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Foreign Exchange Markets

Foreign Exchange Markets:
Foreign Exchange Markets, also known as Forex or FX markets, are decentralized markets where participants
can buy, sell, exchange, and speculate on currencies. These markets facilitate the conversion of one currency
into another and are crucial for international trade and investment.

Spot Market:
The spot market is where currencies are bought and sold for immediate delivery. In this market, transactions
are settled within two business days. The exchange rate at which the transaction occurs is known as the spot
exchange rate.

Forward Market:
The forward market is where participants can buy or sell currencies at a future date at a specified exchange
rate. These contracts are customizable and can be used to hedge against currency risk.

Exchange Rate:
The exchange rate is the price of one currency in terms of another. It represents the value of one currency
relative to another and is determined by supply and demand in the foreign exchange market.

Base Currency:
The base currency is the first currency in a currency pair. It is the currency against which the exchange rate is
quoted. For example, in the EUR/USD pair, the euro is the base currency.

Quote Currency:
The quote currency is the second currency in a currency pair. It is the currency in which the exchange rate is
quoted. For example, in the EUR/USD pair, the US dollar is the quote currency.

Currency Pair:
A currency pair is the combination of two currencies traded in the foreign exchange market. The first
currency is the base currency, and the second currency is the quote currency. For example, EUR/USD is a
currency pair representing the euro against the US dollar.

Major Currency Pairs:
Major currency pairs are the most traded pairs in the foreign exchange market. They include pairs such as
EUR/USD, USD/JPY, and GBP/USD. These pairs are highly liquid and have tight spreads.

Minor Currency Pairs:
Minor currency pairs, also known as cross currency pairs, do not include the US dollar. Examples of minor
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pairs include EUR/GBP, EUR/AUD, and GBP/JPY.

Exotic Currency Pairs:
Exotic currency pairs consist of one major currency and one currency from a developing or emerging
market. Examples include USD/TRY (US dollar against the Turkish lira) and EUR/SGD (euro against the
Singapore dollar).

Pip:
A pip, short for "percentage in point," is the smallest unit of price movement in the foreign exchange
market. It represents the fourth decimal place in most currency pairs. For example, if the EUR/USD exchange
rate moves from 1.1200 to 1.1201, it has moved one pip.

Spread:
The spread is the difference between the buying (ask) and selling (bid) prices of a currency pair. It is the cost
of trading in the foreign exchange market and represents the profit for the broker.

Leverage:
Leverage allows traders to control a larger position with a smaller amount of capital. It magnifies both
potential profits and losses in the foreign exchange market. Common leverage ratios in forex trading are
50:1, 100:1, and 200:1.

Liquidity:
Liquidity refers to how easily a financial instrument, such as a currency pair, can be bought or sold without
causing a significant change in its price. Major currency pairs are highly liquid, while exotic pairs may have
lower liquidity.

Volatility:
Volatility measures the degree of fluctuation in the price of a financial instrument. Higher volatility in the
foreign exchange market can present opportunities for traders but also increases the risk of large price
swings.

Hedging:
Hedging is a risk management strategy that involves taking a position in the foreign exchange market to
offset potential losses in another position. For example, a company may hedge its currency exposure to
protect against adverse exchange rate movements.

Arbitrage:
Arbitrage involves exploiting price differences of the same financial instrument in different markets. In the
foreign exchange market, arbitrageurs seek to profit from inefficiencies in exchange rates by buying low in
one market and selling high in another.

Speculation:
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Speculation is the practice of trading in the foreign exchange market to profit from price movements.
Speculators take on risk in the hope of making a profit, without the intention of using the currency for
commercial purposes.

Carry Trade:
A carry trade involves borrowing a low-interest-rate currency to fund the purchase of a high-interest-rate
currency, aiming to profit from the interest rate differential. Carry trades are subject to exchange rate risk
and interest rate risk.

Central Bank:
A central bank is a financial institution that regulates a country's monetary policy, issues currency, and
manages the country's foreign exchange reserves. Central banks play a crucial role in influencing exchange
rates through interest rate decisions and interventions.

Interest Rate Differentials:
Interest rate differentials refer to the difference in interest rates between two countries. Traders pay close
attention to interest rate differentials when trading currencies, as they can impact the attractiveness of a
currency pair.

Quantitative Easing:
Quantitative easing is a monetary policy tool used by central banks to stimulate the economy by purchasing
financial assets, such as government bonds. Quantitative easing can impact exchange rates by increasing
the money supply and lowering interest rates.

Trade Balance:
The trade balance is the difference between a country's exports and imports. A positive trade balance
(surplus) occurs when exports exceed imports, while a negative trade balance (deficit) occurs when imports
exceed exports. The trade balance can influence a country's currency value.

Current Account:
The current account is a component of a country's balance of payments that includes the balance of trade,
net income from abroad, and net transfers. A current account surplus indicates that a country is exporting
more than it is importing, while a deficit indicates the opposite.

Capital Account:
The capital account is a component of a country's balance of payments that records the flow of financial
assets into and out of the country. It includes foreign direct investment, portfolio investment, and other
capital flows. Changes in the capital account can impact exchange rates.

Foreign Exchange Risk:
Foreign exchange risk, also known as currency risk, is the risk that changes in exchange rates will negatively
impact the value of a financial transaction denominated in a foreign currency. Companies and investors use
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various hedging strategies to manage foreign exchange risk.

Order Types:
Order types are instructions given by traders to execute a trade in the foreign exchange market. Common
order types include market orders, limit orders, stop orders, and trailing stop orders. Each order type has
specific conditions for execution.

Market Order:
A market order is an instruction to buy or sell a currency pair at the current market price. Market orders are
executed immediately at the best available price. This type of order guarantees execution but does not
guarantee a specific price.

Limit Order:
A limit order is an instruction to buy or sell a currency pair at a specific price or better. Limit orders are used
to enter the market at a more favorable price than the current market price. This type of order guarantees
price but does not guarantee execution.

Stop Order:
A stop order is an instruction to buy or sell a currency pair once the market price reaches a specified level,
known as the stop price. Stop orders are used to limit losses or protect profits. This type of order becomes a
market order when the stop price is reached.

Trailing Stop Order:
A trailing stop order is a type of stop order that adjusts the stop price as the market price moves in a
favorable direction. Trailing stop orders are used to lock in profits while allowing for potential further gains.
This type of order helps traders manage risk and protect profits.

Technical Analysis:
Technical analysis is a method of analyzing historical price data to forecast future price movements in the
foreign exchange market. Traders use charts, indicators, and patterns to identify trends and make trading
decisions based on price action.

Fundamental Analysis:
Fundamental analysis is a method of evaluating the intrinsic value of a currency by examining economic,
political, and social factors that may influence its price. Traders use economic indicators, central bank
policies, and geopolitical events to make informed trading decisions.

Sentiment Analysis:
Sentiment analysis is a method of gauging market sentiment and investor psychology to predict future
price movements in the foreign exchange market. Traders use sentiment indicators, such as the
Commitment of Traders (COT) report, to assess market sentiment and positioning.
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Risk Management:
Risk management is the process of identifying, assessing, and mitigating risks in trading. Traders use risk
management techniques, such as setting stop-loss orders, position sizing, and diversification, to protect
their capital and minimize losses.

Position Sizing:
Position sizing is the process of determining the amount of capital to risk on each trade based on the size of
the trading account and the risk tolerance of the trader. Proper position sizing helps traders manage risk
and avoid large losses.

Margin Call:
A margin call is a demand from a broker for additional funds to cover potential losses in a trader's account.
Margin calls occur when a trader's account falls below the required margin level due to adverse price
movements. Failure to meet a margin call may result in the liquidation of positions.

Slippage:
Slippage occurs when a trade is executed at a different price than expected. Slippage can occur during
periods of high volatility or low liquidity in the foreign exchange market. Traders may experience positive or
negative slippage depending on market conditions.

Liquidation:
Liquidation is the process of closing out a position in the foreign exchange market. Traders may liquidate
positions to realize profits or cut losses. Liquidation can be done manually by the trader or automatically by
the broker in the case of a margin call.

Black Swan Event:
A black swan event is an unpredictable event with severe consequences that can disrupt financial markets,
including the foreign exchange market. Black swan events are rare but can have a significant impact on
exchange rates and trading strategies.

Algorithmic Trading:
Algorithmic trading, also known as automated trading or black-box trading, is the use of computer
algorithms to execute trades in the foreign exchange market. Algorithmic trading strategies can analyze
market data, execute trades, and manage risk at high speeds.

High-Frequency Trading:
High-frequency trading is a subset of algorithmic trading that involves executing a large number of trades
at high speeds. High-frequency trading firms use advanced technology and proprietary algorithms to
capitalize on small price movements in the foreign exchange market.

Regulatory Compliance:
Regulatory compliance refers to adhering to laws, regulations, and guidelines set forth by financial
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authorities to ensure transparency, fairness, and stability in the foreign exchange market. Traders and
brokers must comply with regulatory requirements to protect investors and maintain market integrity.

Market Manipulation:
Market manipulation is the act of artificially influencing prices in the foreign exchange market to benefit
one party at the expense of others. Market manipulation can take many forms, such as spoofing, front
running, and pump and dump schemes. Regulators work to detect and prevent market manipulation to
maintain market integrity.

Market Liquidity:
Market liquidity refers to the ease with which a financial instrument, such as a currency pair, can be bought
or sold without causing a significant change in its price. High market liquidity in the foreign exchange
market allows for efficient execution of trades at competitive prices.

Market Volatility:
Market volatility measures the degree of fluctuation in the price of a financial instrument. High market
volatility in the foreign exchange market can present trading opportunities but also increases the risk of
large price swings. Traders use risk management techniques to navigate volatile market conditions.

Market Sentiment:
Market sentiment refers to the overall feeling or attitude of traders and investors towards a particular
currency or market. Market sentiment can influence price movements in the foreign exchange market, as
positive sentiment can drive buying pressure, while negative sentiment can lead to selling pressure.

Market Order Flow:
Market order flow is the continuous stream of buy and sell orders in the foreign exchange market. Traders
analyze market order flow to gauge the strength of buying and selling pressure and anticipate potential
price movements. Understanding market order flow can help traders make informed trading decisions.

Market Depth:
Market depth refers to the level of liquidity available at different price levels in the foreign exchange market.
Market depth shows the volume of buy and sell orders at various price points, allowing traders to assess the
potential impact of large trades on price movements.

Market Maker:
A market maker is a financial institution or individual that provides liquidity by quoting bid and ask prices
for a currency pair in the foreign exchange market. Market makers facilitate trading by buying and selling
currencies at their quoted prices, profiting from the spread.

Electronic Communication Network (ECN):
An Electronic Communication Network (ECN) is a digital platform that connects multiple liquidity providers,
traders, and brokers in the foreign exchange market. ECNs offer direct access to interbank liquidity and
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allow for transparent and competitive trading conditions.

Over-the-Counter (OTC) Market:
The foreign exchange market is an over-the-counter (OTC) market, meaning that trading takes place directly
between participants without a centralized exchange. OTC trading allows for flexibility in trading hours,
customized contracts, and access to global liquidity.

Interbank Market:
The interbank market is a segment of the foreign exchange market where banks and financial institutions
trade currencies with each other. Interbank trading sets the benchmark exchange rates for currency pairs
and provides liquidity for the broader forex market.

Market Hours:
The foreign exchange market operates 24 hours a day, five days a week, across different time zones. The
market opens in Asia on Sunday evening and closes in North America on Friday afternoon. Traders can
access the market at any time to trade major currency pairs.

Market Participants:
Market participants in the foreign exchange market include central banks, commercial banks, hedge funds,
corporations, retail traders, and other financial institutions. Each participant plays a unique role in shaping
exchange rates and market dynamics.

Central Bank Intervention:
Central bank intervention refers to the actions taken by a central bank to influence exchange rates in the
foreign exchange market. Central banks may intervene by buying or selling currencies, adjusting interest
rates, or implementing other monetary policy tools to stabilize the currency.

Hedging Strategies:
Hedging strategies are risk management techniques used by companies and investors to protect against
adverse movements in exchange rates. Common hedging strategies include forward contracts, options, and
currency swaps. Hedging allows market participants to reduce exposure to foreign exchange risk.

Speculative Strategies:
Speculative strategies are trading techniques used by investors and traders to profit from price movements
in the foreign exchange market. Speculators take on risk in the hope of making a profit, without the
intention of using the currency for commercial purposes. Speculative strategies include trend following,
range trading, and breakout trading.

Order Flow Analysis:
Order flow analysis is a method of analyzing the flow of buy and sell orders in the foreign exchange market
to identify trading opportunities. Traders use order flow data to gauge market sentiment, predict price
movements, and make informed trading decisions.
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Technical Indicators:
Technical indicators are mathematical calculations based on historical price data that help traders analyze
market trends and predict future price movements. Common technical indicators used in the foreign
exchange market include moving averages, relative strength index (RSI), and stochastic oscillator.

Fundamental Indicators:
Fundamental indicators are economic, political, and social factors that influence the value of a currency.
Traders use fundamental indicators, such as interest rates, inflation rates, and GDP growth, to assess the
strength of an economy and make trading decisions based on the underlying fundamentals.

Sentiment Indicators:
Sentiment indicators measure the mood and attitude of traders and investors towards a particular currency
or market. Traders use sentiment indicators, such as the Commitment of Traders (COT) report, to gauge
market sentiment, positioning, and potential price movements.

Market Order Types:
Market order types are instructions given by traders to execute trades in the foreign exchange market.
Common market order types include market orders, limit orders, stop orders, and trailing stop orders. Each
order type has specific conditions for execution and helps traders manage risk and protect profits.

Trading Psychology:
Trading psychology refers to the emotional and psychological factors that influence a trader's decision-
making process. Traders must manage emotions such as fear, greed, and overconfidence to maintain
discipline and make rational trading decisions in the foreign exchange market.

Algorithmic Strategies:
Algorithmic strategies are automated trading systems that use computer algorithms to execute trades in the
foreign exchange market. Algorithmic strategies can analyze market data, identify trading opportunities,
and manage risk at high speeds, allowing for efficient and systematic trading.

High-Frequency Strategies:
High-frequency strategies are algorithmic trading techniques that involve executing a large number of
trades at high speeds to capitalize on small price movements in the foreign exchange market. High-
frequency trading firms use advanced technology and proprietary algorithms to gain a competitive edge.

Regulatory Requirements:
Regulatory requirements are laws, regulations, and guidelines set forth by financial authorities to ensure
transparency, fairness, and stability in the foreign exchange market. Traders and brokers must comply with
regulatory requirements to protect investors, prevent market abuse, and maintain market integrity.

Market Manipulation Techniques:
Market manipulation techniques are strategies used by individuals or groups to artificially influence prices in

Read online: https://certificates.gsbf.co.uk/glossaries/3321698/foreign-
exchange-markets

Greenwich School of Business and Finance · 22 Jun 2026



G LO S S A RY

the foreign exchange market. Market manipulation can take various forms, such as spoofing, front running,
and painting the tape. Regulators work to detect and prevent market manipulation to maintain market
integrity.

Trading Platforms:
Trading platforms are software applications provided by brokers that allow traders to access the foreign
exchange market, execute trades, and analyze market data. Common trading platforms in the forex market
include MetaTrader 4 (MT4), MetaTrader 5 (MT5), and cTrader.

Charting Tools:
Charting tools are features available on trading platforms that allow traders to analyze historical price data,
identify trends, and make trading decisions based on technical analysis. Common charting tools include
candlestick charts, line charts, and technical indicators.

Risk Warning:
Risk warning is a statement provided by brokers to inform traders about the risks involved in trading the
foreign exchange market. Trading forex carries a high level of risk and may not be suitable for all investors.
Traders should carefully consider their risk tolerance and financial objectives before trading.

Margin Requirements:
Margin requirements are the minimum amount of capital that traders must deposit with a broker to open
and maintain positions in the foreign exchange market. Margin requirements vary by broker and account
type and are used to cover potential losses in leveraged trades.

Order Execution:</
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