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Risk Warning 
High Risk Investment 

 
Trading foreign currencies on a margin carries a high level of risk, and may not be suitable for all investors. The high degree of 
leverage can work against you as well as for you. Before deciding to trade you should carefully consider your investment 
objectives, level of experience, and appetite for risk. The possibility exists that you could sustain a loss of some or all of your 
initial investment and therefore you should not invest money that you cannot afford to lose. You should be aware of all the risks 
associated with foreign exchange trading, and seek advice from an independent financial advisor if you have any doubts. 
 
 
Internet Trading Risks 

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Lesson 1: All you need is… 
 
I wonder how many people who are reading this have as much money as they 
need. The future has always been unpredictable but these days it seems our future 
is even more uncertain than ever.  
 
In the 20th century, many countries provided their populations with free health 
care, education and pensions. For various reasons state provision like this is 
becoming a thing of the past. Increasingly, we are expected to make our own 
arrangements to look after ourselves when we are too old or sick to work and to 
ensure that our children are adequately educated to cope with the demands of the 
modern world. It is a well-reported fact that populations in the affluent West are 
ageing and very soon there will be many more older people than younger people. 
There are serious doubts about whether state and private pension plans will be able 
to support their contributors. Research suggests that the majority of people have 
not saved or invested enough to maintain their current standard of living after 
retirement. More and more people are realizing that they will probably never retire 
and if they get sick… 
 
Suppose you reckon that a nest egg of a million dollars could be managed to look 
after the needs of you and your family. In all truth it is a modest amount, but do 
you think that you can realistically expect to amass it before you retire? 
 
It is worth spending a few minutes totting up your income and outgoings for now 
and for the next few years. This exercise may lead you to wonder about ways of 
increasing and diversifying your income streams. 
 
Of course there are a number of ways of legitimately making some extra money. If 
you work for other people, you could get a second job (or a third!) or a better-paid 
job or perhaps work longer hours. You could set up your own business; maybe 
open a restaurant, a shop or invest in real estate. Think about exploiting your 
natural talents: write a book; get into acting; design websites.  
 
Or you could think about trading. 
 
This series of lessons is designed to introduce you to the world of trading. Trading 
is potentially very profitable and has recently become much more accessible to the 
ordinary person. However, it is important that the ordinary person starts out with a 
reasonable amount of knowledge to avoid getting slaughtered. That’s where we 
come in. Trading and teaching trading are our businesses. 
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We are going to focus on the Forex market where daily trading volumes amount to 
trillions of dollars. Forex traders are a diverse bunch and come in all shapes and 
sizes. Each trader brings their own knowledge, experience, discipline, analysis and 
intuition to the market. Each trader decides when and for how long they will work 
and how much they will trade with. In this respect a trader is similar to an 
entrepreneur. However, a trader does not have to deal with fickle clients and 
obstructive bureaucrats. Trading is a matter between the mind and the market. 
 
Please be patient as you work through these lessons. If you are new to trading you 
are going to come across a lot of new terms and concepts which will become 
clearer as you progress through the course.    

  
Our main aims are: 

• To show the earning potential of Forex.  
• To introduce you to some techniques you can use to trade successfully.   
• To give you the information to help you decide whether Forex trading is for 

you. 
 

Our next lesson follows tomorrow. Please do your homework now. It will give you 
an insight into a quality of Forex trading. 

   
HOMEWORK 

1. Imagine you work for someone else. You have saved $3000 and will 
be able to save another $500 every month. How much money will you 
have saved over the next 12 and 24 months? Don’t forget to include 
any interest on your savings. 

2. Now imagine that you decide to use your initial $3000 to set up a little 
business. Things go well and the business brings 25% of your initial 
balance monthly. Expenses (salary, advertising, etc.) account for 50% 
of your income and you pay yourself $300 a month. What will you 
have saved by 12 and 24 months?  

3. Now imagine that you open up a Forex trading account with the 
$3000. You are very successful and average 25% profit per month. At 
the end of each month you pay yourself $300. How much will you 
have saved over 12 and 24 months?  

 
Forex trading has as much chance of success as any other start-up business 
venture. However, the potential rewards are greater because a greater proportion of 
the return can be reinvested into the business. 
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Mind you, let me make two points clear:  
 

1. 25% a month is a very good return on a trading account. There are no 
guarantees in trading or any other business for that matter. Successful 
trading requires time and persistence. Nothing is ever going to fall 
into your lap without any effort.  

 
2. Successful trading needs a systematized approach to trading and a risk 

management strategy. Around 10% of retail traders have a grasp of 
the ins and outs of trading and the market. This 10% does pretty well. 
These lessons are designed to help you on your way to become one of 
them.  

 
The topic of the next lesson: Forex lowdown 
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Lesson 2: Forex lowdown 
 
The Forex market 
The Forex market emerged in the 1970’s when currencies were first floated against 
each other. This system replaced the previous one where the value of the US dollar 
was pegged to gold and the values of all the other currencies were pegged to the 
US dollar. Although an unofficial currency market could be argued to have existed 
ever since the times of the first money changers, the advent of Forex in the 70’s 
heralded the emergence of both an internationally accepted system of exchange 
and a new, highly liquid, market. The daily volume on Forex today is reliably 
estimated as ranging between 1 and 3 trillion dollars. 
 
We are all indirectly affected by the ups and downs of the world currency market 
as the price of imported goods and raw materials rises and falls in response to the 
exchange rate. When we go on holiday abroad we become slightly more active 
participants by buying the local currency. We like visiting countries with weak 
currencies because our buying power is significantly boosted. However, it’s 
possible to get more actively involved in the Forex market by buying and selling 
currencies in order to profit from the constantly changing rates. You might choose 
to do this for a number of different reasons. You might decide to keep your savings 
in a currency portfolio to protect its value, or you may wish to trade more actively 
to supplement your main source of income. Some people become so adept at 
working on this market that trading becomes their main source of income and 
brings them a significantly higher standard of living than working for a salary. 
 
Traders don’t care whether the USD rises or falls, they can trade in both directions. 
They analyze the market to identify possible future price movement and they either 
buy a currency at a low price in order to sell it at a higher price at a later date; or 
they sell a currency at a high price in order to buy it at a lower price later on.  
 
There are a range of groups and individuals working on Forex including central 
banks; commercial banks; investment funds; financial companies, brokers and 
private individuals. They all want to buy at a lower price and sell at a higher price. 
However, each group has a different agenda and goals.  
 
Central banks follow their monetary policy and they have a range of strategies to 
steer their currency in the direction their policy dictates. Central bank interventions 
can have a significant impact on currency rates and other market participants 
closely monitor and respond to what the central banks are doing.  
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Commercial banks aim to protect their own and serve their clients’ interests. 
Their clients are often involved in import/export and therefore have foreign 
currency requirements. Commercial banks buy and sell currency for them. This 
activity can account for up to two thirds of the daily volume on Forex. It also has 
an impact on currency rates as supply and demand is constantly in flux.  
 
Brokerage houses enable individual traders to trade on the currency, equities or 
commodity markets. They strive to maintain a fluid market and ensure that their 
buyers always have sellers to buy from and their sellers always have buyers to sell 
to. 
 
The other groups and individuals are more directly involved variously in 
protecting the value of their assets, hedging against risks caused by other 
transactions or simply making money.   
 
Forex is an over the counter market. This means that trading is not limited to 
specific places and people trade using the telephone and the internet. Currency 
exchanges and special departments of commodity or equity exchanges account for 
only a small proportion of total trading volume. Forex trading is a global activity 
and the table below identifies some of the main regions of the world where trading 
takes place and the time the markets are open there.  
 

Winter time (GMT) Summer time (GMT) 

 Region City 

Оpen Close Оpen Close 

Tokyo 0:00 8:00 0:00 8:00 

Hong 
Kong 1:00 9:00 1:00 9:00 Asia 

Singapore 1:00 9:00 1:00 9:00 

Frankfurt 6:00 14:00 5:00 13:00 

Zurich 6:00 14:00 5:00 13:00 

Paris 6:00 14:00 5:00 13:00 
Europe 

London 7:00 15:00 6:00 14:00 

New York 13:00 21:00 12:00 20:00 
America 

Chicago 14:00 22:00 13:00 21:00 
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These trading sessions overlap to create single 24hr session. Volumes vary 
throughout the 24 hours and are generally higher when the European region is 
active. 
 
The market closes on Fridays at 21:00 GMT and reopens Sundays 21:00 GMT. It 
also closes for some internationally recognized holidays. You should be careful 
when you are trading at a time when one or more of the main financial centers is 
closed for a holiday. Volume is lower at these times and we say that the market is 
‘thin’ and is usually more volatile. 
 
A major advantage of the 24-hour availability of Forex trading is that you can pick 
and choose when you want to trade.  
 
Forex has a number of factors which allow it to operate as an exchange market:  

• Constant demand and supply: there is always a market for both buyers 
and sellers; 

• The commodity is bought and sold in standard lots (the minimum 
standard lot with Forex Club is 1000 units of a currency); 

• Prices are set by the levels supply and demand; 
• A fixed minimum unit of price change (this is a point or pip); 
• A number of conventions that standardize the trading process. 
 

Conventions of currency trading 
Currencies are traded in standardized pairs. The four main pairs are: 

 
EUR/USD 
GBP/USD 
USD/JPY 
USD/CHF 

 
Each currency pair is made up of a base currency and a quote currency. 
 
The base currency is the first currency in the currency pair and this currency is 
bought or sold using the quote currency. For example, in the currency pair 
GBP/USD, the British Pound is the base currency and we buy and sell it using US 
Dollars. In EUR/USD, the Euro is bought or sold for US dollars too. In many other 
currency pairs the US Dollar is the base currency. In a pair like USD/JPY we buy 
and sell USD in this case using Japanese Yen. This also applies to next most traded 
pair USD/CHF, where we buy and sell the dollar using Swiss francs.  
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Please notice that in some currency pairs USD is the base currency, in some the 
quote currency. People in the business are very familiar with whether USD is the 
base or quote currency and because of this they often omit mentioning the dollar at 
all in a pair. They will simply say GBP was bought or JPY was sold meaning, in 
the first case that GBP was bought for USD and in the second that USD was sold 
against JPY.    
 
Also notice that when price is moving up on a chart it means the base currency is 
strengthening against the quote currency. When the chart is falling it means the 
base currency is weakening against the quote currency.  
 
A full quote looks like this: 
 
EUR 1.2700/1.2703 
 
This tells us that the broker is ready to buy 1 Euro for 1.2700 USD (the BID price) 
and ready to sell 1 Euro for 1.2703 USD (the ASK price). This difference between 
the BID and the ASK (here 0.0003 USD or 3 points) is known as the spread.   
 
A point (also known as a pip) is the minimum change in price of the exchange 
value of one currency against another. The Swiss Franc, the Euro and the British 
Pound are measured in numbers with four decimal places, while the yen has two 
places. The minimum change in the Euro and others (i.e. one point) is 0.0001 of 
the price and for the yen it is 0.01.  
 
For EUR/USD, GBP/USD and any other pair where USD is not the base currency 
the value of 1 point equals to 1 US dollar when you buy a lot of 10 000 units of the 
base currency. For USD/CHF, USD/JPY and any other pair where USD is the base 
currency the value of 1 point in a lot fluctuates depending on the current rate. For 
USD/JPY the current price of a point is a little under a dollar with a lot of 10 000 
USD. In the next lesson we will discuss how the market allows people to open 
positions on lots of 10 000 USD with 100 USD of their own money. 
 
Forex Club recommends 

1. An Introduction to Forex Trading. You can watch this film for free 
at www.fxclub.com.  

2. Section 1 of Making Money on Forex. You can download this book 
for free from www.fxclub.com. 

 
HOMEWORK 

1. Which values could possibly be currency quotations: 

http://www.fxclub.com/
http://www.fxclub.com/
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• 1.2100 
• Il-86 
• 116.05 
• 38 parrots 

2. If GBP/USD = 1.8744 and USD/CHF = 1.2457. What is the current 
rate for GBP/CHF? 

3. Underline the base currency in the following currency pairs: 
EUR/USD, GBP/USD, USD/JPY, USD/CHF, GBP/JPY, GBP/CHF, 
AUD/USD, NZD/USD and USD/CAD. 

4. Suppose the AUD/USD price chart is falling. What should you do on 
the pair to make a profit – buy or sell? What does that imply you are 
doing with the quote currency? 

If you have any questions remember you can contact our people at: 

• fxc@fxclub.com 
• info@fxclub.com 

The topic of the next lesson: Leverage 
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Lesson 3: Leverage (a little help from your friends) 
 
Leverage allows a trader to work with lots far larger than the size of his trading 
account. This makes trading worthwhile for people who have relatively modest 
sums of money at their disposal.  
 
The leverage that the broker provides sets the maximum size of lot that the trader 
can open a position on. If a trader has US$1000 in his account and his broker 
provides leverage of 1:100 then the maximum lot that the trader can open a 
position on is $1000 x 100 = $100000. If the trader opts to buy $40000 against JPY 
then he is using a leverage 1:40 which is well within the broker’s limits. The 
broker provides the money to make the deal and uses the money in the trader’s 
account as margin. Margin is the trader’s guarantee that the money put up by the 
broker to open the position will remain intact. All losses made by the position only 
jeopardize the margin. If the position loses as much money as is in the trader’s 
account then the position automatically closes in order to protect the broker’s 
money. All the losses are covered by the margin and if the trader wants to continue 
trading he or she will have to put more money into the trading account. The 
advantage of this system is that a trader’s account cannot move into the red. 
Automatic closure also gives the trader some time to assess the situation and 
decide whether to continue trading.  
 
When a trade is successful the broker’s priority is still only a full return of the 
money the firm used for opening the position and any and all profit that the whole 
position has made goes into the trader’s account. The trader can withdraw this 
money from his account or leave it there for further trading. When a trader has 
more money in his account he can either:  
 

• Open positions on larger lots which increase the profit potential of trading,  
• Reduce the level of leverage which reduces the risk involved in trading.  

 
What would life be like for the ordinary internet trader without leverage? Let’s 
imagine that you have $1500 in your trading account. After studying the current 
market you decide that EUR is going to rise and you open a buy position on a lot 
of 1000 EUR at a price of 1.26. After a day or so the EUR rises to 1.27 with every 
sign that it is set to fall soon. You decide to close by selling your Euro and you 
make $10 on the deal (1000 x 1.27 – 1000 x 1.26 = 1000 x 0.01 = $10). Money is 
money of course but ten bucks does not really justify your time and effort. 
 
However, if you had made use of a leverage of 1:100 you would have made $1000 
and even a more modest leverage of 1:10 would have netted $100. 
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The Euro quite often moves 100 points in a couple of days like this. So a good 
trading system coupled with sensible risk management can lead to decent returns 
even with modest leverage.  
 
If you are attracted by a brokerage company advert which offers maximum 
leverage at 1:400 or more, please bear in mind that with leverage, bigger is not 
always better. Remember that when price moves against you it has a potential 
effect on your trading account. If you are using leverage of 1:100, then price has to 
move 100 points against your position before an automatic closure of your position 
and the necessity of a further deposit into your trading account. If you are 
leveraged by 1:400, then price just has to move 25 points against you to clean you 
out. 
 
A maximum leverage of 1:100 probably represents the best balance between 
potential profit and inherent risk. Higher leverage will upset that balance and, 
ideally you should use as little leverage as possible. 
 
In a later lesson we will be talking about how we can use stop-loss orders to 
manage your risk effectively and avoid exposing the whole of your trading account 
if a position moves against you. 

 
Two final points: 
 

• The broker gives you leverage automatically when the lot is selected and 
there should be no charge for this service.  

• Forex Club calculates the leverage as the ratio between the size of the lot in 
the base currency and the size of balance in USD. 

 
Forex Club recommends 

1. Section 2 of Making Money on Forex. You can download this book 
for free from www.fxclub.com. 

2. An Introduction to Forex Trading. This film can be watched for free 
at www.fxclub.com. 

 
HOMEWORK 

1. You have $1000 in your account. Forex Club’s maximum leverage is 
1:100. Can you open a position on GBP/USD on a lot of 10000? 
50000? 110000? 

2. You have $1000 in your account. You have an open position on 
GBP/JPY lot size 10000. If you close it now, your profit will be $50. 
Can you open 2 new positions on USD/CHF and USD/JPY with a 

http://www.fxclub.com/
http://www.fxclub.com/
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combined value of $20000, $100000 and $70000 without closing your 
current position? 

If you would like to ask any questions about this lesson or any other trading topic 
please contact: 

• fxc@fxclub.com 
• info@fxclub.com 

The topic of the next lesson: Forex trading with Rumus2 
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Lesson 4: Forex trading with Rumus2 
 
There are many different trading terminals available on the market to help you 
trade Forex directly from your PC.  
 
Forex Club has designed its own trading software, Trade Terminal (picture 1), 
which comes as a component of Rumus2, Forex Club’s trading and technical 
analysis platform. 
 

 
 

1. Trade Terminal in Rumus2 
 
Why don’t you download Rumus2 now (it’s free at www.fxclub.com) and we’ll 
walk you through some basics of the program? 
 
After you have installed Rumus2, start it up and click the Components tab to open 
the components list in the task panel. Select Trade Terminal, drag and drop it to 
the centre of the screen and the trade terminal will appear (see picture 2).  

 

http://www.fxclub.com/
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2. Rumus2 with the Components tab (circled) and Trade Terminal in the components 
list 

 
Rumus2 has been designed to deliver the tools you need for internet trading in one 
user-friendly package. Today, we’ll be concentrating on how to open and close a 
position using Rumus2’s trade terminal. However, Rumus2 also streams Dow 
Jones news services and includes a full range of charting and technical tools.  
 
The trade terminal lets you trade with both demo and real accounts. You can open 
a demo account by clicking Authorization on the trade terminal toolbar and 
registering a trading account under your name (see picture 3). 
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3. Registering a demo account 
 
All the information that you need on your account is available in the trade terminal. 
Clicking the trade terminal toolbar (see picture 4) allows you to monitor your 
account, your open positions and your orders. You can also receive a full report on 
your trades over any period of time that you want. 
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4. Trade terminal toolbar 
 
When you want to open a position click Deal (see picture 5). The Deal window 
will open and all you need to do is select a currency pair and the size of the 
position (in the base currency) and then click Get price. After a couple of seconds 
the Bid and Ask prices will appear on the Sell and Buy buttons. The trader can 
either sell or buy the base currency at these prices by clicking the respective 
button. After your transaction has been processed, you’ll get confirmation from the 
dealing desk. Your position will appear in the Positions and you can then monitor 
it in real time. 
 
You close the position by making an opposite trade. So, if you buy 1000 Euro 
against the dollar, you need to sell 1000 Euro against the dollar (using the Deal 
window once again) to close the position.  
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5. The Deal window 
 
Please note that if you have an open position, you can add to, reduce or reverse 
the position. If you want to add to the position, simply trade the same currency in 
the same direction. If you want to reduce the position, you trade a smaller amount 
of the same currency in the opposite direction. Adding to, reducing and reversing 
your position may be part of your strategy outline in your trading system. 

 
Take a look at Rumus2’s other features: 

• The news module brings you the news courtesy of Dow Jones (see picture 5. 
The news is in the window above the trade terminal). Access this news 
service by selecting News in the Components list. 

• A table with current price information (Go to Components and select 
Table). 

• Price charts (Go to Components and select Chart Window). 
 
You can place these components either on the same or on a separate sheet (see 
picture 6). 
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6. Organizing your workspace with Rumus2 
 
Rumus2 can chart price on a range of different chart types including line charts; 
tick charts, candlestick charts and bar charts. You can learn more about these 
charts from our films, books and courses.  
 
The Table lists the current market prices as laid out by the major banks and market 
makers. All you need to do is select the instruments you are interested in and the 
program does the rest. The columns that you are most likely to be interested in are 
Bid and Ask. The bid price is the price the broker will buy from the trader at and 
the ask price is the price he will sell to the trader at. The difference between these 
two prices is called the spread and this is how the broker makes his money. You 
can check Forex Club Financial Company’s spread by clicking Info on the trade 
terminal toolbar. You can also check the value of 1 point for all the main currency 
pairs by opening Info. 
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In the next lesson we are going to talk about placing orders. Orders allow you to 
open and close positions when you are not online. Orders also mean that you 
protect your trading account from an excessive move against your position.  

 
Forex Club recommends 

1. Section 4 in Making Money on Forex. This section talks about 
IDSystem an alternative to Rumus2’s Trade Terminal. You can 
download this book for free from www.fxclub.com. 

2. An Introduction to Forex Trading free to watch at www.fxclub.com. 
3. The Rumus2 flash tutorial also at www.fxclub.com. 
4. Trading with a Rumus2 demo account. 

 
HOMEWORK 

1. You analyze the market and you decide to open a long position on the 
pair GBP/USD. The opening rate is 1.8792 (ASK). You reckon that 
price should reach the level of 1.8844 (BID). How many points will 
you make after closing the position at 1.8844? 

2. You analyze the market and you decide to go long on GBP/USD. The 
opening rate is 1.8792 (ASK). You reckon that price can reach the 
level of 1.8844 (BID) and you plan to close at this level. You also 
decide that if price goes against you, you will close at no lower than 
1.8760 (BID). 

3. You analyze the market and you open a short position on GBP/JPY at 
a BID price 221.28. What profit, given spread, will the position bring 
if the BID price falls by 100 points? 

4. Download and install Rumus2 onto your computer and authorize a 
demo account. 

5. Make a deal on your demo account on the currency pair EUR/USD 
with the lot worth 20000EUR (0.02) by opening a long position (i.e. 
Buy Euro). Notice that the position immediately shows an unrealized 
loss of $10. Why? How will this unrealized loss be affected by a rise 
in the BID price of 25 points? 

Remember that if you have any questions, you can contact us at: 

• info@fxclub.com 
• fxc@fxclub.com 

The topic of the next lesson: Orders 
 
 

http://www.fxclub.com/
http://www.fxclub.com/
http://www.fxclub.com/
mailto:info@fxclub.com
mailto:fxc@fxclub.com
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Risk Warning 
High Risk Investment 

 
Trading foreign currencies on a margin carries a high level of risk, and may not be suitable for all investors. The high degree of 
leverage can work against you as well as for you. Before deciding to trade you should carefully consider your investment 
objectives, level of experience, and appetite for risk. The possibility exists that you could sustain a loss of some or all of your 
initial investment and therefore you should not invest money that you cannot afford to lose. You should be aware of all the risks 
associated with foreign exchange trading, and seek advice from an independent financial advisor if you have any doubts. 
 
 
Internet Trading Risks 

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
 
 
 
 
 
 
 



 

www.fxclub.com 
 

 

Lesson 5: Orders  
 
Orders basically mean that you don’t have to hover like a hawk over the market. 
You can analyze the current situation, place your orders and then go off and get on 
with the rest of your life. An order is an instruction to the broker to make a 
buy/sell deal at when price hits a certain level.  
 
Supposing you’ve bought a 0.01 lot (10000) GBP at 1.8800 and you’ve decided 
that you don’t want to risk more than $100 of your trading account. When you’ve 
bought or sold a lot of 10000 GBP, each point is worth a dollar. So if price falls to 
1.8700, your position will have lost 100 points or the $100 that you are willing to 
risk. Your risk management strategy means that you need to close if and when 
price falls to 1.87, so you place an order with your broker to close your position at 
1.87. This covers your back and although it’s never good to make a loss at least 
you can be safe in the knowledge that you’ll lose no more than $100 on this deal 
no matter how far the pound falls. 
 
Placing orders develops a trader’s discipline. A trader needs to decide how much 
could be made and how much it would be wise to risk for every position opened. 
The trader has to decide what the target of the position is and what the risk is. If a 
trader doesn’t start thinking this way then, sooner or later, an ill-judged position 
will wipe out the trading account. This is especially true if you are using leverage. 
As we have said before: the higher your level of leverage, the less room a position 
has for maneuver.  
 
The two main types of order are stop-loss orders and take-profit orders. Stop-
loss orders close your position when price has moved against you to a certain level 
(like in our example with GBP) and take-profit orders close the position when it 
has made a certain profit.  
 
The trader uses a whole raft of different techniques including chart analysis, risk 
management and trading psychology to decide where to place orders. 
 
Placing orders is pretty straight-forward with Rumus2’s trading terminal. First 
click Order on the trade terminal toolbar (see picture 1) and select your instrument 
(currency pair), type of order (Buy or Sell), size of lot and price. Then click Place.  



 

www.fxclub.com 
 

 

 

1. The Order window 

It takes a few seconds for the broker to confirm that the order has been placed. You 
can remove an active order by going to Orders, right-clicking the order you want 
to remove and select Remove order (see picture 2).  
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2. Removing an order 
 
An order to buy or sell is known as a simple order because it tells the broker to do 
one thing only. There is a problem, however, when you put a stop-loss order and a 
take-profit order on an open position using two simple orders. Suppose your take-
profit order closes the position, what happens to your stop-loss order? If they are 
both simple orders, your stop-loss order will remain active waiting for price to hit 
its level. When it does, the order will open a position whether you want it or not. 
You can always remove the unwanted order manually, but that’s not always 
convenient and it kind of defeats the object of orders. This is why one cancels the 
other (OCO) orders were developed. 
 
OCO orders are normally placed on an open position and consist of two orders, a 
stop-loss and a take-profit (see picture 3). If the take-profit is done, the stop-loss is 
automatically cancelled and vice versa.   
 
There are also times when you want to open a position when price reaches a certain 
level and place stop-loss and take-profit orders on this position all to order. You 
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can do this with an If-done order. An If-done order is an order to open a position 
with a second order (either a simple order or an OCO) which only becomes active 
when the opening order has opened the position.   
 

 
 

3. Placing an OCO order 
 

 
 

4. Placing an If-Done order 
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In Rumus2, OCO and If-done orders are placed using the orders window. Select 
either One Cancels Other or If Done in the Related orders option. When you are 
placing an If-Done order and you want the second order to be an OCO tick the One 
Cancels Other box (see picture 4).  
 
You can adjust the levels of any active orders whenever you want. Let’s say you 
are long on the Euro. You have set an OCO so you have a stop-loss and a take-
profit already in position. Prices start to rise and as they do you can raise the level 
of your stop-loss to reduce the amount of risk. If prices continue to rise, and you 
continue to raise your stop-loss level, you will eventually get to the break-even 
level where your potential loss will equal 0. If price continues to rise and you raise 
your stop-loss level above break-even then your order starts to protect unrealized 
profit and is then called a stop-trade order.   
 
Orders are very important tools for the trader and you should familiarize yourself 
with them on your Rumus2 demo account.  
 
To finish off today, we’d just like to mention an important trading rule. It’s an 
excellent tactic to trail your stop-loss in the direction of profit and reduce your 
potential loss but you should never move your stop-loss in the opposite direction to 
accommodate a price move against you in the hope that price will eventually turn 
in your favor. If you do, you won’t be trading for long.   
 
Comment 
Please note that in Rumus2 orders are categorized Limit and Stop. These names 
are based on the level of an order in relation to the market price when the order 
was placed and the direction of the position. A limit order nearly always is a take-
profit order and a stop order nearly always is a stop-loss order. Try placing orders 
on long and short positions and seeing how Rumus2 categorizes them. 
 
Forex Club recommends 

1. Sections 4 of Making Money on Forex. You can download this book 
for free from www.fxclub.com. 

2. An Introduction to Forex Trading This film can be watched for free 
at www.fxclub.com. 

3. The Rumus2 flash tutorial on www.fxclub.com. 
 

HOMEWORK 
1. Use your demo account to open a position on GBP by buying a lot of 

0.05 (0.05 = 50000 GBP). Place OCO orders to close the position at 
50 points below and 100 points above the opening price. 

http://www.fxclub.com/
http://www.fxclub.com/
http://www.fxclub.com/
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2. Open a position on CHF by selling a lot of 0.05. Place OCO orders to 
close the position at 40 points above and 80 points below the opening 
price. Notice the difference between how the orders are categorized 
on long and short positions. 

3. Place an If-Done order on USD/JPY, an opening buy order at 30 
points above the current price and an OCO stop-loss and take-profit 
50 and 100 points from the opening order price. 

Please remember that if you have any questions, contact us at: 

• info@fxclub.com 
• fxc@fxclub.com 

The topic of the next lesson: A beginner’s guide to technical analysis 
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Risk Warning 
High Risk Investment 

 
Trading foreign currencies on a margin carries a high level of risk, and may not be suitable for all investors. The high degree of 
leverage can work against you as well as for you. Before deciding to trade you should carefully consider your investment 
objectives, level of experience, and appetite for risk. The possibility exists that you could sustain a loss of some or all of your 
initial investment and therefore you should not invest money that you cannot afford to lose. You should be aware of all the risks 
associated with foreign exchange trading, and seek advice from an independent financial advisor if you have any doubts. 
 
 
Internet Trading Risks 

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Lesson 6: A beginner’s guide to technical analysis 
 
Technical analysis rests on three basic precepts: 

1. Price accounts for everything. The reasons why prices have fallen or risen 
are not important, only the fact that they have fallen or risen is. 

2. Price moves in trends. 
3. History repeats itself . 

 
Prices 
As you can see from the basic precepts, price is very important. A trader analyzes 
prices on a price chart. There are a number of types of price chart available to the 
trader but the two most commonly used for technical analysis are bar charts and 
Japanese candlestick charts. Bar charts and Japanese candlestick charts are plotted 
using the same four key prices in each time frame. These key prices are: 
 

• Open price 
• Close price 
• High price 
• Low price 

 
These prices are used to identify the extent of price change within the time frame. 
The chart is plotted as a row of bars or candlesticks (often just called candles) and 
it gives the trader a clear picture of the past and present state of the market. 

 
Although bar and candle charts use the same key prices, the different way they are 
laid out gives a different emphasis to the data. 
 

 
A bar 
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Take a look at the illustration of a bar. The length of a bar on a bar chart is the 
difference between the high price and the low price and this gives these two key 
prices an emphasis. 
 

 
Candlestick basics 

 
Now look at the candlestick illustration. The first thing you notice is that candles 
can be two different colors. They are white if the close price is higher than the 
open price (price has risen over the period) and they are black if the open price is 
higher than the close (price has fallen over the period). The black or white part of 
the candlestick is known as the body. The high and low prices are attached to the 
body with lines known as shadows. It is this body that draws the eye and because 
of this the candlestick chart emphasizes the open and close prices. 
 
Take a look at chart 1 to compare the two charting styles. 

 
Traders use different time frames to analyze the market. The most popular time 
frames are 1 hour and 1 day but the time frame can be anything from 1 minute to 1 
month. When you use a shorter time frame you will spot more signals to open a 
position. However, longer time frames give more reliable signals. Most 
experienced traders use two or more time frames in their analysis. 

 
Technical analysis has two different approaches, chart analysis and technical 
indicator analysis. We are going to spend the rest of today’s lesson discussing 
chart analysis. 
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Chart 1 Rumus2 chart window showing the same EUR (hourly) chart in bars (top) and candles 

(bottom) 
 
Chart analysis 
Chart analysis is basically about how to read a chart. If one of the basic precepts of 
technical analysis is that price accounts for everything, then chart analysis is a way 
of understanding what price is trying to tell us. 
 
People have been studying price charts in the West since the early 20th century, 
when pioneers, including Charles Dow, started using charts to understand the 
market. In the last 80 years or so of study, a number of phenomena have been 
identified and a number of conclusions drawn. These phenomena and conclusions 
have combined to create chart analysis. 
 
Let’s start our exploration of chart analysis with a definition of some of the basic 
terms. 
 
Trend A trend is the general direction in which price is moving. When price is 
generally rising (in Forex trading when the base currency price is rising against the 
quote currency), it is called an uptrend. When price is generally falling, it is a 
downtrend.  
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We use minor movements against the trend (corrections) to plot the trend line. 
The trend line shows us how fast the price is rising or falling. Plot an uptrend line 
by finding two local lows. The second local low should be higher than the first, 
otherwise there is no uptrend. Plot a trial line through these two rising lows. When 
price corrects once more to this line and then moves up from it, we can accept the 
trend line as valid.  
 
Plot a downtrend line by finding two local highs. The second high must be lower 
than the first, otherwise there is no downtrend. Plot a trial line through these two 
falling highs. Once again, price confirms the downtrend line by correcting up to the 
trend line and then falling away to continue the general fall in price. 

 
Lines and levels (a level is a horizontal line) that connect local highs are called 
resistance lines and resistance levels. Lines and levels that connect local lows are 
called support lines and support levels.  

 
Take a look at the uptrend on our second chart (EUR hourly). The red line is the 
trend line. Notice how it is charted by connecting the local lows of the price 
movement. The trend line of an uptrend is also a support line. 
 

 
 

Chart 2 EUR (Hourly) An uptrend with the trend line (support) charted in red 
 



 

www.fxclub.com 
 

 

Always remember, however, that price moves in three directions over time. It goes 
up, it comes down and it stays at the same level.  

 
Sometimes when you look at a price chart, the local highs share one level and the 
local lows share another level. Price appears to zigzag between these two levels. 
This is known as a trading range. A trading range is a horizontal channel. 
 
Channels can also be plotted on uptrends and downtrends. You plot a channel on 
an uptrend (see chart 3) by charting a line through the local high furthest from and 
parallel to the trend line (remember for an uptrend the trend line is a support line: a 
line connecting the local lows). This line is called the channel line. The channel 
line on a downtrend is parallel to the trend line and is plotted through the local low 
furthest from and parallel to the trend line (and the downtrend line is a resistance 
line: a line connecting the local highs). 
 

 
 

Chart 3 EUR (Hourly) An uptrend in a channel 
 
Trend lines, channel lines, support and resistance lines and levels help us make 
sense of price action. For example if price breaks through a trend line it could be a 
signal that the trend is weakening and that a reversal of the trend is becoming more 
likely. However, when a price correction closes in on a trend line we should 
prepare to open a position in the direction of the trend because it is more likely that 
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price will continue in the direction of the trend than break through the trend line. 
Support and resistance levels plotted at the end of significant price moves, and 
which have been confirmed a number of times should be closely monitored. We 
should prepare ourselves for a reversal when price approaches them.   
 
Chart patterns 
Chart analysis develops our ability to read a chart. Chartists have been watching 
the charts for over 80 years, they have identified specific patterns that have 
cropped up again and again and have analyzed what has happened to price after 
these patterns. These chart patterns have been classified either as reversal 
patterns, continuation patterns or uncertainty patterns.  

 
Continuation patterns signal that the current trend will continue. Reversal 
patterns signal the end of the trend and a potential trend reversal. Uncertainty 
patterns signal that something is about to happen on the market but it’s difficult to 
know exactly what. It’s time to close any open positions that you might have and 
wait and see.  
 
The great thing about patterns is that although it is not too difficult to identify a 
trend, it’s a lot more difficult to spot when the trend is about to end. Chart patterns 
help us spot the danger signs and close positions without suffering any needless 
losses.   
  
Forex Club recommends 

1. Section 5 of Making Money on Forex. You can download this book 
for free from www.fxclub.com. 

2. Our first film on chart analysis, Chart Analysis 1. It’s also available 
for free on www.fxclub.com. 

 
HOMEWORK 

1. Download and install Rumus2. Choose any instrument. Plot support 
and resistance levels through obvious highs and lows. Chart trend 
lines and channel lines.  

2. Answer these questions to your own satisfaction: 
a. What effect do these levels have on price? 
b. How often does price break out of these levels? 
c. How often does it bounce off these levels? 
d. How strong is the influence that these levels have on price? 
 

This lesson is only a basic introduction to technical analysis. Find out more on 
www.fxclub.com. 

http://www.fxclub.com/
http://www.fxclub.com/
http://www.fxclub.com/
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Please remember that if you have any questions, contact us at:  
• info@fxclub.com 
• fxc@fxclub.com 

The topic of the next lesson: Technical indicators 
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Risk Warning 
High Risk Investment 

 
Trading foreign currencies on a margin carries a high level of risk, and may not be suitable for all investors. The high degree of 
leverage can work against you as well as for you. Before deciding to trade you should carefully consider your investment 
objectives, level of experience, and appetite for risk. The possibility exists that you could sustain a loss of some or all of your 
initial investment and therefore you should not invest money that you cannot afford to lose. You should be aware of all the risks 
associated with foreign exchange trading, and seek advice from an independent financial advisor if you have any doubts. 
 
 
Internet Trading Risks 

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Lesson 7: Technical indicators  

Chart analysis is often described as an art and it is often criticized for being 
subjective. It’s true that when two different traders look at the same price chart 
they will sometimes identify completely different patterns or disagree on the 
implications of the patterns that they both see. However, technical indicators are a 
much more objective tool. There can be no argument about whether an indicator is 
rising or falling.  
 
Technical indicators are basically number crunchers. They are mathematical 
formulae which use price data to give the trader an insight into how price is 
moving. The two main types of technical indicator are trend following indicators 
and oscillators. Trend following indicators are designed to identify the presence 
and direction of a trend, oscillators are designed to signal when a trend is about to 
end. 

 
The price data that indicators use are the key prices of the period. Remember, these 
four key prices are the open price, the close price, the high price and the low price. 
As these prices change the value of the indicator changes and this change of value 
is charted. The whole process is computerized. All the trader needs to do is choose 
an indicator, set some variables and then study the indicator’s signal on the price 
chart. However, Rumus2 enables the more advanced and curious trader to design 
and chart their own indicators using Rumus2’s dedicated language RuLang.  
 
Let’s start off by taking a closer look at a period’s key prices. Theories about the 
relative importance of OCHL prices were first developed in the West on the stock 
and commodity markets. The basic period was the trading day. The day began, the 
market opened and the open price depended on how optimistic or pessimistic 
traders felt about a certain stock. Their feelings of optimism or pessimism could be 
a result of the level prices had closed at the day before, or due to something that 
had happened in the period between trading sessions. The high price signaled the 
strength of the bulls’ push up whilst the low price signaled bear strength. The 
close price, at the end of the day, marks the point of balance between the buyers’ 
and sellers’ strengths. Traditionally, the close price is seen as the most significant 
key price for analysis. This is reflected in the fact that most indicators are charted 
on close price data, with a smaller proportion focusing on the high and low.  
 
Forex trading employs the same analytical tools as stock and commodities trading 
but the market conditions are different. Forex is open 24 hours a day. There are 
always banks based in different time-zones around the world who are ready to 
offer prices on the major currency pairs. The Forex market actually opens only 
once a week, on Sunday at 21.00 GMT and closes at the end of the week on Friday 
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21.00 GMT. This means that there is only one true opening price and one true 
closing price per week per currency pair on Forex. 
 
Another development that has had an enormous impact on trading as a whole has 
been the introduction of computers. Nowadays, people can trade intra-day using 
hourly and even one-minute charts that are instantly plotted on your computer. Just 
bear in mind that before the advent of computer technology a trader had to draw 
the price chart using pencil and paper first and then analyze it. There was only 
enough time to do this between trading sessions. This means that in the past the 
day was the smallest useful time unit for analysis but nowadays many smaller 
private traders focus on price range in an hour or less.  
 
These two points mean that the trading terrain has changed and it is worth 
considering going against tradition and placing more emphasis on a period’s high 
and low prices, especially when you are intra-day trading. 
 
Once you have decided which price(s) you are going to focus on, the next thing 
you need to decide is how many time periods are going to be used by the indicator 
to provide price data at any one point. Most commentators agree that it is advisable 
to use what are known as the natural cycles. For example, if you are an intra-day 
trader and you want to plot an indicator on an hourly chart then it’s a good idea if 
your indicator draws on data from the most recent 24 periods (because 24 periods 
is 24 hours which is both a natural cycle and a Forex trading cycle). 
 
Most trend following indicators are based on moving averages. A moving average 
is what it says it is: an average that moves. What happens is this. Suppose you have 
decided that you want to work with the average of the last 24 hourly close prices. 
You get the average of the last 24 prices by adding them up and then dividing the 
total by 24. It’s called a moving average because when the close price for the next 
hour comes through, it is included in the body of data and the earliest closing price 
is taken out. In this way the data that is being averaged moves forward with each 
trading period. This type of moving average is the simplest type and it is called a 
simple moving average (SMA). 
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Chart 1 SMA (24) on a EUR (Hourly) chart 
 
Take a look at our first chart. The red SMA line follows the path of the trend but in 
a smoother less extreme manner. The SMA functions as a curving smoother trend 
line. 
 
What can an SMA line tell us? When price is above the SMA, an uptrend is 
signaled. When price is below the SMA line, a downtrend is signaled. So when 
price crosses below the SMA it is a signal to sell and when price crosses above the 
SMA line it is a signal to buy. These signals are pretty crude and many traders 
refine the signal by plotting two SMAs on the chart. These lines are called a long 
SMA (an SMA averaging a longer period of time) and a short SMA (averaging a 
shorter period of time). Signals are generated when the two SMAs cross one 
another. A buy position is signaled when the short SMA crosses above the long 
SMA and a sell position is signaled when the short SMA moves below the long 
SMA (see Chart 2). You will need to decide when to close these positions. For 
example, you might choose to close at the next significant level of 
support/resistance.  
 
Moving averages are easy to use and this makes them the most popular of the trend 
following indicators. 
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Chart 2 EUR (Hourly), long and short SMAs with signals 
 
The second major group of technical indicators is the oscillators. Oscillators have 
a number of uses, but they are arguably most useful for identifying the point where 
the trend is beginning to weaken and could soon reverse. The oscillator gives a 
reading usually from 0 to 100. When the value of the oscillator moves into a low 
range (between 0 and 30 for many oscillators but it depends on the oscillator and 
the trader) the pair is said to be oversold and the downtrend’s days are numbered. 
When the oscillator moves into its high range of values (e.g. between 70 and 100) 
then the currency pair is seen as overbought and the uptrend is in jeopardy. Two 
very popular oscillators are RSI (Relative Strength Index) and Stochastic. If you 
open one of these oscillators in Rumus2, you will see that the oscillators are a line 
or lines that move over two parallel horizontal lines one near the top of the chart 
and one near the bottom. These two lines mark the beginnings of the overbought 
and the oversold zones. There’s a lot you can do with oscillators. One simple way 
of using them is to buy when price leaves the oversold zone if price is on an 
uptrend and to sell when price leaves the overbought zone if price is on a 
downtrend. You can accept the SMA signals as evidence of a trend. Once again 
you will need to develop a strategy to decide when to close. 
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Chart 3 EUR (Hourly) Signals from Stochastic in trend direction 
 
Although technical indicators are invaluable, they can seem a little daunting at 
first. Please do not be put off. Play around with them on Rumus2 and find which 
ones appeal to you and use those. Oscillators are best used in pairs with the signal 
of one confirming the other.  
 
Ideally, a trader opens a position in response to a range of confirming signals. 
These signals are most usually grouped in a trading system. If you would like to 
learn more about trading systems please visit the academy’s website or write to us 
at fxc@fxclub.com. We are currently testing a new on-line course which teaches 
how to fully understand and use the trading system Colt FX. The course comes 
with full on-line support and signals. If you are interested in becoming part of our 
Beta version testing panel please contact us as soon as possible as panel places are 
limited.  
 
We’ll be talking more about trading systems in the final lesson of this course.  
 
Forex Club recommends 

1. Section 6 of Making Money on Forex. You can download this book 
for free from www.fxclub.com. 

2. Watch our film The Essential Indicators. This film can be watched 
free of charge at www.fxclub.com. 

mailto:fxc@fxclub.com
http://www.fxclub.com/
http://www.fxclub.com/
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HOMEWORK 
1. Plot a SMA (24) on the close prices of GBP (hourly). Compare price 

with the SMA line. Is it true that if price is above the SMA, there is an 
uptrend; and if the price is below the SMA, there is a downtrend? 

2. Do you agree that when a SMA crosses below price it signals the end 
of a down move and when the SMA moves above price it signals the 
end of an up move? 

3. Remember that we describe SMA as a trend following indicator. 
Notice how it turns after price has turned. Moving averages are often 
referred to as lagging indicators because of this. Change the period 
of the SMA from 24 to 120. How has the SMA lag changed? Now 
change the period to 6. How is the lag affected? 

 
If you have any questions or comments on these lessons, don’t hesitate to contact 
the team at: 

info@fxclub.com
and 

fxc@fxclub.com
 
The topic of the next lesson: Fundamental analysis 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

mailto:info@fxclub.com
mailto:fxc@fxclub.com
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Risk Warning 
High Risk Investment 

 
Trading foreign currencies on a margin carries a high level of risk, and may not be suitable for all investors. The high degree of 
leverage can work against you as well as for you. Before deciding to trade you should carefully consider your investment 
objectives, level of experience, and appetite for risk. The possibility exists that you could sustain a loss of some or all of your 
initial investment and therefore you should not invest money that you cannot afford to lose. You should be aware of all the risks 
associated with foreign exchange trading, and seek advice from an independent financial advisor if you have any doubts. 
 
 
Internet Trading Risks 

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Lesson 8: Fundamental analysis 
 
The fundamental position is at logger-heads with technical analysis because 
fundamentalists state that only by looking outside of price action can we get an 
insight into how prices might develop in the future. A fundamental approach on the 
Forex market looks at underlying economic factors to assess the relative strength 
of a currency pair. It examines the economic indicators, government policies, geo-
political and societal pressures of the currencies involved. Fundamental analysis 
holds that all these things can affect currency rates. 
 
It’s very easy to keep your finger on the global economic pulse nowadays because 
a wide range of media is ready to make sure you are fully informed. The Wall 
Street Journal, The Financial Times and The Economist are readily available at the 
street corner newsstand. Dedicated financial news TV channels like CNBC and 
Bloomberg offer high quality international services. When you open up Rumus2, 
the News component streams Dow Jones Business News and Dow Jones Money 
News direct to your terminal. In fact, there is so much information available that 
you sometimes feel you are drowning in it. You have to learn what is relevant and 
what is not.  
 
Basically, news that can affect currency rates can be split into two broad camps: 
unexpected news and expected news. Unexpected news covers things like political 
upheavals, terrorism and natural disasters when anything like this happens the best 
thing the novice trader can do is stay off the market until it all blows over. If you 
have any open positions when something unexpected happens which can affect the 
rates, your stop-loss should cover your back. Expected news is macroeconomic 
news and covers the release of economic indicators, central bank decisions and 
economic reports.  
 
Various factors influence a currency rate. The most obvious one is the relative 
purchasing power of the two currencies. This is calculated by comparing the cost 
of a standard basket of goods in the two currency zones. A quicker way of 
comparing purchasing power that is quite popular at the moment is the Big Mac 
index which simply compares the price of a Big Mac in different countries. 
 
A second factor is central bank policy. Although, the market decides the rate of a 
free floating currency central banks manage this rate in line with their current 
policy. They do this by altering their levels of foreign exchange reserves and 
setting interest rates and making other interventions. The third factor is the 
commercial banks and other market makers who preserve the liquidity of the 
Forex market by ensuring that buyers always have sellers and vice-versa.   
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Fundamental analysis supports two trading styles: long term and short term. Long 
term trading entails analyzing the economies involved in a pair. A trader compares 
and contrasts a whole raft of data including GDP, the balance of trade, the 
movement of capital, unemployment, costs of production etc. The trader opens a 
small number of positions in a year and holds these positions open for weeks or 
even months. Short term trading entails closing positions on the release of the 
values of economic indicators. The short-term trader opens a number of positions 
every month and holds them for a length of time from a couple of minutes to a 
couple of days. 
 
One essential tool for fundamental analysis is an economic calendar. You’ll find a 
good one on www.fxclub.com. There are plenty of others around too and it’s a 
good idea to monitor two or three calendars. Have a browse on the internet and 
find one that that you like. One of my favorites is on the Forex Factory site 
(www.forexfactory.com). The calendar at biz.yahoo.com is worth a look because 
you can click on the indicators to get a quick explanation of what they are and 
what they mean. A standard economic calendar provides at least three columns of 
figures the actual value of the indicator, the forecast value and the previous value. 
A significant discrepancy between the actual value and the forecast value of an 
important indicator can have a real impact on a currency pair. Good calendars 
usually identify the most important indicators for the trader. 
 
Fundamental indicators can be grouped in the following categories: 
• Economic growth  
• Monetary policy 
• Inflation 
• Unemployment  
• Housing 
• International trade and the balance of payment 
• Consumer confidence 
• Business activity 
• Budget surplus/deficit 
 
Each category has indicators that have a great influence on the market. However, 
the most significant single indicator without a doubt is in the monetary policy 
category and is the central bank rate. The bank rate is the interest rate that 
commercial banks pay for central bank credit. A high rate attracts investors ready 
to invest the country’s assets and this leads to increased demand for the currency, 
and the rate will strengthen against other currencies in the future. When we look at 
a currency pair, the currency with the higher bank rate will be the most attractive 
for investors. 

http://www.fxclub.com/
http://www.forexfactory.com/


 

www.fxclub.com 
 

 

 
 

1. Publication of the Bank of England’s decision to raise interest rates helped push GBP/USD 
through a four-month resistance level. GBP/USD eventually rose to a 14-year high of 1.9846 

 
However, our analysis must include a comparison not only of the rates as they 
stand now but how these rates have changed up to the present. 
 
Savvy traders also monitor indicators that might lead a central bank to raise or 
lower their rate. One of the main reasons why a central bank might decide to raise 
interest rates is to control rising inflation. When interest rates rise, people who 
have debts (mortgages, credit card payments etc) have to spend more of their 
income managing their debt. People who don’t have debt could be tempted to save 
because interest rates are more attractive. This leads to a reduction of money 
supply in the national economy which should reduce inflation. Central banks 
reduce interest rates in response to low growth and economic activity or rising 
unemployment within the internal economy.  
 
In reality, it is quite challenging to make good use of the fundamentals because 
there are a lot of conflicting data and opinions out there. However, a trader needs 
to be aware of what’s happening in the financial world and what it means. 
Otherwise, some significant market moves will simply be incomprehensible. 
 
Forex Club recommends 

1. Section 3 of Making Money on Forex. You can download this book 
for free from www.fxclub.com. 

http://www.fxclub.com/
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HOMEWORK 
1. Take a look at the analysis available on www.fxclub.com and relate 

this information to price changes on the currency charts. Notice how 
the market reacts to news items received in the live news streams. Use 
5-minute, 10-minute and hourly charts.  

 
If you have any questions please contact us either at: 

info@fxclub.com
or at 

fxc@fxclub.com

The topic of the next lesson: Trading psychology 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.fxclub.com/
mailto:info@fxclub.com
mailto:fxc@fxclub.com
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Risk Warning 
High Risk Investment 

 
Trading foreign currencies on a margin carries a high level of risk, and may not be suitable for all investors. The high degree of 
leverage can work against you as well as for you. Before deciding to trade you should carefully consider your investment 
objectives, level of experience, and appetite for risk. The possibility exists that you could sustain a loss of some or all of your 
initial investment and therefore you should not invest money that you cannot afford to lose. You should be aware of all the risks 
associated with foreign exchange trading, and seek advice from an independent financial advisor if you have any doubts. 
 
 
Internet Trading Risks 

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Lesson 9: Trading psychology 
 
The market is made up of countless human beings, each one with their own 
desires, worries and dreams. It should come as no surprise, therefore, that how you 
feel and how you use your emotions whilst you are trading, play a key role in the 
success or otherwise of your trading. You are going to have to look inside yourself 
if you want to make trading both a profitable and a pleasurable experience.  
 
It happens time and time again. A person opens a demo trading account. They 
make some trades. They start making a profit. They realize that there is money to 
be made and they have got a good chance of making it. They put some money in a 
trading account and trade from it. Things don’t go so well. They get stressed, make 
a few more badly thought through trades. Finally, they beat a retreat from the 
market, a few hundred dollars lighter, vowing never to return again. 
 
What’s happened? We’ve got the same trader, the same market and the same tools 
but the end result is completely different. What gives? The answer can only lie in 
the different psychological terrain. 
 
If you have read anything on this subject, you’ll have come across the idea that the 
dominant emotions on the market are fear and greed. ‘Fear’ and ‘greed’ are words 
with negative connotations; most people would say that they are ‘bad things’ 
which should be avoided at all costs. In the 1987 film, Wall Street, Gordon Gekko 
famously said ‘Greed is good’. Now I don’t know about that, but I do know that 
greed and fear are facts of human life. They are not good; they are not bad: they 
just are.  
 
The best way of dealing with these emotions is to become aware of them and 
anyone who has done any amount of trading has definitely experienced them, 
sometimes at the same time. However, experiencing them and raising our 
awareness of them are two very different things.  
 
Let’s run through what fear can make us do on the market. We fear loss and may 
close a position too soon either because price has started moving against us or it’s 
moving in our favor and we want to avoid the risk of losing what we’ve already 
got. Fear of being alone can make us trade in a direction merely because a lot of 
other people are saying it’s a good idea. We can also fear the feeling of regret.     
 
This can stop us from closing a losing position when we should in order to 
postpone the regret that accompanies a losing position.  
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Greed really kicks in with a negative effect when we have had one or two winning 
trades. It leads to reckless trading. We might start thinking that we are highly 
skilful traders who can easy get one up on the market or that a piece of news that 
we picked up on the internet is a red-hot certainty, or that the bull market is bound 
to continue. Always remember, there is no such thing as a sure thing. 
 
If you do not accept the existence of fear and greed in your trading and you do not 
identify the negative effects that these two emotions can have, then your trading 
career will be constantly at their mercy. They are an integral part of the trading 
dynamic and there is an appropriate time to express and to learn from them. Greed 
should be used to motivate yourself to spot the trade and fear should be used to set 
both your stop and your limit orders. Use these emotions to create your trading 
strategy; otherwise you’ll be glued to your screen as your unplanned open 
positions take you on stress-fuelled roller-coaster ride.  
 
The best advice I can give you at this point is “Know thyself”. Take time to think 
about your values and life goals. Why are you interested in trading? Do you see it 
as a game of chance or a means of adding to your income stream? If you see it as a 
game of chance, then read no further, sit back and enjoy the ride. However, if you 
see it as a way of making some money you need to learn how to keep your fear and 
greed at bay. 
 
The way to do this is develop your self-discipline by building structure throughout 
your trading process. You should decide which currency pairs you are going to 
focus on, which time periods and how long you are going to spend at your 
computer and you should stick to these limitations. The best way to structure your 
actual trading is to use a trading system. A trading system is a detailed list of what 
has to be happening on the market before you open a position. When your system 
signals that a trade should be opened, then you must open it. Trading systems are 
designed to reduce decision-making while you are on the market to an absolute 
minimum and they control the negative influences of fear and greed. It is also 
essential to keep a trading diary which should record the position, the signals the 
position was opened on, your orders and the rational behind those orders and some 
grading of your emotional involvement with the trade. 
 
One of the best ways is to work within a trading system. A trading system is 
designed to identify the optimal moments to enter the market. It does this by 
outlining a number of factors that must be present before you enter the market. 
When these factors are present, you open your position. You should also decide on 
the size of the position, the stop-loss and take-profit before you enter the market. 
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Basically all decision making is made before you open your position and these 
decisions are based on a systematized analysis. 
 
Finally, you have to structure your criteria for judging whether a trading strategy is 
successful or not. It is all too easy to think you have hit upon a winner after two or 
three successful trades or to find yourself cast down when you hit a couple of stop-
losses in a row. Before you embark on any strategy, you have got to decide when 
and how you are going to review the success of that strategy. You have to decide 
what level of return you are aiming for an average trade over a period of time. So 
you might say, for example, I am going to trade this system for 20 sessions and I 
hope to see an average of 10 points profit on each trade. If you find yourself 
despondent or elated after a couple of trades, get a grip on yourself, calm down and 
stick with the program. 
 
Forex Club recommends 

1. Section 7 of Making Money on Forex. You can download this book free 
from www.fxclub.com. 

 
HOMEWORK 

1. Open a position on any instrument. Record the position in your trading diary 
and assess your emotional state from 0 (absolute peace-of-mind) to 10 
(stressed).  Once you have closed the position, cast your mind back to how 
you felt when you opened your position and reassess your mood at that time. 
Compare this new assessment with the assessment you noted in your trading 
diary. What can you learn from any difference? 

2. While you are trading, notice the play of your emotions. How do you feel 
after making a profit? How do you feel after making a loss? Is there any 
connection between how you felt when opening a position and its eventual 
outcome? 

The topic of the next lesson: A simple trading system 

 
 
 
 
 
 
 
 

http://www.fxclub.com/
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Risk Warning 
High Risk Investment 

 
Trading foreign currencies on a margin carries a high level of risk, and may not be suitable for all investors. The high degree of 
leverage can work against you as well as for you. Before deciding to trade you should carefully consider your investment 
objectives, level of experience, and appetite for risk. The possibility exists that you could sustain a loss of some or all of your 
initial investment and therefore you should not invest money that you cannot afford to lose. You should be aware of all the risks 
associated with foreign exchange trading, and seek advice from an independent financial advisor if you have any doubts. 
 
 
Internet Trading Risks 

 
There are risks associated with utilizing an Internet-based deal execution trading system including, but not limited to, the failure 
of hardware, software and Internet connections. Since Forex Club doesn’t control signal power, its reception or routing via 
Internet, configuration of your equipment or reliability of its connection, we cannot be responsible for communication failures, 
distortions or delays. When trading via the Internet Forex Club employs back up systems and contingency plans to minimize the 
possibility of system failure, and trading via telephone is always available. 
 
 
Market Risks and on-line Risks 

 
The trading platform provides sophisticated order entry and tracking of orders. All stop-loss, limit and entry orders are 
guaranteed against slippage except in extraordinarily volatile market conditions. Trading on-line, no matter how convenient or 
efficient, does not necessarily reduce risks associated with currency trading. All quotes and trades are subject to the terms and 
conditions of the Client Agreement. 
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Lesson 10: A simple trading system 
 
Trading systems are used to systematize the trading process and help minimize the 
negative effect of the psychological aspect of trading.  
 
A trading system is a set of rules identifying the criteria that must be met to open 
and close a position. If these rules are clear and unambiguous, they will 
significantly reduce trading related stress. 
 
The trading system must be complete and fully understood by the trader before 
trading starts and all trades carried out once trading has started must obey the rules 
of the system. 
 
Different trading systems have different sets of rules for identifying optimum entry 
and exit points. Complex trading systems impose a number of requirements for a 
signal and overly complex trading systems will only make life more difficult for 
the trader. What you need here is a balance between complexity and usefulness.  
 
The novice trader can learn a lot by testing and analyzing a number of trading 
systems on historical data.  
 
The first thing to think about when you are choosing (or at a later date designing) a 
trading system is the time frame. Do you want an intraday trading system or a day 
trading system? This will depend on the time and funds at your disposal and your 
goals. 
 
The trading system should also identify the instruments it is going to work with. If 
it has been designed exclusively for EUR/USD, it doesn’t necessarily mean that it 
will not work with other currency pairs and this is something you could test out for 
yourself. It may well work with other pairs, especially after some tweaking.  
  
The trading system should state whether it is a trend following system, a trading 
range system or a system that identifies common elements in ranges and trends. 
Trading systems may well also have rules about the size of the position. 
Sometimes the lot is fixed and sometimes it changes as a result of the previous 
day’s trading. 
 
Most trading systems use different aspects of technical analysis to generate signals. 
These include levels, lines, chart patterns, candle patterns and technical indicators, 
amongst others. Different trading systems will place different weight on different 
signals. 
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Designing a trading system is challenging and satisfying work. If you want to learn 
more we recommend signing up for our distance learning course on the Colt FX 
trading system. This course takes you through all the elements needed to use the 
trading system and gives a good insight into the necessary elements of trading 
system design.  For more information please contact us at fxc@fxclub.com
 
We’ll round off our lesson today with an example of a basic trading system which 
we have included to illustrate the bare bones of trading system design. If you 
decide to use it to trade, please bear in mind that a rudimentary trading system like 
this is likely to generate false signals and that you are using the system at your own 
risk.  
 

• Instrument: EUR/USD 
• Time frame: 1 hour 
• This is a trend-following trading system. The trend is identified 
with a SMA (24). When the SMA is below price, an uptrend is 
signaled and when the SMA is above price a downtrend is signaled. 
•  A position is opened when Stochastic (5, 3, 3) signals that a 
correction is over and that price has resumed moving in the direction 
of the trend. Stochastic signals this when the %D line (the blue 
dashing line on the chart) leaves the overbought or oversold zones. 
When %D leaves the overbought zone (level 70%) we sell and when 
%D leaves the oversold zone (level 30%) we buy.  
• The position is closed by OCO and the levels of the orders are 
set by the entry position. The stop loss is set 40 points from the entry 
level and the take profit is set at 80 points from the entry level.  
• The stop loss trails price in the direction of our position the 
trailing stop’s initial target is the break-even point but it will continue 
to trail to protect unrealized profit. 

 
 
 
 
 

mailto:fxc@fxclub.com
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Chart 1 EUR (hourly) the trading system signals a BUY on 21.09.2006. Note the levels of the 
take profit and stop loss. 

 
The chart shows a trade generated by the trading system on 21.09.2006 at 01:00 
GMT. Price is above the MA which signals an uptrend. Stochastic %D has left the 
oversold zone signaling that the correction is over and the trend is continuing. A 
long position is opened at 1.2709 + 0.0005 = 1.2714 (Bid prices on this chart but 
we buy at the Ask 1.2714. The spread at the time was 5 points). We place our 
orders as shown on the chart. The position closed at the take profit level of 1.2794 
on 21.09.2006 at 20:00 GMT. Result: 80 points, that’s $80 with a lot of 10000 
(0.01) and $240 with a lot of 30000 (0.03). 
 
You should test any and every trading system that you are interested in on a demo 
account before using it for trading. If the trading system gives you the results you 
want, start using it. If it doesn’t, either modify it or reject it. When you test a 
trading system, rate the number of signals it generates in a period of time, how 
many of these signals were profitable and how many made a loss, and what was 
the average size of a profitable position and the average size of a losing position. 
For instance, if you have a trading system which generates 110 profitable signals 
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and 40 unprofitable ones, it looks like a good trading system. However, if the 
average profitable signal made 7.3 points and the average losing position lost 35 
points, then you need to reject the system.  
 
A good trading system relieves both the beginner and the experienced trader of a 
lot of stress.  

• A trading system provides a plan and a goal: it gives your trading a 
framework. 

• No trading system can give you 100% success. A good trading system 
ensures that you make more than you lose. This is the basis of any capital 
management scheme. 

• Always be open to improve your trading system and to test out different 
systems. A better trading system means better returns. 

 
Forex Club recommends 

1. Section 8 of Making Money on Forex. You can download this book 
for free from www.fxclub.com. 

 
HOMEWORK 

1. Set up our simple trading system on Rumus2. Go to 21st September 
2006 and check our example trade. The next profitable trade was 
signaled a few days later. Find the signal and calculate the profit/loss 
on the signal.  

2. Follow the system throughout 2006. Assess it. 
3. Have a go at designing a second trend-following trading system which 

uses 2 SMAs to signal a trend.  
Decide: 
The signal to open a long/short position 
Time frame 
Instrument 
Size of lot 
Closing: should it be based on the entry level or should you close on a 
signal? 
How long to hold a position. 

4. Post your trading system on our forum. See what other forum members 
think of it. Try the other trading systems that are posted on the forum. 
Give some positive feedback. 

 
Well, that just about wraps up our Forex Primer series of lessons. We hope that 
you have found them informative and that they have whetted your appetite to learn 
more. If you have any questions, please contact us at fxc@fxclub.com. Visit the 

http://www.fxclub.com/
mailto:fxc@fxclub.com
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academy website which we are constantly updating and improving. Please feel free 
to visit the academy forum as a guest or sign up to make a comment or ask a 
question.  
 
Forex Trading is easy and difficult at the same time. It is easy to open and close a 
position and to place orders etc. You don’t need any specialist knowledge or 
advanced technology. You can trade at home, at work or in an internet café. The 
difficulty lies in opening and closing in the right direction at the right time. This is 
especially difficult because you need to deal with your own psychology which 
often works against you by stressing your decision-making ability. The trader’s 
journey is an inner journey. 
 
There are a lot of stories around about how people with a small start-up made big 
money on the markets. There are also a lot of stories about how traders lost their all 
in the twinkling of an eye. It’s all down to the individual and their attitude to 
money and risk. If a trader respects money and balances risk with possible result, 
then success is a matter of time and application.  
 
Forex Club Trading Academy is here to help you. Contact us today. 
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