.
While different trading platforms might use slightly different terms, the underlying
concepts measured remain the same.

Let's take MetaTrader 4 (MT4) as an example to further understand these metrics.

* | Order Time Type Size Symbol

(3 buy 1.00
= Balance: 1 000.00 EUR Equity: 1 000.00 Margin: 500.00 Free margin: 500.00 Margin level: 200.00%

Sl Trade I Exposure | AccountHistory | News | Alerts | Mailbox; | Market | Signals | CodeBase | Experts

In MetaTrader 4 (MT4), the "Used Margin" is indeed present but it's labeled simply as
"Margin". It's important to recognize this terminology to correctly interpret and
manage your trades on the platform. Understanding each metric's role and how they
interact is crucial for effective margin management in forex trading.

Here’s another example of account metrics from a different forex trading platform:
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612.90 1,013.96 994.15

Available to trade Net Equity Cash (USD) Unrealised P&L (USD)

The metrics in MetaTrader 4 may have different labels compared to other platforms,
the underlying concepts remain the same. I'll explain each margin-related metric in a
way that will help you identify them, regardless of the labels used on different
platforms. Additionally, I'll highlight alternative names these metrics might be

known by. And to make things even easier, at the end of this Margin Trading 101
course, a "cheat sheet" will be provided to summarize all this margin jargon.

Let's begin discussing each metric in detail, starting with an easier one to
understand.

What is Account Balance?

What does “Account Balance” mean? To begin forex trading, you need to
open an account with a retail forex broker or CFD provider. After your
account is approved, you can transfer funds into it. It's crucial to fund this
account with "risk capital,” which is money you can afford to lose.
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The "Account Balance" or simply "Balance" represents the starting balance
of your account. Essentially, it's the total amount of CASH you have in your
account.

Simple way to understand is:

Balance = Cash

Your Balance reflects the total amount of cash in your trading account. For
instance, if you deposit $1,000 into your account, then your Balance would be
$1,000.

Balance
Before
Deposit

Balance
After $1,000
Deposit

When you enter a new trade or, in trader terminology, “open a new
position”, your account balance remains unchanged until the position is
closed. Your Balance can change in one of three ways:
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e Adding more funds to your account.

e Closing a position.

e Keeping a position open overnight and either receiving or paying a
swap/rollover fee.

While the concepts of swap and rollover aren't directly related to margin, they
are relevant as swap fees do affect your Balance. It's important to understand
that there's a distinction between a trade that lasts a few hours and one that
is kept open overnight.

Swap Fee
(Debit or Credit)

Open
Position

Day 1 Day 2

Rollover

The process of transferring open positions from one trading day to the next is
known as rollover. Most brokers handle rollovers automatically by closing any
open positions at the end of the day, while simultaneously opening an

identical position for the next business day. This is when a swap is calculated.

A swap is a fee that you either pay or receive at the end of each trading day if
you keep your trade open overnight. If you are paid swap, cash will be added
to your Balance. Conversely, if you are charged swap, cash will be deducted
from your Balance. Although swap fees are typically small, especially for
modest position sizes, they can accumulate over time if you frequently hold
positions overnight.
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In MetaTrader, you can view swaps on any open position that's held for more
than a day. This is done by opening a “Terminal” window and clicking on the

[13 »
Trade” tab.
Nﬂ L
'y y 1 aus:
) 1300
L3
e
L3mm
1ine
1300
18
- =+ LITNE
Sov 107 MNee 17 MDwN) Mol BFRLNIS IMe20 NMedsl A8 SMay M8 MMy NS DlaMui MMM TAgME SAgMIE MSeMiE DO=MIE SNeeMit 3 hev a6
TURLSD Mé | GBPUSD.0wily [ USDRY.Dady | BacomDedy | USOCHEIM | CADCHF Dy | ‘o
Order Torm Type Sae Symbol Price S/L T/P Pric Commission Swap Prefit
3 145 20183207 1347:30 vell 001 gbpud 1760 0.00000 000000 126582 000 001 1115 »
o] Balance: 990.16 USD Equity: 1 00132 Margin: 1.28 free margin: 1 000.0¢4 Margin levek 78413.75% 1116

The concept of swap and rollover is a bit beyond the scope of this lesson. It's
good to have a brief understanding of these terms for a complete picture, but
we'll focus on more directly relevant concepts for now.

Moving forward, let's delve into understanding "Unrealized P/L" (Profit/Loss)
and "Realized P/L" and how they impact your Balance in forex trading. These
concepts are crucial for grasping how your trades affect the financial status of
your trading account.

What is Unrealized P/L and Floating P/L?

In your trading platform, you might notice a section labeled "Unrealized P/L"
or "Floating P/L", often accompanied by numbers in green or red. This lesson
will explain what these terms mean.

When trading, there are essentially two types of "profit or loss" (P/L):
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Unrealized P/L:

e This refers to the profit or loss contained within your current open
positions, essentially your active trades.

e Itrepresents the profit or loss that would be "realized" if all your
open positions were closed immediately.

e Unrealized P/L is also known as "Floating P/L" because its value
continuously changes as long as your positions remain open.

Your unrealized P/L constantly changes ("floats") according to current market
prices as long as you have open positions.

For instance, if you have an unrealized profit and the market price moves
against your position, this unrealized profit can turn into an unrealized loss.
This dynamic nature of unrealized P/L reflects the real-time market conditions
affecting your open trades.

Example: Floating Loss
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Let’s say your account is in USD and you are currently long 10,000 units
EUR/USD, which was bought at 1.15000.

Position Size: 10,000 units
Entry Price: 1.15000
Current Price: 1.13000

The formula for Floating P/L is:

Floating P/L=Position Sizex(Current Price—Entry Price)

Applying the values:
Floating P/L=10,000x%(1.13000-1.15000)
Floating P/L=10,000%(—0.0200)

Floating P/L=-200

This result indicates the position is down 200 pips. Since you are trading a
mini lot, where each pip is worth $1, you have a Floating Loss of $200 (200
pips x $1).

Balance $1,000

Floating 200

It is referred to as a Floating Loss because the trade has not yet been closed.
This term captures the temporary nature of the loss, reflecting the hope that
the price might reverse in your favor.
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For instance, if the EUR/USD price increases above your original entry price to
1.16000, your position would shift to a Floating Profit. Here's how it works:

e Your original entry price was 1.15000.
e The new current price is 1.16000.
e The position is up by 100 pips (1.16000 - 1.15000 = 0.0100 or 100 pips).

Since you are trading a mini lot, where each pip is worth $1, you would now
have a Floating Profit of $100 (100 pips x $1). This example illustrates how
Floating P/L can change based on market movements and emphasizes the
dynamic nature of forex trading.

Balance $1,000

Floating $100
P/L

Realized P/L

The concept of Realized Profit and Loss in trading:

e Realized Profit is the profit from a trade that has been completed and

closed.
e Realized Loss is the loss from a trade that has been completed and

closed.

In other words, your profits or losses become "realized" only when the
positions are CLOSED. This is the point at which your account balance is
updated to reflect any gains or losses. If a position is closed with a profit, your
account balance increases. Conversely, if it's closed with a loss, your balance
decreases.

In your example, calculating the Floating P/L for a long position in EUR/USD:

www . vittaverse.com




B

‘fVITTAVE RSE

e Position Size: 10,000 units
e Entry Price: 1.15000
e Current Price: 1.13000
The formula for Floating P/L is:
Floating P/L=Position Sizex(Current Price—Entry Price)
Applying the values:
Floating P/L=10,000%(1.13000-1.15000)
Floating P/L=10,000%(-0.0200)
Floating P/L=-200
This means the position is down 200 pips. As you're trading a mini lot where
each pip is worth $1, you currently have a Floating Loss of $200 (200 pips x $1).

If this position were closed at this price, the $200 loss would be realized and
reflected in the account balance.

Balance $1,000

Floating 200

It remains a floating loss because you haven't closed the trade yet.

However, if the loss becomes too uncomfortable and you decide to close the
trade at that moment, this floating loss will then become a realized loss.

The process of closing the trade effectively locks in the loss, and your account

balance will be adjusted to reflect this change, decreasing by the amount of
the loss.
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Balance $800

Floating
P/L

By closing the trade and realizing the $200 loss, this amount is deducted from
your account balance.

If your initial balance was $1,000, after closing the trade with a $200 loss, your
new account balance would indeed be reduced to $800.

This example illustrates how realized losses directly impact your trading
account's balance.

Balance Floating P/L
BEFORE $1,000 -$200

AFTER $800 =

Example: Realized Profit

Let’s say your account is in USD and you are currently:

Position Details: You are long 10,000 units of EUR/USD, bought at 1.15000.
Current Exchange Rate: EUR/USD is now 1.16000.

Calculating Floating P/L:
Floating P/L=Position Sizex(Current Price—Entry Price)
Floating P/L=10,000x%(1.16000-1.15000)

Floating P/L=10,000x0.0100
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Floating P/L=100

Your position is up by 100 pips, and since you're trading a mini lot, each pip is
worth $1. Thus, you have a Floating Profit of $100 (100 pips x $1).

Balance $1,000

Floating $100
p"L I h

Upon closing the trade:

e The $100 gain becomes realized profit, added to your account balance.
e |Initially, your balance was $1,000.
e After realizing a $100 gain, your new balance is $1,100.

Balance Floating P/L
BEFORE $1,000 +$100
AFTER $1,100 -

Profit Isn’t Real Until It’s Realized:

e The distinction between realized and unrealized profit is crucial for
trading success.

e Realized profits are gains converted into cash and added to your
account balance.

e Realized losses are losses converted into cash and deducted from your
account balance.

e Unrealized profitis theoretical and can change if the market moves
against your position.

Recap:
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e Unrealized P/L or Floating P/L refers to the profit or loss in your current
open positions.

e Realized P/L refers to the profit or loss from a completed trade.

e Understanding your account balance and how it's affected by trades is
vital.

Next, let's proceed to learn about the concept of margin in forex trading.
What is Margin?

Margin in forex trading is essentially the amount of capital required to open
and maintain a new position. It acts like a good faith deposit or collateral,
necessary for opening a position and keeping it open. Here's a closer look at
margin:

e Capital Requirement for Trading: When you want to buy a significant
amount of a currency, like $100,000 worth of USD/JPY, you don't need to
provide the full amount upfront. Instead, you only need to put up a
small portion of the total value, such as $3,000. The specific amount
required depends on your forex broker or CFD provider.

e Function of Margin: Margin is not a fee or a transaction cost. It's a part
of your funds that the broker sets aside from your account balance to
keep your trade open. This reserved capital ensures that you have the
ability to cover the potential loss of the trade.

e Good Faith Assurance: Margin serves as an assurance that you can
afford to hold the trade until it's closed. It's a way for the broker to
secure their risk while allowing you to trade larger amounts than your
actual cash deposit.
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Understanding margin is crucial in forex trading, as it impacts how much you
can trade and the level of risk you're exposed to in each trade.

4

Required Margin Position Size

The portion of your funds used for a trade is indeed "locked up" for the
duration of that specific trade, and this is what we refer to as margin. When
the trade is closed, this margin is "freed" or "released" back into your account,
making it available again for opening new trades.

Margin Requirement:

e Margin is expressed as a percentage (%) of the "full position size" or the
"Notional Value" of the position you wish to open.

e The amount of margin required to open a position varies depending on
the currency pair and the forex broker. You might encounter margin
requirements like 0.25%, 0.5%, 1%, 2%, 5%, 10%, or higher.

e This percentage is known as the Margin Requirement.

Required Margin:

e When the margin is specified as a particular amount of your account's
currency, it is known as the Required Margin.

e Each position you open will have its unique Required Margin that needs
to be "locked up".

e Required Margin is also referred to as Deposit Margin, Entry Margin, or
Initial Margin.
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Example with EUR/USD:

e Foratypical trade in EUR/USD (euro against U.S. dollar), buying or
selling 100,000 units without leverage would necessitate $100,000 in
account funds, which is the full value of the position.

e However, with a Margin Requirement of 2%, only $2,000 (the "Required
Margin") of the trader’s funds would be necessary to open and maintain
that $100,000 EUR/USD position.

This mechanism allows traders to leverage larger amounts, increasing
potential gains (or losses) relative to the amount of capital invested.

2% Margin Requirement

TRADE SIZE

100,000

10,000

1.000 E

REQUIRED MARGIN

Example #1: Opening a Long USD/JPY Position Imagine you've put $1,000 in
your trading account and want to open a long position in USD/JPY with 1 mini
lot (10,000 units). To open this, you need to know about the margin required.
Since USD is the primary currency in this pair, your mini lot equals $10,000,
which is its Notional Value. If your accountis in USD and the Margin
Requirement is 4%, you'll need $400 as the Required Margin to open this
position.

L é

$400 $10,000
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Example #2: Opening a Long GBP/USD Position Suppose you've deposited
$1,000 and want to open a long GBP/USD position at 1.30000, also with 1 mini
lot. In this case, GBP is the primary currency, so the mini lot equals 10,000
pounds, making the Notional Value $13,000. With a Margin Requirement of
5% for an account in USD, the Required Margin here would be $650.

Example #3: Opening a Long EUR/AUD Position Let's say you want to open
a long EUR/AUD position with 1 mini lot. First, find the EUR/USD price, say it's
1.15000. Here, EUR is the base, so your mini lot equals 10,000 euros, giving a
Notional Value of $11,500. With a Margin Requirement of 3%, you'll need a
Required Margin of $345.

Required Margin: Notional Value:

$345 $11,500

Understanding Required Margin Calculation When trading on margin, the
Required Margin is a key concept. It's the amount you need to hold a
position, calculated as a percentage (the Margin Requirement) of the
position's Notional Value. This calculation depends on whether the base
currency of the traded pair is the same as or different from your account's
currency.

e If the base currency is the SAME as your account's currency: Required
Margin = Notional Value x Margin Requirement.

e |fthe base currencyis DIFFERENT: Required Margin = Notional Value x
Margin Requirement x Exchange Rate.
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Remember, the primary purpose of having funds in your account is to ensure
enough margin for trading. Your ability to trade isn’t just about the balance in
your account, but more about the available margin, which can differ from
your actual balance.

Quick Recap

e Margin Requirement: The percentage of the full position size needed

to open a position.

e Required Margin: The specific money amount set aside when you open
a position.

e \We’ve previously covered what Margin Trading, Balance, and
Unrealized/Realized P/L are.

Next, we'll explore the concept of Used Margin.

What is Used Margin?

Understanding "Used Margin" in Forex Trading

Basic Concept of Used Margin To grasp "Used Margin", it's crucial to first
comprehend "Required Margin". Each time you initiate a new trade, a certain
Required Margin is allocated. Every individual trade has its own Required
Margin, and if you're unfamiliar with this, reviewing our lesson on Margin will
be helpful.

4

Required Margin Position Size
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"Used Margin" is the total of all the Required Margins for all your open
positions. It's the margin that's engaged or 'locked up’, making it unavailable
for opening new positions. Unlike Required Margin which is linked to a single
trade, Used Margin refers to the total funds you've set aside to maintain all
your open trades.

o)

Used Margin All Positions

Example: Opening Long Positions in USD/JPY and USD/CHF Imagine
you've deposited $1,000 in your account and plan to open two positions: a
long USD/JPY and a long USD/CHF, each with 1 mini lot (10,000 units). The
Required Margin will differ for each:

e USD/JPY Position: With a Margin Requirement of 4%, and each mini
lot being $10,000, your Required Margin is $400 ($10,000 x 0.04).

e USD/CHF Position: Here, the Margin Requirement is 3%, so the
Required Margin is $300 ($10,000 x 0.03).

Currency Pair Margin Requirement
USD/JPY 4%
USD/CHF 3%
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Therefore, with these two trades, your total Used Margin in the account will
be $700 ($400 for USD/JPY + $300 for USD/CHF).

Rel\f'l‘ ::'r;: i $400
Rel\ﬁ:irr;: g $300
Ml:?;: oation usoickE |l 700
Balance $1.000

Recap of Key Points

e Used Margin: The aggregate of all Required Margins for maintaining
all open positions.

e It represents the sum of all margin currently engaged or 'locked up'.
Required Margin: The set amount of money 'locked up' for each trade.
Previously discussed topics include: Margin Trading, Account Balance,
and Unrealized/Realized P/L.

e Margin: Understanding how Required Margin functions for each
position.

Next, we'll delve into the concept of Equity in forex trading.
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What is Equity?
What does “Equity” mean?

"Equity" in forex trading refers to the total value of your trading account at any
given moment. It's a dynamic value that changes with the market
movements, reflecting the real-time value of your account.

Calculation of Equity Equity is calculated as the sum of your account
Balance plus any floating (unrealized) profits or losses from your open
trades. As the value of your current trades goes up or down, so does your

Equity.

Equity with No Open Trades If you don't have any open positions, calculating
Equity becomes straightforward:

Equity = Account Balance
Example: Equity with No Open Trades

e Let's say you deposit $1,000 into your trading account.

e Without any open trades, there are no floating profits or losses to
consider.

e Therefore, your Equity is equal to your account Balance, which in this
case, is $1,000.

In essence, Equity represents the actual value of your trading account at any

moment, factoring in both your initial balance and the unrealized gains or
losses from any positions you may have open.
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Equity $1,000

Balance $1,000

How to Calculate Equity If You Have Trades Open

When you have open positions in your trading account, Equity is calculated
differently. It becomes the sum of your account Balance plus any floating
profits or losses from these positions.

Equity with Open Positions: Equity = Account Balance + Floating Profits (or
Losses)

Example: Equity Calculation for a Losing Trade

Suppose you deposit $1,000 in your trading account.
You decide to go short on GBP/USD, but the market moves against you,
resulting in a floating loss of $50.

e In this case, your Equity is calculated as follows:

Equity = $1,000 (Account Balance) + (-$50) (Floating Loss)

This means the Equity in your account is now $950. This reduction in Equity
reflects the current unrealized loss from your open position.

Equity fluctuates in real-time with market movements, providing a more
accurate reflection of your account's value than the balance alone, especially
when you have active trades.
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Equity

Balance $1,000

Floating -$50
P/L

Example: Account Equity When an Existing Trade is Winning

Equity Calculation for a Winning Trade: Equity = Account Balance + Floating
Profits (or Losses)

Equity with a Profitable Trade

Assume you start with a $1,000 deposit in your trading account.
e Influenced by a new tweet, you decide to go long on GBP/USD this
time.

e Fortunately, the market moves in your favor, resulting in a floating gain
of $100.
e Your Equity calculation would be as follows:

Equity = $1,000 (Account Balance) + $100 (Floating Gain)

So, the Equity in your account increases to $1,100. This increase reflects the
current unrealized profit from your open position.

In forex trading, Equity is an ever-changing value that represents the
real-time worth of your account, considering both your balance and the
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temporary gains or losses from any active trades.

Balance

$1,000

Floating
PIL

l“”

Equity in your trading account is a value that constantly changes with the
market, especially when you have open positions. This fluctuation reflects the
real-time, temporary value of your account, influenced by the current market

conditions.

What is the difference between Balance and Equity?

Understanding the difference between Balance and Equity is crucial in forex
trading, as they represent different aspects of your account's financial state.

Balance: Reflects Closed Positions

Balance indicates the total amount of money in your account,
factoring in the profits and losses of trades that have been closed.
It does not change with the fluctuations of the market as long as
all positions are closed.

Balance is static; it's the historical record of your completed
transactions.

Equity: Includes Open and Closed Positions

Equity, on the other hand, is a real-time metric that includes both
open and closed positions.

It reflects the current value of your account by adding or
subtracting the unrealized profits or losses of any open trades
from your balance.

Equity fluctuates with the market movements as long as you
have open positions.

Same When Flat, Different When Active
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e When your account is "flat" (i.e., with no open positions), your Balance
and Equity are the same.

e However, when you have open positions, Equity shows the real-time
amount of your funds, while Balance does not account for the current
value of these open positions.

Example of Balance vs. Equity:

e Suppose your Balance is $1,000, but you have an open trade
experiencing a floating loss of $900.

e Inthis scenario, your Equity would be just $100, reflecting the current
loss from the open position.

e This example illustrates how it's possible to have a high Balance but
significantly lower Equity due to substantial unrealized losses on open
positions.

In summary, while Balance gives a snapshot of your account after closing
positions, Equity provides a real-time view of your account's value,
considering the ongoing performance of open trades.

Equity $100

Balance $1,000

Floating -$900

P/L
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Recap
Here's a brief recap:

Equity

e Equity is the sum of your account balance and the floating profits
or losses from all your open positions.
e It reflects the "real-time" value of your trading account, changing
with market movements as long as you have open positions.
Margin Trading
e Margin Trading involves using borrowed funds from a broker to
trade a currency pair, which amplifies both potential profits and
losses.
Balance
e YourBalance is the total cash amount in your trading account,
excluding the impact of any open positions.
Unrealized and Realized P/L
e Unrealized P/L refers to the profit or loss on your open positions,
reflecting current market conditions.
e Realized P/L is the profit or loss you've locked in when you close a
position.
Margin
e Required Margin is the amount of money that needs to be set
aside to open a position in forex trading.
Used Margin
e Used Margin represents the total amount of margin currently in
use to maintain all your open positions.

Next, we will explore the concept of Free Margin, which is another important
aspect of margin trading in forex. Free Margin is the amount of money in your
trading account that's available for opening new trades, considering the
equity and the used margin.
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What is Free Margin?

"Free Margin" is a crucial concept in forex trading. It represents the funds in
your trading account that are not being used as Margin for your current open
positions. In simpler terms, Free Margin is the money you have available to
open new trades or the amount that can be used before you face a Margin
Call or Stop Out. Think of a Margin Call or Stop Out as negative events, like
acne breakouts, which you'd prefer to avoid.

Free Margin is sometimes referred to as Usable Margin, Usable Maintenance
Margin, Available Margin, or Available to Trade. The formula to calculate
Free Margin is:

Free Margin = Equity - Used Margin
Here's how it works:

e Equity is the sum of your account balance and any floating profits or
losses from your open positions.

e Used Margin is the total margin that's currently tied up in all your open
trades.

If your open positions are profitable, your Equity increases, which in turn
increases your Free Margin. Conversely, if your open positions are losing
money, your Equity decreases, leading to a decrease in Free Margin.

Let's take an example with no open positions:

e Suppose you deposit $1,000 into your trading account.
e Since there are no open positions, there are no floating profits or losses.
e Therefore, your Equity equals your account balance, which is $1,000.

In this scenario, your Free Margin is also $1,000, because Equity (which is
$1,000) minus Used Margin (which is $0, as there are no open positions)
equals $1,000. This amount is what you have available to open new positions
or the buffer you have before a Margin Call or Stop Out might occur.
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- _ o

Balance $1,000

Step 2: Calculate Free Margin

If you don’t have any open positions, then the Free Margin is the SAME as the
Equity.

Since there are no trades open, the Used Margin is zero. Therefore, the Free
Margin is the same as your Equity.

The formula again is:

Free Margin = Equity - Used Margin

Since there's no Used Margin (which is $0), the calculation would be:
$1,000 =$1,000 - $0

This means your Free Margin is equal to your balance and Equity, which in
this case is $1,000. So, you have the full amount of your account balance
available as Free Margin to open new positions or to buffer against potential
losses.

Free

Margin $1.000

_ o

Balance $1,000

Equity

Example: Open a Long USD/JPY Position

Now let’s make it a bit more complicated by entering a trade!
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Let’s say you have an account balance of $1,000.

Balance $1,000

Step 1: Calculate Required Margin

To calculate the Required Margin for opening a position in the USD/JPY
currency pair, you need to consider the Margin Requirement and the
Notional Value of the position. Here's how you can calculate it:

Given:

You want to open 1 mini lot (10,000 units) position in USD/JPY.

e The Margin Requirement is 4%.
Since USD is the base currency, the Notional Value of a mini lot (10,000
units) is $10,000.

The formula for Required Margin is:

Required Margin = Notional Value x Margin Requirement
Plugging in the values:

Required Margin = $10,000 x 0.04 (4%)

So, the Required Margin to open this position would be:
$400 = $10,000 x 0.04

Therefore, assuming your trading account is in USD, you will need $400 as the
Required Margin to open a 1 mini lot position in USD/JPY.
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Required

Margin Position $400

Balance $1,000

Step 2: Calculate Used Margin
Aside from the trade we just entered, there aren’t any other trades open.

Since we just have a SINGLE position open, the Used Margin will be the same
as Required Margin.

Required USDIPY
Margin Posiion $400
Used USDIJPY
Margin Position $400
Balance $1,000

Step 3: Figuring Out Equity

Imagine the market shifts a bit to your advantage, and you've reached a point
where your trade isn't losing or gaining money. This is called trading at
breakeven. Your current floating P/L (Profit/Loss) is $0. Now, let's work out
your Equity: Equity is your Account Balance plus any Floating Profits or
Losses.

So, it's $1,000 = $1,000 + $0. This means the Equity in your account stands at
$1,000.
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Equity

_ o

Balance $1,000

Floating $0
P/L

Step 4: Calculate Free Margin

With the Equity figure understood, it's time to determine the Free Margin:
Free Margin equals Equity minus Used Margin.

That's $600 = $1,000 - $400. Your Free Margin is therefore $600.

Margin $1,000
- _ o

Balance $1,000

Floating $0
PIL

Another perspective on Equity is that it represents the total of your Used

Margin and Free Margin. In other words, Equity = Used Margin + Free
Margin.

Recap

Here is a recap of the key points:
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e Free Margin is the amount of funds available in your account that is not
locked up by open positions. It can be used to open new positions.
When Free Margin drops to zero or below, no new positions can be
opened.

Previous lessons covered:

Margin trading and why understanding your margin account is crucial.
Account balance as the cash available for trading.

Realized and unrealized P/L and their impact on account balance.
Required margin as the amount set aside or locked up when opening
positions.

Used margin as the total margin locked up by all open positions.

e Equity as balance plus floating profit/loss on open positions.

Next we will cover the concept of margin level and its significance for margin
trading. The key lessons so far have explained the various components that
make up a margin account.

What is Margin Level?

What does “Margin Level” mean?

The Margin Level is the percentage (%) value based on the amount of Equity
versus Used Margin.

Margin Level allows you to know how much of your funds are available for
new trades.

The higher the Margin Level, the more Free Margin you have available to
trade.

The lower the Margin Level, the less Free Margin available to trade, which
could result in something very bad...like a Margin Call or a Stop Out (which
will be discussed later).
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How to Calculate Margin Level
Here’s how to calculate Margin Level::

Margin Level = (Equity / Used Margin) x 100%

Your trading platform will automatically calculate and display your Margin
Level.

If you don’t have any trades open, your Margin Level will be ZERO.

Margin Level is very important. Forex brokers use margin levels to determine
whether you can open additional positions.

Different brokers set different Margin Level limits, but most brokers set this
limit at 100%.

This means that when your Equity is equal or less than your Used Margin, you
will NOT be able to open any new positions.

If you want to open new positions, you will have to close existing positions
first.

Example #1: Open a long USD/JPY position with 1 mini lot

Let’s say you have an account balance of $1,000.

Balance $1,000
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Step 1: Calculate Required Margin

You want to go long USD/JPY and want to open 1 mini lot (10,000 units)
position. The Margin Requirement is 4%.

How much margin (Required Margin) will you need to open the position?

Since USD is the base currency. this mini lot is 10,000 dollars, which means
the position’s Notional Value is $10,000.

Required Margin = Notional Value x Margin Requirement

$400 = $10,000 x .04

Assuming your trading account is denominated in USD, since the Margin
Requirement is 4%, the Required Margin will be $400.

Required

Margin Position $400

Balance $1,000

Step 2: Calculate Used Margin

Aside from the trade we just entered, there aren’t any other trades open.
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Since we just have a single position open, the Used Margin will be the same
as Required Margin.

Required USDIPY
Margin Fosition $400

Used USDIJPY
Margin Position $400

Balance $1,000

Step 3: Calculate Equity

Let’'s assume that the price has moved slightly in your favor and your position
is now trading at breakeven.

This means that your Floating P/L is $0.
Let’s calculate the Equity:

Equity = Account Balance + Floating Profits (or Losses)
$1,000 = $1,000 + $0

The Equity in your account is now $1,000.

Equw _ o

Balance $1,000

Floating $0
PIL

Step 4: Calculate Margin Level
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Now that we know the Equity, we can now calculate the Margin Level:
Margin Level = (Equity / Used Margin) x 100%
250% = ($1,000 / $400) x 100%

The Margin Level is 250%.

e ﬁ 250%

Margin Us;?;,? " F:;D?In $1,000

Equity $1,000

Balance $1,000

Floating $0
PIL

If the Margin Level is 100% or less, most trading platforms will not allow you to
open new trades.

Margin Level

If this level is reached, you
= can't open any more trades.

In the example, since your current Margin Level is 250%, which is way above
100%, you'll still be able to open new trades.

100%

Imagine the Margin Level as being a traffic light.
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As long as the Margin Level is above 100%, then your account has the “green
light” to continue to open new trades.

Recap
In this lesson, we learned about the following:

Margin Level is the ratio between Equity and Used Margin. It is
expressed as a percentage (%).

For example, if your Equity is $5,000 and the Used Margin is $1,000, the
Margin Level is 500%.

In previous lessons, we learned:

e Whatis Margin Trading? Learn why it's important to understand how
your margin account works.

e What is Balance? Your account balance is the cash you have available in
your trading account.

e Whatis Unrealized and Realized P/L? Know how profit or losses affect
your account balance.

e What is Margin? Required Margin is the amount of money that is set
aside and “locked up” when you open a position.

e Whatis Used Margin? Used Margin is the total amount of margin that’s
currently “locked up” to maintain all open positions.

e Whatis Equity? Equity is your Balance plus the floating profit (or loss) of
all your open positions.

e Whatis Free Margin? Free Margin is the money thatis NOT “locked up”
due to an open position and can be used to open new positions.

Let’'s move on and learn about the concept of Margin Call Level.
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What is a Margin Call?

In forex trading, the term "Margin Call Level" refers to a certain point where
your Margin Level hits a predefined limit. When this limitis reached, there's a
risk that some or all of your trades might be automatically closed, known as
"liquidation.”

Think of the Margin Level as a gauge, and the Margin Call Level is a specific
mark on that gauge. When your account hits this mark, it's a warning sign. It's

a bit confusing, | know, but that's just the terminology used in this field.

For example, some forex brokers set their Margin Call Level at 100%.

Margin Level

100%

In the given example, if your account's Margin Level drops to 100% or below,
you will experience a "Margin Call." Not sure what Margin Level is? Check out
the lesson on 'What is Margin Level' for more clarity.

A Margin Call happens when your broker informs you that your Margin Level
has dipped below the necessary minimum, known as the "Margin Call Level."
This alert used to be an actual phone call, but these days, it's typically an
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email or text message. No matter how you receive this notification, it's
generally not a pleasant experience.

A Margin Call happens when your floating losses exceed your Used Margin,
meaning your Equity becomes less than the Used Margin (since floating
losses decrease your Equity).

Understanding the difference between "Margin Call Level” and "Margin Call"
can be tricky. The Margin Call Level is a limit set by your broker that, when
reached, triggers a Margin Call. It's a specific percentage (%) of the Margin
Level. For instance, a Margin Call Level might be set at 100% of the Margin
Level.

On the other hand, a Margin Call is an actual event that takes place when the
Margin Level falls below the Margin Call Level. In most cases, this event
involves your broker sending you a notification. The Margin Call only occurs if
the Margin Level drops below the predefined Margin Call Level.

Think about boiling water.
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e ust like water needs to reach 100° C to boil, the Margin Level in forex
trading is akin to temperature. It can vary, just as temperature does,
with values like 0° C, 47° C, 89° C, etc.

e Inthis analogy, the Margin Call Level is like the specific temperature of
100° C — a set point. When the Margin Level hits this set point, similar to
how water boils at 100° C, a specific action occurs.

e A Margin Call in this context is comparable to the actual event of water
boiling, where the liquid transforms into vapor. It's the point where the
Margin Level hits the Margin Call Level, leading to a significant change
or action, similar to water turning into steam at its boiling point.

Example: Margin Call Level at 100%, it implies that you will receive a warning
notification from your trading platform if your Margin Level hits 100%.

Here's a breakdown of what this means:

e Margin Call Level = Margin Level @ 100%: This is the threshold point.

e Impact on Trading: Once your account's Margin Level reaches 100%,
you won't be able to open any new positions. You can only close the
ones you currently have.

e Equity and Used Margin: A 100% Margin Call Level indicates that your
Equity is equal to or less than your Used Margin. This situation arises
when you have open positions that are incurring increasing floating
losses.

e Example with Numbers: Suppose you have an account balance of
$1,000. You open a position in EUR/USD with 1 mini lot (10,000 units),
which requires a margin of $200. Since this is your only open position,
your Used Margin would also be $200, which is the same as the
Required Margin.
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Margin o
o [ o

Used Margin Free Margin
Margin |~ g200 $800 $1,000

Equity $1,000

Balance $1,000

Floating $0
PiL

Your position begins to decline in value almost immediately. The loss is
significant - you're not yet proficient in trading. The deficit has reached 800
pips. With a value of $1 per pip, this translates to a floating loss of $800. As a
result, your Equity has decreased to $200.

Equity is calculated as Balance plus Floating P/L, which in this case is:
$200 = $1000 - $800

Now, your Margin Level stands at 100%. The Margin Level is derived from the

formula:
Margin Level = (Equity / Used Margin) x 100%
So, it's:

100% = ($200 / $200) x 100%
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Margin 1000/
Level 1UU%

Margin $800

Floating Loss

Equity $200

Balance $1,000

Floating
P/L

When your Margin Level hits 100%, you can't start any new trades unless one
of these happens:

1. The market turns in your favor.
2. Your Equity exceeds your Used Margin.

To make scenario #2 possible, if the market doesn't shift in your favor, you
need to either:

e Add more money to your account.
e Close some of your current trades.

New trades are off-limits until your Margin Level climbs back above 100%.

What if your bad trade keeps losing? In this case, if your Margin Level drops
to another specific point, your broker must shut down your trade. This pointis
the Stop Out Level, which differs among brokers.

Think of a Margin Call as boiling water — a warning. A Stop Out is like getting
burned by that water — it's more severe!
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Let’s now discuss what a Stop Out Level is in further detail.

What is a Stop Out Level?

The Stop Out Level in forex trading is a crucial concept, especially when
compared to the Margin Call Level. It signifies a more severe situation where:

e Automatic Liquidation: If your Margin Level falls to a specific
percentage, known as the Stop Out Level, your broker will
automatically close one or all of your open positions. This is done to
protect your account from further losses due to insufficient margin.

Margin Level (

y

=== Margin Call Level

--- Stop Out Level
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e Equity and Used Margin: The Stop Out Level istriggered when your
Equity (the total value of your account) is lower than a certain
percentage of your Used Margin (the amount of money you've used to
hold open positions).

e Non-Discretionary Action: A Stop Out is an automated process and
not subject to discretion. Once it begins, it usually cannot be stopped,
meaning that broker support is limited in such scenarios.

e Example with 20% Stop Out Level: Imagine your broker has set the
Stop Out Level at 20%. This means if your Margin Level reaches 20%,
your trades will be automatically closed.

o Continuing from a previous lesson, if you've received a Margin
Call at 100% Margin Level and decided against depositing more
funds, and the market continues to drop, your losses will
accumulate. For example, a 960 pip fall leading to a $960 floating
loss, reducing your Equity to $40 and Margin Level to 20%, would
trigger automatic liquidation.

Merge g 20%

" Ug Floating Loss.
-

Equity

Balance $1,000

}m
Floating $960
PIL
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Margin
Level -

Free Margin

Margin $40

Equity $40

Balance §40

Floating
PIL

Margin Level Equity Used Margin Free Margin Balance Floating P/L

Margin Call

$200 $200 $0 $1.000 -$800
Level

Stop Out

% $40 200 L 0 -§¢
Canal 20% $40 $200 $0 $1.000 $960

Stop Out
(Liquidation)

e Process for Multiple Open Positions: If you have multiple positions,
your broker typically starts by closing the least profitable one. This
process releases Used Margin, increasing your Margin Level. The broker
continues closing positions until the Margin Level is back above the
Stop Out Level.

e Preventing Negative Balance: The Stop Out Level is designed to stop
your account balance from going negative, thus preventing you from
losing more money than you've deposited.

e Responsibility for Account Monitoring: It's crucial to monitor your
account and maintain the required margin. This is particularly
important if you have multiple positions open, as the position with the
largest unrealized loss is closed first in a cascading manner until the
Margin Level is restored.

e Scenario with Multiple Positions at 100% Stop Out Level: If the Stop
Out Level is 100% and your Margin Level drops below this, the position
with the largest unrealized loss is closed first, followed by others in
decreasing order of losses, until the Margin Level is above 100%.
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e Emotional Impact: Experiencing a Stop Out can be distressing, but it's
a necessary mechanism in forex trading to manage risks and protect
traders from excessive losses.

Understanding and managing the Stop Out Level is vital for sustainable forex
trading. It's a safety net designed to preserve your trading capital and prevent
the kind of losses that could lead to a negative account balance.

Different Forex Brokers Have Different Margin
Call and Stop Out Levels

Each retail forex broker or CFD provider decides their own Margin Call Level
and Stop Out Level. It's essential to be aware of your broker's Margin Call and
Stop Out Levels. Many traders start trading without checking these levels,
which can harm their account. Forex brokers have different approaches to a
Margin Call. Some brokers don't give a warning; they directly close your
trades and notify you afterward. For instance, a broker might set their Margin
Call Level at 100% without a separate Stop Out Level. This means if your
Margin Level falls below 100%, the broker will automatically close your
position with no warnings.
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Other brokers differentiate between a Margin Call and a Stop Out. They use a
Margin Call as an early alert that your positions might be liquidated (Stop
Out). For example, a broker might set their Margin Call Level at 100% and
their Stop Out Level at 20%. This implies that if your Margin Level goes below
100%, you get a warning to either close your trade, add more funds, or risk
reaching the Stop Out Level. If your Margin Level goes down to 20%, that's
when the broker will automatically close your position.

YES

. NO
Did you receive a
Margin Call?
YES
Is there a separate
Stop Out Level?
NO

'

15 the: Stop Out Level [ower
lnan the Margin Call Level?

NO
Your trade(s) will be

YES
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When there's a separate Margin Call and Stop Out Level, the Margin Call
acts as a warning, and the Stop Out is the automated action to prevent your
account from going negative. This scenario gives traders more time to
manage their positions before they're automatically closed. This differs from
the traditional policy where Margin Call and Stop Out Level are the same,
and no warning is given before the automatic liquidation.

Ultimately, it's your responsibility to maintain the margin requirements.
Understanding margin trading, using stop losses, proper position sizing, and
risk management can prevent a Stop Out. Margin Calls and Stop Outs often
happen due to overleveraging, which can amplify losses and deplete your
Free Margin quickly. The more leverage you use, the faster your losses can
accumulate.
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The Relationship Between Margin and
Leverage

What is the relationship between Margin and Leverage?

Understanding the Relationship Between Margin and Leverage in Forex
Trading

Margin and Leverage: Basic Concepts

e Margin is the amount of capital required to open and maintain a
position in forex trading. It's like a security deposit.

e Leverage, onthe other hand, refers to the ability to control a large trade
with a much smaller amount of capital, thanks to margin.

Leverage: Amplifying Trading Power

e Leverage allows traders to open positions that are significantly larger
than their actual account balance.

e |[t's expressed as a ratio (e.g., 50:1), indicating the proportion between
the trader's funds and the size of the position they can control.

Currency Pair Margin Requirement Leverage Ratio
EUR/USD 2% 50:1
GBP/USD 5% 201
USDUPY 4% 251
EUR/AUD 3% 331

Inverse Relationship

e Margin and leverage have an inverse relationship.
e If the Margin Requirement is low, the leverage is high. Conversely, a
high Margin Requirement results in lower leverage.
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Calculating Leverage and Margin Requirement

e |Leverage Calculation: Leverage = 1/ Margin Requirement. For instance,
if the Margin Requirement is 2%, then the leverage is 50:1 (1/0.02).

e Margin Requirement Calculation: Margin Requirement = 1 / Leverage
Ratio. For example, with a leverage of 100:1, the Margin Requirement is
1% (1/ 100).

Application in Forex Trading

e When trading in forex, the Required Margin is a fraction of the position's
value, for example, 2%.

e Ifyou're trading a $100,000 position with a 2% Margin Requirement, you
need $2,000 as the Required Margin.

e This $2,000 allows you to control a $100,000 position, hence a leverage
ratio of 50:1 (1/0.02).

Notional Value:

$10,000

Required Margin:

$200

Leverage

Forex Margin vs. Securities Margin

e In securities trading (like stocks), margin is essentially borrowed money
for buying securities, often up to 50% of the purchase price.

e In forex, margin is not borrowed money. Instead, it's a deposit to cover
potential losses, and you're not buying the underlying asset but trading
contracts for differences.
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e The margin in forex is a collateral to ensure both parties can fulfill their
contractual obligations, without actually owning the underlying
currency pair.

Understanding the nuances between margin and leverage in forex, and how
they differ from securities margin, is fundamental for traders to manage risk
and utilize their capital effectively.

Margin Jargon Cheat Sheet

Forex Margin Trading: Essential Terminology Cheat Sheet
1. Margin

e Definition: The deposit required to open or maintain positions in the
forex market, serving as collateral for potential losses.
e Key Concept: Acts as security for your trades.

2. Leverage

e Definition: The ability to control a large trade volume with a relatively
small amount of capital.
e Key Concept: Increases both potential profit and loss.

3. Unrealized P/L (Floating P/L)

e Definition: The current profit or loss on your open positions.
e Key Concept: Reflects the potential gain or loss if positions were closed
at the current market rate.

4. Balance (Account Balance)

e Definition: The total cash amount in your trading account.
e Key Concept: Remains unchanged until open positions are closed.
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5. Margin Requirement (Per Position)
e Definition: The percentage of the full position size required to open a
position.
e Key Concept: Varies depending on the trade and broker's policy.

6. Required Margin (Entry Margin, Initial Margin)

e Definition: The set amount of money “locked up” when opening a
trade.

e Key Concept: Determines how much capital is needed to enter a
position.

7. Used Margin (Maintenance Margin Required, Total Margin)

e Definition: The total margin required to maintain all open positions.
e Key Concept: Sum of all Required Margins for current positions.

8. Equity (Account Equity, Net Asset Value)

e Definition: Account balance plus floating profit or loss of all open
positions.
e Key Concept: Represents real-time account value.

9. Free Margin (Available Margin, Usable Margin)
e Definition: Funds available to open new positions, calculated as Equity
minus Used Margin.
e Key Concept: Indicates available trading capacity.
10. Margin Level (Margin Indicator)
e Definition: The ratio of Equity to Used Margin, expressed as a

percentage.
e Key Concept: Health indicator of your account.
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11. Margin Call Level (Minimum Margin Requirement)

e Definition: The level at which you can no longer open new positions,
only a warning.
e Key Concept: Alerts traders to potential account issues.

12. Stop Out Level (Liquidation Margin, Margin Closeout)

e Definition: The level at which your positions start getting closed
automatically.
e Key Concept: Safety mechanism to prevent negative balance.

13. Margin Call

e Definition: A warning when your account reaches the Margin Call Level.
e Key Concept: Indicates imminent risk but allows existing positions to
remain open.

14. Stop Out

e Definition: Automatic closure of positions when the Stop Out Level is
breached.
e Key Concept: Prevents account from going into a negative balance.

This cheat sheet provides a quick reference to the core concepts of margin

trading in forex, helping traders navigate and understand the crucial aspects
of their trading platform.
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How to Avoid a Margin Call

Five Strategies to Avoid Margin Calls in Forex Trading

Avoiding margin calls is crucial for successful forex trading. Here are five
effective strategies to help you steer clear of margin calls:

Understand What a Margin Call Is
e A margin call happens when your account's Margin Level falls
below the required minimum.
e Your broker will ask you to deposit more funds to meet the
margin requirements.
e This is typically automated, with notifications via email or text.
Know Margin Requirements Before Placing Orders
e Understand margin requirements for each trade before you place
any order.
e Margin isn't applied to pending orders, but these orders can be
automatically filled, affecting your margin level.
e Consider the margin that will be used and ensure additional
margin for trade flexibility.
Utilize Stop Loss or Trailing Stops
e A stop loss order limits your losses by closing a trade at a
predetermined price point.
e For example, setting a stop loss at 109.50 for a long position on
USD/JPY at 110.50 limits your loss to 100 pips.
e Trailing stops adjust automatically with favorable price
movements, securing profits while minimizing losses.
Scale in Positions Gradually
e Avoid opening large positions all at once, which can increase the
risk of a margin call.
e Start with a smaller position and gradually add to it as the market
moves in your favor.
e Adjust stop losses for earlier positions to minimize losses or lock in
profits, spreading out risk.
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Know What You Are Doing
e Prioritize risk management over profit-making.
e Understand the risks and dynamics of forex trading.
e Stay informed about market volatility and events that could
impact your trades.

Conclusion These strategies emphasize the importance of understanding
margin requirements, using protective orders like stop losses, scaling in
positions, and always prioritizing risk management. By paying attention to
these aspects, you can better manage your trades and avoid the pitfalls of
margin calls. Remember, being a successful trader is not just about profits,
but also about managing risks effectively.
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