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PREFACE

I’ve been investing since 2009, and although this is my eighth 
year in investing, I am embarrassed to say that I still blow up my 
account. During the first two-and-a-half years of my investment 
career, I made a lot of mistakes and I have continued to blow up 
my account again and again. However, every blow has become 
the main subject of my continuous research and review.

I remember my first contact with foreign exchange when I was 
preparing to enter the university. I was still a student and had on-
line access to foreign investments, so I began dabbling in invest-
ment account and fortunately, I managed to earn some pocket 
money. It was exhilarating, knowing I could make money even 
while I was still studying. And the best thing was that it wasn’t 
difficult to make money because whether the market went up or 
down, as long as I followed the right direction, the success rate 
was quite high (it’s like gambling – you either make big or small 
bucks).

Since it was a simple and easy way to make money, I did not 
hesitate to use some of my savings to apply for a real investment 
account, hoping I could make a lot of money by just staying at 
home and tapping on my computer keyboard. However, when 
I really entered the market, I realised that foreign exchange 
investment was not as simple as I thought. Due to the lack of 
knowledge and understanding of the market, I quickly got a taste 
of what it was like to blow up an account.

After the first blow, I was thinking about how to solve the 
problem of my lack of knowledge, so I started searching online 



4

Currency Era: 
Fundamentals of Currency Trading

5

for information. After about two months of searching, I found a 
set of “automated trading system” ($500) that sold the best of 
the best. The automated trading system, as the name implies, 
automatically helped me buy and sell according to the pro-
gramme written, without me having to work on the orders or 
worry about how to trade.

At first, the automated trading system worked well and I made 
some money, but it didn’t work well enough, and nine months 
later I experienced another account blow-up. That experience 
taught me that investing required technology, because I didn’t 
know how the money was made or lost through trading via the 
automated trading system.

After the second failure, I gave up foreign exchange trading until 
I returned to the foreign exchange market at the invitation of 
a friend and began to develop simple systems and methods. 
Through continuous practice and testing, I found a set of 
methods and the trading technology became increasingly 
mature. In addition, I could understand current events and 
data in finance and economy with the knowledge I obtained in 
university, and could analyse the trend of the entire international 
market.

It wasn’t long before my investments paid off after my hard 
work. I reduced my losses on foreign exchange investments and 
even started making money, and my confidence was restored. 
However, the small achievements on the investment caused me 
to become conceited, so I suffered another failure!
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When I profited from my investment, I thought that profits from 
the long position were slow, while profits from the short position 
were faster. Anyway, the two operations were the same; I just 
needed to increase my lot size, and my earnings would go up. 
Indeed, in the first month, my return on investment more than 
doubled, but I lost all in the second month!

In fact, foreign exchange investment is like the tale of the hare 
and the tortoise. A fast hare may not reach the end while a 
slow turtle who perseveres will succeed in the end. Many 
people want to get rich overnight on foreign exchange invest-
ments and earn more than 100 percent in a month, but how 
long can that last? Can you take that risk?

I hope this book will help you grasp the mechanics of foreign 
exchange investment and how it works. In my investment phi-
losophy, foreign exchange investment is only 10 percent capital 
management, 20 percent analysis and 70 percent mentality! If 
you want to get a share of this huge market, please negotiate 
with your mind before entering this tough business. Finally, you 
need to draw up your goal and take your time to achieve it. Do 
not act hastily so as to avoid failure that will cause you eternal 
heartache! [Read chapter 3 carefully.]

Kingsley Tan
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THIS BOOK IS DIFFERENT

In the early days, when I was still young and had a strong interest 
in investing, I would often go to the book store or go online to 
find books related to investing. But in the market, books labelled 
“Internet investment” or “foreign exchange investment” usually 
yield only two conclusions: firstly, almost all history and secondly, 
almost all theory!

At that time, I had no idea about investment. After reading 
those books, I was still confused. I thought then: “Is there not 
a book in this market that gives the concepts and knowledge of 
investment trading in a simple way so that I can start investment 
trading according to the methods offered after getting the basic 
knowledge?”

There is no doubt that some of the past investment history and 
theory can greatly help in investment! But for starters, readers 
often can’t master it quickly enough to start investing. Unless 
you have put a lot of effort into studying the market, no martial 
arts master can help you!

Six years after trading in forex, I decided to write and publish 
my own book to help newcomers who have no basic knowledge 
of foreign exchange investing (the book was first published in 
2015). If you think that reading this book will help you to master 
the skills to rule the foreign exchange world, then you can put it 
down because I will disappoint you!

If you wish to get a more in-depth knowledge of foreign invest-
ment, read my second book, Currency Era: 300 Points Of Profit 
Per Day (Chinese version only).
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This book, Currency Era: Fundamentals of Currency Trading, is 
divided into the following five parts:

(1) Chapter 1 is mainly about basic foreign exchange knowledge. 
I try to analyse basic foreign exchange knowledge in a simple but 
profound way by delving into questions such as: What is foreign 
exchange market? What are the characteristics of a currency 
pair? How do I calculate the price? How do I install trading plat-
form? And so on...

(2) Chapter 2 is about foreign exchange fundamentals. The ques-
tion of how to interpret and obtain national economic data has 
always been a matter of great fear and chagrin to the novice. In 
chapter 2, I use a very lean model to give readers a sense of how 
the economic structure affects the exchange rate of the country, 
coupled with an effective way of gaining access to financial infor-
mation so that people are no longer afraid of being bombarded 
with news.

(3) In Chapter 3, “foreign exchange technology”, I will introduce 
to the readers the use of a complete trading system, i.e. the “in-
traday trading system” (SIT). This system not only removes com-
plex technical theories, but is also very easy to interpret and use. 
Novices can avoid the common problems of “buy low, sell high” 
and “don’t know where to start.”

(4) Chapter 4 explores the three common problems that inves-
tors face, so that you can adjust your “investment mentality” 
before entering this business. As long as you understand your 
mentality and use it advantageously in your investment plan, I 
believe you will be able to negotiate with the devil, win the evil 
spirit and gain stable profit!
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(5) Last Chapter is a very interesting one. It mainly expresses 
that knowledge, technology and mentality are indispensable in 
the process of foreign exchange investment because only the 
three above elements can really play out 1+1+1>3 performance!
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FROM ORDINARY 
TO EXTRAORDINARY

Looking back at the early days when I started investing, I naively 
thought that the foreign exchange market was a good place to 
get rich overnight, only to discover that one could lose more 
and faster than gambling in a casino! Aye... Don’t get me wrong! 
This book is not to compare the foreign exchange market with 
the casino, but to equip you with some fundamental knowledge 
before you step into the foreign exchange market business; it is 
also to give a realistic portrayal of how merciless this business 
can be.

I believe we all dream about making easy money without having 
to work and travel around the world. But do you know how much 
you have to pay before you become a master of investment? In-
vestment is definitely risky, and there is absolutely no unearned 
good luck! When people tell you that they have a safe invest-
ment, there can be only two suppositions: 1) They are fools! or 
2) They think you are a great fool!

Actually, the cost of becoming a full-time investment guru is very 
high (besides the tuition fees, you have to invest a lot of work 
and time). If someone dabbles in the foreign exchange invest-
ment for one or two months and tells you to quit your job to 
make a living by trading full-time, I can only say that the person 
does not know how much it costs to become a full-time trader!

It will take at least a few years to learn the technology and the 
investment climate of the market. In addition, you also have 
to experience a lot of loss experience (disguised tuition fees) 
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before you will have the opportunity to become a steady profit 
trader because learning to control losses is the first step to learning 
to make profits!

#The truth of the matter is that the pain, suffering and scars of 
an experienced trader can be long and deep. Aspiring marketing 
professionals who don’t have the fortitude or lack determina-
tion, passion and willingness to give up everything won’t last 
long. A person who really wants to succeed must be willing to 
pay with his blood, money and life. #
[Oliver Velez & Greg Capra]

What you just read is the truth! If you want to find a way to get 
rich overnight after reading this book, you’ll probably put this 
book back in its place after reading the next chapter because I 
can’t meet your expectations. But if you’re a novice looking for a 
way to consistently make money, read on.

While the process of mastering the steady and profitable invest-
ment techniques can be difficult and painful, it can give you the 
goals you’ve been pursuing all your life – financial and time free-
dom! With just the computer and the internet, you can trade 
and make money anywhere in the world. In addition, with a few 
clicks, you can make profits by investing through the system, 
with absolute financial and time freedom!

To achieve these goals, you will face many challenges, and the 
effort and time required are huge. But dear readers, no matter 
how difficult the challenges are, as long as you believe and per-
sist, you will succeed in the foreign exchange market in the end! 
Are you ready?
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If you have made up your mind to embark on this investment 
career journey, please sign your name below to indicate your 
commitment.

Signature :_______________________
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WHAT IS THE FOREIGN EXCHANGE 
MARKET?

At the beginning of this chapter, I’d like to thank www.babypips.
com for providing the following foreign exchange information to 
make it easier for readers to understand what foreign exchange 
is. The foreign exchange market is a market in which one country 
exchanges (transacts) currencies with other countries, referred 
to as “Forex” or “FX”. Foreign exchange trading has a long histo-
ry, according to online accounts, but it actually started booming 
three or four decades ago, far shorter than stocks or other finan-
cial markets that have been around for hundreds of years.

However, since the 1970s, the volatility of various currencies has 
increased significantly and today the foreign exchange market 
is the largest financial trading market in the world, with daily 
trading volume of more than USD5 trillion. If you look at the 
USD7.4 billion daily turnover on the New York Stock Exchange, 
the world’s largest stock exchange, the foreign exchange market 
is more than 70 times larger than the New York Stock Exchange.

Foreign exchange market is different from other financial mar-
kets you are familiar with. There is no fixed exchange centre for 
foreign exchange trading (currency trading). All transactions can 
be conducted online. It is not an exaggeration to say that it is a 
ubiquitous market. Furthermore, since it is a centralised curren-
cy exchange market in all countries in the world, markets with 
different time zones will be opened/closed, naturally forming a 
24-hour, all-weather exchange market.
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Given the nature of globalisation, the greatest feature of foreign 
exchange investment is that it is possible to trade at any time 
and place during the normal working day. But to the extent of 
the risk, it also means that individuals’ foreign exchange holdings 
can be exposed to currency movements anytime and anywhere.

WHAT DOES FOREIGN EXCHANGE 
TRADE IN?

The answer is simple: money. The concept is the same as that of 
stock trading. When you trade in the currency of a country, you 
no doubt hope that that country will operate profitably. Simply 
put, stock trading is about investing (gambling) on the rise and 
fall of a company, whilst foreign exchange trading is about in-
vesting (gambling) on the rise and fall of a country.

Money is traded in pairs. In each transaction, as long as one 
currency is bought, another currency will be sold. For example, 
when you travel to Europe, you need to change your ringgit into 
euros. In fact, you are selling your ringgit while buying euros at 
the exchange rate.

Foreign exchange trading is the practice of buying one curren-
cy and selling another, and trading is always done in pairs, such 
as euro/dollar (EUR/USD) and dollar/yen (USD/JPY). However, 
to gain profits from trading in the foreign exchange market, the 
basic condition is to understand the operation rules of the mar-
ket, understand its own positioning, and then try to find a stable 
profit model between the market rules and its own positioning.
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You know, if you don’t do these two things well, investing in 
foreign exchange is like gambling. However, the success of in-
vesting in foreign exchange depends on money management 
and mentality, not luck.

Here’s what novices should know about “currency pairs”:
Currency trait
Types of currency pairs

CURRENCY TRAIT

There are about 200 currencies in the world, but there are only 
a dozen that are truly liquid, with the seven largest currencies 
among them. Therefore, in the foreign exchange market, inves-
tors generally agree that the best trading opportunities exist in 
the most frequently traded “major currencies” (i.e. the most 
liquid).

Currently, major currencies account for more than 85 per cent 
of the total daily trading volume, with major currencies includ-
ing the US dollar (USD), Japanese yen (JPY), euro (EUR), British 
pound (GBP), Swiss franc (CHF), Canadian dollar (CAD) and Aus-
tralian dollar (AUD). In addition, the New Zealand dollar (NZD), 
South African rand (ZAR), Mexican Peso (MXN), and Chinese 
yuan (CNY) are all small but quietly traded currencies, mainly in 
the form of trade between the country’s economic system and 
the outside world.

Before learning how to conduct currency trading, the most 
important thing is to understand the characteristics of each 
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currency, which helps us better understand the price trend of 
the currency when we make transactions.

USD

EUR

GBP

CHF

AUD

CAD

NZD

JPY
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THE US DOLLAR (USD)
The US dollar is the world’s largest currency (hard currency), the 
main monetary reserve unit of central banks; the US political and 
economic status also determines the status of the US dollar. At 
the same time, the US also serves its own interests by manipu-
lating the value of the dollar, sometimes at the expense of other 
countries. Any US decision or statement will have a huge impact 
on currency markets, so it is important to understand how the 
US perceives its own dollar exchange rate if you want to master/
know the exchange rate trend. 

An example is the 1985 Plaza Accord, which came about after 
the US faced a record large trade deficit caused by an over-
valued dollar, and Japanese investors held large amounts of 
dollar assets. As a result, the US put pressure on other coun-
tries to reach an agreement with Germany, France and Britain 
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in September 1985 to jointly intervene in the market. Countries 
sold the US dollar, causing it to fall in an orderly way, so as to 
solve the US’s huge trade deficit. Eventually the dollar continued 
to fall sharply, and lost 50 per cent of its value less than three 
years later. Japanese investors who held dollar assets suffered 
heavy losses, a sharp rise in the yen exchange rate ultimately 
pushed the Japanese economy into recession for more than a 
decade. Japan’s challenge to the US global economic supremacy 
was a total failure.

More recently, the dollar/yen exchange rate fell sharply from 
110.66 yen in August 2008 to a record low of 75.7 yen in May 
2012. Japan suffered from massive deflation, an aging population 
and falling exports, which led the government to intervene 
repeatedly in the currency markets between 2012 and 2013 to 
achieve 2 per cent inflation and economic growth. The key to this 
problem is that the US entered the financial system through the 
implementation of Quantitative Easing (QE), injecting sufficient 
funds to achieve the effect of economic recovery. Another 
reason is that a weaker dollar would help recover America’s 
trade deficit. As a result, the market was confident that the US 
dollar would turn bearish, and this was proven true when the 
US dollar went into a two-year bearish market against the yen 
in 2009-2010.

THE CHARACTERISTICS OF THE US DOLLAR:
1. The US dollar is the foreign exchange reserve of the 

world’s major countries. The dollar remains one of the 
most important reserve currencies, although the recent US 
financial crisis, fiscal crisis and currency manipulation have 
made its reserves unfashionable.
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2. In addition to international trade and oil, many of the 
world’s currencies are pegged to the US dollar. Pegging to 
the dollar means keeping the dollar as a reserve currency, 
and a government agrees to buy or sell any amount of its 
currency at a pegged exchange rate. Decoupling from the 
dollar, such as diversifying reserves or increasing exchange 
rate flexibility, would mean less demand for the currency. In 
terms of supply and demand in the long run, that could lead 
to a decline in the dollar.

3. The majority of foreign exchange market transactions are 
mainly in US dollar. The most frequently traded currency 
pairs in the foreign exchange market are euro to dollar (EUR/
USD), pound to dollar (GBP/USD), dollar to yen (USD/ JPY), 
dollar to franc (USD/CHF), and even gold to dollar (XAU/
USD). In fact, more than 80 per cent of transactions in the 
foreign exchange market are linked to the US dollar, so we 
can say that every move in the US dollar affects the entire 
market.
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THE EURO DOLLAR (EUR)
The euro dollar is a common currency issued by the European 
central bank and used by eurozone members. Although the 
European Union has 28 member states (the UK has been facing 
a challenging post-BREXIT time since 2016), 19 of them use the 
euro as a common or traded currency. These 19 countries are 
called “eurozone”.

As mentioned above, the US dollar is the most widely used 
currency in the world. However, if the weight of the US dollar 
index is calculated, the euro makes up 57.6 per cent of the US 
dollar index. Therefore, the euro is basically referred to as the 
rival currency of the dollar, and foreign exchange investors can 
generally use the euro to judge the US dollar’s movements.

Governments and central banks intervene in ways that suit 
their monetary interests and intentions. As for the US, due 
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to its power and influence as well as its political structure, 
the government is able to intervene in the currency. It can be 
said that, basically, the long-term trend of the dollar can follow 
the US’s intention, while the political structure of the eurozone 
is relatively scattered, with many differences of interests and 
opinions.

As a result, the EU’s ability to influence the exchange rate of the 
euro has been greatly compromised and cannot be compared 
with that of the US. When the US and Europe compete on the 
exchange rate due to differences of interests, the US will un-
doubtedly have the upper hand. As mentioned above, during 
the rise of the euro in 2004, the verbal intervention of the EU 
could only affect the short-term trend of the euro. There was 
no actual intervention in the market because the European side 
understood that the effect would be unsatisfactory without co-
operation from the US.

THE CHARACTERISTICS OF THE EURO DOLLAR:
1. The euro/dollar is the most liquid currency pair, and its 

volatility is seen as an indicator of the overall health of the 
European economy and the US economy.

2. With the increasing influence of the euro in the world, the 
foreign exchange reserve of the euro is also growing to the 
extent that it is now the second global foreign exchange re-
serve.

3. The euro carries unique risks. It differs from other single na-
tional currencies in that it is a union of 19 members. There-
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fore, the movement of the euro will not only be affected by 
the political or economic impact of any of the 19 countries, 
but it also has to bear the potential risks of the policies im-
plemented by any of the 19 countries. This undoubtedly 
greatly increases the stability of the euro, especially in times 
of crisis.
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THE JAPANESE YEN (JPY)
Japan, with its small domestic market, is an export-oriented 
economy, especially during the recession of the past decade. Ex-
ports have become the lifeline of domestic economic growth. 
Therefore, frequent intervention in the foreign exchange market 
to keep the yen exchange rate from becoming too strong and to 
maintain the competitiveness of export products has become 
the foreign exchange policy tool used routinely by the Bank of 
Japan. The Bank of Japan is the world’s most frequent currency 
intervention central bank. Japan’s foreign exchange reserves are 
also the world’s first and therefore, its ability to intervene in the 
currency market is strong. Thus, for foreign exchange investors, 
closely observing and studying the Japanese economy and the 
central bank’s policies should be a daily practice. 

Japan’s intervention in the currency market is mainly via verbal 
intervention and direct access to the market. Often, the frequent 
comments of officials at the Bank of Japan and the finance 
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ministry have a big impact on the short-term volatility of the yen, 
a key concern for short-term investors. This is because Japan’s 
economy is closely linked to the world economy, especially with 
its major trading partners, such as the US, China and Southeast 
Asia. As a result, the yen exchange rate is also more susceptible 
to external factors. For example, China’s growth is increasingly 
important to Japan’s recovery and hence, any news of a slow-
down in China will negatively impact the yen. 

Although Japan is an economic power, it is a political puppet. It 
can be regarded as a small puppet of the US and follows the US’s 
lead because from the perspective of exchange rate policy, it 
basically needs to conform to the will and interests of the US. The 
1985 Plaza Accord, for example, is the result of Japan’s political 
weakness. As a result, the currency intervention mentioned 
above can only play out within the “qualified” framework set by 
the US.

THE CHARACTERISTICS OF THE JAPANESE YEN:
1. The Bank of Japan intervenes in the foreign exchange mar-

ket. Although Japan is a country without resources, it has 
developed industries, large overseas investments and large 
amounts of trade. Therefore, the Japanese government 
carries out a protective policy on the foreign exchange rate 
and often interferes in the foreign exchange market.

2. The sensitive period of yen fluctuations is before Japan’s 
fiscal year (March 31), when Japanese exporters repatriate 
their foreign assets into the annual settlement, resulting in 
a surge in demand for the yen, which leads to a rise in the 
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yen. But when demand returns to normal after the end of 
Japan’s fiscal year, that tends to trigger another bout of yen 
weakness.

3. Carry trades issue. Japan has long had some of the lowest 
interest rates in the developed world, making the yen the 
preferred currency to be sold or borrowed in carry trades.

4. Debt issue. Japan’s dependence on foreign resources and its 
high level of government intervention in foreign exchange 
markets have caused the rise in national debt, which is now 
close to 300 per cent of gross domestic product, making 
Japan the country with the highest debt.
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THE BRITISH POUND (GBP)
The pound, which was once the world’s currency, is now the 
most valuable because of its high exchange rate against the 
dollar, and therefore fluctuates daily. The pound now holds the 
third largest share of global reserves, behind the dollar and the 
euro. It is also the fourth largest currency traded in the world, 
behind the dollar, euro and yen.

The British pound is a European currency closely linked to the 
euro since Britain is closely related to the economy and politics 
of the euro zone, and Britain is an important member of the 
European Union. Therefore, the economic and political changes 
in the EU have a great impact on the pound. For example, the 
political turmoil caused by the French and Dutch referendum’s 
opposition to the adoption of the EU constitution led to a sharp 
fall of the euro, which in turn dragged the pound down. Another 
example is the recent Scottish referendum on independence, 
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which impacted the movement of the pound. But investors 
must keep a close eye on the situation in Britain now that its 
relationship with the EU is different due to the June 29, 2016, 
BREXIT. Since Britain’s BREXIT conditions have yet to be officially 
finalised, there is little doubt that the pound will not be as close 
to the euro in the future as before.

THE CHARACTERISTICS OF THE POUND:
1. The British pound has good liquidity against the US dollar, 

because not only is the UK the earliest foreign exchange 
trading centre, its traders have the best experience and 
technology and have highly developed capital markets.

2. There is a positive correlation between the pound and energy 
prices. The UK has some of the world’s largest energy 
companies, including British Petroleum. Energy production 
accounts for 10 per cent of gross domestic product. As a 
result, the pound trend is positively correlated with energy 
prices. More specifically, because many members of the EU 
need to import oil from Britain, they will have to buy more 
pound to cover energy procurement contracts when prices 
rise. Higher oil prices have also benefited Britain’s energy 
exporters.

3. Britain’s important trading partners are almost all in the 
EU, except the US. However, there will certainly be some 
changes after BREXIT, a change that investors will need to 
watch closely in the future.
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THE SWISS FRANC (CHF)
Switzerland is traditionally neutral, and the Swiss franc is tra-
ditionally a safe haven currency, attracting safe-haven inflows 
during periods of political upheaval. The Swiss constitution once 
ruled that each franc must be backed by 40 per cent of its gold 
reserves. Although this provision no longer exists, the Swiss franc 
still has a psychological connection to the price of gold. Hence, a 
rise in gold price will boost the Swiss franc. 

Due to its policy of neutrality and non-alignment, Switzerland 
is considered to be the safest place in the world. It is called the 
traditional safe haven currency. The Swiss franc has also become 
a moderately popular currency for international settlement and 
foreign exchange transactions. However, Switzerland is a small 
country, so the exchange rate of the Swiss franc is determined 
by more external factors. Basically, the Swiss franc moves in the 
opposite direction of the euro.
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The Swiss franc is a small currency that can quickly drive up 
the exchange rate and easily overvalue it in exceptional times, 
especially when there is a lot of demand for it as a result of 
political turmoil. Switzerland also recently held a referendum on 
whether to keep its gold reserves, or cash them back into the 
Swiss franc because its gold reserves have fallen sharply.

THE CHARACTERISTICS OF THE SWISS FRANC:
1. Rely on external factors, especially risk aversion from Europe. 

The most obvious example comes after the start of the euro 
crisis in 2012, when all the money released by the European 
central bank flowed into the Swiss franc as a haven/arbitrage 
currency. In subsequent years, the SNB’s reserves surged 
from CHF$200 billion in 2010 to more than CHF$700 billion 
today.

2. The effect of the carry trade. In the past few years, the Swiss 
franc has been one of the lowest interest rates in the indus-
trialised world and one of the most commonly used carry 
currencies. Carry trades have become more common in 
recent years as investors have aggressively searched for 
higher yielding assets. Because the Swiss franc has one of 
the lowest interest rates in any industrialised country, there 
is a need to sell the Swiss franc and buy higher rate curren-
cies.
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THE AUSTRALIAN DOLLAR (AUD)
The Australian dollar is a typical commodity currency.

The characteristics of a commodity currency are: 
1. The country has high interest rates; 
2. The country’s exports comprise a high proportion of the 

country’s GNP; 
3. The country’s main production and export are primary 

products; and 
4. The currency exchange rates fluctuate in line with the up/

down trend of a commodity (or gold).

Australia-produced coal, iron ore, copper, aluminum, wool, 
other industrial and cotton products have absolute advantage 
for the Australian dollar in international trade. Therefore, 
commodity price increases will positively impact the Australian 
dollar. In addition, although Australia is not an important pro-
ducer and exporter of gold, the positive relationship between the 
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Australian dollar and the gold price, as well as oil price, is more 
obvious. For example, the international commodity futures in-
dex, which represents the world’s major commodity prices, has 
risen in recent years, particularly in 2004 when the price of gold 
and oil soared, pushing up the Australian dollar exchange rate.

THE CHARACTERISTICS OF THE AUSTRALIAN DOLLAR:
1. Commodity currency. Australia is an important resource 

(mining, agriculture) producer and exporter in the world. 
Therefore, the trend of Australian dollar is inevitably affected 
by the trend of commodity prices. Therefore, it is called 
“commodity currency”.

2. High dependence on trade. The economic growth of Australia 
is mainly dependent on resources and in a passive state. The 
economic situation of major trading countries (China and 
Japan) also directly affects the trade of Australia.

3. Carry trades. With one of the highest interest rates in the 
developed world and combined with its high liquidity, the 
Australian dollar is a target of carry trades. The interest rate 
policy of the US and a change of Treasury yield also have 
some impact on it.
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THE NEW ZEALAND DOLLAR (NZD)
New Zealand is a very small economy, with a population even 
smaller than that of New York City.

In the past two decades, New Zealand has successfully trans-
formed itself from a traditional agricultural country into an 
internationally competitive industrial economy. The animal 
husbandry in New Zealand includes beef, milk, wool, mutton and 
milk products. The export of wool is the first in the world. New 
Zealand is also a major producer and exporter of deer velvet 
antler and aquatic products.

In addition, in terms of the size of New Zealand’s economy, its 
agricultural exports account for most of the country’s exports, 
while exports of goods and services account for a third of its 
GDP. New Zealand is highly sensitive to the world’s economic 
performance, particularly its major trading partners – Australia, 
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Japan and the United States – because of its small size but large 
trade activity.

THE CHARACTERISTIC OF THE NEW ZEALAND DOLLAR
1. Commodity currency. Like Australia, New Zealand is one of 

the world’s important commodity countries. However, New 
Zealand’s commodities tend to be animal husbandry and 
aquatic products. Therefore, the movements of the New 
Zealand dollar are inevitably influenced by commodity prices 
and international demand for commodities.

2. High dependence on trade. About 30 per cent of New 
Zealand’s trade comes from Australia and Japan, so its 
economic and trade income needs to be looked at.

3. Carry trades. New Zealand and Australia have some of the 
highest interest rates in the developed world; hence, many 
large foundations borrow in cheap currency (or low interest 
rates) while buying at high rates and therefore, the New 
Zealand currency is often the subject of carry trades.
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THE CANADIAN DOLLAR (CAD)
The Canadian dollar, also a commodity currency, is the most 
export-dependent of the seven western countries. Its exports, 
mainly agricultural and aquatic products, account for 40 per 
cent of its GDP.

At the same time, the Canadian dollar is a very typical dollar-bloc 
currency (the dollar-bloc countries refer to the countries that 
are closely related to the US. economy, particularly those that 
have implemented free trade zones or signed free trade agree-
ments with the US. Canada, Latin America and Australia are 
among these countries). Eighty per cent of Canada’s exports are 
to the US, and both countries are economically dependent on 
each other.  

In terms of exchange rate against other major currencies, the 
Canadian dollar exchange rate trend is essentially the same 
as the US dollar exchange rate trend. For example, the Euro-
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Canadian dollar and Euro-US dollar move in the same direction 
graphically. Therefore, we often use the economic numbers of 
Canada to infer the economic data of the United States.

In addition, Canada is the only one of the seven western coun-
tries that exports oil, so a rise in oil price is a big plus for the 
Canadian dollar. I generally encourage investors trading in the 
Canadian dollar to consider the volatility of oil prices.

THE CHARACTERISTIC OF THE CANADIAN DOLLAR
1. Commodity currency. Mainly affected by national oil and 

agricultural prices.

2. High dependence on US trade. Canada, Mexico and the US 
have a trade partnership called North American Free Trade 
Agreement (NAFTA). Here, the US is the leading importer, 
while Mexico and Canada export their major manufacturing 
industries to the US and hence, the US economy and policies 
dominate Canada’s economy.

3. Affected by international oil prices. Since Canada itself is an 
oil exporter, investors must keep a close eye on OPEC’s every 
move, including the recent production freeze, that will boost 
oil prices and the Canadian dollar.
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TYPES OF CURRENCY PAIR

Because a currency transaction involves buying and selling two 
different currencies at the same time in the form of exchanging 
one currency for another, the trader who buys one currency 
must also sell another currency.

In currency transaction, we can divide the currency pair into two 
types: “Major currency pair” and “Cross currency pair”.

MAJOR CURRENCY PAIR
A major currency pair, referred to as a “direct currency pair”, 
is a currency pair that contains the dollar. Since the world 
currencies are already benchmarked against the US dollar, any 
currency other than the US dollar would need to be converted 
into US dollars. The classic is the six currency pairs of the seven 
currencies mentioned above and the US dollar:

Currency pair Inclusive Currency Abbreviation

EUR/USD Euro/US dollar EU
GBP/USD Pound/US dollar GU

AUD/USD Australian dollar/
US dollar

AU

USD/JPY US dollar/Yen UJ
USD/CHF US dollar/Swiss 

franc
UCHF

USD/CAD US dollar/Canadian 
dollar

UCAD
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CROSS CURRENCY PAIR
A cross currency pair is a currency pair that excludes the US 
dollar. The most typical crossover is when several other major 
currencies pair up.

Currency pair Inclusive Currency

EUR/JPY Euro/Yen
EUR/GBP Euro/Pound
EUR/CHF Euro/Swiss franc
EUR/AUD Euro/Australian dollar
GBP/CHF Pound/Swiss franc
GBP/JPY Pound/Yen
CHF/JPY Swiss franc/Yen
AUD/JPY Australian dollar/Yen
NZD/JPY New Zealand dollar/Yen
EUR/CAD Euro/Canadian dollar
CAD/JPY Canadian dollar/Yen

They buy and sell currencies for two reasons, of which 5 per cent 
of daily transactions are in goods and services bought and sold 
by companies and governments in foreign markets because they 
have to convert the profits they earn into their national curren-
cy, while the other 95 per cent is in foreign exchange transac-
tions for investment purposes.
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MAJOR CURRENCY PAIRS VERSUS CROSS CURRENCY PAIRS
The major currency pairs are usually dollar-denominated or use 
the US dollar as the benchmark since the US dollar is the curren-
cy with the highest liquidity. Seven major currency pairs make up 
the largest trading volume, accounting for 30 per cent of daily 
trading volume in the entire foreign exchange market. The 
seven currency pairs are EUR/USD, GBP/USD, AUD/USD, NZD/
USD, USD/JPY, USD/CHF & USD/CAD. Because of the high volume 
and liquidity, these pairs are less expensive in terms of transac-
tion points or transaction fees.

Conversely, currency pairs that are not pegged to the dollar are 
cross currency pairs, such as EUR/GBP, AUD/JPY and GBP/NZD. 
The exchange cost is higher when the dollar is less of a bench-
mark than the main currency pair. Therefore, we can say that 
the types of currency exchange and transaction fees are distin-
guished according to the size of transaction volume and the level 
of liquidity. If you are new to currency markets, it is recommend-
ed that you choose a major currency pair as your primary entry 
consideration.

WHAT IS A 
BASIS POINT (PIPS)?

PIP, short for “Point In Percentage”, is the smallest unit in the 
foreign exchange trading price. Most currencies are quoted in 
five or four digits after the decimal point, which is usually what 
the trader looks at when calculating points.
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A change in the fifth or fourth digit of the decimal point is equal 
to a change in a point. The AUD/USD, for example, is at 0.73770, 
up from 0.73771. If the AUD/USD price falls by 1,000 points, it 
means a drop from 0.73770 to 0.72770.

In addition, you may find that the currency pair of the Japanese 
yen only has three decimals, which is actually interpreted in the 
same way. The current price of USD/JPY is 123.658. If it rises by 
300 points, it is 123.958. If it goes down by 3,000, it’s 120.658, 
and so on.

WHAT IS A LOT SIZE?

Lot Size The unit number
Standard 100,000
Mini 10,000
Micro 1,000
Nano 100

The lot size can be divided into standard lot, mini lot, micro lot 
and nano lot. Each level is one-tenth the number of units of the 
former.

A currency pair based on the US dollar, a standard lot size is a 
contract or position of $100,000, and the next basis point is a 
tick size of $1 at a five-digit platform. Some brokers also offer 
mini lot, a tenth of a standard lot, with the next basis point equal 
to a five-figure platform with a tick size of $0.10.
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For example, you think the euro will go up by 1,000 points against 
the dollar in the future, so you place an order at the current mar-
ket price of 1.23567, and the number of lots made a standard 
one. Over the next few days, the euro rises 1,000 points against 
the dollar as you expect and closes at a profit of 1.24567. So, the 
profit is going to be 1000 points times 1 dollar, which is the profit 
of 1000 dollars. If you do 10 standard lots at the beginning, the 
movement of the fifth decimal point marks a tick size of 10 dol-
lars, then you will make a profit of 10,000 dollars! Of course, if 
the direction is wrong, you will also face a $10,000 loss.

From the above example, we can know that the number of lots 
is actually the transaction multiple, or the transaction risk factor. 
The risk of exposure depends on how many lots you hold. In on-
line trading, the smallest lot unit can achieve 0.01 standard lot, 
or in other words, a tick size of 0.01 dollar. It is the best place to 
start for a novice.

HOW TO CHARGE?

In a currency pair, the first currency is called a “base currency” 
(or benchmark currency) and the second is called a “valuation 
currency.” The price of a currency pair represents how much 
money is needed to exchange for a unit of basic money. In the 
following example, the price of GBP/USD represents $1.51258 to 
exchange for 1 pound.
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GBP / USD = 1.51258

Basic Currency Denominated Currency

The currency price represents the value of the unit’s basic cur-
rency. If the price of the currency pair rises, meaning the base 
currency rises, it will be able to convert more US dollars. Con-
versely, if the price of a currency pair falls, meaning the base 
currency is devalued, then the amount of US dollars needed to 
buy a pound is reduced.

Foreign exchange transactions take a two-way quotation – the 
difference between the bid price and the sale price, known as 
the price difference. For example, GBP/USD = 1.51258/1.51218, 
which means the buying price is 1.51258, the selling price 
is 1.51218, and the difference between buying and selling is 
0.00040. Example: trading GBP/USD (1 standard lot) on the ECM 
Trader (foreign exchange trader) platform represents the 
trader’s cost of $40 (0.00040 x 1 x 100,000 sheets = 40).
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ADVANTAGES OF FOREIGN EXCHANGE 
TRADING

Until the end of the twentieth century, the foreign exchange 
market was dominated by large financial institutions. The foreign 
exchange market has undergone many historic changes in re-
cent years, and professional foreign exchange companies have 
begun to provide foreign exchange trading platforms through 
the Internet, giving both private and institutional investors equal 
opportunities to participate. The foreign exchange market has 
unparalleled advantages compared with other investment sec-
tors: rapid pricing, professional trading platforms and day-night 
trading opportunities. Attracted by the huge profits of foreign 
exchange trading, a growing number of private investors have 
joined the foreign exchange trading business. [Reference to the 
five major players in the foreign exchange market]

In a sense, the foreign exchange market is very similar to other 
financial markets. For example, the charts and technical indi-
cators of foreign exchange trading are very similar to the stock 
market, but the unique characteristics of the foreign exchange 
market determine its unique advantages.

Foreign exchange transactions are attractive because of the 
following characteristics:

1. TWO-WAY TRADE
Foreign exchange trading allows two-way trading, that is, you 
can enter the market and go long (buy) on a currency pair if 
the trend is bullish, or go short (sell) on a currency pair if the 
trend is bearish. 
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After the exchange rate reaches the target price, the position 
is closed for profit. As both trades are profitable, there are 
potential profit opportunities for short-term traders on a 
daily basis.

2. 24 HOURS TRADING
Unlike the stock market and stock indexes which are traded 
on centralised exchanges, the exchange market trading 
takes place either online or over-the-counter (off-exchange 
trading) and thus can be traded around the world 24/7.

For the stock market, which has a fixed closing time every day, 
traders will face greater risks. If there is a news event that is 
unfavourable to traders after the closing time, resulting in 
a trend deviation, traders cannot immediately close their 
positions and leave the market to reduce losses. Currency 
traders, on the other hand, have no such restrictions and are 
free to take control of their trading hours for those who want 
to use their free time.

3. LOW HANDLING CHARGE, NO COMMISSION
Traders usually do not charge commissions or transaction fees 
and provide free real-time foreign exchange quotes, foreign 
exchange news, charts, and exchange rate information. The 
cost of the transaction is already included in the bid-ask 
spread between the purchase price and the sale price. Even 
with a penny ($0.10), the stock market’s bid and ask price is 
30 times that of the foreign exchange market, not including 
the stock market’s commissions. [Different platforms will 
have different spreads.]
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4. UP TO 500 TIMES THE LEVERAGE
Leverage is the main feature of foreign exchange trading. High 
leverage allows you to buy more of your money, which means 
you can trade with only a small amount of capital or margin, 
and also minimises capital risk. For example, a $100 deposit 
on a 100-1 trading account allows you to participate in a 
$10,000 transaction in the actual money market. Leverage is 
a double-edged sword, which can bring huge profits but also 
huge losses. Therefore, proper risk management is needed.

5. EXTRAORDINARY LIQUIDITY
Trading volumes of at least $5 trillion a day and fluctuations 
of 1,000 points a day have greatly increased traders’ entry 
opportunities and potential profit. Just click on the mouse 
and you can buy and sell a currency pair immediately. You 
can also set the Stop Loss/Take Profit (SL/TP) amount in 
advance through the online trading platform. Once the price 
reaches the target, the position will be closed automatically. 
The foreign exchange market is so heavily traded that few or 
no one can manipulate the exchange rate, which is why it has 
become the fairest trading market.
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FIVE MAJOR PLAYERS 
IN THE FOREIGN EXCHANGE MARKET

CATEGORY 1 PLAYERS ARE THE MOST INFLUENTIAL CENTRAL 
BANKS IN THE FOREIGN EXCHANGE MARKET, COMMONLY 
KNOWN AS NATIONAL BANKS.
The central bank controls the money supply of an economy 
through monetary policy and stabilises the economy. For 
example, the national bank of Malaysia, Bank Negara, sells the 
ringgit through the foreign exchange market and buys other 
currencies at the same time, leading to a lower exchange rate 
and improving the competitiveness of Malaysia’s exports. On 
the other hand, when the national bank is optimistic about the 
future prospects of the dollar and thinks that the yen will decline, 
the national bank will sell the yen reserve through the foreign 
exchange market and buy more dollars as the foreign exchange 
reserve, so as to maintain the national treasury.

CATEGORY 2 PLAYERS ARE THE MOST FREQUENTLY TRADED 
COMMERCIAL BANKS AND HEDGE FUND INSTITUTIONS.
As an intermediary in the financial market, they handle the 
daily inward and outward remittance of foreign exchange by the 
trillions. They mainly assist enterprises in international trade 
and international financing activities, and also provide services 
of asset management, risk hedging and overseas investment. Big 
banks such as JP Morgan, Citi Group, HSBC and Barclays Bank are 
big players in the foreign exchange market.
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CATEGORY 3 PLAYERS ARE MULTINATIONAL COMPANIES.
In general, multinational companies such as Apple, MCD, IBM 
and NIKE account for more than half of their sales from overseas 
markets. Hence, a slight fluctuation in the foreign exchange mar-
ket will have a huge impact on their business and may eat into 
their profits.

Several local listed companies, including AirAsia, Tenaga, 
Petronas and IOI, reported foreign exchange losses in the first 
quarter of 2017 due to the depreciation of the Malaysia curren-
cy, which lowered their earnings. As a result, these companies 
have foreign exchange experts to advise them on their overseas 
trade, investment and lending activities so as to hedge their risks 
and stabilise their asset values.

CATEGORY 4 PLAYERS ARE FOREIGN EXCHANGE RETAILERS 
AND MONEY CHANGERS.
Compared with large banks, they mainly serve small groups, 
such as small and medium-sized enterprises, retail investors, 
tourists and so on. This category of players usually make money 
through spread income, commonly known as “brokerage fee”. 
For example, if the market value of US$1 is RM4.20, then the 
money changer will buy and sell the dollar at US$1 = RM4.00 
to the customer; the price difference is the gross profit for the 
money changer.

CATEGORY 5 PLAYERS ARE RETAIL INVESTORS.
With the advancement of technology and the popularity of the 
Internet, retail investors only need to register online trading ac-
counts and start trading after making a deposit. With the rel-
evant knowledge and trading skills, ordinary people can make 
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a profit by investing in the foreign exchange market. In Japan, 
many housewives have replaced bankers as the main force of 
foreign exchange trading, which has also caused turmoil in the 
foreign exchange market.

SPREAD AND 
TRANSACTION COSTS

As with all commodities and investment instruments, the in-
vestor usually gets a two-way market quote, meaning that the 
trader offers both the buy (ASK) and sell (BID) price, with the 
trader’s buying price, usually on the right-hand side of the offer 
sheet (the blue box); the trader’s selling price is usually on the 
left-hand side of the quote sheet (the red box). The difference 
between the two (sell and buy) is the trader’s profit.
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For traders, a spread can be seen as the cost of a transaction. 
For a currency with a spread of 37, for example, a contract with 
a face value of $100,000 would cost the equivalent of $37. Al-
though the net value of the position is  -$37 to start with, as long 
as the exchange rate moves in your direction, the net profit 
begins when it exceeds 37 points. 

When trading foreign exchange, the spread is the transaction 
fee. The spread is the difference between the two quotes you 
see on the broker’s platform, and when your order is successfully 
placed, you will pay the fee immediately according to your lot.

BROKER’S 2 TYPES OF SPREAD
The first is “fixed spread “ and the second is “variable spread”.

Fixed spread will not be affected whether the market is flat or 
volatile. The advantage of fixed spread lies in the fixed transaction 
cost. No matter the market volume or the flow volume changes, 
the value of the bid-ask spread is always fixed. The downside is 
that because the transaction costs are fixed, and in the event of 
the release of particular data or lack of liquidity in the market, 
the bid-ask spread will increase. If the platform provider suffers 
losses, it is very likely that there will be no transaction or repeated 
quotes.

On the other hand, the variable spread changes as the market 
changes, meaning that the fees charged by brokers change as 
the market moves. Brokers adjust the bid-ask spread based on 
their own costs, which the market calls the ECN quote model. If 
your trading account is a spread account, your advantage is that 
each transaction will be charged a smaller spread charge, thus 
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more room for profits. The downside of this model is that when 
the market fluctuates wildly, the variable spread will increase, 
and so will the transaction cost.

LEVERAGE AND MARGIN CALCULATION

Leverage is the main feature of foreign exchange transactions. 
High leverage gives you greater rights to buy, which means 
that brokers only need to withhold a small amount of margin 
to allow you to participate in larger transactions. $1,000 can be 
traded in the real money market for $100,000 through a 100 to 
1 leverage ratio, which is a lot. Even so, when you are trading 
foreign currency, make sure that your account funds exceed the 
margin amount. This is because the trader will regard the margin 
as the deposit to make an entry order for you. You cannot use 
the margin until the order (position) is closed. The remaining 
fund (after withholding margin) allows the position to have more 
room to fluctuate. A certain amount of margin is required to 
make a second or third entry order too. Different brokers in the 
market offer different amounts of leverage for traders, ranging 
from 500-1 to 50:1.

What’s the difference between them? Now, let me share how 
to calculate the foreign exchange margin required to place the 
order.

Suppose there are 2 trading accounts of $1000 (namely account 
A and account B). The currency pair chosen is euro against dollar, 
and you’re buying 0.10 lot at the buying (bid) price of 1.20110, 
for example.
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The leverage of trading account A is 100:1 while the leverage for 
account B is 500:1

Margin calculation formula is: Entry point x lot size x standard 
size of 100,000 units)/leverage

If we insert the figures into this formula, the margin required 
will be:

Margin for account A is (1.20110 x 0.10 x 100,000)/100 
= $120.11
Margin for account B is (1.20110 x 0.10 x 100,000)/500 
= $24.02

For example, for the same $1,000 account, the highly leveraged 
account B only needs to withhold a margin of $24.02 to open a 
0.10-lot euro/dollar account. So one conclusion can be drawn: 
the higher the leverage, the lower the margin required, the 
greater the lot size a trader can place, and vice versa.

Leverage is a double-edged sword, allowing you to increase the 
lot size to gain huge profits, but it may also bring huge losses. The 
amount of foreign exchange margin will be different according 
to different leverages, and different number of orders and lot 
sizes will also affect the margin amount.
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SO HOW SHOULD TRADERS CHOOSE THEIR BEST LEVERAGE 
RATIO?
Based on the leverage of 100:1, euro to dollar, and the buying 
price of 1.20110 as an example, one trading account buys 0.10 
lot (Account A) and the other buys 0.50 lot (Account C).

Account A :(1.20110 x 0.10 x 100,000)/100 = $120.11
Account C :(1.20110 x 0.50 x 100,000)/100 = $600.55

Account A bought 0.10 lots with a margin of $120.11, while 
Account C bought 0.50 lots with a margin of $600.55 (five-fold 
increase). From this example, the larger the lot size, the larger 
the margin required, and vice versa.

But as the lot size increases, so does the risk. Suppose the euro 
diverges from the dollar, dropping 500 points, and Account A 
loses $50 on its order, the order for Account C will lose $250. 
Therefore, we can learn from these two examples that if your 
capital is small, or trading mode is progressive, the lot size is 
big and you make frequent entries, then you will need a high 
leverage trading account.

Account A: 500 x 0.10 lots = $50
Account C: 500 points x 0.50 lots = $250



Ch
ap

te
r 1

 - 
FO

RE
IG

N
 E

XC
H

AN
G

E 
BA

SI
CS

54 55

On the contrary, if the trader’s trading pattern is more conserva-
tive, he should choose low leverage trading account to limit the 
loss to a certain range.

CONCLUSION:
• The bigger the leverage, the smaller the margin required 
       – higher risk.
• The smaller the leverage, the larger the margin required 
       – less risk.
• Small funds can be traded through high leverage.
• Large funds can be traded through low leverage.

WHAT DOES IT MEAN TO “BLOW UP AN 
ACCOUNT”?

When your account fund cannot withstand the loss, the system 
will automatically close all your orders.

CASE 1:
A $1,000 account with 1:500 leverage trades 3 Lots GBP/USD 
currency at the price of 1.50000.

1.50000 x (3 Lots x 100,000 x 0.20%) = $900 (margin)
$1,000- $900 = $100 (remaining funds)
3 Lot x 30pips = $90

Once the order is made, as long as the market fluctuations reach 
30 points, your account will be blown. (Excluding brokerage fee.)


