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About the Author 
 

As the head of training and education at Errante, Ali has been instrumental in shaping 
the careers of over 3000 traders, leveraging his extensive knowledge and practical 
insights. His academic foundation in economics complements his real-world 
experiences, providing a well-rounded perspective that enriches his teaching and 
commentary. His journey in the financial markets spans roles as a trader, financial 
market commentator, corporate analyst, and a distinguished forex instructor.  

Ali's passion for financial markets is not just a profession but a lifelong pursuit. He is 
a firm believer in the power of continuous learning as a key to success in the ever-
evolving financial landscape. His commitment to education is evident in the numerous 
seminars and webinars he has conducted, reaching a global audience of traders 
eager to benefit from his insights. 

A proud member of both the International Federation of Technical Analysts (IFTA) and 
the CFA Institute, Ali upholds the highest standards of professional excellence. His 
expertise is further validated by his certification as a Capital Markets & Securities 
Analyst (CMSA®), a testament to his deep understanding of market dynamics and 
securities analysis. 

 

“Remember, in the currency of forex, knowledge has the highest 
exchange rate. Invest in your education and watch your capital 
grow.’’ 
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Understanding Currency Pairs 
 

In the realm of Forex trading, currencies are invariably traded in pairs. This 
foundational aspect of currency trading underpins the entire mechanism of the Forex 
market, a global platform where currencies are exchanged 24 hours a day. 

 

Basic Concept of Currency Exchange 

 
The principle behind trading in pairs is rooted in the basic concept of currency 
exchange. Every international transaction requires the exchange of one currency for 
another. For instance, purchasing a product from a foreign country involves paying 
in the currency of that country, necessitating a currency exchange. 

 

Interdependence of Currencies 

Currency pairs epitomize the interdependence of world economies. The value of one 
currency is always determined relative to another. This relative valuation is crucial as 
it reflects the economic health and monetary policy of one country compared to 
another. 

Price Determination through Pairs 

In a currency pair, the first currency is known as the 'base' currency, and the second 
is the 'quote' currency. The price of a pair represents how much of the quote currency 
is needed to purchase one unit of the base currency. This system allows traders to 
speculate on the strength or weakness of one currency against another. 

Importance of Pairs in Forex Trading 

Trading in pairs is fundamental in Forex as it provides clarity and a standardized 
method for pricing and executing trades. It allows traders to express their opinions 
on global economic dynamics, hedging against risks, or seeking profit from market 
movements. 
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The Concept of Base and Quote Currency 

 
Every currency pair, when broken down, tells a story of comparative value and 
economic interrelation. 

 

Base Currency 

The base currency is the first currency listed in a currency pair. It's the reference point 
for the valuation of the currency pair. Essentially, the base currency is the currency 
being bought or sold against another currency. 

• Role in Transactions: When a trader initiates a 'buy' order on a currency pair, 
they are buying the base currency and simultaneously selling the equivalent 
value in the quote currency. Conversely, when they 'sell' a currency pair, they 
are selling the base currency and buying the quote currency. 
 

• Example: In the pair EUR/USD, the EUR is the base currency. If EUR/USD is 
trading at 1.15, it means one Euro is worth 1.15 US dollars. 

 

Quote Currency (or Counter Currency) 

The quote currency, positioned second in a currency pair, represents the value 
required to purchase one unit of the base currency. It's the currency against which the 
base currency is being valued. 

• Role in Valuation: The value displayed in a currency pair (often termed as the 
'exchange rate') denotes how much of the quote currency is needed to 
purchase one unit of the base currency. This rate fluctuates based on various 
economic, geopolitical, and market sentiment factors. 
 

• Example: Continuing with the EUR/USD pair, where USD is the quote 
currency, if the rate is 1.15, it signifies that you'd need 1.15 US dollars to 
purchase one Euro. 
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The Logic Behind the Paired System: 
 

Currency pairs operate on the principle of relativity. Just as time is measured against 
seconds, minutes, or hours, and distance against meters or miles, the value of a 
currency is determined concerning another currency. This relativity ensures a 
standardized method of valuation, allowing traders across the globe to have a 
unified understanding of a currency's worth. 

Analogy for Clarity: Picture a teeter-totter in a playground. On one side, you have 
the base currency, and on the other, the quote currency. The balance point, or the 
fulcrum, represents the exchange rate. When the base currency strengthens, it pushes 
down on its side, indicating that it now has a higher value relative to the quote 
currency. Conversely, when it weakens, it rises, showing that it's now worth less 
compared to the quote currency. 

Understanding the nuances of base and quote currencies is foundational for any 
forex trader. Grasping this concept ensures clarity in interpreting currency 
movements, making informed trading decisions, and assessing global economic 
dynamics. 
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Currency Pairs and Their Classification 
 

Understanding the characteristics of each currency pair group can guide traders in 
choosing the pairs that align with their risk appetite, trading strategy, and market 
knowledge. 

Interesting Fact: Did you know that almost 85% of all forex trade 
occurs on just 7 currency pairs? These are the four major pairs and 
three commodity pairs (AUD/USD, USD/CAD, and NZD/USD). 

 

Major Currency Pairs 

Definition of Major Currency Pairs 

Major currency pairs in Forex trading refer to the most heavily traded pairs in the 
world. These pairs typically involve the US Dollar (USD) on one side and are known 
for their high liquidity, widespread availability, and stability. 

 

Key Features of Major Currency Pairs 

The primary features that distinguish major currency pairs include: 

• High Liquidity: They have the highest trading volumes in the Forex market. 
• Lowest trading cists: Due to their high liquidity, major pairs generally have the 

lowest trading costs compared to other pairs. 
• Market Stability: These pairs are less volatile compared to minors or exotics, 

though they still experience significant movements. 
• Strong Correlation with Global Economic Indicators: Major pairs are often 

influenced by global economic events, interest rate decisions, and geopolitical 
factors. 
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List of Major Currency Pairs 

The major currency pairs include: 

• EUR/USD (Euro/US Dollar): The most traded currency pair in the world. 
• USD/JPY (US Dollar/Japanese Yen): Popular in Asia, known for its volume 

and economic significance. 
• GBP/USD (British Pound/US Dollar): Known as ‘Cable’, it's highly sensitive 

to political events in the UK. 
• USD/CHF (US Dollar/Swiss Franc): Often called ‘Swissie’, it’s known for 

stability and being a 'safe haven'. 
• AUD/USD (Australian Dollar/US Dollar): Reflects the economic health of 

the Asia-Pacific region. 
• USD/CAD (US Dollar/Canadian Dollar): Influenced by oil prices, given 

Canada’s significant crude oil exports. 
• NZD/USD (New Zealand Dollar/US Dollar): Known as the ‘Kiwi’, it's 

influenced by agricultural and trade factors. 

 

Economic Influence on Major Pairs 

Major currency pairs are highly responsive to economic news, monetary policy 
changes, and financial reports from their respective countries. For example, changes 
in the Fed's interest rate directly impact USD pairs. 

 
Trading Volume and Liquidity 

Due to their high trading volume, major pairs offer smoother and more predictable 
trading experiences, making them suitable for both beginners and experienced 
traders. Their high liquidity also means that large trades can be executed without 
significantly impacting the market price. 

Fun Fact: The EUR/USD pair is often termed the "Fiber" in trading 
jargon, a nickname whose origins remain a mystery! 
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2. Minor Currency Pairs 

Definition of Minor Currency Pairs 

Minor currency pairs, often referred to as 'crosses,' are Forex pairs that do not include 
the US Dollar (USD). These pairs are less frequently traded than the major pairs but 
are still significant in the global currency markets. 

 

Characteristics of Minor Currency Pairs 

The defining features of minor currency pairs include: 

• Moderate Liquidity: They are less liquid than major pairs but more so than 
exotic pairs. 

• Higher trading costs: Due to lower liquidity, trading minor pairs can typically 
be more costly compared to majors. 

• Variable Volatility: These pairs can exhibit varying levels of volatility, often 
influenced by regional economic factors. 

• Influence by Regional Economic News: Minor pairs are particularly sensitive 
to news and economic events in the respective countries. 

 
Examples of Minor Currency Pairs 

Some common minor currency pairs include: 

• EUR/GBP (Euro/British Pound): Reflects the economic dynamics between 
the Eurozone and the UK. 

• EUR/JPY (Euro/Japanese Yen): A popular cross that represents the 
relationship between the Eurozone and Japan. 

• GBP/JPY (British Pound/Japanese Yen): Known for its volatility, influenced 
by both Asian and European market hours. 

• AUD/NZD (Australian Dollar/New Zealand Dollar): Reflects the economic 
correlation between neighboring Australia and New Zealand. 

• EUR/CHF (Euro/Swiss Franc): Often impacted by European economic 
policies and Swiss banking system stability. 
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Economic Influences on Minor Pairs 

Minor pairs are sensitive to economic changes and policies in their respective 
nations. For instance, the EUR/GBP can be significantly impacted by European 
Central Bank and Bank of England monetary policies and political events affecting 
the Eurozone and the UK. 

 

Considerations for Trading Minor Pairs 

Trading in minor pairs requires an understanding of the economic indicators and 
events that influence these currencies. While they offer opportunities for 
diversification and can be less correlated to major global economic events, traders 
should be mindful of the wider spreads and potential for sudden price movements.  

Did You Know? The EUR/GBP pair is sometimes referred to as the 
"Chunnel", representing the Channel Tunnel that links the UK and 
France. 

 

3. Exotic Currency Pairs  

Definition of Exotic Currency Pairs 

Exotic currency pairs in Forex trading are pairs that include one major currency and 
one currency from a smaller or emerging economy. These pairs are less commonly 
traded and not as liquid as major or minor pairs. 

 

Characteristics of Exotic Currency Pairs 

Key features of exotic currency pairs include: 

• Low Liquidity: Exotic pairs are less frequently traded, resulting in lower liquidity 
compared to majors and minors. 
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• Higher Spreads: Due to their low liquidity, exotic pairs often have higher 
spreads. 

• Increased Volatility: They can be highly volatile, making them potentially 
profitable but also riskier. 

• Sensitive to Local Economic and Political Events: Exotic pairs are strongly 
influenced by events in the emerging market country, including political 
instability and economic developments. 

 
List of Common Exotic Pairs 

Some well-known exotic currency pairs are: 

• USD/TRY (US Dollar/Turkish Lira): Influenced by the economic and political 
situation in Turkey. 

• EUR/TRY (Euro/Turkish Lira): Similar to USD/TRY but paired with the Euro. 
• USD/SEK (US Dollar/Swedish Krona): Represents the US and Swedish 

economies. 
• USD/NOK (US Dollar/Norwegian Krone): Reflects the US and Norwegian 

economic activities, often influenced by oil prices. 
• USD/ZAR (US Dollar/South African Rand): Depicts the US and South 

African economies, sensitive to commodity price changes and political events 
in South Africa. 

 
Market Dynamics and Risks 

The market dynamics of exotic pairs are distinct, often driven by local factors rather 
than global economic trends. This can lead to abrupt price movements. Their higher 
volatility and spreads make them riskier, but they can offer significant profit potential 
for informed and experienced traders. 

 

Trading Considerations for Exotic Pairs 

When trading exotic pairs, it's crucial to have a good understanding of the economic 
conditions and political climate of the involved emerging market. Traders should also 
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be prepared for wider spreads and potential liquidity challenges, particularly during 
economic turmoil. 

Trivia: The USD/TRY (US Dollar/Turkish Lira) pair has seen some of 
the most significant volatility in recent years, especially during 
political or economic upheavals in Turkey. 

 

4. Commodity Currency Pairs 

Definition of Commodity Currency Pairs 

Commodity currency pairs involve currencies from countries whose economies are 
heavily reliant on the export of certain raw materials or commodities. The value of 
these currencies is closely tied to the price fluctuations of commodities like oil, gold, 
and agricultural products. 

 

Characteristics of Commodity Currency Pairs 

• Key features of commodity currency pairs include: 
• Correlation with Commodity Prices: Their value often correlates with the global 

prices of specific commodities. 
• Moderate to High Volatility: These pairs can experience significant volatility 

based on changes in commodity markets. 
• Influence by Global Economic Health: The strength of the global economy can 

heavily influence commodity prices and, consequently, these currencies. 
• Impacted by Political and Environmental Factors: Political decisions and 

environmental factors affecting commodity production can significantly impact 
these pairs. 
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Examples of Commodity Currency Pairs 

Some common examples of commodity currency pairs are: 

• AUD/USD (Australian Dollar/US Dollar): Often influenced by gold and 
other mineral prices, as Australia is a major gold exporter. 

• USD/CAD (US Dollar/Canadian Dollar): Sensitive to oil price fluctuations, 
given Canada's significant crude oil exports. 

• NZD/USD (New Zealand Dollar/US Dollar): Influenced by agricultural 
commodity prices, particularly dairy products. 

• USD/NOK (US Dollar/Norwegian Krone): Reflects changes in oil prices, 
with Norway being a major European oil producer. 

 
Influence of Commodity Prices 

The value of these currencies can fluctuate based on the global demand and supply 
of the relevant commodities. For instance, a rise in oil prices can strengthen the 
Canadian Dollar against other currencies. 

 

Trading Strategies for Commodity Pairs 

Successful trading in commodity currency pairs requires staying informed about 
commodity market trends and understanding the economic indicators that influence 
commodity prices. Traders should also monitor global economic health and political 
events in commodity-exporting countries. 

 

5. Exploring Beyond Majors and Minors 

In addition to the major, minor, exotic, and commodity currency pairs, the world of 
Forex trading also categorizes currency pairs into a few other groups based on 
specific characteristics or trading strategies. These groups include: 

• Regional Pairs 

These are pairs that are categorized based on their geographical regions. For 
example, pairs involving currencies from Scandinavian countries like the Swedish 
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Krona (SEK), Norwegian Krone (NOK), and Danish Krone (DKK) can be classified 
as Scandinavian pairs. 

• Safe Haven Pairs 

Currencies that tend to retain or increase in value during periods of uncertainty and 
market instability are part of this group. Examples include pairs involving the Swiss 
Franc (CHF), Japanese Yen (JPY), and US Dollar (USD). These currencies are often 
sought after during geopolitical tensions or global financial crises. 

• High-Yield Pairs 

These pairs involve currencies with higher interest rates, often from emerging markets. 
Trading these pairs can be attractive for carry trade strategies, where traders seek to 
profit from interest rate differentials. Examples include pairs like AUD/JPY or 
NZD/JPY. 

• Pegged or Fixed Pairs  

Some countries have their currency values pegged or fixed to another major currency 
like the USD or EUR. Pairs involving such currencies can exhibit unique characteristics 
due to their pegged nature. Examples include the Hong Kong Dollar (HKD) or the 
UAE Dirham (AED). 

Each of these groups has its own set of dynamics, risks, and opportunities, and they 
cater to different kinds of trading strategies and preferences in the Forex market. 
Understanding these categories can help traders in portfolio diversification and in 
applying appropriate trading tactics based on market conditions and personal 
investment goals. 

 

Interesting Tidbit: The AUD/NZD pair, representing two closely tied 
economies, is often used as a gauge for regional economic health in 
Oceania. 

 



YOUR ESSENTIAL GUIDE TO FOREX TRADING 

 16 

Nicknames of Popular Currency Pairs 

Here's a table outlining the currency symbols, their regular names, and their common 
nicknames: 

 

Currency Symbol  Regular Name Nickname 
USD US Dollar Greenback, Buck 
EUR Euro Euro 
JPY Japanese Yen Yen 
GBP British Pound Sterling Sterling, Cable, Quid 
AUD Australian Dollar Aussie 
NZD New Zealand Dollar Kiwi 
CAD Canadian Dollar Loonie 
CHF Swiss Franc Swissy 
ZAR South African Rand Rand 
TRY Turkish Lira Lira 
SGD Singapore Dollar Sing Dollar 
MXN Mexican Peso Peso 
CNY Chinese Yuan Renminbi Yuan 
   

 

Note: This table provides a selection of some of the most commonly traded currencies 
and their nicknames. The forex market includes a vast number of currencies from all 
over the world, and not all of them have widely recognized nicknames. 
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The Significance of the US Dollar in the Forex Market: 
 

The US dollar (USD) holds a paramount position in the global economic and financial 
landscape. Its influence in the foreign exchange market is unparalleled, and here's 
why: 

World's Primary Reserve Currency: 

• The US dollar is the dominant reserve currency held by central banks and 
financial institutions globally. This status stems from the post-World War II era 
when the Bretton Woods agreement established the US dollar as the main 
global currency, pegged to gold. Although the gold pegging was later 
dropped, the USD's dominant position remained. 

  Dominance in Global Transactions: 

• A sizable portion of international transactions, even those not involving the US 
directly, is denominated in USD. Whether it's oil trading, global contracts, or 
international loans, the US dollar is often the chosen currency. 

Safe-Haven Currency: 

• In times of global economic uncertainty or geopolitical tensions, investors tend 
to flock to "safe-haven" assets. The US dollar is considered one such asset, 
primarily due to the size and stability of the US economy and its political 
structure. When global risks rise, the demand for the USD typically increases, 
strengthening its value. 

Predominance in Currency Pairs: 

• As you might have noticed, the US dollar features prominently in the world's 
most traded currency pairs (the "majors"). This isn't by accident. The sheer 
volume of global trade and finance that transpires in USD ensures its ubiquity 
in forex trading. 

Benchmark for Global Commodities: 

• Many of the world's critical commodities, such as oil, gold, and metals, are 
priced in US dollars. This means that any fluctuations in the value of the USD 
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can influence commodity prices, which in turn can impact economies 
dependent on commodity exports or imports. 

US Economic Indicators: 

• Given the significance of the US economy, economic indicators like interest 
rate decisions by the Federal Reserve, employment data, and GDP growth 
figures are closely watched by forex traders. These indicators can significantly 
influence the direction of currency pairs involving the USD. 

 

In essence, understanding the role and influence of the US dollar is 
foundational for anyone venturing into the world of forex. Its 
movements often set the tone for global currency dynamics, making 
it a crucial element in the broader puzzle of forex trading. 
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How Prices Change in Forex 
 

Pips, Points and Tick: Definition and Importance 

While 'tick', 'pip', and 'point' are terms often used interchangeably in trading, they 
have distinct meanings: 

Definitions 

• Pip:  

A 'pip' stands for "Percentage in Point" and signifies the smallest price movement in 
the forex market for most currency pairs. For most pairs, it's the fourth decimal place 
in a quote. For example, when EUR/USD moves from 1.065430 to 1.65440, it 
moves 0.0001 USD or one pip. 

However, for pairs involving the Japanese Yen (JPY), like USD/JPY or EUR/JPY, a 
pip is the second decimal place due to the Yen's inherent value. For instance, if 
USD/JPY moves from 110.50 to 110.51, that 0.01 JPY rise is one pip. 

• Pipette (or point in forex) 

In the context of the forex market, a point is the smallest possible price movement 
measured on the left side of the decimal point. It's less commonly used in forex 
compared to pips. However, if you use MT4 and MT5 trading platforms you see they 
show all fluctuations in point. 

• Tick:  

A "tick" represents the smallest possible price movement for a particular CFD 
instrument, whether it's a commodity, a stock, or any other tradable asset. The concept 
of a tick is analogous to the forex market's "pip," but it's a more generalized term used 
across various markets. 

Some brokers like Errante offer quotes to a fifth decimal place for most 
pairs and a third decimal place for JPY pairs, known as fractional pip, 
point or "pipette." 
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For instance, if EUR/USD is quoted at 1.10505, the last digit (5) is a pipette. Similarly, 
if USD/JPY is quoted at 110.505, the third decimal (the 5) represents a pipette. 

 

Tick Size and Tick Value Explained 

Unlike a standard stock, where the smallest price movement is typically 0.01 (one 
cent), CFDs can have different tick sizes and values depending on the asset being 
traded. 

• Tick Size 

Tick size is the smallest possible increment by which the price of a financial instrument 
(like stocks, commodities, or currencies) can move. It's essentially the minimum price 
step in which traders can place their orders. 

Example: If a stock's price moves in increments of $0.01, then its tick size is $0.01. 

 

• Tick Value 

Tick value, on the other hand, refers to the monetary value of each of these price 
increments. It's the actual cash amount that a single tick movement represents in a 
trading position. 

The tick value is calculated by multiplying the tick size by the contract size (number of 
units of the asset in a single contract). 

Example: In futures trading, if the tick size for a crude oil contract is $0.01 and one 
contract represents 1000 barrels, the tick value would be $0.01 x 1000 = $10. This 
means that for every $0.01 change in the price per barrel, the overall value of the 
contract changes by $10. 
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Importance of Understanding Tick and Pip 

• Measurement of Movement 

Pips and ticks provide a standardized way to measure price movement. Whether a 
trader is evaluating trends, setting stop-loss/take-profit levels, or calculating profits 
and losses, pips are fundamental. 

• Precision in Trading 

Measuring the price movements in tick or pip for a given instrument helps traders set 
precise stop-loss, take-profit, and entry levels. The number of pips or ticks at risk often 
determines the amount of capital a trader is willing to allocate to a specific trade. 

• Risk Management 

Understanding tick sizes aids in calculating potential profits and losses for a given 
price movement. Traders use pips to set stop-loss orders, ensuring they can cap 
potential losses at a predetermined level. 

• Liquidity Implications 

Instruments with smaller tick sizes often have higher liquidity and tighter bid-ask 
spreads, leading to potentially lower trading costs. 

 

The Basics of Pip Value 

After understanding the concept of pip, it is essential to learn Pip value. Pip value 
denotes the monetary value of each pip movement in the price of a currency pair. 
This value is not constant but varies depending on the currency pair being traded, 
the size of the trade, and the exchange rate of the currency pair at the time of the 
trade. 

Explanation of Pip Value 

The significance of pip value lies in its role as a unit of measurement, which helps 
traders quantify the gain or loss associated with a particular price movement in the 
Forex market. For instance, if a trader says that they made 20 pips on a trade, the 
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actual monetary value of these 20 pips can only be understood when the pip value 
is known. 

Calculating the pip value is essential for effective risk management. The formula to 
calculate pip value is typically: 

Pip Value (in Base Currency) = (One Pip / Exchange Rate) × Lot Size 

Pip Value (in Quote Currency) = One Pip × Lot Size 

 

• One Pip: Represents the smallest price move (usually 0.0001 for most pairs, 
0.01 for pairs with the Japanese Yen). 

• Exchange Rate: The rate at which the base currency can be exchanged for 
the quote currency. 

• Lot Size: The number of units of currency traded. 

 

In the base currency formula, the pip value is divided by the exchange rate to 
convert it into the base currency. In contrast, in the quote currency formula, the pip 
value is directly multiplied by the lot size. 

These calculations allow traders to understand what each pip movement represents 
in terms of their account currency, enabling a more informed decision-making 
process regarding position sizing and risk per trade. 

 

Factors Influencing Pip Value 

The pip value is influenced by: 

• Currency Pair: Different pairs have different pip values, especially when 
involving exotic currencies. 

• Lot Size: Standard (100,000 units), mini (10,000 units), and micro (1,000 
units) lots will have different pip values. 

• Market Volatility: Can affect the exchange rate, thereby influencing the pip 
value. 
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Examples of Calculating Pip Value 

Major Currency Pair (EUR/USD) 

Base Currency: For 1 lot, pip value = (0.0001 / 1.1200) × 100,000 = 8.93 EUR 

Quote Currency: For 1 lot, pip value = 0.0001 × 100,000 = 10 USD 

 

Cross Currency Pair (EUR/JPY) 

Base Currency: For 1 mini lot, pip value = (0.01 / 129.80) × 10,000 = 0.77 EUR 

Quote Currency: For 1 mini lot, pip value = 0.01 × 10,000 = 100 JPY 

 

Exotic Pair (USD/ZAR) 

Base Currency: For 1 micro lot, pip value= (0.0001/15.5000)×1,000= 
0.0065USD 

Quote Currency: For 1 micro lot, pip value = 0.0001 × 1,000 = 0.10 ZAR 

 

 

Exchange Rates, Bid, Ask, and Spread: A Guide for Retail Traders 

Understanding the Exchange Rate 

When you trade in the Forex market, you're dealing with pairs of currencies, like the 
Euro against the US Dollar (EUR/USD). The exchange rate tells you how much of 
one currency you can get in exchange for the other. It's like when you travel and need 
to exchange your money; the rate fluctuates based on supply, demand, and 
economic conditions. 

Example: If the exchange rate for EUR/USD is 1.20, it means 1 Euro gets you 1.20 
US Dollars. 
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Bid and Ask: The Basics 

In Forex, 'Bid' and 'Ask' are the terms used for buying and selling: 

• Bid: This is the price you can sell your currency pair at. It's what buyers in the 
market are willing to pay. 

• Ask (or offer): This is the price you can buy the currency pair at. It's what sellers 
are asking for their currency. 

 

As a retail trader: You buy at the Ask price and sell at the Bid price.  

The broker does the opposite: they buy from you at the Bid and sell 
to you at the Ask. This difference is how they make money and offer 
you the trading service. 

 

Example: In EUR/USD, if the Bid is 1.1990 and the Ask is 1.2010, you buy the pair 
at 1.2010 if you think the Euro will strengthen. If you want to sell, you do so at 1.1990. 

 
Spread: The Cost of Trading 

The spread is simply the difference between the Bid and Ask price. It's a critical cost 
for Forex traders. 

• A narrow spread (small difference) means it costs you less to make a trade. 
• A wide spread (big difference) means a higher cost. 

Think of it like a fee you pay for each trade, which goes to the broker. 

Example: Using our EUR/USD example, the spread is 1.2010 (Ask) - 1.1990 (Bid) = 
0.0020 or 20 pips. That's the cost you'll pay to enter a trade. 
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Why It Matters to Retail Traders 

• Exchange Rate Movements: Knowing how these rates move can help you 
understand when to buy or sell a currency pair. 

• Bid and Ask: Understanding these helps you see the price you'll get when you 
open or close a trade. 

• Spread Costs: Knowing the spread helps you calculate the cost of your trade, 
which is essential for managing your trading budget and strategy. 
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Explaining Lot Size and Contract Size in Forex Trading 
 

The term "lot" in the forex market refers to the standardized quantity of a currency pair 
or instrument that traders can buy or sell. Lot size significantly influences the risk and 
reward of your trades. Standard, mini, and micro lots are the most common lot sizes, 
and they can also be represented in terms of a standard lot. Understanding these 
fractional representations is crucial for effective trade management. 

 

Types and implications 

• Standard Lot 

A standard lot in Forex trading typically represents 100,000 units of the base 
currency. For instance, in a EUR/USD trade, one standard lot would be 100,000 
Euros. 

 

• Mini and Micro Lots as Fractions of a Standard Lot 

Mini Lot: A mini lot is one-tenth the size of a standard lot. Therefore, it can be 
represented as 0.1 of a standard lot. In terms of units, it's 10,000 units of the base 
currency. For example, 0.1 lot of EUR/USD equals 10,000 Euros. 

Micro Lot: A micro lot is one-hundredth of a standard lot, which is represented as 
0.01 in terms of a standard lot. It corresponds to 1,000 units of the base currency. 
So, trading 0.01 lot of EUR/USD means trading 1,000 Euros. 

 

• Practical Implications 

Flexibility in Position Sizing: This fractional representation allows traders to fine-tune 
their position sizes. Instead of being limited to trading whole lots, traders can operate 
with a level of granularity that suits their risk tolerance and strategy. 
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Risk Management: Smaller lot sizes enable better risk management, especially for 
retail traders with smaller account balances. By using 0.1 or 0.01 of a standard lot, 
traders can limit their exposure to market volatility. 

Accessibility: This system makes the Forex market more accessible. Traders can 
participate without needing the capital necessary to trade full standard lots, opening 
Forex trading to a broader audience. 

Broker Specifications: Not all brokers offer all lot sizes, so it's essential to check with 
your broker regarding the available options and any specific conditions or 
requirements. 

 

Example 

If a trader wants to trade EUR/USD but doesn't want to risk a full standard lot, they 
might choose to trade 0.1 lots (a mini lot) or 0.01 lots (a micro lot). This would be 
10,000 and 1,000 Euros respectively, representing a smaller financial commitment 
and risk level. 

 

Conclusion 

Representing smaller lot sizes as fractions of a standard lot provides Forex traders 
with greater control over their trading activities. It allows for detailed and customized 
risk management, making it easier for traders of all sizes and experiences to 
participate in the Forex market. 
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Why Currencies Are Traded in Lots 
 

Simplification of Large Transactions 

Forex involves trading national currencies, which often requires handling large sums 
of money to capitalize on relatively small price movements. Trading in lots eliminates 
the need to trade in individual units (which could be unwieldy and impractical), 
making transactions more manageable and standardized. 

 

Standardization and Efficiency 

Lots provide a standardized method of trading, which brings efficiency and uniformity 
to the Forex market. This standardization helps in comparing and executing trades 
across different brokers and platforms. It also simplifies the process of calculating 
profits, losses, and risks. 

 

Leveraging Small Price Movements 

Currency prices usually fluctuate in tiny increments, often fractions of a cent. To make 
significant profits from these small movements, traders need to use large amounts of 
currency. Lots enable traders to control large positions with a relatively small amount 
of capital, especially when used in conjunction with leverage. 

 

Risk Management 

Trading in lots allows traders to better manage their risk. By choosing different lot 
sizes (standard, mini, micro), traders can control the amount they are willing to risk in 
a trade in a more precise and straightforward way. It's an essential aspect of a 
trader's risk management strategy. 
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Market Convention 

Trading in lots has become a market convention in Forex. It provides a common 
language and framework for traders around the world, contributing to the liquidity 
and global nature of the market. This convention helps in maintaining order and 
consistency, which is vital for such a vast and decentralized market. 

 

Accessibility for Different Traders 

The availability of different lot sizes (standard, mini, micro) makes the Forex market 
accessible to a wide range of traders. While institutional traders might opt for 
standard lots, individual retail traders with less capital can trade using mini or micro 
lots. 
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In-Depth Exploration of Contract Size in Forex CFDs: Gold, Oil, 
and Indices 
 

Understanding Contract Size in Forex CFD Trading 

Contract size in the context of Forex CFD (Contract for Difference) trading refers to 
the total amount of an asset that a trader is committing to buy or sell. Unlike direct 
stock or commodity trading, CFDs allow traders to speculate on price movements 
without owning the underlying asset.  

The contract size of a CFD refers to the number of underlying units represented by 
one CFD contract. It's analogous to the lot size in forex trading. 

For instance, If the contract size of a CFD on a particular stock is 100 shares, then 
buying one CFD contract means you are trading the price movement of 100 shares 
of that stock. 

The concept of contract size is pivotal for understanding your market 
exposure and potential risk in trades involving different assets like 
gold, oil, and indices. 

 
CFD Lot Size and Its Relation to Contract Size 

While the term "lot" is more commonly associated with forex, some brokers use it for 
CFDs to denote a standardized quantity of a particular CFD instrument. This helps in 
standardizing trade sizes. 

brokers usually offer CFDs in lot sizes that represent 1 contract. 
Therefore, if you buy one lot of a CFD, you might be buying exposure 
to the number of units included in each contract, depending on the 
broker's specifications. 
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Let’s take a look on couple of examples to understand CFD Lot and Contract Sizes 
Across Different Instruments: 

Contract Size in Gold CFDs 

For a gold CFD, one standard lot contains one contract of gold, and the contract size 
might represent 100 ounces of gold. Therefore, if you buy 0.1 lot gold, you're 
essentially trading the price movement of 10 ounces of gold. 

 

Calculating Market Exposure  

If the market price of gold is, say, $1,800 per ounce, and a trader buys 0.1 contract 
size of gold (10 ounces), the total contract size or market exposure is 10 ounces * 
$1,800 = $18,000. 

 

Implications for Traders: 

A small change in the gold price can lead to a significant change in the total value 
of the contract. Traders need to be aware of the volatility in gold prices and its impact 
on their positions. 

 

Contract Size in Oil CFDs 

For oil CFDs, a standard contract often represents 1,000 barrels of oil. 

Example Calculation: 

If the price of oil is $60 per barrel, and you trade one standard lot (1,000 barrels), 
your total contract value is 1,000 barrels * $60/barrel = $60,000. 

Risk Considerations: 

The oil market can be highly volatile, influenced by geopolitical, environmental, and 
economic factors. This volatility directly affects the contract value and, consequently, 
the risk and potential return of the trade. 

 



YOUR ESSENTIAL GUIDE TO FOREX TRADING 

 32 

Contract Size in Index CFDs 

When trading index CFDs, the contract size is typically linked to the value of the index 
multiplied by a specific multiplier. 

Understanding Index CFDs: 

For example, if trading an S&P 500 CFD where one contract equals one unit of the 
index level, and the index is currently at 3,300, then the contract size is 3,300 * 1 = 
$3,300. 

 

Market Exposure: 

If you open a 10-lot position, this means you’re speculating on the movement of an 
index that represents $33,000 in value. Index movements can reflect broader market 
trends, and traders need to monitor multiple sectors and economic indicators. 

 

Contract Size in Stocks & Equities CFDs: 

For a CFD on Apple shares, if the contract size is equivalent to one share of Apple, 
buying 1 lot or 100 CFD contracts is akin to trading the price movement of 100 Apple 
shares. 

 

Contract Size in Cryptocurrency CFDs: 

A Bitcoin CFD might have a contract size equivalent to one Bitcoin. So, if you buy 
five CFD contracts and Bitcoin's price goes up by $1,000, you'd have a theoretical 
gain of $5,000 (minus any trading costs). 

 

Key Takeaways for Forex CFD Traders 

• Understand Your Exposure: Grasping the contract size for different CFDs is 
crucial for understanding your total market exposure. 
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• Manage Risks Appropriately: Different assets have diverse levels of volatility. 
It's important to align your risk management strategies with the potential 
volatility of the asset you're trading. 

 

Specification Section in MT4 and MT5 for Trading Instrument Details 

Traders looking to understand the specifics of contract and lot sizes for their trading 
instruments can conveniently find this information through the Specification section in 
their trading platform.  

Whether using MT4, MT5, or another platform, this section provides detailed insights 
into each instrument's contract size and lot size, among other crucial trading 
parameters, ensuring traders are well-informed before executing their trades. By 
accessing these details, traders can make more precise calculations and strategize 
effectively, aligning their trading decisions with the characteristics of the chosen 
instruments. 

 

The specification section is a valuable resource for traders to 
understand the detailed characteristics and trading conditions of 
various instruments, including Forex pairs, CFDs on commodities, 
indices, and more. 

 
 

How to Access the Specification Section 

To access the Specification section in MT4 or MT5, follow these simple steps: 

1. Open the Market Watch Window: 

First, open the MT4 or MT5 platform. The 'Market Watch' window usually appears 
on the left side of the screen. If it's not visible, you can enable it by clicking on ‘View’ 
in the top menu and then selecting ‘Market Watch’, or simply pressing Ctrl+M. 
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2. View the List of Instruments: 

In the Market Watch window, you'll see a list of trading instruments available with 
your broker. These could include a variety of currency pairs, commodities, indices, 
etc. 

3. Accessing Instrument Specifications: 

Right-click on the instrument (e.g., a currency pair or commodity) you are interested 
in. A drop-down menu will appear. 

Select ‘Specification’ from this menu. 

4. Review the Details: 

A new window will pop up, displaying all the relevant details of the selected 
instrument. This includes contract size, margin requirements, spread, swap rates (for 
holding trades overnight), and other trading conditions. 

 

Importance for Traders 

Tailored Trading Strategy: Understanding these specifications is crucial for tailoring 
your trading strategy according to the instrument’s characteristics. 

Informed Decisions: Details like spread, leverage, and swap rates are essential for 
making informed trading decisions, particularly for risk management. 

Comparing Instruments: By accessing specifications for different instruments, you can 
compare and choose the ones that best fit your trading style and objectives. 
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Understanding Leverage in Forex Trading 
 

Defining Leverage in Forex Trading 

Before diving into how leverage affects your trading, it's essential to grasp what 
leverage actually is. Leverage in Forex trading is a powerful facility offered by 
brokers that enables traders to control a large position with a comparatively small 
amount of capital, effectively amplifying their trading power. 

 

How Leverage Works:  

Imagine leverage as a multiplier of your investment. With a 50:1 leverage, for every 
$1 of your funds, you can control a $50 position in the market. 

Suppose a trader has an initial deposit of $1,000. 

• With a leverage of 50:1, the trader can control a position worth $50,000. 
• At 100:1 leverage, the position size increases to $100,000. 
• At 200:1 leverage, it grows to $200,000. 

Now that we understand leverage as a tool to increase market exposure, let's explore 
how this impacts your trades. Leverage is not just about increased buying power; it 
fundamentally changes the potential outcomes of your trades. 

 

Exploring the Dual Nature of Leverage 

With a clear picture of what leverage and margin are, it's crucial to discuss why 
leverage is often termed a double-edged sword. This analogy perfectly captures the 
dual potential of leverage to significantly increase both gains and losses. 

These real-world examples will illustrate how identical leverage settings can lead to 
dramatically different outcomes, emphasizing the need for careful strategy and risk 
management in leveraged trading. 
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Example of a Profitable Trade: 

Initial Capital: $1,000 

Leverage: 100:1 

Lot Size: 1 standard lot (100,000 units) 

Price Movement: 50 pips in favor 

In this scenario, assuming the EUR/USD pair, a 50 pips gain translates to $500 (50 
pips * $10 per pip). The trader has made a 50% return on their initial capital. 

 

Example of a Losing Trade: 

Initial Capital: $1,000 

Leverage: 100:1 

Lot Size: 1 standard lot 

Price Movement: 50 pips against 

In this case, a 50 pips loss means a $500 loss, equating to a 50% decrease in the 
initial capital. This example underscores how quickly high leverage can erode capital 
in adverse market movements. 

 

Take Aways 

Leverage is critical concepts in Forex trading, offering the potential for significant 
profits but also posing substantial risks.  

Traders must use leverage wisely, understanding its implications and 
integrating sound risk management strategies to safeguard their 
capital. 
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Understanding the Rationale Behind Brokers Offering Leverage 

Before delving deeper into the calculating profit and loss for leveraged positions, let's 
pause to consider a fundamental question: Why do brokers offer leverage to traders? 
This insight helps us appreciate the role of leverage in the Forex ecosystem. 

 

Enhancing Market Accessibility:  

Leverage is a key tool for making the Forex market accessible to a wider audience. 
It significantly lowers the barrier to entry, enabling individual retail traders to 
participate in the market without requiring substantial capital. 

 

The Competitive Landscape for Brokers:  

In a market brimming with brokerage options, leverage becomes more than just a 
trading facilitator; it's a strategic tool for brokers. 

 

A Tool for Differentiation:  

By offering appealing leverage options, brokers can stand out in a crowded industry, 
attracting a larger clientele. 

 

Leverage as a Catalyst for Trading Activity: 

Brokers are in the business of facilitating trades, and leverage plays a crucial role in 
stimulating trading activity. 

 

Boosting Trading Volumes: 

When traders use leverage, they tend to trade more frequently and in larger volumes. 
This increase in trading activity translates into higher revenue for brokers through 
spreads and commissions. 
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Empowering Diverse Trading Strategies: 

Leverage is not merely about increasing buying power; it's about expanding the 
strategic horizon for traders. 

 

Enabling a Spectrum of Strategies:  

From hedging and scalping to long-term positions, leverage allows traders to pursue 
a variety of strategies, enriching the trading landscape. 

 

Transitioning to the Nature of Leverage:  

Having understood the 'why' behind brokers offering leverage, we naturally progress 
to exploring what leverage is and how it interacts with margin. It's important to 
remember that while leverage can magnify potential profits, it also escalates the risk 
factor, making its understanding and management crucial in Forex trading. 
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Calculating Profit and Loss 

 
In the world of trading, understanding how to calculate potential profit and loss is 
fundamental. When incorporating leverage into the equation, these calculations 
become even more significant as leverage amplifies both potential gains and 
potential losses. Let's delve into the math behind these calculations for various asset 
classes. 

As mentioned earlier, leverage allows traders to control a larger position with a 
smaller amount of capital. It's expressed as a ratio, such as 1:50, which means that 
for every $1 of capital, a trader can control $50 worth of a position. However, while 
leverage can magnify profits, it can also amplify losses, making it crucial to 
understand the mechanics behind it. 

 

1. Forex (FX) 

Initial Balance: $10,000 

 

Example of a Winning Trade: 

With 1:100 leverage, you buy 1 standard lot (100,000 units) of EUR/USD at 
1.1000. The rate climbs to 1.1050. 

 

Pip Difference = 1.1050 - 1.1000 = 50 pips 

Profit = 50 pips x 100,000 units = $500 

New Balance = $10,000 + $500 = $10,500 

 

Example of a Losing Trade:  

You sell 1 standard lot of EUR/USD at 1.1000, expecting it to drop. Contrarily, it 
goes up to 1.1050. 
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Pip Difference = 1.1000 - 1.1050 = -50 pips 

Loss = 50 pips x 100,000 units = $500 

New Balance = $10,000 - $500 = $9,500 

 

2. Gold 

Initial Balance: $10,000 

 

Example of a profitable trade:  

Utilizing 1:50 leverage, you buy 1 lot (contract) of gold CFDs at $1,800 per ounce. 
With each contract representing 100 ounces, gold's price increases to $1,810. 

 

Profit per contract = ($1,810 - $1,800) x 100 ounces = $1,000 

Total Profit = $1,000 x 1 lot = $1,000 

New Balance = $10,000 + $1,000 = $11,000 

 

If gold had declined to $1,790: 

 

Loss per contract = ($1,800 - $1,790) x 100 ounces = $1,000 

Total Loss = $1,000 x 1 lot = $1,000 

New Balance = $10,000 - $1,000 = $9000 
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3. Indices 

Initial Balance: $10,000 

 

Example:  

At 1:20 leverage, you purchase 5 contracts of the S&P 500 CFD at 4,250 points. 
The index ascends to 4,260 points. 

 

Point Difference = 4,260 - 4,250 = 10 points 

Profit per contract = 10 points x $1 = $10 

Total Profit = $10 x 5 contracts = $50 

New Balance = $10,000 + $50 = $10,050 

 

Had the index descended to 4,240 points: 

 

Point Difference = 4,250 - 4,240 = 10 points 

Loss per contract = 10 points x $1 = $10 

Total Loss = $10 x 5 contracts = $50 

New Balance = $10,000 - $50 = $9,950 

 

Incorporating an initial balance, and presenting the new balance post-trade, 
underscores the potential perils and rewards inherent in leveraged trading. Prudent 
risk management techniques are paramount to navigate the high-stakes world of 
leveraged trades. 
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Always remember, while leverage can help boost profits in 
favorable market conditions, it can also lead to substantial losses if 
the market turns against you. Hence, it's essential to employ sound 
risk management strategies and ensure you fully understand the 
implications of leveraged trading. 

 

Forex (FX) Scenario with Non-USD Quote Currency: 

When you're trading currency pairs where the USD is not the quote currency, and 
you want to calculate your profit/loss in terms of USD, there's an added step to 
convert the profit/loss from the quote currency to USD. 

Let's consider the EUR/GBP pair for this example.  

 

Initial Scenario: 

- You have an account with 1:100 leverage. 

- You decide to buy 1 standard lot (100,000 units) of EUR/GBP at 0.8800, 
anticipating that the Euro will strengthen against the Pound. 

- The price moves in your favor and goes up to 0.8850. 

 

Pip Difference = 0.8850 - 0.8800 = 50 pips 

Profit in GBP (since GBP is the quote currency) = 50 pips x 100,000 units = £500 

 

Now, to convert this profit to USD, you'll need the current exchange rate of 
GBP/USD.  
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Assuming: 

The GBP/USD rate at the time you close your position is 1.3800. That means to buy 
1 GBP you need to pay 1.8300 USD. So you can calculate your profit in USD as 
follows: 

Profit in USD = £500 x 1.3800 = $690 

 

Thus, your profit for this trade, when converted to USD, is $690. 
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Introducing the Concept of Margin 
 

Understanding leverage leads us to the concept of margin. Margin is the foundation 
upon which leverage is built, representing the actual funds required to open and 
maintain a leveraged position. It's a fraction of the full value of your trade and acts 
as a good-faith deposit to cover potential losses. 

Margin's Role in Leveraged Trading:  

It's a security measure, ensuring you have a stake in the trade and the ability to cover 
potential losses. It also protects both the trader and the broker from entering trades 
that are too risky relative to the trader's capital. 

Types of Margins and Their Interplay: 

Let's delve deeper into the different types of margins, their relationships, and their 
implications in forex trading. 

 

Understanding Margin Requirements 

Your Trading Fuel: Required Margin 

Imagine setting off on a grand voyage across the vast ocean of Forex trading. Just as 
a ship requires a certain amount of fuel to embark on a journey, trading with leverage 
in Forex requires something called 'margin'. This initial capital is like the fuel needed 
to power your trades across the unpredictable seas of currency markets. 

Definition and Calculation 

Margin isn’t just an entry ticket into the world of leveraged trading; it's a crucial part 
of your trading strategy. It represents the actual funds you need to open and maintain 
a position, serving as a good-faith deposit to cover potential losses.  

Required Margin refers to the minimum amount of funds that a trader needs to hold 
in their trading account to open and maintain a position. It's essentially a portion of 
the total trade value, set aside to cover any potential losses. 

The calculation of the required margin is typically based on the formula: 
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Required Margin=Trade Size/Leverage 

For example, if a trader wants to open a position worth $100,000 and the leverage 
provided by the broker is 1:100, the required margin would be: 

Required Margin=$100,000/100=$1,000 

 

Factors Affecting Required Margin 

Several factors influence the amount of required margin: 

• Trade Size: Larger trades require more margin. 
• Leverage: Higher leverage reduces the required margin but increases risk. 
• Market Volatility: In times of high volatility, brokers may increase margin 

requirements. 
• Currency Pair: Different pairs have varying liquidity and volatility, affecting 

margin requirements. 
• Regulatory Changes: Financial authorities may impose rules that alter margin 

requirements. 

 

The Voyage to Used Margin 

As our ship leaves the harbor, we encounter our first landmark: Used Margin. It's like 
the initial amount of fuel consumed to get your ship moving. This is the part of your 
capital that gets 'locked in' by the broker when you open a position. It's set aside to 
ensure you have the means to cover potential losses. 

 

Explanation and Significance 

Used Margin is the total amount of margin currently being used to maintain all open 
positions. It represents the sum of required margins for all these positions. 

This is crucial as it determines the remaining funds available for trading or absorbing 
losses. If the used margin is too high compared to the account balance, it can lead to 
a margin call. 
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Difference Between Used and Required Margin 

The key difference lies in their scope: 

• Required Margin is specific to a single trade. 
• Used Margin is the aggregate of required margins for all open positions. 

Suppose you want to control 5 positions of total $50,000 in the Forex sea, and the 
required margin is 2%. Your used margin would then be $1,000 (50,000*2%). This 
amount is reserved in your account, marking your commitment to the journey. 

 

Free Margin: Your Tradable Wealth 

As we sail further, the concept of Free Margin emerges, representing the resources 
you have left to navigate new waters or manage storms (market volatility). 

Definition and Calculation 

Free Margin is the amount of money in a trading account that is available for opening 
new positions. It is the difference between the account's equity and the used margin.  

 

The free margin gives you the flexibility to open new positions or 
sustain existing ones against market fluctuations.  

 

It can be calculated as: 

Free Margin=Account Equity−Used Margin 

Where Account Equity is the sum of the account balance and any unrealized profits 
or losses from open positions. 
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How It Affects Trading Capacity 

Free margin is critical for several reasons: 

• Opening New Trades: More free margin means the ability to open larger or 
more positions. 

• Buffer Against Losses: It acts as a cushion against market fluctuations, 
reducing the likelihood of getting out of the market. 

 

Margin Level, Margin Call, and Stop-Out 

Margin Level: The Safety Gauge 

On the horizon, the Margin Level appears, acting as a lighthouse, guiding you 
through the fog of market uncertainty. 

 

Definition and Importance 

Margin Level is a crucial metric in forex trading that indicates the health of an account. 
It is a percentage that represents the ratio of equity to used margin. A high margin 
level indicates a healthy trading account, while a low-level signals potential danger. 

 

The formula for margin level is: 

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

 

For instance, if a trader's equity is $5,000 and the used margin is $2,500, the margin 
level would be 200%. 

Margin level is important as it serves as an early warning system for traders, signaling 
the need to either close positions or add funds to avoid liquidation. 
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How They Interact with Each Other 

The margin level is directly influenced by changes in the equity, which in turn is 
affected by unrealized profits or losses of open positions. As the market moves, so 
does the equity, and consequently, the margin level fluctuates. 

 

The Warning Signal: Margin Call 

As in any sea voyage, there are warning signs to heed. In Forex trading, one such 
sign is the Margin Call. It's an alert from your broker when your account equity falls 
below a certain level, indicating that you might not have enough fuel (capital) to 
sustain your position in turbulent markets. 

 

Definition and Mechanism 

A Margin Call occurs when the margin level drops to a specific percentage, often set 
by the broker. This is a demand by the broker for the trader to deposit more funds into 
their account or close some positions to increase the margin level. 

For example, if the margin call level is set at 100%, a margin call will happen when 
the margin level falls to or below 100%. 

 

Significance in Risk Management 

Margin calls play a pivotal role in risk management, acting as a checkpoint to prevent 
traders from incurring unsustainable losses.  

 

The margin call level encourages traders to either reduce their 
position sizes or to inject more capital, maintaining a healthy 
balance between used margin and equity. 
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Stop-Out Level: The Emergency Brake 

In the deepest waters, we reach the concept of the Stop Out Level, the last line of 
defense in your trading voyage. 

Definition and Execution 

The Stop-Out Level is a critical threshold in forex trading where the broker 
automatically starts closing the trader's open positions if the margin level continues to 
fall, reaching this predefined point. This action is taken to prevent the account balance 
from going negative. 

For example, suppose the stop-out level is set at 50%. In this case, if the margin level 
drops to 50% or below, the broker initiates the process of liquidating the trader's 
positions. 

 

Mechanics of Stop-Out Execution 

When the margin level reaches the stop-out level, the following occurs: 

• Automatic Position Selection: The broker's system automatically identifies the 
most unprofitable positions in the trader's portfolio. 

• Sequential Closure: Positions are closed sequentially, beginning with the most 
unprofitable one, until the margin level is raised back above the stop-out 
threshold. 

• Partial Closure: In some instances, positions may be partially closed if doing 
so is sufficient to bring the margin level back up. 

The exact mechanics of this process can vary slightly depending on the broker's 
policies and the trading platform used. Some platforms have more sophisticated 
algorithms for deciding which positions to close and in what order. 
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Importance in Maintaining Account Stability 

The stop-out level is a crucial safety feature in margin trading.  

Stop-out level serves as the last line of defense against a negative 
account balance, which can happen due to rapidly changing market 
conditions or excessive leverage.  

 

By automatically closing positions, it helps to: 

• Limit Losses: Ensures that losses do not exceed the trader's initial investment, 
protecting them from owing money to the broker. 

• Preserve Capital: Helps to conserve a portion of the trader's capital, giving 
them a chance to reassess their strategy and return to the market under better 
conditions. 
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Example Scenario: Trading with an Errante VIP Account 

Starting Conditions: 

• Trader's Initial Balance: $10,000 
• Leverage on Errante VIP Account: 1:100 
• Trade Size: $100,000 (1 standard lot in Forex) 
• Currency Pair: EUR/USD 
• Required Margin Calculation: For a $100,000 position with 1:100 leverage, 

the required margin is $1,000. 

Scenario: The trader opens one position, locking $1,000 as the required margin. 

 

Used Margin 

Explanation: The used margin is the total amount of margin tied up in current trades. 

Scenario: If the trader opens two such positions, the used margin would be $2,000 
($1,000 x 2). 

 

Free Margin 

Calculation: Free Margin = Account Equity - Used Margin. 

Scenario: With no unrealized profit/loss, the equity is still $10,000. So, free margin 
after opening two positions is $10,000 - $2,000 = $8,000. 

 

Margin Level 

Calculation: Margin Level = (Equity / Used Margin) x 100%. 

Scenario: Margin Level = ($10,000 / $2,000) x 100% = 500%. 

 

Margin Call and Stop-Out 

Margin Call Level on Errante VIP: 100%. 
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Stop-Out Level on Errante VIP: 20%. 

 

Margin Call Scenario 

Trigger: If unrealized losses bring the equity down to $2,000, the margin level would 
be 100% ($2,000 / $2,000 x 100%). 

Action: The trader receives a margin call, warning to either deposit more funds or 
close some positions. 

 

Stop-Out Scenario 

Trigger: If losses continue and equity falls to $400, margin level reaches 20% ($400 
/ $2,000 x 100%). 

Action: The broker automatically starts closing positions, beginning with the most 
unprofitable one, to prevent further losses. 

 

Definition of Swaps in Forex Trading 

In the world of Forex trading, 'swaps' refer to the interest fee that a trader either 
earns or pays for holding a position overnight. This concept is pivotal in 
understanding the financial dynamics of currency trading. Unlike many other 
financial instruments, forex markets operate round the clock, making the role of 
swaps particularly significant. 

 

Brief History and Evolution of Swaps 

Swaps originated in the financial markets as a tool for managing financial risk and 
have been a part of currency markets for decades. Their evolution reflects changing 
market conditions and the increasing complexity of financial instruments. In forex 
trading, swaps have become an integral part of the trading strategy, offering both 
opportunities and challenges to traders.  
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Understanding the Basics of Swaps 
 

What are Swaps in Forex? 

Swaps in forex trading are fundamentally interest rate differentials between two 
currencies. When a trader holds a position overnight, they are either credited or 
debited an amount based on these differentials. This is due to the difference in 
interest rates between the two currencies involved in the transaction. Understanding 
swaps is crucial for managing the costs of trading and can significantly impact the 
profitability of long-term positions. 

 

Types of Swaps 

Overnight Swap 

This type involves an interest payment or receipt for holding a position overnight. 
The direction of the trade and the interest rate differential between the two 
currencies determine whether the trader pays or earns the swap. 

 

Weekend Swap 

Calculated for positions held over the weekend, these swaps can be higher due to 
the extended holding period. 

 

Short Swap 

When a trader sells a currency pair, they are involved in a short trade. The short 
swap is the interest paid or earned on these short positions held overnight. The rate 
is influenced by the interest rate differential, with the trader paying the swap if the 
interest rate of the currency sold is higher than that of the bought currency. 
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Long Swap  

Conversely, a long swap applies to a long trade, where a trader buys a currency 
pair. Here, the trader earns or pays interest based on holding the position overnight. 
If the bought currency has a higher interest rate compared to the sold currency, the 
trader typically earns the swap. 

 

Special Circumstance Swaps  

These are applied in unique market conditions, such as extreme volatility or 
significant economic events. Their rates and occurrences are less predictable but 
important for traders to understand. 

 

A three-day swap 

This often referred to as the "triple swap," is a practice in forex and other trading 
markets where swap interest is applied three times the normal rate on a specific day 
of the week. This triple charge compensates for the two days over the weekend 
when the markets are closed but positions are still held. 

 

Why Three-Day Swaps Occur 

Non-Trading Days: Forex markets and many other financial markets do not operate 
during weekends (Saturday and Sunday). However, positions held over the 
weekend still incur interest. 

Accounting for Weekend: To account for these non-trading days, most brokers 
apply a three-day swap rate on a certain day of the week. This practice ensures 
that the swap interest for the weekend days is covered. 

 

Typical Three-Day Swap Days 

• Forex, Metals and commodities: For most forex currency pairs and metal 
trading instruments, the triple swap is typically charged on Wednesday. 
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Therefore, holding a position on Wednesday night means incurring three 
times the regular swap rate to cover Wednesday, Saturday, and Sunday. 
 

• Other Instruments: For other instruments, like energy commodities or indices, 
the triple swap might be charged on Friday or another day, depending on 
the broker's policy and the specific instrument. 
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Importance for Traders 

Understanding the concept of the three-day swap is important for traders, 
especially those who hold positions over longer periods, including the weekend. 
The triple swap can significantly affect the cost of holding an open position, and 
traders need to factor this into their trading strategies and risk management 
practices. 

 

Purpose and Function 

• Hedging: Swaps can be used as a tool for hedging against currency risk, 
especially in international trade and investment. 
 

• Speculation: Traders might also use swaps to speculate on interest rate 
movements and earn profits from the swap differentials. 
 

• Arbitrage: Some traders engage in swap arbitrage, seeking to exploit 
inefficiencies in the swap market for profit. 

 

Practical Examples of Calculating Swaps 

Let's use the given formula to calculate swaps for the EUR/USD currency pair, 
incorporating the specific swap rates provided. This formula will be applied to both 
one night and multiple nights scenarios, including the special case of triple swap 
charges. 

1. Formula for FX & metals Swap Calculation: 

Swap = (Pip Value × Swap Rate × Number of Nights) / 10 

Swap Rates Information: 

Symbol: EUR/USD 

Swap Long: -8.82749200 

Swap Short: 2.29000000 
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Example 1: Calculating a Long Swap for One Night 
Suppose you have a long position of 1 standard lot (100,000 units) in EUR/USD. 

Swap for 1 Night (Long Position): 

Swap Rate: -8.82749200 

Pip Value for 1 standard lot: Typically, 10 USD for EUR/USD 

Number of Nights: 1 

Swap Calculation: (10 × −8.82749200 × 1) / 10 = −8.82749200 USD 

Result: You will pay a swap of approximately -8.83 USD for holding a long position 
overnight. 

 

Example 2: Calculating a Short Swap for One Night 
Now, consider you have a short position of 1 standard lot in EUR/USD. 

Swap for 1 Night (Short Position): 

Swap Rate: 2.29000000 

Pip Value for 1 standard lot: 10 USD 

Number of Nights: 1 

Swap Calculation: (10 × 2.29000000 × 1) / 10 = 2.29000000 USD 

Result: You will earn a swap of approximately 2.29 USD for holding a short 
position overnight. 

 

Example 3: Calculating Swap for Three Nights (Including Triple Swap Day) 
Assuming triple swap is charged on Wednesday or Friday, let's calculate the swap 
for holding a position over this period, including the triple swap day. 

Swap for 3 Nights (Long Position, including Triple Swap Day): 

Swap Rate: -8.82749200 

Pip Value for 1 standard lot: 10 USD 
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Total Nights: 3 (including triple swap day) 

Total Swap = (10 × −8.82749200 × 3) / 10=−26.482476 USD 

Result: For holding the long position over three nights including the triple swap day, 
you will pay approximately -26.48 USD. 

 

Key Considerations 

• Triple Swap Days: Be aware of which day your broker applies the triple 
swap. This is typically Wednesday or Friday. 

• Broker Policies: Swap rates can vary between brokers, so it's important to 
check with your broker for specific rates and policies. 

• Position Size Influence: The impact of the swap is directly proportional to 
your position size. Larger positions will lead to larger swap amounts. 

• Market Dynamics: Swap rates are subject to change and can fluctuate with 
market conditions and central bank policies. 

 

Formula for Swap Calculation in Spot Energy: 

Using the formula provided, we'll calculate the swap for the UKOIL (Brent Crude 
Oil) for both long and short positions. The examples will cover both a single night 
and multiple nights, including the special case of triple swap charges. 

Swap = Lot Size × Swap Rate × Number of Nights 

Swap Rates Information for UKOIL: 

Swap Long: -5.09999990 

Swap Short: -3.85999990 

 

Example 1: Calculating a Long Swap for One Night 
Suppose you have a long position of 1 lot in UKOIL. 

Swap for 1 Night (Long Position): 
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Swap Rate: -5.09999990 

Lot Size: 1 Lot (Typically, 1 lot of UKOIL is 1,000 barrels) 

Number of Nights: 1 

Swap Calculation: 1 × -5.09999990 × 1 = -5.09999990 USD 

Result: You will pay a swap of approximately -5.10 USD for holding a long position 
in UKOIL overnight. 

 

Example 2: Calculating a Short Swap for One Night 
Now, consider you have a short position of 1 lot in UKOIL. 

Swap for 1 Night (Short Position): 

Swap Rate: -3.85999990 

Lot Size: 1 Lot 

Number of Nights: 1 

Swap Calculation: 1 × -3.85999990 × 1 = -3.85999990 USD 

Result: You will pay a swap of approximately -3.86 USD for holding a short 
position in UKOIL overnight. 

 

Example 3: Calculating Swap for Multiple Nights (Including Triple Swap Day) 
Let's calculate the swap for holding a position over a period including the triple 
swap day (Friday for UKOIL). 

Swap for 5 Nights (Long Position, including Triple Swap Day): 

Swap Rate: -5.09999990 

Lot Size: 1 Lot 

Total Nights: 5 (including triple swap day) 

Total Swap = 1 × -5.09999990 × (2 + 3 for Triple Swap Day) = -
25.49999950 USD 



YOUR ESSENTIAL GUIDE TO FOREX TRADING 

 60 

Result: For holding the long position over five nights including the triple swap day, 
you will pay approximately -25.50 USD. 

 

Key Considerations 

• Triple Swap Days: Remember that the triple swap for spot energy 
instruments like UKOIL is applied on Friday. 

• Broker Policies: Different brokers might have different swap rates and 
policies. It's important to check with your broker. 

• Impact of Position Size: The larger your position, the greater the impact of 
the swap, which should be factored into your trading strategy. 

• Swap as a Cost: In both long and short scenarios for UKOIL, the swap is a 
cost to the trader. This is typical for commodities where holding the physical 
good (or its equivalent) incurs storage and insurance costs. 
 

To effectively manage trading strategies and understand the costs associated with 
holding positions, it is essential for traders to be aware of the exact swap rates for 
both long and short positions, as well as the specific day when the triple swap is 
applied.  

In the MT4 or MT5 trading platforms, all critical information about 
swaps can be conveniently accessed through the Specification 

window.  
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To view these details, simply right-click on the desired instrument in the Market Watch 
and select 'Specification.'  

It's important to note that, in some cases, both long and short swap 
rates can be negative. When this occurs, it means that holding a 

position, regardless of whether it's long or short, will incur a charge.  

Keeping this in mind is crucial, as it can significantly impact the cost-effectiveness of 
holding positions, especially over weekends or for extended durations, and should 
be a key consideration in your trading decisions. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



YOUR ESSENTIAL GUIDE TO FOREX TRADING 

 62 

Appendices: 

 
Glossary of Technical terms 

 

Ask (or offer): The price at which a trader can buy a currency pair. 

Australian Dollar (AUD): A commodity currency influenced by gold and mineral 
prices. 

Base Currency: The first currency in a currency pair. 

Bid: The price at which a trader can sell a currency pair. 

British Pound Sterling (GBP): The currency of the United Kingdom, frequently traded 
in Forex. 

Canadian Dollar (CAD): A commodity currency influenced by oil prices. 

CFD (Contract for Difference): A contract that pays the difference in the settlement 
price between the open and closing trades. 

Chinese Yuan Renminbi (CNY): The official currency of China, traded in Forex. 

Commodity Currency Pairs: Pairs where the currencies are from countries with large 
amounts of commodity reserves. 

Contract Size: The amount of an asset covered by a CFD contract. 

Cryptocurrency CFDs: CFDs based on the price movement of cryptocurrencies. 

Currency Pair: Two currencies traded in Forex, where the value of one is compared 
against the other. 

Economic Indicators: Statistical metrics used to gauge the economic health of a 
country. 

Euro (EUR): The official currency of the Eurozone, commonly involved in major 
currency pairs. 
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Exotic Currency Pairs: Pairs that include one major currency and one from an 
emerging economy. 

Free Margin: Funds in a trading account available for opening new positions. 

Gold CFDs: CFDs based on the price movement of gold. 

High-Yield Pairs: Currency pairs that involve currencies with higher interest rates. 

Index CFDs: CFDs based on the movement of a stock market index. 

Interest Rate Decisions: Central bank decisions that influence the value of currencies. 

Japanese Yen (JPY): A major currency known for its role in currency pairs and 
economic significance. 

Leverage: A tool that allows traders to control a large position with a small amount 
of capital. 

Liquidity: The degree to which an asset can be quickly bought or sold in the market. 

Lot Size: A standardized number of units of a currency pair. 

Major Currency Pairs: Pairs that include the US Dollar and are the most traded 
worldwide. 

Margin Call: A broker's demand for a trader to deposit more funds or close some 
positions. 

Margin Level: A ratio that indicates the health of an account by comparing equity to 
used margin. 

Margin: The minimum amount of money required to open a leveraged position. 

Mexican Peso (MXN): The currency of Mexico, involved in Forex trading. 

Micro Lot: One-hundredth of a standard lot, or 1,000 units of the base currency. 

Mini Lot: One-tenth the size of a standard lot, or 10,000 units of the base currency. 

Minor Currency Pairs: Currency pairs that do not include the US Dollar but involve 
major currencies. 
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Monetary Policy: The policy adopted by the monetary authority of a country that 
controls the supply of money. 

New Zealand Dollar (NZD): A currency influenced by agricultural commodity 
prices. 

Oil CFDs: CFDs based on the price movement of oil. 

Pegged or Fixed Pairs: Currency pairs involving currencies with values pegged to 
another major currency. 

Pip (Percentage in Point): The smallest price movement in a currency pair. 

Pipette: A fraction of a pip, representing the smallest price movement. 

Pip Value: The monetary value of each pip movement in the price of a currency pair.  

Political Events: Events related to changes in government, policies, or political 
stability that affect currency values. 

Position Sizing: The process of determining how much of a particular asset or security 
to buy or sell. 

Quote Currency: The second currency in a currency pair. 

Regional Pairs: Currency pairs categorized based on their geographical regions. 

Required Margin: The specific amount of funds needed to maintain an open position. 

Risk Management: The process of identifying, analyzing, and accepting or 
mitigating uncertainty in investment decisions. 

Safe Haven Pairs: Currency pairs that tend to retain or increase in value during 
market instability. 

Singapore Dollar (SGD): The currency of Singapore, traded in various Forex pairs. 

South African Rand (ZAR): A currency influenced by commodity price changes and 
political events in South Africa. 

Spread: The difference between the bid and ask prices. 

Standard Lot: Represents 100,000 units of the base currency. 
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Stock & Equities CFDs: CFDs based on the price movement of individual stocks. 

Stop-Out Level: A threshold where the broker automatically closes the trader's 
positions. 

Swiss Franc (CHF): Known as a safe-haven currency and often sought after during 
geopolitical tensions. 

Tick Size: The smallest possible increment in which the price of a financial instrument 
can move. 

Tick Value: The monetary value of each tick size increment in a trading position. 

Tick: The smallest possible price movement for a financial instrument. 

Trading Strategy: A fixed plan designed to achieve a profitable return by going long 
or short in markets. 

Turkish Lira (TRY): A currency influenced by the economic and political situation in 
Turkey. 

US Dollar (USD): The world's primary reserve currency and the most commonly used 
currency in Forex trading. 

Used Margin: The total amount of margin tied up in current open positions. 

 


