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RISK WARNING: CFDs are complex instruments and come with a high risk of losing money rapidly due to leverage. 72.6% of 
retail investor accounts lose money when trading CFDs with INFINOX. You should consider whether you understand how CFDs 
work and whether you can afford to take the high risk of losing your money.

The information on this site is not directed at residents of the United States, Belgium or any particular country outside the UK and 
is not intended for distribution to, or use by, any person in any country or jurisdiction where such distribution or use would be 
contrary to local law or regulation.

Infinox Capital Ltd (“INFINOX) is registered in the United Kingdom at Birchin Court, 20 Birchin Lane, London, EC3V 9DU, United 
Kingdom under company number 06854853 and is authorised and regulated by The Financial Conduct Authority under 
registration number 501057.
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Forex Trading?

The purpose of forex trading is to exchange one currency for another. This 
exchange value between currencies is called the exchange rate, and is simply 
the ratio of one currency valued in relation to another currency. For example, 
GBPUSD indicates how many US dollars can buy a pound or how many 
pounds it takes to buy a US dollar. 

Forex Quote

As mentioned above, forex trading is nothing more than exchanging one currency for another. For this reason, quotes are in 
pairs, such as EURUSD or USDCHF.

For example, the Australian dollar (AUD) quote against the US dollar (USD), AUDUSD, is quoted at 1.12300. To buy a US dollar, 
you must pay 1.12300 Australian dollars. Or in the case of a sale, the seller should receive 1.12300 AUD for his 1 USD. That is, 
negotiating the purchase of the AUDUSD pair means that you are buying Australian dollars and selling US dollars.

In market language, we say that a buy position is “Long” and a sell position is “short”. Therefore, when buying AUDUSD, you will 
be Long in AUD and short in USD. 

The Bid, Ask and Spread

All forex quotes have two prices: the ASK and the BID. In the EURUSD quote below, the ASK price is 1.08030 and the BID price 
is 1.08027. Note that the bid price is lower than the ask price.
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The Bid is the best available price at which the trader can sell to the market. Believing that the EURUSD quote will fall, a trader 
can open a new short order, and the quote used will be 1.08027. 

Analogous to the bid, Ask is the best price available for which the trader can buy from the market. Believing that the EURUSD 
quote will go up, a trader can open a new long order, and the quote used will be 1.08030. 

The difference between Ask and Bid is known as SPREAD. In the example above, the spread is calculated by subtracting the 
1.08027 bid from the ask 1.08030, ie 0.0005 units. This difference is also known as 0.5 pips or 5 pipettes.

What is a Pip

The word pip is short for "point in percentage". The pip is a unit of measure to express the change in value between two 
currencies. If the AUDUSD price changes from 0.64600 to 0.64610, we say that the variation of 0.00010 USD is 1 pip. The rule 
applies to all pairs with 5 decimal places, but USDJPY, for example, has 3 decimal places. Thus, the change from 107,230 to 
107,240 represents an increase of 1 pip in the price.

As some pairs are quoted to 5 decimal places, the variation of the fifth decimal place is called Pipette. That is, 1 pippet is 
equivalent to 0.1 pip. In the aussie example, the change from 0.64600 to 0.64610 represents a gain of 10 pippets. 

Therefore, the variation of the decimal places can be measured according to the pip base, with 5 decimal places being 
equivalent to 0.1 pips, the fourth decimal place 1 pip, the third decimal place 10 pips and so on.
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Pip Value

As each currency pair has its value calculated according to the quotation of each currency, the pip value is different for each 
case and is calculated by the following formula:

Pip Value =  (Lot x Pip in a decimal form) / (Current exchange rate of the currency to USD)

Below, the pip value for some of the main pairs. Note that pairs ending in USD will always have the same pip value.

But don't worry, the pip value is calculated automatically on the trading platform.

Lot Size

In Forex trading is done on lot contracts, which are basically the number of currency units you trade. A standard lot 
represents 100,000 units of currency, but there is also a mini lot with 10,000 units and a micro lot with 1,000 units.

The quantity of lots traded directly affects the pip value in the opened trade. Let's assume that a trader opens an order with 1 
lot on EURUSD. As we saw above, each variation in the pip for a standard lot represents 10 usd of gain / loss. However, if the 
trader opens an order with 100 lots instead of 1, each variation of 1 pip will represent a difference of 1,000 USD in the 
account.

Below are other EURUSD examples of how the size of the traded lot affects the pip value:

• A standard lot represents $10 a pip;

• A mini lot represents $1 a pip;

• A micro lot represents $0,10 a pip.
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Calculating Profit and Loss

Now that we know how the pip value is calculated, let's look at how you calculate your profit or loss.

Imagine that we bought a lot of GBPUSD, which is quoted at Bid = 1.22100 and Ask = 1.22105.

1. So you are long on GBPUSD, 1 standard lot (100,000 units) at ask price 1.22105;

2. A few hours later, the price moves to 1.22500 and you decide to close your trade.

3. Now, the GBPUSD is at bid 1.22500 and ask 1.22505. Since you initially bought to open the trade, you now must sell in
order to close the trade so you must take the BID price of 1.22500.

4. The difference between the bought price 1.22105 and the sold price 1.22500 is 39,5 pips.

5. From what we learned in the previous chapter, we have that, for 1 standard lot, 1 pip in GBPUSD is worth 10 usd, as the
difference between the entry price and the exit price was 39.5 positive pips. The gain in this operation is: (10 usd / pip x 1
lot x 39.5 pips) = 395 USD.

Types of Forex Orders

An order is nothing more than an instruction to send your BUY or SELL order to the market. Understanding what types exist and 
their differences is essential to outline winning strategies for your operations.

Market Order

The market order is one of the most common and direct options. In this case, the buy or sell execution takes effect immediately 
after the trader's guidance on the best available price.
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In the quote above, the Ask price for the pound is 1.22204 and the Bid price is 1.222200. If you wanted to buy GBPUSD in 
the market, it would be sold to you for the price of 1.22204.

Limit Entry Order

As the name implies, the limited order establishes an investment limit line, and the buy / sell is executed only when the 
value of the traded pair reaches the price equal to or better than the predetermined one.

That is, the limited order can only be executed at the desired price or better. For example, USDCHF is trading at 0.97343 
and you place a buy limit order to 0.97080. When the price of USDCHF falls to the 0.97080 mark, your order will be 
executed automatically and you will be long at 0.97080.

For the limited sell order, the concept is the same. For example, EURUSD is trading at 1.08026 and you place a sell limit 
order to 1.08240. When the price of EURUSD rises to the 1.08240 mark, your order will be executed automatically and you 
will be short at 1.08240.
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Therefore, a limit order to BUY, will be executed at a price equal to or less than the specified price. The limit order to 
SELL, will be executed at a price equal to or higher than the specified price.

Stop Entry Order

The stop order is one in which the trader has the option to pre-program a price as a parameter that, when exceeded, 
triggers an order. In the case of a buy, the order is triggered above the predefined value, and in the case of a sell, the 
order is executed below the established value.

In the same example as USDCHF, but now the trader opens a buy stop order. That is, the pair is trading at 0.97372, and if 
the price goes up to the buy stop order line at 0.97580, a long position will be triggered automatically and the new 
position will open around 0.97580.

Now for the Stop sell order, the EURUSD below is trading at 1.07989 and the sell stop order is positioned at 1.07800. If the 
quote falls to the 1.07800 line, a short position will be triggered automatically and the new position will open around 
1.07800.
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Stop Loss Order

Stop Loss is a position closing order programmed to be triggered automatically, if the value of the traded pair reaches the 
loss percentage determined by the trader.

That is why a Stop Loss is VERY important: the trader will be able to control the loss, ending the operation before it is too 
late.

Imagine that you bought 1 lot of GBPUSD at 1.24500 believing in the short term appreciation. However, the market 
showed a movement that you did not expect and, quickly, this pair started to fall.

Before long, GBPUSD is quoted at 1.24000. This would represent a loss of 50 pips, or 500 USD for the 1 lot of your long 
position. Now imagine, in this same example, that the scenario was very negative, and the pound falls at 1.22000. The 
losses would be even greater at 2,500 USD.

If you had used Stop Loss at the 1.24000 mark, your order would have been closed at this mark and your loss would have 
been 500 USD. In the case of a trader who did not use stop loss protection, the loss would already be in the sum of 
2,500 USD. 

Take Profit Order

Just like Stop losses are important to protect your account from significant losses. The Take profit order protects the 
gains made in the operation. After all, a pair is not going to show appreciation forever, so you need to take advantage of 
that moment before the positive scenario ends.

For example, let's say you sold NZDUSD at 0.60600 in anticipation of a bearish down to the 0.60100 line. The kiwie 
confirmed the low and is now quoted at 0.60100. The take profit order is triggered automatically and the short position is 
closed, guaranteeing a profit of 50 pips in this operation. Now imagine that this trader did not use Take profit, NZDUSD 
hit the quote of 0.60100 but went back to 0.60600. As the absence of the take profit order, the trade was not closed 
automatically and this trader lefts  50 pips on the table.
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