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The Content is for informational purposes only, you should not construe any such information or other material as legal, tax, investment, financial, or other advice. Nothing contained in this book constitutes a solicitation, recommendation, endorsement, or offer by Mike King or any third party service provider to buy or sell any securities or other financial instruments in this or in any other jurisdiction in which such solicitation or offer would be unlawful under the securities laws of such jurisdiction.

All Content on this site is information of a general nature and does not address the circumstances of any particular individual or entity. Nothing in the Site constitutes professional and/or financial advice, nor does any information on the Site constitute a comprehensive or complete statement of the matters discussed or the law relating thereto. HII is not a fiduciary by virtue of any person’s use of or access to the Site or Content. You alone assume the sole responsibility of evaluating the merits and risks associated with the use of any information or other Content on the Site before making any decisions based on such information or other Content. In exchange for using the Site, you agree not to hold HII, its affiliates or any third party service provider liable for any possible claim for damages arising from any decision you make based on information or other Content made available to you through the Site.
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There are risks associated with investing in FOREX. Investing in stocks, bonds, exchange traded funds, mutual funds, and money market funds involve risk of loss. Loss of principal is possible. Some high risk investments may use leverage, which will accentuate gains & losses. Foreign investing involves special risks, including a greater volatility and political, economic and currency risks and differences in accounting methods.  A security’s or a firm’s past investment performance is not a guarantee or predictor of future investment performance.

Introduction

I'm really excited to bring you the Forex Fundamentals book. So often when we talk about Forex individuals say, "I'm really interested in this, but I have no idea where to start," because we talk about concepts and themes that are above their heads. That's the reason this was created; so that you could start with zero knowledge and learn how to trade Forex. 

So, let's get started. So, introduction to Forex. What's Forex? Why are people interested? Why is this an increasing career for certain individuals? Well, it's quite a fascinating subject, but before we get into the nuts and bolts, I'm an educator first and foremost, and what I want to talk about is your learning experience and what I want you to do during each and every one of these chapters.

First, I want you to absorb the material. I want you to take it in. I want you to thoroughly understand each concept because each concept builds upon the previous concept. So, once you have an understanding and then can explain that to your wife, to your buddy, to your kid, to a coworker, to yourself, once you can explain the concept, then you're starting to build a foundation of knowledge in which you can really speed up your process to becoming a successful Forex trader. 

At a certain point, you're going to want to practice the principles through a demo account, or a practice account. Not all principals will have this step in them because some of them are simply information, but there will be times that you're going to want to start practicing what you're being taught. And then finally, you're going to want to apply it in real life situations. And I just want to take a second, I know you want to get into the goodies, but don't make the mistakes so many traders make.

They get a basic grasp of Forex, and then they just start trading, and they don't have a full understanding of it. Heck, a lot of times they can't even explain the most basic of terms, but they're trading real money and learning some expensive lessons along the way. We all have to pay a price to acquire knowledge, but take the time to absorb, explain, and practice before you apply yourself. This way you will get to your destination much quicker than you would have otherwise.

Chapter 1 - WHAT IS FOREX

All right, so what is Forex? What is the foreign exchange market? Now you are going to hear a lot of terms used interchangeably—the foreign exchange market, Forex, FX—they're all referring to the same thing which is the largest financial market in the world - the currency market where nearly $5 trillion a day is traded. It's a huge market involving participants from around the globe, and some of these participants are just your travellers exchanging money, companies buying goods, importing or exporting goods that need to change that good into the local currency by governments, or by central banks. 

But what we're going to be interested in is involving ourselves as the retail trader, and we are going to attempt to make profits off the movement of one currency against another. And I don't want you to get hung up on this particular point because we're going to go into this in great detail, but this is what we're doing. We're going to be retail traders. Now as retail traders, as I mentioned, it's a $5 trillion market. It's incredibly liquid. We can get in and out of our positions with ease, with convenience, and we can move in and out of the market, and capture small profits and capture large profits. It's an incredible advantage. 

And we almost never have to worry about liquidity issues. And one of the great things about the Forex market is that where your normal exchange is open for several hours a day, the Forex market is open 24 hours a day; closed on weekends, and even overlaps a little bit on Sunday for individuals in certain times zones—but it's open 24 hours a day. If you have a nine to five job, you can trade Forex. If you have a full-time career, you can still trade Forex. If you have a part-time job... You want to trade Forex full-time? You want to trade on your lunch break? You want to trade late at night? No matter where you are in the world, during the week, the Forex market is open.

And that is something that truly, truly draws traders in. Now, naturally there are risks, and I would not be doing a good job as an educator if I did not talk about the risks. And while profits are there to be taken, just like any other form of investing, risk is involved. Now, if you have proper money management and discipline and build your knowledge on a solid education, then we can help mitigate these risks by avoiding some of the dumb things that new Forex traders do. 

But if you go in there haphazardly, just expecting to make money out of nowhere, and think you can just do anything and you're going to be fine, well, you're going to be in for a rude awakening, and you're going to blow up your trading account. And this is going to be unfortunate because if you have that desire, then there's so many ways for new Forex traders to blow up that initial account. And we want to avoid that. We want to teach you to become a successful Forex trader. So, understand there's risks; understand that you can't just go in there like a Wild West cowboy. Understand the risk, acquire discipline, and a proper education, and you'll be on your way.

Chapter 2 - Market Hours & Pairs

All right. So, now that we’ve scared the bejesus out of you, let's talk about Forex market hours. Now, as I mentioned, it's open 24 hours a day. This means you can have tremendous convenience as a trader from 6:00 PM Eastern on Sunday until 4:00 PM Eastern on Friday. Adjust that time according to where you're at, and those are going to be the market hours that it's open. So, it's a long time, and you can take your weekends off too. 

Now even though the market is open 24 hours a day, there are going to be certain times of day, that are more prone to volatility than others. And when we say volatility, (we'll talk about that in a second), we're simply referring to the amount of action that has taken place—the total amount of trades that are being placed during certain hours versus others.

And I want to introduce a concept of pairs. Now think of this like if you are familiar with stock. When you make a trade in the stock market, you are buying or selling a share or shares of stock. Now that's the instrument in which we are using in order to facilitate that trade. Now in the foreign exchange market or Forex, we trade currency pairs—we just don't buy and sell one currency. We're buying and selling the pair itself. We're buying one currency and betting on or against it versus another. 

And we're going to go into great detail into currency pairs and the pairs that you should be looking to trade as a new trader in a future lesson. But you're going to hear this language, and learning the language is always the most difficult step of learning anything. Once you know the language, education and acquiring knowledge becomes that much easier. So, currency pairs—just think of it as if you were thinking of stock itself. This is just the instrument we're trading; we're trading a currency pair.

So, some of these pairs are more prone during these times, and we're going to get into that in a minute, than others. And while the foreign exchange market is open 24 hours a day, a specific country or region markets are only open during a portion of that day. And when the hours overlap, (when two markets are open at the same time is what we're referring to when we say overlap), you're going to see an increased volume, and this is the time of day that a lot of retail Forex traders trade. 

Chapter 3 - Interbank Market

So, what's the mechanism in which facilitates all of this trading? Now, if we were in the stock market, it would be the exchange itself. For example, the New York Stock Exchange or NASDAQ, or the London Stock Exchange. These are the exchanges that are facilitating the transactions between traders. Now, the equivalent for Forex is the Interbank Market. So, when you hear interbank market, it's just the exchange. Now, it's not a physical exchange. And that's one thing that gets a lot of people a little bit confused, but it is the mechanism that facilitates the exchanging of trades positions. 

So, what is the interbank market? As the name might imply, inter-bank just consists of banks from around the world trading with each other. So, the banks, which do a large percentage of the total volume in the currency market, are trading with one another. They are setting the bid and the ask, which is the buy and the sell price—bid and ask is just what individuals are willing to buy for, and what they're willing to sell for, just through the normal forces of supply and demand. So, the more demand there is for a currency, the price for that currency rises. The less demand there is for currency, the price of that currency will fall. And the banks are, just through their normal transactions, reacting to the forces of supply and demand, and trading with each other on the interbank market.

Now it's hard for any one bank or even a government itself to manipulate the price of a currency. So, the supply and demand are truly an effect. While there is manipulation that occurs, and governments that come in and try to stabilize a currency if you will, the forces of supply and demand are in work through the interbank market. It is a well-tested system. Even though it's not highly regulated, it's a system that works. Now as retail traders, we do not access the interbank market directly. There is no central location for us to place an order with—the interbank market works with each other. So, we go through a broker. We go through a broker, who then sends our trade through to the interbank market. So, that's how that works.

It goes from us placing a trade with our broker, who places a trade in the interbank market. And since this is all done electronically these days, it's very fast. So, we talked about some of the players in the foreign exchange market from all around the globe: central banks, commercial banks, investment managers, hedge funds, large corporations, and retail brokers. These are all some of the major players in the Forex market that are buying and selling currency constantly throughout the course of a day. 

As retail traders, we make up a small portion of the total amount traded on Forex each day, but that's not necessarily a bad thing. Our ability to profit off trends, and profit off price movements, and profit off news... there are so many things which we calculate into our decision. We’re these little ants in this gigantic universe. We don't move the market, you and I, but we can profit off the price movement that occurs. And this is a wonderful place to be.

For example, let's say there's just some small company you want to invest in and buy stock in. You’re placing a sizable order, especially on a penny stock, but you're going to move the price of that stock. Now, you might not be able to get in at the price that you want. Or you might have a very hard time getting out at the price you want, especially for options on that stock if they're out of the money if it's a small penny stock with a low volume—getting in and out of the stock can be a hard thing. It can be a hard thing to recognize patterns and movements and get in and out with the price we want. That is not the case in Forex. We can ride the wave, if you will, in and out of our positions with ease and convenience. And I love that aspect of Forex.

So, how do we invest in Forex? Most of us are going to open up a standard trading account. We're going to open an account with a broker and we are going to trade currencies—this concept of currency pairs that we talked about a minute ago—and essentially bet on the movement of a nation's currency. And more specifically, we are going to bet on the movement of that currency in relation to another country's currency. And once again, I don't want you to get hung up on this particular point because we're going to go into great detail on it at a later time. It’s an essential thing that we're going to spend chapters on just by itself. But just understand that that's the basic mechanism in which we use for Forex. 

There's also ETFs and ETNs that we can use to buy currencies or combinations of currencies. Just like you would buy an ETF on a class of stocks, there are ETFs and ETNs on that for currencies. There's also options and futures, but I’m not going to get into a lot with options and futures in this basic introduction course. But those are also mechanisms that are available.

Chapter 4 - The Spot Market

So, the Spot Market. So, we talked about the interbank market, which is where the banks place their orders and make their transactions. The spot market is where, as retail traders, we are participating. In a spot market, once again, I don't want you to get hung up on the terminology because a lot of times people hear spot market and since it is a new word, they immediately start saying, "I don't understand what this is." And thus, they get frustrated and they move on to something else. The spot market is just where we place our trades. 

It is the market that exists underneath the interbank market, where retail traders and other individuals interact with brokers and where brokers interact with each other and sometimes small banks. There's lots of participants on this that place orders that then get fed up to the interbank market. So, when you hear spot, it's just that you're placing the trade on the spot. It's just where you're placing the trades. Don't worry about the language other than that. So, when you hear spot market or a spot trade that is just your mechanism of trading. So, I don't want you to get hung up on the language there. It's just what we're doing, where we're placing our trades.

Chapter 5 - Liquidity

So, liquidity. We talked about liquidity already, but I want to suspend a few more moments on it. Liquidity the concept, and it applies to all financial instruments, is the ease of entering or exiting a position. If you can get in to a trade very easily, then it is said to have high liquidity. If there is not a lot of volume, and it's hard to get in and out of a trade at the price that is quoted, then that is said to have low liquidity. And liquid pairs... So, this concept, once again of the currency pair, is the equivalent of stock.

Just to repeat that point, highly liquid pairs have very small bid-ask spread and they're easily bought and sold without small trades having any effect on the exchange rate. So, the bid-ask spread is something that is the buy and sell price that we get into for our positions. We want to place a trade. We want the smallest bid-ask spread because the bid is what the broker is willing to buy at, which is the price we sell at. The ask is the price the broker is asking for, or the price that we buy. So, there's a fee in there. And so, the smaller the bid-ask spread, the easier it is for us to not get killed by commission costs. So, we love small bid-ask spreads. We hate high bid ask spreads; and highly traded currency pairs give us small bid-ask spreads.

Chapter 6 – Volatility

One of the results of a highly liquid market is that the prices do not change as easily with higher levels of volume. So, because there's a tremendous amount of volume and activity, small orders and medium sized orders don't move the price as quickly. This, once again, lets us get in at the price we want and lets us to get out at the price we want. And a concept that we're going to talk a lot more on is, at least when we think of Forex, that not all of the 24 hours are created equally. 

Some hours quite as a matter of fact just are not as good to trade at because the volume is not there and the liquidity is not there as it is at other times. The sister to liquidity is volatility. Now volatility is simply a measurement of short-term price movements. So, if something is moving up and down quickly at a fast rate, it is said to maybe have high volatility. But this is only done in comparison to what it normally does.

So, let's say that a currency pair once again is just the method in which we're trading. Let's say that it normally moves 10 cents during a certain time period. Now that time period can vary. It can be minutes, it can be hours, it can be days. But just as an example, let's say that it only moves 10 cents. That's its norm. That's it's average. But then during certain times of the day or after certain news events might occur, let's say it now moves 40 cents. It normally moves 10, but now it's moving 40 cents. 

Well, now it is going through a period of high volatility where the average price movement—the measurement of the amount it moves in price—has now expanded from what it was at a certain range, to where it now is. So, we're comparing what the currency pair is doing at this moment, to what it normally does. So that's what volatility is – it’s the expansion of price movement for a given time period. And what you'll find is that certain times of day are far more volatile than others. The price movement that occurs is higher during certain times of day than they are at others.

In many trading strategies that you will be taught, we're trying to capture movement in price. So, volatility isn't necessarily a bad thing. In fact, many retail traders love times where the market is volatile; where there's larger price movements. It's just knowing what the market conditions are, and then adapting the strategies you use to match the market conditions that exist. 

I'm going to repeat that one more time because it's important. The strategies you use need to match the market conditions that exist. And naturally we will go into this much more when we talk specific strategies and how you react to volatility. So, if it's not good the first time, well you're going to deal with a lot of imperfections.

But how you react to volatility depends on your personality. Some individuals like low volatility. They like nice slow price movement where they can get in and out of a position. They're not going to make a ton, but they're not going to lose a ton either. Not that there aren't risk mitigating things that you can do in a high volatility market, but it's just a personality thing. And for some individuals, well, that stuff bores them; they fall asleep. They can't stand that. They are only looking for high volatility situations because that's their personality. And they usually adapt strategies to match that personality. 

So, it's just understanding who you are as a trader. And we'll go into a lot more about this in future lessons, but it's so important to know who you are. What's your personality? Do you like action or are you conservative? These things are important to know about yourself as we move on. But for now, as you contemplate the essence of your meaning, just understand that there are a lot of the strategies, and you don't have to become masters of all of them. Heck, most traders just learn a couple and move on from there and just use those and apply them over and over again.

All right. So, we've talked about that. There are certain hours of the day that are more prone to volatility and that are more prone to high liquidity. And this occurs because the trading sessions that occur in the Forex market are times where the normal market hours of a particular region or country are open. And when I say the market hours, that's referring to their general stock exchange, where stocks are being traded and where there's a high level of activity. 

This is the normal course of their business day in the currency market. For the banks and the large brokers and government, for a lot of them, during the normal course of their business hours is where they conduct business. And because they're conducting business during this time, and they have such large volume behind their transactions, it can lead during these times a day to an increased volatility where the price movement is higher than it would be otherwise.

And awareness of when this volatility may occur is important because it allows Forex traders to make sound trade management decisions. If you know that there's a highly volatile time coming up because certain news releases are about to be released on the East Coast, or the US is releasing unemployment or maybe something else or whatever the economic report is about to be released. 

And if the normal market hours are about to be opened in the US, and the London market is still open during these times, this could lead to volatility and have your position move against you. Well, having that information then allows you to make good decisions. You know, not having that information and just being surprised... well, that's just poor trade management. So, knowing when these times are that there is increased activity, and increased volatility, just helps us make better decisions.

And this occurs, if you read between my words, when the markets overlap when two markets are open at the same time. When the European markets are still open, and when the New York Stock Exchange and the American markets open, there's this overlap, and then, well, you have simply more individuals that are actively trading. You have both London and New York; you have Europe and New York and London. 

And when there's this overlap of markets being open, then these are the times where you'll see the highest volatility—the highest movement in prices. There'll be a lot of actions, especially when you couple in the fact that most of the economic reports released in the United States are done before the market. 

So, there's
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