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Topic 1.2 

 

Forex Terminology 

 

 This is Topic 1.2 of the Trading in the Forex Market course. The focus for discussion is Forex terminology. 

Please take the time after each session, on your own self-study time, to review the material that was given 

and complete any assessments. 

 

1.2a – Appreciate the importance of mastering Forex terminology 

 

 
 

 Regardless of the amount of time you’ve been trading, mastering the basics of the Forex Market lays the 

foundation to be a successful trader. 
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 And as you may have come to realize, we have covered a good portion of this list already. And the more 

that you review or study these terms, the more familiar they will become to you.  

 

 
 

 The above slide lists some of the terms we’ll be discussing in this section. While it may look like a lot of 

information, it is important to understand these terms will give you a solid base from which to understand 

Forex trading and you will have gained a good understanding of each of these terms. Also, as you look at this 

list, you may recognize some of the terms from our previous session.  

 

 Take a moment to scan through the list and write down your notes, or place a checkmark in your course 

Guide, next to the terms that we have covered and write down a short description of those terms. You can 

pause the video for a few moments to complete this task. 

 

 One of the prime objectives of this section is mastery of Forex terminology. There are industry-specific 

terms any Forex trader needs to understand that will increase probability of success and reduce the 

emotional stress that may be caused by lack of knowledge. This course is structured to define these terms 

and then use them throughout the course to help solidify the concepts. You will also find a list of definitions 

at the end of this manual. 

 



Trading in the Forex Market 
 

23 

1.2b – Understand currency terms 

 

 
 

 The first term is currency pairs, which we discussed in the first section. Currency pairs are comprised of a 

base currency and a counter currency.  

 

 
 

 The exchange rate is the price value stated in terms of the counter currency, which is the second 

currency in the pair to one of the base currency, which is the first currency in the pair. As an example, for the 

GBP/USD, the exchange rate is 1.5939, which would be read as one British Pound is worth 1.5939 US Dollars. 

And the same is said for the US dollar when it is the base currency. For the USD/JPY, the exchange rate is 

79.43, which would be read as one US Dollar is worth 79.43 Japanese Yen.  
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 Within the framework of currency pairs are several other terms that are important to understand. The 

first is term is quote. It’s important to recognize currencies are not usually quoted as a single exchange rate; 

a quote will list two exchange rates; the next two are ask price and bid price. The ask price is higher than the 

bid price.  

 

 
 

 To further define bid price and ask price: the bid price is the rate or price the broker will pay to buy the 

base currency from you.  
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The ask price is the exchange rate or price you will pay to buy the base currency from the broker.   

 

 
 

 The term for the difference between the ask (higher) price and bid (lower) price is called the spread.  
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 Currency price movement is expressed in the last decimal place in the exchange rate, known as a pip, or 

percentage in point. As an example, if the spread is 0.0005, you would say the spread is 5 pips. 

 

1.2c – Understand trade execution terms 

 

 
 

 The following terms we’re going to discuss are used in trade execution, the first being market maker. For 

you as an individual trader a market maker, or broker, is used to facilitate a trade between you and the global 

Forex Market. The broker earns the spread on each transaction. Different brokers charge different spreads 

and choosing a broker is one of many important decisions you’ll make as a trader.  
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 Next on our list of definitions is long position (buy). As a trader, if you anticipate that the value of the 

base currency is going up relative to the counter currency and you place a trade for a buy, we call that taking 

a long position. Note that you will close a long position by selling the base currency versus the counter 

currency. 

 

 In our example, the base which is the EUR, increases in value relative to the US dollar. So the price goes 

from 1.3250 to 1.3300 for a profit of 50 pips. This means it now takes more US dollars to get one Euro. The 

concept is the same for the USD/JPY in the second example. In this case, the USD is the base. If the value of 

the USD increases relative to the JPY, then the price moves from 76.75 to 77.00 for a profit of 25 pips. This 

means that now it takes more Japanese yen to get one US dollar. In both case, you are buying the base 

currency, which is considered a long position.  

 

 
 

 Opposite of the long position is taking a short position (sell). A trader may anticipate that the base 

currency's value will go down relative to the counter currency and take a short position. You would close a 

short position by buying the base currency versus the counter currency. 

 

 

 In the example, the base which is the EUR decreases in value relative to the US dollar. The price goes 
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from 1.3250 to 1.3195 for a profit of 55 pips. This means that it now takes fewer US dollars to get one Euro. 

The concept is the same for the USD/JPY. In this case, the USD is the base. And if the value of the USD 

decreases relative to the JPY, then the price moves from 76.75 to 76.15 for a profit of 60 pips. This means 

that now it takes less Japanese yen to get one US dollar. In both cases, you're selling the base currency, which 

is considered a short position. 

 

 
 

 The next term is lot. A lot is a fixed amount of capital engaged in a given trade. The trader commits a 

portion of the lot and the broker provides the remainder.  

 

 As an example, the amount of capital engaged for a standard lot is $100,000. And the pip value in this 

level is about $10 dollars, of course, depending on the currency pair being traded. And for a mini lot, the 

amount engaged is $10,000, and $1 dollar per pip. For a micro lot, the amount engages is $1000 for $0.10 per 

pip. 

 

 
 

 Although these amounts may seem larger, traders are only required to commit a small amount of capital 

to be able to control a large amount of money per lot traded. This is called leverage. The portion required by 

the trader will vary depending your individual broker, the account set up, and which currency pairs you're 

trading.  
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 As an example in this table, the amount engaged for one mini lot is $10,000. And the portion required by 

the trader is about $200 at a 50:1 leverage set up. 

 

 
 

  The amount of money that the trader has committed to the trade is referred to as required margin, 

which depends on the numbers of lots being traded.  

 

 
 

 Lots, leverage and margin all have an impact on potential profit or loss during a trade. In the example, if 

you were to buy the USD/CAD at 0.9900 with 2 mini lots, your trade is engaging $20,000. That $20,000 at 

50:1 leverage equates to $400 margin required to open the new trade. Now, if the market price moves higher 

to 0.9950, you have gained 50 pips. And at $2 dollars per pip, since you are trading two lots, equals $100 of 

profit. In the second example, if you were to buy the USD/CAD at 0.9900 with 5 mini lots, your trade is 

engaging $50,000. That $50,000 at 50:1 leverage equates to $1,000 margin required to open the new trade. If 

the market price moves lower to 0.9825, you have a loss of 75 pips. And at $5 per pip, since you're trading 5 

lots, equates to a $375 loss. 
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 Now let's take a moment here to make sure you understand this concept. On the next slide, take a 

moment to work through these assessments; filling in all the blanks in your course Guide or in your notes. 

Pause your video for a while, while you work through this problem. 

 

 
 

 Okay. Let's take a look at the results for these problems. Now, if you were to buy the EUR/USD at 1.3125 

with four mini lots, your trade is engaging $40,000. That $40,000 at 51:1 leverage equates to $800 margin 

required to open the trade. If the market price moves higher to 1.3155, you have gained 30 pips. And at $4 

per pip, since you traded four lots, that equals $120 profit. 

 

 Now, if working though this problem was at all confusing to you, I would encourage you, in your own 

self-study time, to make up your own similar scenarios and work through them like we have done here until 

you have mastered this concept. 
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 The next term is margin account, or trading account, which contains the capital deposited with the Forex 

broker for the purpose of placing trades. It is important this account is funded with only risk capital that if 

lost, would not cause you personal financial hardship. 

 

1.2d – Understand account management terms 

 

 
 

 The account balance is the reflection of the total funds in the Forex trader's margin account and will only 

change when an open trade is closed and is not adjusted for any net gain or loss of any open positions. The 

net profit to loss is a total of all gains and losses that are currently active, or open. This value constantly 

changes as fluctuations in the exchange rate for any open trades change either up or down. The account 

balance plus or minus the net profit or loss equals the account equity. 
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 Equity is not a reflection of what is committed to the open trades. That is referred to as used margin. 

Used margin is the total margin currently committed by the trader to hold open positions. 

 

 As an example, we're looking at two trades. Our opening balance is $5000. Trade 01 is a buy with 1 mini 

lot. This trade gets a profit of 60 pips, or $60 dollars. Trade 02 is a buy with 3 mini lots. This trade is a loss of 

45 pips; times 3 lots traded is a net loss of $135. The total net profit loss for these two trades is a loss of $75 

dollars. The account balance adjusted for the net loss gives you $4925 in equity. 

 

 
 

 Now, the equity is not a reflection of what is committed to the open trades. That is referred to as used 

margin. Used margin is the total margin currently committed by the trader to hold open positions. 

 

 In this example, we have a total of $800 dollars committed to open trades; 1 trade for 1 mini lot and 1 for 

3 mini lots. At $200 dollars per lot, on a mini account at 50:1 leverage, this equals $800 dollars, or 16%, of the 

margin balance committed to open trades. And once we have committed a portion of our margin account for 

open trades and subtract the net profit and loss from that balance, we get the usable margin. 
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 Useable margin is the equity minus the used margin.  

 

 So, here, our account equity is $4925. We subtract the $800 dollars already committed to open trade and 

we get $4125 in usable margin available. This available, or usable margin, could be used to open additional 

trades or to sustain open floating net profit or loss. The more margin that you commit to open trades, the 

more you are in danger of getting a margin call. 

 

 
 

 A margin call is an action taken by the broker when the usable margin reaches zero and is a consequence 

of a poorly managed account. In a margin call, the broker will close some or all of the open positions 

regardless of the current status of those open positions.  
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 This is an example of too much margin being committed relative to the account balance. The account 

balance is $5000 using an account with 100:1 leverage, and 80%, or $4000, of margin balance is being 

committed to keep those two trades open. This drastically reduces the amount of usable margin. With a 

floating net loss of $750, there remains only $250 of usable margin to sustain these trades. 

 

 
 

 There only needs to be a small market fluctuation to put the account in jeopardy of a margin call. If the 

net profit and loss goes to minus $1000, a margin call will occur. And, here, we can see that the net profit and 

loss has hit $1000 and the usable margin has reached zero. When this happens, the broker will generally 

close all of the open positions regardless of the current profit loss status of each position.  
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 Once a margin call happens, the account in this example is reduced by 20% in just two trades. In this 

scenario, if the trader were to continue to over-expose the account in this manner, a few more trades would 

completely wipe out this account. 

 

 
 

 Traders can avoid margin calls by managing the number and type of lots opened for a give position. 

Traders also need to manage both the number of currently open positions and manage the net profit/loss by 

use of limit and stop orders.  
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 When the usable margin reaches zero and the trades are closed by the broker, traders are left with the 

amount of used margin that was committed to those open trades. While this can be a drastic reduction in the 

account balance and may prevent you from opening new trades, you will not owe the broker any money. 

 

 
 

 Limit orders automatically close an open position at a specific price if the market moves in favor of the 

trader’s position. Limit orders function as a planned exit strategy, allowing traders to close trades at a 

predetermined profit level, meaning traders do not need to continually monitor the market. 
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 Stop loss orders automatically close open positions at a specific price if the marker moves against the 

trader’s position, minimizing a trader’s exposure to loss. Stop loss orders also provide a degree of protection 

against the volatile nature of the Forex market.  

 

 
 

 It is important to mention that the acceptable loss is determined by proper market analysis, and we will 

be covering this in later topics. 

 

 Both limit orders and stop loss orders demonstrate good account management, working to minimize risk 

and maximize profits.  

 

1.2e – Understand basic market analysis terms 

 

 In our last objective of the day, we're going to discuss basic market analysis v terms.  
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 Market analysis occurs before any trading takes place. There are two main types of market analysis 

traders use to make well-informed decisions – fundamental analysis and technical analysis.  

 

 
 

 Fundamental analysis uses economic information, financial reports, political news and other resources to 

determine the direction a currency's value is likely to move. Technical analysis uses the study of price 

movement using trend lines, charts patterns, averages and other tools and indicators to determine the 

direction a currency's value is likely to move. 

 

 Fundamental analysis uses three distinct types of economic indicators. The first is leading indicators, 

which tend to predict future economic activity. Building permits, unemployment changes and business 

inventory are all leading indicators. 

 

 The second are coincident indicators that general move with overall economic trends. Coincident 

indicators include gross domestic product, retail sales and interest rates. 

 

 The final indicators in functional analysis are lagging indicators, those that change after the overall 

economy has changes. Those would include consumer price index and business spending.  
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 The other predominant type of market analysis is technical analysis of various types of charts, which can 

determine the probable movement of currency over time based on studying the history of past patterns. 

  

 
 

 Both fundamental and technical analysis allow traders to make education decisions in trading by giving 

them insights into market entry and exit points that have great probability of being profitable, working 

toward eliminating guesswork and risk. Market analysis also assists traders determine stop levels and 

maximize profit with predetermined profit targets. Market analysis demonstrates good account 

management.  

 

 While both analyses provide valuable information, you may come to prefer one type of analysis over 

another. However, to be a successful trader, you need to have exposure to both types of analysis. 

 

 We began this session with a discussion about the importance of understanding Forex terminology. And 

as with any new venture, there will be a new vocabulary, or lingo, to understand that will be vital to the 

success of that endeavor; and in this case, becoming a successful Forex trader.  

 

 In our next session, our discussion will revolve around charts and their use in tracking currency price 

movement. We will also begin to look at how we use these charts in the trade decision process.  


