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WHAT IS THE FOREX MARKET
The Forex market is one of the world’s most exciting and dynamic
market. With $5 trillion traded every day, it is also one of the largest
ﬁnancial market in the world - approximately 200 times bigger than the
New York Stock Exchange. Historically, the major players in the Forex
market were large central banks, multinational ﬁrms and big ﬁnancial
institutions. While these organizations are still the major players in the
market, the growth of on-line brokers has made it possible for anybody
to access this market and trade on a level playing ﬁeld.
FX (or Forex) stands for ‘foreign exchange’ which a traveler will know
as the currency that you buy when visiting another country.
For example, you may sell euros and buy dollars for your trip to the
USA. The on-line Forex market is, however, 90% speculative, which
means that you don’t take possession of the actual, physical currency.
Rather, you open and close deals and make either a proﬁt or loss which
gets reflected in your on-line account. The Forex market is an
over-the-counter (or OTC) market which means that trading takes
place directly between two parties without dealing through an
exchange. This means you can conveniently access the virtual market
on-line anywhere in the world.

Example:
Assume we are going on a holiday from the United Kingdom to the US
and we see that the exchange rate on offer is £1 for $1.50. This is the
equivalent of $1 equaling approximately £0.67. We decide to exchange
£1,000 for $1,500. A week later we return to the United Kingdom with
$500 left over. During our holiday the exchange rate changed and now
£1 equals $1.25, so we exchange our $500 back to sterling at a rate of
$1 for £0.80 and receive £400 in return.
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WHY TRADE FOREX
The Forex market has several advantages over other types of trading,
such as traditional stocks:

Liquidity
The Forex market has huge appeal to retail traders as it is an extremely
liquid market. A liquid market means that there are a huge number of
buyers and sellers resulting in swift trade execution – both buying and
selling – at all times during market hours.

Low Entry Requirements
Due to the high level of leverage it is possible to open accounts with
Forex brokers from as little as $100. This is a much lower entry level
than other types of investments.

Leverage
Due to the high level of liquidity in the Forex market most brokers will
offer a higher leverage than for other markets. This means that a
trader only requires a small percentage of the overall price of a position. For example, if we had leverage of 200:1 and have $500 to invest,
we could take a position of $100,000. When we use leverage small
movements in the price of a currency have greater weight which can
lead to greater gains on smaller investments. However, leverage does
work both ways and can magnify losses.

Low Transaction Costs
Forex brokers mainly generate their revenue from the difference
between the buy and sell prices. This is called “Spread” and due to the
high trading volumes it is quite a small fee when compared to the fees
charged by a traditional stock broker, for example.
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Continuous Operation
The Forex market is open 24 hours a day, 5 days a week. This means
we can open and close trades at any hour of the day, unlike in other
markets, e.g. commodities and stocks.
The highest volume of trading usually takes place as the various global
markets open throughout the day – starting in Sydney, moving on to
Tokyo, then London and ﬁnishing in New York.

No Market Manipulation
It is impossible for one big player to corner or manipulate the Forex
market due to its size. Unlike smaller markets where a large institution
may be able to affect the price by placing a big order, the Forex market
is so big this will not have a major impact.
Government decisions, policies and reports, along with other global
news stories are the most likely cause for large movements.

No commissions
Tradeo does not charge you a commission but instead only proﬁts
from the spread (i.e. the difference between the buy and sell price), as
well as any rolling fees if you have kept a trade open overnight.

Controllable risk
Forex traders can set a stop loss which means you can set the
maximum amount you are prepared to risk.
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What do you trade?
In Forex trading you mainly trade currencies, which are always traded
in pairs. There are four major currency pairs (called the majors) which
are mostly traded against the US dollar. They are the Euro/US Dollar
(EUR /USD), the British Pound/US Dollar (GBP/USD), the Japanese
Yen/US Dollar (JPY/USD) and the Swiss Franc/US Dollar (CHF/USD).
Trading in the four major pairs makes up the majority of the market
and the most commonly traded currency pair is
Euro/US Dollar (EUR /USD).
You can also trade hundreds of other currencies against each other
(called cross currencies because the exchange rate is calculated via
the US Dollar), but remember that the majors are the most liquid.

Who trades?
There are two parties involved in an online Forex deal: the trader and
the broker. As an STP Broker we do not create conflict of interest with
our clients since an STP broker simply forwards all of his clients’
orders to a pool of liquidity providers where orders are matched with
other traders making opposite orders. The global Forex market
consists of the central banks of the world, an interbank market, which
is mostly made up of the largest commercial banks and securities
dealers, after which you have the smaller banks, multi-national
corporations and hedge funds and last but not least the individual
retail traders that make up the fastest-growing segment of the
Forex market.
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THE DIFFERENCE BETWEEN
TRADING AND INVESTING
Investing:
The goal of Investing is to generate proﬁt over an extended period of
time through committing capital to an asset in expectation that it will
increase in value. Investors often enhance their proﬁts through
compounding, or reinvesting any proﬁts and dividends into additional
assets. Investments are often held for years, or even decades.
Investors are typically more concerned with market fundamentals,
such as price/earnings ratios and management forecasts.

Trading:
The goal of Trading is the frequent buying and selling of assets aimed
at generating returns that outperform buy-and-hold investing. Traders
might seek a 10% return each month. Trading proﬁts are generated
through buying at a lower price and selling at a higher price within a
relatively short period of time.
The reverse is also true: trading proﬁts are made by selling at a higher
price and buying to cover at a lower price (known as "selling short") to
proﬁt in falling markets. Traders often employ technical analysis tools,
such as moving averages and stochastic oscillators, to ﬁnd high-probability trading setups.
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THE ADVANTAGES OF DAY TRADING
AND SWING TRADING
Day Trading:
It is the buying and selling of assets in the course of a single day. It can
occur on any marketplace but is usually typical for the most liquid
markets like the Forex exchange and stock market. Day traders aim to
proﬁt from small price movements in highly liquid markets and are very
versatile in their trading approach – they can be buying one asset in
the morning and selling it in afternoon. Day trading has become one of
the most attractive types of trading due to the fast results that could
be generated and the excitement that accompanies that.

Be your own boss:
The day trader works alone, independent from the whims of corporate
bigwigs. Day traders can have a flexible working schedule, take time
off whenever needed, and work at their own pace, unlike someone on
the corporate treadmill.

Never a dull moment:
Long-time day traders love the thrill of pitting their wits against the
market and other professional's day in and day out. The adrenaline
rush from rapid-ﬁre trading is something that not many traders will
admit to, but is a big factor in their decision to make a living from trading, compared with spending their days selling widgets or poring over
numbers in an ofﬁce cubicle.
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Expensive education not required:
For many jobs in ﬁnance, having the right degree from the right
university is a prerequisite just for an interview. Day trading, in contrast,
does not require an expensive education from an Ivy League school.
While there are no formal educational requirements for becoming a
day trader (see Best Undergraduate Degrees for Day Traders), courses
in technical analysis and computerized trading may be very helpful.

Self - employment beneﬁts:
As a self-employed individual, a day trader can write off certain
expenses for tax purposes, which cannot be claimed by an
employed individual.

Swing Trading:
Swing trading aims to proﬁt from short to medium term price
movements while generally following similar approach as day trading.
What makes swing trading almost as attractive as day trading is the
fact that trades can last from days to weeks as opposed to minutes
and hours, therefore trades do not have to be constantly monitored.
A swing trader can even maintain a separate full-time job while trading
on the markets.

Potential for signiﬁcant proﬁts:
Swing trades generally need time to work out, and keeping a trade
open for a few days or weeks may result in higher proﬁts. The proﬁts
that can be generated through swing trading are impressive as this
type of trading uses both day trading and investing techniques to scale
in and out of trades and take advantage of compounding.
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WHEN TO TRADE?
As a truly global market, you can trade Forex 24 hours a day, ﬁve days
a week. As one region’s trading day ends, the next region’s trading day
begins. This means you can trade on any region’s news as
developments take place.

BASIC TRADING TERMS
What is a pip?
One pip is the smallest unit of change in price. It stands for
‘Percentage In Point’. Most currency pairs are quoted with four
decimal points, one pip usually equals 0.0001 but there are some
currency pairs such as the USD/JPY where 1 pip equals 0.01.

Example:
Pip Value = (Pip in decimal places * Trade Size) / Market Price
Example:
Trading 1 lot of EUR/USD with an account denominated in EUR
One pip in decimals = 0.0001, Trade Size = 100,000,
Exchange Rate = 1.46934 0.0001 * 100,000 = 10 => 10 / 1.46934 =
6.80577 Each pip is worth €8.79. For metals, you calculate tick value
instead of pip value, and the Pip Calculator works as follows: Tick
Value = Tick in decimals (0.01) * Number of Oz
Example:
Trading 2 lot (200 Oz) of GOLD with an account denominated in USD
0.02 * 200 = 1 Each tick is worth $4
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What is a spread?
In simple terms the spread is the difference between the sell and the
buy price.
When trading currencies there are always two prices. On the right side
you can ﬁnd the buy price or also known as the ask price. While on the
left side you will ﬁnd the sell price or also known as the bid price.
Remember when you buy a pair you are buying the base currency and
selling the quote currency and when you sell a pair you are selling the
base and buying the counter. The difference between these two prices
is called the spread.
The spread is essentially the cost of your trading. You may come
across brokers advertising
low spreads but be sure to check what other commissions and costs
they may be charging you.

Example:
Let’s look at a EUR/USD example. If the price moves from 1.4701 to
1.4711, it has gone up by 10 pips. If it goes from 1.4701 down to
1.4681, it’s gone down by 20 pips. Pips provide an easy way to
calculate the proﬁt or loss (also known as the P&L) on a trade. To turn
that pip movement into a proﬁt or loss, all you need to know is the size
of your deal. For a 100,000 EUR/USD position, a 10-pip move equates
to $100 (€100,000 × 0.0010 = $100). For a 50,000 EUR/USD position,
the 20-point move translates into $100 (€50,000 × 0.0020 = $100).
Depending on which direction you decide to trade in (either to buy or to
sell) you could make or lose the calculated corresponding amount.
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What is a Lot?
In the past, Spot Forex was only traded in speciﬁc amounts called lots.
The standard size for a lot is 100,000 units. There are also a mini,
micro and nano lot sizes.

What do ‘long’ and ‘short’ mean?
The Forex market is bi-directional, meaning that you can trade both
ways. You can buy or sell depending on your strategy. ‘Long’ means to
buy, and you will go long when you are looking for prices to appreciate,
or rise. If you are going ‘short’ you are selling because you are looking
for prices to fall. Going short is just as common in currency trading as
going long. If you are ‘square’ or ‘flat’, it means that your buy positions
exactly offset your sell positions, or that you have no positions in the
market at all.

What is Margin?
It’s the required equity that an investor must deposit to
collateralize a position.
Margin Deposit - The margin deposit is not a down payment on a
purchase of equity, as many perceive margins to be in the stock
markets. Rather, the margin is a performance bond, or good faith
deposit, to ensure against trading losses. The margin requirement
allows traders to hold a position much larger than the account value,
which allow for this high leverage. In the event that funds in the
account fall below margin requirements, brokerage ﬁrms will
automatically close all open positions.
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Margin call - A request from a broker or dealer for additional funds or
other collateral to guarantee performance on a position that has
moved against the client. If the equity balance in your account falls
below the margin requirement, a margin call will be generated. In the
event that an account exceeds its maximum allowable leverage, ALL
open positions are liquidated immediately, regardless of the size or the
nature of positions held within the account.

What is leverage?
In Forex trading, a small deposit can control a much larger total
contract value. Leverage gives the trader the ability to make nice
proﬁts, and at the same time keep risk capital to a minimum.
For example, a Forex broker may offer 50-to-1 leverage, which means
that a $50 dollar margin deposit would enable a trader to buy or sell
$2,500 worth of currencies. Similarly, with $500 dollars, one could
trade with $25,000 dollars and so on. While this is all gravy, let’s
remember that leverage is a double-edged sword. Without proper risk
management, this high degree of leverage can lead to large losses as
well as gains.

Example:
Let’s say you decide to buy 200,000 EUR and sell USD at a rate of
1.47046. Your account leverage is 1:150. Do you need 200,000 US
dollars to open the trade? No! With a leverage of 1:150 you will need to
put down only 1/150 of the deal size as the margin, which works out to
$1333,33.
Calculate the margin:
Leverage 1:150
Deal size = 200,000
Divide 200,000 by 150= 1333.33
Margin = $1333.33
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This is the amount that will be used to cover your potential losses. In
other words, the margin is the actual amount that you are risking to
lose if the trade goes against you.
For Forex, the margin calculation works as follows:
Required Margin = Trade Size / Leverage * account currency exchange
rate (if different from the base currency of the pair traded).
Example:
Trading 2 lots of EUR/USD using 1:100 leverage
with an account denominated in USD.
Trade size: 200,000
Account currency exchange rate: 1.47046
Required Margin: 200,000 / 100 * 1.47046 = $2940.92
For metals, the margin calculation works as follows:
Required Margin = Trade Size (0z) / Leverage * Market Price
Example:
Trading 1 lot (100 Oz) of GOLD using 1:150 leverage
with an account denominated in USD.
Trade size = 100 Oz
Market price = 1258.70
Required Margin: 100 / 150 * 1258.70 = $ 839.13
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Stop loss and take proﬁt
Setting a stop loss is a way to limit your risk. You decide upfront what
your maximum loss could be by choosing the stop loss rate. If the
market reaches that rate, your deal will be automatically closed.
Since you are the person setting the rate, you are in control of your
investment. Setting a take proﬁt rate works in the same way. You
decide on a desirable proﬁt amount and your deal is automatically
closed when the proﬁt rate you have chosen is reached. Using a take
proﬁt rate helps you to control your trading without having to
continuously monitor your position.

How to read a quotet
The price of a currency (in terms of the counter currency), is called
“Quote”. There are two kinds of quotes in the Forex market:
Direct Quote: the price for 1 US dollar in terms of the other currency,
e.g. – Japanese Yen, Canadian dollar, etc. Indirect Quote: the price of 1
unit of a currency in terms of US dollars, e.g. – British pound, euro.
The market maker provides the trader with a quote. The quote is the
price the market maker will honor when the deal is executed. This is
unlike an “indication” by the market maker, which informs the trader
about the market price level, but is not the ﬁnal rate for a deal.
Cross rates – any quote which is not against the US dollar is called
“cross”. For example, GBP/JPY is a cross rate, since it is calculated via
the US dollar. Here is how the GBP/JPY rate is calculated:
GBP/USD = 1.7464;
USD/JPY = 112.29;
Therefore: GBP/JPY = 112.29 x 1.7464 = 196.10.
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Currencies are always quoted in pairs, such as GBP/USD or USD/JPY.
The reason they are quoted in pairs is because in every foreign
exchange transaction, you are simultaneously buying one currency and
selling another. Here is an example of a foreign exchange rate for the
British Pound versus the U.S. Dollar:
GBP/USD Forex quote
The ﬁrst listed currency to the left of the slash (“/”) is known as the
base currency (in this example, the British pound), while the second
one on the right is called the counter or quote currency
(in this example, the U.S. Dollar).
When buying, the exchange rate tells you how much you have to pay in
units of the quote currency to buy one unit of the base currency. In the
example above, you have to pay 1.51258 U.S. Dollars to buy 1 British
Pound.
When selling, the exchange rate tells you how many units of the quote
currency you get for selling one unit of the base currency.
In the example above, you will receive 1.51258 U.S. Dollars when you
sell 1 British Pound.
The base currency is the “basis” for the buy or the sell. If you buy
EUR/USD this simply means that you are buying the base currency
and simultaneously selling the quote currency, “buy EUR, sell USD.”
You would buy the pair if you believe the base currency will appreciate
(gain value) relative to the quote currency. You would sell the pair if you
think the base currency will depreciate (lose value) relative to the quote
currency.
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Types of orders
Limit (Forex and Equities)
An order to buy or sell at a speciﬁc price. A buy limit order can only be
executed at the limit price or lower, and a sell limit order can only be
executed at the limit price or higher. Remember that your limit order
can possibly not be executed because the market price may quickly
surpass your limit before your order can be ﬁlled. However, using a
limit order will protect you from buying at too high of a price or selling
at too low of a price.
Market (Forex and Equities)
An order to buy or sell at the current market price. The advantage of a
market order is you are almost always guaranteed your order will be
executed (as long as there are willing buyers and sellers).
The disadvantage is the price you pay when your order is executed
may not always be the price you obtained from a real-time quote
service or were quoted by a broker. This may be especially true in
fast-moving markets where prices are more volatile. When you place
an order "at the market", execution usually occurs immediately and
market execution prices can differ from the currently displayed quote.
Stop Limit (Forex and Equities)
Works like a Stop Market order with one major exception. Once the
order is activated (by the price reaching or passing the stop price), it
does not become a market order. Instead, it becomes a limit order with
a speciﬁed price. The advantage of this order is that you set a speciﬁed
price at which your order can be ﬁlled. The disadvantage is that your
order may not be ﬁlled.
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Stop Market (Forex and Equities)
Buy or sell at market once the price reaches or passes through a
speciﬁed price. Used by traders who either own a position (long or
short) and want to close the position if it moves against them OR by
traders that wish to open a new position once the price rises or falls to
a speciﬁc level. A stop market order to sell must be below the current
bid. A stop market order to buy must be above the current offer.
Stop orders do not guarantee you an execution at or near the stop
price. Once triggered, the order competes with other
incoming market orders.
Trailing Stop (Forex and Equities)
Ride a price trend, proﬁt from its movement, and limit your downside
risk without constantly monitoring prices. Trailing stops move your
stop price along with the market and are server-sided, protecting you in
the event you lose internet connection.
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WHAT IS SOCIAL TRADING?
Social trading network works very similar to a regular social network,
with the difference that on a trading network people share trading
ideas and results with others instead of posts and photos.
The opportunity to follow other traders and his/her trading ideas is the
most valuable feature that social trading platforms have brought to the
trading world. When you ﬁnd a successful trader with suitable trading
style you can choose to follow his performance and open the same
trades as the trader you are following.
Unlike hiring money manager in social trading you don’t have to give
access to your account or disclose any personal information to the
person you follow. And if you are successful as trader you may get
additional income by becoming a signal provider and selling your
strategy to others (How to become a successful Forex signal provider).
A lot of people prefer social trading for it’s open concept - it is great for
a new trader to get a good start by following proﬁtable strategies, and
it is also easy for a signal provider to join and ﬁnd signal receivers.
Another beneﬁt of social trading is the opportunity to interact with
other traders and discuss market developments in real time.
How Does Social Trading Work?
Signal providers on most social trading networks receive
compensation for providing their services to others. The compensation
can be a ﬁxed monthly fee, a spread from volume of assets under
management or a small percentage of their followers proﬁt. Social
trading networks, such as Tradeo, are often free for followers which
means there are no additional costs for followers who proﬁt.
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Because all signal providers in a social trading network are obliged to
disclose all of their trades you can be conﬁdent that you’re selecting
actually proﬁtable strategies and be aware of real ﬁnancial results –
another beneﬁt of social trading platforms.
The exact statistics available to a follower to analyze before following
someone depends on the platform. At Tradeo we disclose full list of
trades, including currently opened ones, along with proﬁts, maximum
draw-down and other details, to make sure our users have the most
complete and actual information. For a novice trader, just starting to
learn what social trading is, these details can also be a great learning
source and will help him become more successful and independent in
trading over time.
At the same time Tradeo has been able to reﬁne the knowledge and
experience of its users into actual trading tools that really work. Our
social trading platform enables anyone to become a leader, or a
follower, and even if you simply want to trade on your own – we will
still make sure to give you the best trading experience.

Tradeo’s Social WebTrader - Features
It's an exciting platform designed from the ground up to connect
traders from around the world. Our clients enjoy a competitive edge
gained by access to the insights and collective wisdom of our huge
trading network.
As the world around us continues to evolve at an accelerating pace,
social networks offer increasingly valuable insights into even more
aspects of our lives.
Tradeo is the vanguard of a revolution in ﬁnancial trading; our Social
Trading platform removes the loneliness, complexity, and intimidating
nature of legacy trading environments.
Sounds great? Here is how it works!
Tradeo offers all of the Social features you have come to expect online,
custom-designed and developed with traders in mind.
Tradeo combines the ideal social trading toolbox with an advanced,
synergistic trading platform.
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See & Collaborate
Your charts are layered with the trading activity of users you choose to
follow. See when, which and how many traders are buying or selling a
particular ﬁnancial instrument.

Trading Signals
View the recommendations of other traders. These Trading Signals
can be executed with a single click.

Discuss
Collaborate and discuss the markets on your social feed.
Share your ideas, insights or questions.

Chat
Chat privately with other users online.

Comunity Sentiment
View the real time sentiment of the entire Tradeo network.

Mimic
You can easily mimic any trade you see in your trading feed.

One Click Trading
Easly execute buy and sell positions with a single click.

Orders
Pending orders can be set directly from your chart via the execution window.
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Technical Indicators
Bollinger Bands, Relative Strength Index, Moving Averages and many more.

Search & Filter
Find traders to follow by name, account type, language,
trading results and more.

View Statistics
View in-depth analysis of trading accounts, including:
statistics, gain, draw-down and trade population.

How to follow a trader
Following a trader is as easy as, going to the “Traders” page, selecting a
trader you would like to follow and click “Follow”.

Who can I follow
You can follow anyone you wish from Tradeo's network and follow as
many traders as you like. In order to choose who to follow, go to the “Traders”
page where you can sort traders by gain or number of followers, as well as
ﬁlter them by different criteria like experience, approach, etc.
You can also get more detailed information about each trader by visiting
their public proﬁle. Once you have selected trader(s) to follow just
click the 'Follow' button.
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TECHNICAL ANALYSIS
What is Technical analysis?
Technical analysis is the study of market action primarily through the
use of charts for the purpose of forecasting future price trends.
By “market action” the following three main sources of information
are implied: price, market volume, and open interest, the latter referring
only to options and futures. The terms “price action” and “market
action” are very often used interchangeably.
The history of technical analysis goes back to 1900s, and its roots can
be found in the Dow Theory developed by Charles Dow. The principles
that come from this theory are the price trending, convergence and
divergence, as well as support and resistance levels.
Technical analysis is a crucial method of evaluating assets based on
the analysis and statistics of past market action, such as past prices
and past volume. The main goal of technical analysts is not the
measuring of asset’s underlying value, they attempt to use charts or
other technical analysis tools to determine patters that will help to
forecast future market activity. Their ﬁrm belief is that the future
performance of markets can be indicated by the historical performance.

How it works?
Technical approach is based on the following three premises:
- Market action discounts everything.
- Price moves in trends.
- History repeats itself.
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Market action discounts everything
This premise is perhaps the most fundamental one, since nothing else
coming forth from it can make sense, unless one has completely
understood it. Technical analysts believe that each fundamental,
political, economic and psychological factor that can possibly affect the
price, is reflected in the price of the market. All that they claim is that
price action should reflect changes in supply and demand. Together
with the increase of demand the price will rise, and, conversely, if supply
exceeds demand, prices will fall.
This kind of action is at the base of fundamental forecasting; therefore,
all technicians indirectly study fundamentals. The charts themselves do
not cause markets to go up or down. These are the forces of supply and
demand, the economic factors that lead to bullish and bearish markets.
Actually, technical traders do not try to ﬁnd out why the prices fall or
rise. They can be aware of the trend the market is likely to go by simply
studying price charts and technical indicators. They know that there
surely exist reasons why markets move up or down and meanwhile
believe that there is no necessity to reveal those reasons for making
predictions.

Price Moves in Trends
There is a corollary to this assumption - a trend in motion is more likely
to continue than to reverse. In technical approach once a trend has
been established, the future price is accepted to be in the same
direction rather than to be against it.
The primary goal of charting the price action is to ﬁx trends in early
stages of development to later trade in the direction of those trends.
So that the entire approach of this trend-following premise is based on
the already existing trend, until signs of reversal are indicated.
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History Repeats itself
This premise brings forward the concept that the key to understanding
the future is based on the study of the past. The circular nature of price
movements is related to the human psychology, meaning that market
participants tend to react similarly to identical market events.
The analysts use certain chart patterns to analyze market movements.
Most of those charts that were identiﬁed about a century ago, reflect
certain pictures indicating the rising or falling psychology of the market.
Because of the simple reason that those patterns worked well in the
past, they are strongly believed to be as much useful in the future.
They are based on the study of human psychology which is stable and
does not tend to change.

Technical Analysis – Trends
Trend represents one of the most essential concepts in technical
analysis. All the tools that an analyst uses have a single purpose: help
to identify the market trend. The expressions like “trend is your friend”
or “Never buck the trend” are not used accidentally. The meaning they
contain is more than deeper. So, it is worth properly understanding
what the trend is and what type of trend is possible to differentiate.

What is a Trend
The meaning of trend is not so much different from its general
meaning- it is nothing more than the overall direction in which a market
moves. But more precisely, market does not move in a straight line, its
moves are characterized by a series of zigzags which resemble
successive waves with clear peaks and troughs or highs and lows, as
they are often called. Thus, in technical analysis it is the movement of
those highs and lows that form a trend. Thus, trend is the direction of
market indicated by successive peaks and troughs.
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What kind of Trends do we have?
As we mentioned above trend is comprised of a series of highs and
lows, and depending on the movement of those peaks and troughs one
can understand the trend’s type in market. Though most people think
that market can be either upward or downward, actually there exist not
two but three types of trends:
1. Uptrend
2. Downtrend
3. Sideways
An uptrend is deﬁned as a series of higher peaks and higher troughs.

Fig: An example of an uptrend with ascending high and lows
As it is clearly mentioned on the chart, the points stand for identifying
highs and lows. The ﬁrst peak represents the point 2 which is
determined after the price falls from that point. Herein, point 3 is the
trough which is determined after the price falls from the peak.
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And this should be continuous so that each successive trough must not
fall below the previous lowest point. Only in that case the trend can be
accepted as an uptrend, otherwise the trend is considered reversal. A
downtrend is right the opposite; it is formed of lower peaks and lower
troughs.

Fig: An example of a downtrend with descending peaks and lows
A sideways trend is constituted of many horizontal peaks and troughs,
and there is no obvious indication of trend. The direction in which the
security price moves is absolutely opaque. This type of market direction
is sometimes referred as “trendless”. This kind of action reflects the
period when the forces of supply and demand are in a relative balance.
The wide variety of technical analysis tools which are primarily
designed to follow the trend become powerless when market enters
this “trendless” phase. It is during these periods that traders fail and
experience great losses. The failure does not depend on the trend-following system; the system needs a trend to do its work. The reason is
hidden in the trader who strives to apply the trend-following system in a
non-trending market.
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Fig: An example of a sidewise trend with horizontal peaks and troughs
Traders and investors confront three types of decisions: go long, i.e. to
buy, go short, i.e. to sell, or stay aside, i.e. to do nothing. During any type
of trend they should develop a speciﬁc strategy. The buying strategy is
preferable when the market goes up and conversely the selling strategy
would be right when the market goes down.
But when the market moves sideways the third
option – to stay aside- will be the wisest decision.

Fig: An example of a downtrend which gradually turns into an uptrend.
The ﬁrst part shows a downtrend, then the market moves sideways and
starts to go up.
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Support and Resistance Levels
Troughs and peaks in technical analysis are usually mentioned by their
appropriate names which are support and resistance respectively.
The term support indicates the area on the chart where the buying
interest is signiﬁcantly strong and surpasses the selling pressure.
It is usually marked by previous troughs. In an uptrend of the ﬁgure the
points 2 and 4 are considered support levels. Resistance level, contrary
to the support level, represents an area on the chart where selling
interest overcomes buying pressure. It is usually marked by previous
peaks. The points 1 and 3 in the ﬁgure identify resistance levels.

Fig: An example of rising support and resistance levels in an uptrend
The image is different with a downtrend (see Figure ) which is
composed of descending peaks and troughs. In a downtrend the points
1 and 3 indicate support levels and, consequently,
the points 2 and 4 show resistance levels.

27

Fig: An example of a falling support and resistance
levels in a downtrend
For an uptrend to go on each successive support level should be higher
than the preceding one, and each successive resistance level should be
higher than the one preceding it. In case this is not so, for
instance, if the support level comes down to the previous trough, it may
signify that the uptrend is coming to the end or at least it is turning into
a sideways trend. It is likely that trend reversal from up to down will
occur. The opposite situation takes place in a downtrend; the failure of
each support level to move lower than the previous trough may again
signal changes in the existing trend.

Trend Reversal
Another interesting aspect of trend is the reversal of support and
resistance levels, which is known as "trend reversal", "rally" or
"correction". An uptrend which is deﬁned by successive higher highs
and higher lows can reverse into a downtrend by changing to
successive lower highs and lower lows.
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Fig: An example of Trends reversal in an uptrend
A downtrend, which is deﬁned by lower highs and lower lows, can
reverse into an uptrend by changing into successive higher highs and
higher lows. To put it more bluntly, a resistance level becomes a
support level, and a support level becomes a resistance level.

Fig: An example of Trend reversal in a downtrend
A reversal can be either a positive or a negative change against the
prevailing trend. This is of high signiﬁcance for market participants and
analysts, since those patterns indicate the necessity of taking another
trading strategy on the same security.
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Fig: An example of a Downside trend reversal
As it is clearly shown in the picture, point 5 fails to exceed the previous
peak (point 3) and is followed by a trough which violates the previous
low (point 4). This type of pattern is called a double top which we will
discuss in chapter 3. To understand this properly, let’s group traders
and other market participants into three categories: the longs, the
shorts and the uncommitted. The longs are the ones who have already
bought a security, the shorts are those who have already sold it and the
uncommitted form the group of participants who either remain
undecided or have exited the market. Once the market starts moving
higher from the support level the longs will be delighted only regretting
for not having bought more. But this will create a negative situation for
the shorts, who will appear on the wrong side of the market and only
hope for a dip back to the area where they went short, so that they can
get out of the market they got in.
The group of undecided realizing that prices are increasing will decide
to enter the market on the long side.
All the mentioned members have a great interest in that support area.
The importance of the support and resistance areas is strengthened
based on the volume, time spent there and how recently the trade has
taken place.
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Trendline
Another technical tool applied by a chartist is the trendline.
Drawing a trendline does not cause any difﬁculty, it is as simple as
drawing a straight line which follows the trend. The line is used for
indicating the trend and also identifying trend reversals.
There can be distinguished two types of trendlines: up trendline and
down trendline. An up trendline is a straight line drawn upward to the
right along successive lows. A down trendline is drawn downward to
the right along successive highs.

Fig: An up trendline which is drawn under the rising reaction lows.
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Fig: A down trendline which is drawn over successively falling highs
Drawing a correct trendline, like any other aspect of technical analysis,
requires practice and experiment with different lines before ﬁnding the
correct one. There are certain factors that are very useful in this
respect. Firstly, the trend should be clear and evident. So, for drawing
an up trendline there must be at least two reaction lows where the
second low is higher than the ﬁrst. Thus, at least two exact points are
necessary to draw any straight line. This refers to a tentative trendline.
In order to conﬁrm the validity of the trendline, third point becomes
necessary. This kind of trendline is referred to as a valid trendline.
As long as the trendline is stable, it can be used as a determinant of
buying and selling areas. But once it is violated, it is one of the best
warnings of a change in trend.
The signiﬁcance of a trendline is determined by the duration it has
been intact and by the number of times it has been tested. A trendline
which has been touched for 10 times is more signiﬁcant than the one
which has been tested for only three times. Similarly, a trendline would
be of more importance if being in effect for 7 months rather than for
7days.

Channel Line
Channel lines, or as they are sometimes called return lines, are
additions of two parallel trendlines which act as support and resistance
levels. As we have already covered, an up trendline connects a series of
peaks, while a down trendline connects a series of troughs. Drawing a
channel line is quite simple. If we want to draw it in an uptrend, ﬁrstly it
is important to draw the basic up trendline along the lows as shown in
the ﬁgure 2.13 (points 1, 3, 5). Then it follows to draw a dotted line
parallel to the basic trendline (starting from the ﬁrst peak, point 2).
Both the dotted and basic lines move in the right direction forming a
channel. If the price increases and the next rally reaches and backs off
from the channel line (mentioned by point 4), then a channel may exist.
And if the price declines and falls back to the trendline, (shown by point
5), then we can say that a channel exists.
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Fig: An example of an uptrend channels
The same can be said for a downtrend, however in
the opposite direction.

33

Fig: An example of a downward channel
Whether a channel is upward or downward, its interpretation is the
same. Traders and investors expect a particular security to trade
between support and resistance levels, until it breaks beyond one of
these levels. Aside from clearly indicating the trend, channels are mainly
used to illustrate the important areas of support and resistance.
They can be used for short term proﬁt taking. Like a trendline, the
longer the channel remains intact and the more often it is successfully
tested, the more reliable it becomes. While the breaking of the basic
trendline indicates an important change in trend, the breaking of a rising
channel line indicates an acceleration of the existing trend. It should be
noted that the basic trendline is much more reliable. The channel which
is often included in the toolkit of a chartist, is considered a secondary
use of trendline technique.

Percentage Retracements
While following the market movements one can easily notice that after
a particular move, prices retrace the previous trend by some percent
before continuing in the original direction. The amount that prices
retreat from the high to the low can be measured using the technique
“percentage retracement”. Let’s bring an example. If a market trends
high reaching from 100 level to 200, in most cases the price retraces
nearly half of the move (at about 150 level). This kind of phenomenon
is known as 50% retracement and happens quite often.
Besides 50% retracement, there exist the one-third and the two-thirds
retracements. Different approaches offer different amounts of
minimum and maximum retracements. Thus, according to Dow Theory,
there are 3 percentage retracements- 33%, 50% and 66%. But as for
Elliot Wave Theory and Fibonacci ratios, the minimum and maximum
retracements are 38% and 62%.
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Fig: Percentage Retracements
This means that usually during a trend correction the market retraces
at least one-third of the previous move. It is very important for traders
to be aware of such information and use the buying and selling
opportunities correctly. If the trader wants to ﬁnd a beneﬁcial buying
area he can compute a 33- 50% area on the chart and use that zone for
buying decisions. If the trader wants to ﬁnd a beneﬁcial selling area he
can compute a 62-66% area on the chart and use that zone for
selling decisions.
The maximum retracement usually creates a critical area. If the
correction stops at the two-thirds point it becomes a less risky area
in an uptrend for buying and in a downtrend for selling. In case prices
surpass the maximum point, the condition from retracement turns into
trend reversal.
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Price Gaps
Price gaps represent such areas on a chart where no kind of trade has
been executed. They are open spaces on a chart which mostly appear
on daily bar charts but can be seen on weekly and monthly charts as
well. Gaps can be of three types: breakaway, runaway/measuring
and exhaustion

The breakaway gap appears when an important price pattern is
completed and usually indicates the beginning of an essential market
move. It can also be seen when a major trendline breaks and signals a
reversal pattern. Breakaway gap usually is not ﬁlled. The runaway or
measuring gap appears somewhere in the middle of the move when
prices form a second type of gap. In an uptrend this kind of gap
indicates a market strength, while in a downtrend it’s a
sign of market weakness.
The exhaustion gap appears near the end of the market move when the
breakaway and runaway gaps have already been identiﬁed. Sometimes
after the formation of exhaustion gap prices trade in a narrow range for
a few days and only then gap to the downside. The exhaustion gap to
the upside which is followed by a breakaway gap to the downside completes the island reversal pattern and usually looks like an “island surrounded by water or space''.
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Trend Classiﬁcation
Actually, trends can be of different lengths ranging from very short term
trends that cover minutes and hours to very long term trends which can
last a decade. However, technicians classify trends into three main
groups: long-term, intermediate and short-term trends.
Long–term trend, which is also known as major trend, is considered the
trend which lasts longer than a year.
An intermediate trend is deﬁned as a one-to-three-month trend and a
short-term, or so called near-term trend, is expected to last less than a
month.Actually, trends can be of different lengths ranging from very
short term trends that cover minutes and hours to very long term
trends which can last a decade. However, technicians classify trends
into three main groups: long-term, intermediate and short-term trends.
Long–term trend, which is also known as major trend, is considered the
trend which lasts longer than a year. An intermediate trend is deﬁned as
a one-to-three-month trend and a short-term, or so called nearterm
trend, is expected to last less than a month.
Each trend can become a portion of the next larger trend. For example,
a long term trend consists of several intermediate trends which usually
move against the long-term trend and are referred as corrections. If a
long-term trend is upward and the market pauses to correct itself for
some period to resume its upward path, the correction is considered to
be an intermediate trend.
Short–term trends in their turn are components of intermediate and
long-term trends. This procedure that each trend is a part of the next
larger trend and consists of smaller trends takes place many times.
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In the displayed ﬁgure the long term upward trend is shown by peaks
and troughs mentioned by the points 1, 2, 3, 4.
The points 2 and 3 represent intermediate trend and show the
corrective phase within the major trend. Moreover, this intermediate
trend consists of three smaller trends, near trends (points A, B, C). At
point C the major trend seems to be still up, whereas the intermediate
and near term trends are down. At point 4 all the trends are up.
Therefore, it becomes very difﬁcult to tell the exact trend in a given
market, and analysts usually deﬁne it by different trend classiﬁcations,
discussed in our example.
How traders perceive a trend may cause a bit of misunderstanding
while deﬁning a trend. For a trader of a long-term position a few days'
price action may be unimportant, while for a day trader the same time
frame may be accepted as a major trend. Thus, it is also important to
understand and take into account different degrees of trend.
Another important factor in trend analysis is the usage of a right chart
which is constructed to best reflect the type of trend. So, daily charts
are mainly used to analyze intermediate and short-term trends. The
longer the trend, the more signiﬁcant it is, e.g. a one-month trend is not
considered as much important as a two-year trend.
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CHARTS AND TYPES OF CHARTS
What is a chart?
In technical analysis a chart is a graphical representation of price
movements over a certain time frame. It can show security’s price
movement over a month or a year period. The chart below will help to
understand how charts reflect price changes and how to read them.

Fig: Chart
Figure Chart represents price movements of a security over a year
period. The horizontal x- axis at the bottom of the chart shows the date
or time scale. The vertical y-axis shows the price scale. Thus, in the
given example it is shown that in July 2004 (A) the price of security
was around $150, but in December 2004 (B) its price reached around
$170. This data tells us that the price of the security has risen between
July 2004 and December 2004.
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- The Time Scale The time scale shows the range of dates which can
vary from seconds to decades. Most widely used time scales are
intraday, daily, weekly, monthly, quarterly and annually. Intraday charts,
as the name implies, plot price movement within a particular day
ranging from several minutes to the whole trading day. In the same
way, weekly, monthly or yearly time scales cover both intermediate
and short–term trends in price movement and are mainly used to
analyze longer term trends.
- The Price Scale (Arithmetic and Logarithmic scales)
The price scale on the right side of the chart shows security’s current
price and compares it to past data. The structure of the scale can be
either arithmetic (linear) or logarithmic. Linear scale means that the
space between each price point is separated by an equal amount
(see ﬁgure Price scale).
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Fig: Price scale
In this ﬁgure it is shown that each point on the linear scale is
equidistant; each price point increases by $5. In this case the price
scale does not show the effects of percent change and measures
movements in absolute terms.
Logarithmic price scale shows that the distance between points will
be equal in terms of percent change (see ﬁgure Logarithmic).
Though price changes from 10 to 20 and from 40 to 50 are shown by
the same distance on a linear scale, the percent change is different; a
price change from 10 to 20 is a 100% change, while a price change
from 40 to 50 is only a 25% increase. Thus, the 100% increase is
represented by a larger space on the chart, while the 25% increase
is shown by a smaller space.
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Fig: Logarithmic
Usually stock market chart analysts use log charts, whereas futures
chart analysts give preference to arithmetic charts. The opportunity of
using each of them is great since charting software packages allow
both types of scaling.

Types of charts
Depending on what information traders search for and what skills they
master, they can use certain types of charts. The main types of charts
are: the bar chart, the line chart, the candlestick chart and the point
and ﬁgure chart.
a) Line charts
Depending on what information traders search for and what skills they
master, they can use certain types of charts. The main types of charts
are: the bar chart, the line chart, the candlestick chart and the point
and ﬁgure chart.

Fig: A line chart: This type of chart creates a solid line connecting the
successive closing prices.
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b) Bar chartst
The bar chart is a more expanded version of the line chart with
additional information. It is called bar chart because it consists of a
series of vertical bars that show each datum. The bar chart aside
from closing prices also plots the open, high and low prices.

Fig: A bar chart: each vertical bar represents one action.
c) Candlestick charts
The candlestick chart is the Japanese version of the bar chart and
plots the same four prices as the bar chart (high, low, opening and
closing prices), however the visual presentation differs. The difference
mainly lies in the formation of a wide bar on the vertical line which
shows the difference between the opening and closing prices. On the
candlestick chart the thin line, also called shadow, shows the price
change from the high to the low. A wider portion of the bar, also called
real body, shows the distance between the opening and closing prices.
The colors as in the bar charts, here also are used to explain the price
performance over the trading period.
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Though different sites use different standards for candlestick color
conﬁguration, there are two color constructs for showing days when
price goes up and one for days when the price goes down (see ﬁgure
3.6). The candlestick will be white or clear if the security price is up and
closes above the opening trade. But if the price is low, the candlestick
will usually be red. In other words, if the closing price is higher than the
opening price, the real body will be white (positive), and if the closing
price is lower than the opening price,
the real body will be red (negative).

Fig: A Candlestick chart
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FUNDAMENTAL ANALYSIS
Two types of analysis are used for the market movements forecasting:
fundamental, and technical (the chart study of past behavior of
commodity prices). The fundamental one focuses on the theoretical
models of exchange rate determination and on the major economic
factors and their likelihood of affecting the foreign exchange rates.

Fundamental analysis and market moving eventst
Fundamental analysis can be deﬁned as the study of a country’s
economic and ﬁnancial performance in order to determine the fair
market value and future direction of its currency.
Fundamentals focus on factors that determine exchange rates, such
as countries’ economic health, political stability, and environmental
events. A popular way to gauge the health of a country’s economy is
through looking at its economic indicators and data releases, which is
why every trader should be familiar with them and how they influence
the value of a currency.

Data releases
Data releases on their own are not as important as whether they come
out above or below market expectations. In other words, in addition to
knowing the data that will be released, it is also important to know
what the market is expecting the data to come out as. For example, if
unemployment comes out at 5%, lower than the previous month’s data
release of 5.1%, this may seem like good news. However, the market
will react negatively to this release if the expectation was that unemployment would fall to 4.5%.
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For this reason, you should always know what the market is expecting
in order to evaluate whether the actual data release is a positive or a
negative surprise. You should also note that the more a data release
deviates from expectations, the more it will impact on exchange rates.
In the short term, the market typically reacts to any data release within
half an hour from the time it is announced. After that, exchange rates
usually settle and give you a chance to analyze the longer
term implications of the news.
You can follow the day’s major data releases and expected results on
the ﬁnancial calendar.

Interest rates
Interest rates are perhaps the single most important indicator when it
comes to determining a currency’s long term value. In fact, most other
economic indicators affect a currency’s exchange rate because they
imply a potential change in interest rates. Central banks usually
announce interest rates every month, with the whole Forex market
closely watching to see what they will do.
By adjusting interest rates, a central bank can control the supply of its
currency, directly affecting its value. If interest rates are increased, it
becomes more expensive to borrow and more attractive to save,
causing the amount of money in circulation to shrink as people store
more money in the banks. The money supply is thereby reduced, and as
lower supply causes higher prices, the domestic currency strengthens.
Conversely, if interest rates are cut, borrowing from banks becomes
cheaper and saving becomes less attractive, causing the supply of
money in free circulation to increase, resulting in a weaker currency.
Major sources that release interest rate announcements are outlined in
the table below. Note that you should focus on rate announcements
from the countries whose currencies you are trading.
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Traders compare the actual interest rate announcement to what the
market is/was expecting (forecasting). If rates are higher than
expected, the currency is likely to strengthen, while rates below
expectations usually cause the value of the currency to fall.

Gross Domestic Product (GDP)
A country’s Gross Domestic Product is the value of all goods and
services produced within a country in a given time period. It represents
the health of a country’s economy, which directly affects the strength
of its currency. GDP is normally released monthly or quarterly, and the
outcome is compared to the country’s forecasted growth.
Traders compare the actual GDP with what the market is/was
expecting. If GDP exceeds the forecast, the currency is likely to
strengthen, while a lower than expected GDP release tends
to weaken the currency.
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Inﬂation
High inflation erodes the value of a currency and is therefore considered
very bad for any economy in most circumstances. Central banks
normally target an inflation level of around 2-3%, and if their target is
exceeded, they usually take action to get back to the desired levels.
When inflation is high, the market begins to expect that central banks
may increase interest rates, reducing the supply of money in the
economy, and lowering inflation. The expectation of an interest rate hike
will cause the currency to strengthen, as the market prices-in the
anticipated change in an effort to beneﬁt from an announcement before
it is ofﬁcially made. Common measures of inflation include the
Consumer Price Index (CPI) and the Producer Price Index (PPI),
and are usually released on a monthly basis.
If inflation is above expectations, the currency is likely to strengthen,
while lower than expected inflation is likely to weaken the currency.

Unemployment
Without people who work, there would be no economic activity.
For this reason, unemployment is an important gauge of the health
of a country’s economy and the pace of its economic growth.
Increasing unemployment (or decreasing employment, as it is
sometimes also referred to as), has a negative effect on a country’s
economic growth, while decreasing unemployment (or rising
employment) is seen as a positive sign for the economy.
Because rising unemployment signals a troubled economy, the market
expects the central bank to reduce interest rates in order to increase the
supply of money and help boost economic activity and growth. As we
saw earlier, the expectation of a rate cut tends to weaken the currency.
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The converse is true when unemployment is falling – a fast growing
economy may soon experience increased inflation because of all the
ﬁnancial activity taking place, and to prevent inflation from getting out
of hand central banks are likely to increase interest rates. As a result
of the expected rate hike, the currency is likely to appreciate.
As well as unemployment and employment ﬁgures, other common
labour-related indicators are US Non Farm Payrolls (NFP), Private
Payrolls and Claimant Count, and usually come out on a monthly
basis. By far the most important employment indicator is the
US NFP, as it tends to have the greatest effect on the Forex market.
It represents the change in the number of employed people during
the previous month (excluding the farming industry), and is released
shortly after the month ends, on the ﬁrst Friday of the following month.
Higher than expected unemployment (or lower than expected
employment) normally causes the currency to weaken, while lower
than expected unemployment (or higher than expected employment)
usually results in a stronger currency.

Consumer-related data
As we saw with unemployment, it is people who drive the economy, so
their income and their demand for goods and services directly affect
a country’s economic growth. When consumers demand more,
economies tend to grow faster, and when their demand shrinks, we
experience an economic slowdown. Common consumer-related
indicators include retail sales, durable goods orders, consumer
conﬁdence, consumer sentiment and ZEW (economic sentiment),
and tend to come out on a monthly basis. Higher than expected sales,
orders, conﬁdence or sentiment usually result in a stronger currency,
and data releases below expectations cause the currency to weaken.
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Trade balancet
This number represents the difference between the value of goods and
services that a country exports and the value that it imports them at.
A surplus occurs if the value of exports is greater than the value of
imports, and a deﬁcit occurs if the value of imports is greater than the
value of exports. It is in a country’s interest to export more than it
imports and thereby generate money that it can use to further its
growth. This ﬁgure is usually released on a monthly basis.
A greater than expected ﬁgure tends to be good for the currency,
while a lower data release tends to be bad for the currency.

Speeches, press conferences & meeting minutes
In addition to scheduled data releases, as a trader you should also
closely follow the opinions of influential ﬁgures who vote on a
country’s monetary and ﬁscal policies. Look out for any hints of
economic improvement or worsening, changes in policy stance, or
anything that can signal the future of a country’s economic state
and affect the value of its currency.
In the US, the Chairman of the Federal Reserve and voting members
of the Federal Open Market Committee (FOMC) are ﬁgures of influence
who can move the markets and are closely observed by traders. Other
notable ﬁgures include the President of the European Central Bank
(ECB), Governors of the Bank of England (BOE), Bank of Japan (BOJ),
Bank of Canada (BOC), Royal Bank of Australia (RBA) and Royal Bank
of New Zealand (RBNZ), members of the UK Monetary Policy
Committee (MPC), and the Chairman of the Swiss National Bank
(SNB), among others. Furthermore, traders also pay attention to
releases of central bank meeting minutes. If the message is dovish
(pessimistic) this tends to hurt the currency, while a hawkish
(optimistic) tone generally boosts the currency’s value.
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Economic Fundamentals
Theories of Exchange Rate Determination Fundamentals may be
classiﬁed into economic factors, ﬁnancial factors, political factors, and
crises. Economic factors differ from the other three factors in terms of
the certainty of their release. The dates and times of economic data
release are known well in advance, at least among the industrialized
nations. Below are given briefly several known theories of exchange
rate determination.

Purchasing Power Parity
Purchasing power parity states that the price of a good in one country
should equal the price of the same good in another country, exchanged
at the current rate—the law of one price. There are two versions of the
purchasing power parity theory: the absolute version and the relative
version. Under the absolute version, the exchange rate simply equals
the ratio of the two countries' general price levels, which is the
weighted average of all goods produced in a country. However, this
version works only if it is possible to ﬁnd two countries, which produce
or consume the same goods. Moreover, the absolute version assumes
that transportation costs and trade barriers are insigniﬁcant. In reality,
transportation costs are signiﬁcant and dissimilar around the world.
Trade barriers are still alive and well, sometimes obvious and
sometimes hidden, and they influence costs and goods distribution.
Finally, this version disregards the importance of brand names.
For example, cars are chosen not only based on the best price for the
same type of car, but also on the basis of the name
("You are what you drive").
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GLOSSARY
A
Aggregate Demand - The sum of government spending, personal
consumption expenditures, and business expenditures.
Appreciation - A currency is said to ‘appreciate ‘when it strengthens in
price in response to market demand.
Arbitrage - The purchase or sale of an instrument and simultaneous
taking of an equal and opposite position in a related market, in order to
take advantage of small price differentials between markets.
Around - Dealer jargon used in quoting when the forward
premium/discount is near parity. For example, “two-two around”
would translate into 2 points to either side of the present spot.
Ask Rate - The rate at which a ﬁnancial instrument if offered for sale
(as in bid/ask spread).
Asset Allocation - Investment practice that divides funds among
different markets to achieve diversiﬁcation for risk management
purposes and/or expected returns consistent with
an investor’s objectives.
B
Back Office - The departments and processes related to
the settlement of ﬁnancial transactions.
Balance of Trade - The value of a country’s exports minus its imports.
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Bar Charts - Standard bar charts are commonly used to convey price
activity into an easily readable chart. Usually four elements make up a
bar chart, the Open, High, Low, and Close for the trading session/time
period. A price bar can represent any time frame the user wishes, from
1 minute to 1 month. The total vertical length/height of the bar
represents the entire trading range for the period. The top of the bar
represents the highest price of the period, and the bottom of the bar
represents the lowest price of the period. The Open is represented by
a small dash to the left of the bar, and the Close for the session is a
small dash to the right of the bar.
Bar Currency - In general terms, the base currency is the currency in
which an investor or issuer maintains its book of accounts. In the FX
markets, the US Dollar is normally considered the ‘base’ currency for
quotes, meaning that quotes are expressed as a unit of $1 USD per the
other currency quoted in the pair. The primary exceptions to this rule
are the British Pound, the Euro and the Australian Dollar.
Bear Market - A market distinguished by declining prices.
Bid Rate - The rate at which a trader is willing to buy a currency.
Bid/Ask Spread - The difference between the bid and offer price,
and the most widely used measure of market liquidity.
Big Figure - Dealer expression referring to the ﬁrst few digits of
an exchange rate. These digits rarely change in normal market
fluctuations, and therefore are omitted in dealer quotes, especially in
times of high market activity. For example, a USD/Yen rate might be
107.30/107.35, but would be quoted verbally without the ﬁrst three
digits i.e. “30/35”.
Book - In a professional trading environment, a ‘book’ is the summary
of a trader’s or desk’s total positions.

53

Broker - An individual or ﬁrm that acts as an intermediary, putting
together buyers and sellers for a fee or commission. In contrast, a
‘dealer’ commits capital and takes one side of a position, hoping to
earn a spread (proﬁt) by closing out the position in a subsequent trade
with another party.
Bretton Woods Agreement of 1944 - An agreement that established
ﬁxed foreign exchange rates for major currencies, provided for central
bank intervention in the currency markets, and pegged the price of gold
at US $35 per ounce. The agreement lasted until 1971, when President
Nixon overturned the Bretton Woods agreement and established a
floating exchange rate for the major currencies.
Bull Market - A market distinguished by rising prices.
Bundesbank - Germany’s Central Bank.
Buying/Selling - In the Forex market currencies are always priced in
pairs; therefore all trades result in the simultaneous buying of one
currency and the selling of another. The objective of currency trading is
to buy the currency that increases in value relative to the one you sold.
If you have bought a currency and the price appreciates in value, then
you must sell the currency back in order to lock in the proﬁt.
C
Cable - Trader jargon referring to the Sterling/US Dollar exchange rate.
So called because the rate was originally transmitted via a
transatlantic cable beginning in the mid 1800’s.
Candlestick Chart - A chart that indicates the trading range for the day
as well as the opening and closing price. If the open price is higher
than the close price, the rectangle between the open and close price is
shaded. If the close price is higher than the open price, that area of the
chart is not shaded.
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Central Bank - A government or quasi-governmental organization that
manages a country’s monetary policy. For example, the US central
bank is the Federal Reserve, and the German central bank is the
Bundesbank. others include the ECB, BOE, BOJ.
Chartist - An individual who uses charts and graphs and interprets
historical data to ﬁnd trends and predict future movements.
Also referred to as Technical Trader.
Choice Market - A market with no spread. All trades buys and sells
occur at that one price.
Clearing - The process of settling a trade.
Collateral - Something given to secure a loan or as a
guarantee of performance.
Commission - A transaction fee charged by a broker.
Contagion - The tendency of an economic crisis to spread from one
market to another. In 1997, ﬁnancial instability in Thailand caused high
volatility in its domestic currency, the Baht, which triggered a
contagion into other East Asian emerging currencies, and then to
Latin America. It is now referred to as the Asian Contagion.
Confirmation - A document exchanged by counterparts to a
transaction that states the terms of said transaction.
Contact - The standard unit of trading.
Contact (Unit or Lot) - The standard unit of trading
on certain exchanges.
Counterparty - One of the participants in a ﬁnancial transaction.
Country Risk - Risk associated with a cross-border transaction,
including but not limited to legal and political conditions
such as war etc.
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Cross Rates - The exchange rate between two currencies expressed as
the ratio of two foreign exchange rates that are both expressed in
terms of a third currency. Foreign exchange rate between two
currencies other than the U.S. dollar, the currency in which most
exchanges are usually quoted.
Currency - Any form of money issued by a government or central bank
and used as legal tender and a basis for trade.
Currency Risk - The probability of an adverse change
in exchange rates.
D
Day Trading - Refers to positions which are opened and closed
on the same trading day.
Dealer - An individual who acts as a principal or counterpart to a
transaction. Principals take one side of a position, hoping to earn a
spread (proﬁt) by closing out the position in a subsequent trade with
another party. In contrast, a broker is an individual or ﬁrm that acts as
an intermediary, putting together buyers and sellers for
a fee or commission.
Deficit - A negative balance of trade or payments.
Delivery - An FX trade where both sides make and take actual delivery
of the currencies traded.
Depreciation - A fall in the value of a currency due to market forces.
Derivative - A contract that changes in value in relation to the price
movements of a related or underlying security, future or other physical
instrument. An Option is the most common derivative instrument.
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Devaluation - The deliberate downward adjustment of a currency’s
price, normally by ofﬁcial announcement.
E
Economic Indicator - Economic indicators such as GDP, foreign
investment, and the trade balance reflect the general health of an
economy, and are therefore responsible for the underlying shifts in
supply and demand for that currency.
End of Day Order (EOD) - An order to buy or sell at a speciﬁed price.
This order remains open until the end of the trading day which
is typically 5PM ET.
Euro - Since 2002 the Euro has been the currency of the European
Monetary Union (EMU). A replacement for the European Currency Unit
(ECU). Members of the EMU are Germany, France, Belgium,
Luxembourg, Austria, Finland, Ireland, the Netherlands, Italy,
Spain and Portugal.
European Central Bank (ECB) - The Central Bank for
the new European Monetary Union.
F
Federal Deposit Insurance Corporation (FDIC) - The regulatory agency
responsible for administering bank depository insurance in the US.
Federal Reserve System - The central bank of the United States, with
responsibility for implementing the country's monetary policy and
regulating member banks of the System. The Fed was created in 1913
and is composed of 12 regional Federal Reserve Banks and a national
Board of Governors.
Fixed Exchange Rate - Ofﬁcial rate set by monetary authorities
for one or more currencies.
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Floating Exchange Rates - Floating exchange rates refer to the value
of a currency as decided by supply and demand.
Flat/square - Dealer jargon used to describe a position that has been
completely reversed, e.g. you bought $500,000 then sold $500,000,
thereby creating a neutral (flat) position. Foreign Exchange - (Forex, FX)
is the simultaneous buying of one currency while selling for another.
This market of exchange has more buyers and sellers and daily volume
than any other in the world. Taking place in the major ﬁnancial
institutions across the globe, the Forex market is open 24-hours a day.
Forward - The pre-speciﬁed exchange rate for a foreign exchange
contract settling at some agreed future date, based upon the interest
rate differential between the two currencies involved.
Forward Contract - A forward contract ﬁxes the exchange rate for
future delivery at a date to be agreed by both participants.
A deposit (or a minimum margin) is usually required in forward
transactions. For example, if I want to lock in today's rate to buy
$10,000 USD at 1.5820 Canadian for the next 4 months, I will have
the ability to purchase up to $10,000 USD at this rate.
Forward Rates (Swaps) - A Forward Rate refers to a cash price of 2
currencies interest difference for a ﬁxed term. Forward rates can be
calculated easily given the ﬁxed term interest rates of each currency
and the current spot rate.
Forward Trading - Forward trading is making the opposite trade of a
spot trade in a given period of time. Often investors will swap their
trades forward for anywhere from a week or two up to several months
depending on the time frame of the investment. Even though a forward
trade is on a future date, the position can be closed out at any time.
The closing part of the position is then swapped forward to the same
future value date.
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Forward points - The pips added to or subtracted from the current
exchange rate to calculate a forward price.
Fundamental Analysis - focuses on the economic forces of supply
and demand that causes price movement.
The Fundamentalist studies the causes of market movement,
whereas the Technician studies the effects.
Futures Contract - An obligation to exchange a good or instrument at
a set price on a future date. The primary difference between a Future
and a Forward is that Futures are typically traded over an exchange
(Exchange- Traded Contacts – ETC), versus forwards, which are
considered Over The Counter (OTC) contracts. An OTC is any contract
NOT traded on an exchange.
G
Gearing - Also known as margin trading. A term used to in the
relationship of actual equity versus controlling equity.
Group of Five (G5) - Are ﬁve leading industrial nations
(France, Japan, Germany, the UK and US), which meet from
time-to-time to discuss common economic problems.
Group of Seven (7) - Are 7 leading non-communist industrial nations
composed of G5 plus Canada and Italy.
Group of Ten (G10) - Is also known as The Paris Club which includes
Belgium, Canada, France, Germany, Italy, Japan, the Netherlands,
Sweden, UK and US. These nations signed an accord in 1962 to
increase the fund available to the IMF and aid member countries with
balance-of-payments difﬁculties.
Goldilocks Economy - Was a term coined back in the mid-1902
to describe an economy that was not too hot and not too cold.
This typically describes an economy that enjoyed steady growt
with nominal rate of inflation.
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Good ‘til Cancelled (GTC) - An order to buy or sell at a speciﬁed price.
This order remains open until ﬁlled or until the client cancels.
H
Hedging - A hedging transaction is a purchase or sale of a ﬁnancial
product, having as its purpose the elimination of loss arising from price
fluctuations. With regards to currency transactions it would protect
one against fluctuations in the foreign exchange rate.
(see Forward Contract).
I
Inflation - An economic condition whereby prices for consumer
goods rise, eroding purchasing power.
Initial margin - The initial deposit of collateral required to enter
into a position as a guarantee on future performance.
Interbank Rates - The Foreign Exchange rates at which large
international banks quote other large international banks.
L
Leading Indicators - Statistics that are considered to predict future
economic activity.
LIBOR - The London Inter-Bank Offered Rate. Banks use LIBOR when
borrowing from another bank.
Limit order - An order with restrictions on the maximum price to be
paid or the minimum price to be received. As an example, if the current
price of USD/YEN is 102.00/05, then a limit order to buy USD would be
at a price below 102. (ie 101.50).
Line Charts - The Line Chart connects single prices for
a selected time period.
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Liquidity - The ability of a market to accept large transaction with
minimal to no impact on price stabilitys.
Liquidation - The closing of an existing position through the execution
of an offsetting transaction.
Long Position - A position that appreciates in value if market prices
increase. When one buys a currency, their position is long.
M
Margin - The required equity that an investor must deposit
to collateralize a position.
Margin Deposit - The margin deposit is not a down payment on a
purchase of equity, as many perceive margins to be in
the stock markets. Rather, the margin is a performance bond, or good
faith deposit, to ensure against trading losses. The margin requirement
allows traders to hold a position much larger than the account value,
which allow for this high leverage. In the event that funds in the
account fall below margin requirements, brokerage ﬁrms will
automatically close all open positions.
Margin Call - A request from a broker or dealer for additional funds or
other collateral to guarantee performance on a position that has
moved against the client. If the equity balance in your account falls
below the margin requirement, a margin call will be generated. In the
event that an account exceeds its maximum allowable leverage, ALL
open positions are liquidated immediately, regardless of the size or the
nature of positions held within the account.
Market Maker - A dealer who regularly quotes both bid and ask prices
and is ready to make a two-sided market for any ﬁnancial instrument.
– The trader’s lost is the market maker’s prﬁt.
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Market Risk - Exposure to changes in market prices.
Mark to Market - Process of re-evaluating all open positions with the
current market prices.
These new values then determine margin requirements.
Maturity - The date for settlement or expiry of a ﬁnancial instrument.
N
Narrow Market - Occurs when there is light trading and greater
fluctuations in prices relative to volume. This is often interchanged
for THIN MARKET.
O
Offer - The rate at which a dealer is willing to sell currency.
Offsetting Transaction - A trade which serves to cancel or offset some
or all of the market risk of an open position.
One Cancels the Other Order (OCO) - A designation for two orders
whereby one part of the two orders is executed the other is
automatically canceled.
Open Order - An order that will be executed when a market moves to
its designated price. Normally associated with
Good ‘til Cancelled Orders.
Open Position - A deal not yet reversed or settled with
a physical payment.
Over the Counter (OTC) - Used to describe any transaction that is not
conducted over an exchange.
Overnight - A trade that remains open until the next business day.
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P
Pips - Digits added to or subtracted from the fourth decimal place, i.e.
0.0001. Also called Points.
Political Risk - Exposure to changes in governmental policy which will
have an adverse effect on an investor’s position.
Point & Figure charts - The Point & Figure Chart disregards Time and
focuses entirely on price activity.
Position - The netted total holdings of a given currency.
Premium - In the currency markets, describes the amount by which
the forward or futures price exceed the spot price.
Price Transparency - Describes quotes to which every market
participant has equal access.
Q
Quote - An indicative market price, normally used for
information purposes only.
R
Rate - The price of one currency in terms of another,
typically used for dealing purposes.
Resistance - A term used in technical analysis indicating a speciﬁc
price level at which analysis concludes people will sell.
Revaluation - An increase in the exchange rate for a currency as a
result of central bank intervention. Opposite of Devaluation.
Revaluation Rates - The revaluation rates are the market rates used
when a trader runs an end-of-day to establish proﬁt
and loss for the day.
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Risk - Exposure to uncertain change, the variability of returns
signiﬁcantly the likelihood of less-than-expected returns.
Risk Capital - The amount of money that an individual can afford to
invest, which, if lost would not affect their lifestyle.
Risk Management - To hedge one’s risk they will employ ﬁnancial
analysis and trading techniques.
Roll-Over - Process whereby the settlement of a deal is rolled forward
to another value date. The cost of this process is based on the interest
rate differential of the two currencies.
Roll-Over Rate - The daily rollover interest rate is the amount a trader
either pays or earns, depending on the established margin and position
in the market. To avoid rollovers simply make sure positions are closed
at the established end of the market day.
S
Settlement - The process by which a trade is entered into the books
and records of the counterparts to a transaction. The settlement of
currency trades may or may not involve the Actual physical exchange
of one currency for another.
Short Position - An investment position that beneﬁts from a decline in
market price. When one sells a currency their position is short.
Stop/Next - A currency deposit transaction or the simultaneous
purchase and sale of currency, or vice versa by means of swap for spot
value day against the next working day.
Spot Price - The current market price. Settlement of spot transactions
usually occurs within two business days.
Spot (Rate) - In FX Markets, Spot refers to the cash price
without interest factored in.
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Spot Trade - When you trade foreign exchange you are always quoted
a spot price 2 business days in advance. This is under normal
conditions where there are no bank holidays in the traded currencies
countries or is not over a weekend.
Spread - The difference between the bid (buy) and offer (ask, sell)
prices; in other words the spread is the commission that the brokerage
house makes on each trade. This can vary widely between currencies
and between brokerage ﬁrms. For example, USD/JPY may bid at
131.40 and ask at 131.45, this ﬁve-pip spread deﬁnes the trader’s cost,
which can be recovered with a favorable currency move in the market.
Sterling - Slang for British Poind.
Stop Loss Order - Order type whereby an open position is
automatically liquidated at a speciﬁc price. Often used to minimize
exposure to losses if the market moves against an investor’s position.
As an example, if an investor is long USD at 156.27, they might wish to
put in a stop loss order for 155.49, which would limit losses should the
dollar depreciate, possibly below 155.49.
Stochastics Oscillator - This technical analysis indicator is based on
the premise that during an upward trading market, prices tend to close
near their high, and during a downward trading market, prices tend to
close near their low.
Support Levels - A term used in technical analysis indicating a speciﬁc
price level at which a currency will have the inability to cross below.
Recurring failure for the price to move below that point produces a
pattern that can usually be shaped by a straight line. It is the opposite
of Resistance levels.
Swap - A currency swap is the simultaneous sale and purchase of the
same amount of a given currency at a forward exchange rate.
Swift - Society of Worldwide Interbank Financial Telecommunications.
It is a dedicated computer network that is set up to support fund transfer messages between member banks worldwide.
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T
Technical Analysis - An effort to forecast prices by analyzing market
action through chart study, volume, trends, moving averages, patterns,
formations and many other technical indicators.
Tick - Minimum price move.
Ticker - Shows current and/or recent history of a currency either in the
format of a graph or table.
Tomorrow Next (Tom/Next) - Simultaneous buying and selling of a
currency for delivery the following day.
Trading - Buying or selling of goods and services among countries
called commerce. Forex Trading is the trading of Foreign Currencies.
Transaction Cost - The cost of buying or selling a ﬁnancial instrument.
Transaction Date - The date on which a trade occurs.
Trend - Simply the direction of the market, usually broken down
to three categories....major, intermediate and short-term trends.
Three directions are also associated.
Trend Line - This is a Technical Analysis indicator also called or linear
regression, which is a statistical tool used to uncover trends.
It is calculated by using the "Least Squares" method. There are two
ways to use the linear regression line: a. Trade in the direction of the
Trend line. b. Construct a parallel trend channel above and below the
Trend line to be used as support and resistance levels.
Turnover - The total money value of all executed transactions in a
given time period; volume.
Two-Way-Price - When both a bid and offer rate is quoted
for a FX transaction.
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U
Uptick - A new price quote at a price higher than the preceding quote.
Uptick Rule - In the U.S., a regulation whereby a security may not be
sold short unless the last trade prior to the short sale was at a price
lower than the price at which the short sale is executed.
US Prime Rate - SThe interest rate at which US banks will lend to their
prime corporate customers.
V
Value Date - The date on which counterparts to a ﬁnancial transaction
agree to settle their respective obligations, i.e., exchanging payments.
For spot currency transactions, the value date is normally two
business days forward. Also known as maturity date.
Variation Margin - Funds a broker must request from the client to have
the required margin deposited. The term usually refers to additional
funds that must be deposited as a result of unfavorable
price movements.
Volatility (Vol) - A measure of price fluctuations. The standard
deviation of a price series is commonly used to measure
price volatility.
Volume - Represents the total amount of trading activity in a particular
stock, commodity or index for that day. It is the total number of
contracts traded during the day.
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W
Weak Dollar/ Strong Dollar - Dollar is said to be weak (relative to a
previous time period) against another currency when more dollars are
required to buy one unit of another currency. The dollar is strong or has
gained in strength when fewer dollars are required to buy one unit of
another currency. For example, if $1 buys 10 FF in 1989 but today $1
buys only 6 FF then the dollar has weakened against the franc.
Whipsaw - slang for a condition of a highly volatile market where a
sharp price movement is quickly followed by a sharp reversal.
V
Yard - Slang for a billion.
YIELD - Return on capital investment.
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