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Trading leveraged products such as forex and CFDs carries a high level of risk and may not be suitable for all investors. You may lose all or part of your invested capital.

INTRODUCTION

There are basics that every trader needs to understand before they start
investing money in the financial markets.
As you may or may not be aware, markets are generally driven by sentiment
and often are seen as measures of trader psychology or human behaviour.
When we hear news on our television sets we are often influenced in an
emotional way, we are even more influenced when we speak to/see other
people who have experienced the same emotional response we do, and are
therefore more likely to respond to the news, or take action. The markets are
no different. When we hear positive news about a country we are living in or
about a company we buy from, we are more likely to invest emotionally and
financially in that country or company. We are even more compelled to do so,
if other people become invested.
Does all news affect us in this way? The short answer is no. Is all news
important? Not really. So what should we be paying attention to? The next
chapter will go over the major events you will want to pay attention to during
your trading sessions.
Major events are introductions into one of the two key types of analysis:
fundamental analysis.
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FUNDAMENTAL ANALYSIS

Fundamental analysis provides a snapshot of the major macroeconomic
indicators driving an economy’s growth such as economic growth, interest
rates, levels of employment, prices that consumers pay for products as well
as productivity from major industries and consumers themselves.
Let’s address the major macroeconomic events individually so we can
understand why they have such a big impact on the markets.
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EMPLOYMENT DATA

Firstly, employment data. When a country releases information about the
level of employment in the economy it is giving an indication of its economic
health. High employment tends to come at times when the country is doing
well economically and by contrast, high levels of unemployment tend to come
about in recessions. Clearly, the more workers are contributing to the economy,
through productivity and hard work the more profitable the companies that
they work for will be, the more innovation takes place and hence the more
competitive that economy becomes on a global scale.
In other words, other countries may buy their products or pay for access to
their services. By the same token, with more consumers in full employment
and in secure jobs, the more they are likely to spend their hard-earned
money on food, cinema tickets, cars and houses. Increasing employment
has a positive effect on an economy’s currency. Declining employment in
comparison, is bad news for the country’s currency. In more recent years,
specifically during the Great Recession which started in 2007, central banks
switched their policies to become employment targeting.
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CONSUMER PRICE INDEX (CPI)

Inflation also known as Consumer Price Index (CPI) is another metric followed
closely by central banks and market participants to assess future business
conditions for an economy. Inflation measures a basket of consumer products
creating an index of price change. The index includes food prices, residential
property and energy prices. This becomes a broader measure of demand
from consumers as prices tend to rise when consumers spend more.
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INTEREST RATES

Interest rates are closely linked with inflation as many central banks target
inflation as a measure of overheating or look at the index as a marker for
further stimulus. Most developed economies have a price stability mandate
of between 1-3% annual growth in prices. In other words, most major central
banks are comfortable with 2% growth in the CPI on a yearly basis.
Interest rates enter the equation when the central bank is trying to control
or provide support for the economy. If inflation is high, generally, central
banks will raise interest rates to encourage consumers to save more and take
advantage of the higher returns on offer. In periods of low inflation, central
banks may cut interest rates to encourage consumers to spend more and
save less.
When central banks believe the economy is overheating, they switch policies,
intervening on the markets with raising interest rates. A central bank is
described as hawkish when they favour stimulatory monetary policy and
when they feel the economy needs stimulus through an interest rate cut, they
are described as dovish. A rise in interest rates is also called monetary policy
tightening and a cut in interest rates is called monetary policy easing.
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GROSS DOMESTIC PRODUCT (GDP)

Economic growth or GDP is the key measure of economic health. It is the best
indicator of how the economy is performing on a global scale. The indicator
encompasses consumer spending, business investment, government
spending and the difference between import and exports (the amount spent
on foreign goods minus the amount earned from selling domestic goods). It
is a broad measure of output and the balance of investment versus spending.
An increase in economic growth is seen as positive for the currency. However,
a fall in GDP is seen as bad news for the currency.
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ECONOMIC CALENDAR

In order to review major macroeconomic events for our
trading we refer to an economic calendar to start our
fundamental analysis. We can identify the high impact
events as red bars on the volatility meter, medium impact
events as orange bars on the volatility meter and low impact
events as yellow bars on the meter. We can also identify the
time the event will take place during our trading session by
referring to the left hand pane of the calendar (all times are
quoted in GMT+3).

Let’s take a look at an economic calendar now.

We are also able to check which asset/currency the event
is likely to impact as the event is listed by currency. The
calendar will often give a ‘Consensus’ forecast which details
how analysts and economists believe the indicator has been
performing for the period and this information is important
in order to assess the outcome of the event, in terms of the
‘Actual’ reading.
The ‘previous’ reading is also significant to understand
whether economic conditions are improving and to identify
a trend for the indicator. Economic calendars are crucial for
you to keep up-to-date with high volatility events in trading.
We suggest you refer to the economic calendar on our
website to keep informed.
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HIGH IMPACT EVENTS

Now that we have understood how to read an economic calendar, we look to
pick out the key high impact events for each economy.
We will start with the U.S. as the largest global economy with all results
impacting DOLLAR pairs.
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HIGH IMPACT EVENTS

The United States

The Non-Farm Payrolls (NFP)
Arguably the most important event on the U.S.
economic calendar. The report is released by the
Bureau of Labour Statistics and is a closely watched
indicator for the Federal Reserve. It is released on
the first Friday of every month. It is extremely high
impact on the currency market.

Impact:
Better than expected result than the estimate,
POSITIVE for the Dollar.
Worse than expected result than the estimate,
NEGATIVE for the Dollar.
However, it is important to note sentiment in the market,
lately the actual NFP result is less impactful than
the average hourly earnings data as the Fed look for
indications that inflation may experience some upward
pressure.
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HIGH IMPACT EVENTS

As we can see from the above graph,
economic indicators have significant
impact on the currencies and
commodities. The magnitude of the
impact is greater for the NFP as can
be seen by the USD/JPY spiking as
soon as better than expected results
were released.
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HIGH IMPACT EVENTS

We can also see the impact of the
event on correlated assets such as
Gold, good news for the dollar pulls
investors away from safe-haven
assets such as Gold.
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HIGH IMPACT EVENTS

Trade Balance/Current Account
A measure of the demand on ‘Made in the U.S.A’
products and how much other countries are willing
to pay for them (exports). The demand and cost
for foreign goods (imports) is also subtracted from
the exports figure. The U.S. has traditionally run a
trade deficit meaning it tends to buy more foreign
products than it sells domestic products. The data
is released monthly and tends to have a medium to
high impact on the currency markets. An upper limit
for the current account is 6% of GDP and markets
tend to view a rise above this threshold as a bad sign.
When the deficit widens (becomes more negative)
it is NEGATIVE FOR THE DOLLAR, if it narrows
(becomes less negative) it is POSITIVE FOR THE
DOLLAR.
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HIGH IMPACT EVENTS

Gross Domestic Product (GDP)
As previously covered, GDP is a measure of
economic health and total of all goods and services
produced by the U.S. economy. The reading normally
encompasses 3 months’ worth of data (quarterly) and
estimates are updated monthly. The impact of the
report is medium as most of the data which makes
up the final estimate has already been released.
However, if final estimates differ significantly from
forecast, currency markets can react strongly. A
better than expected GDP number is POSITIVE FOR
THE DOLLAR. A worse than expected GDP number
is NEGATIVE FOR THE DOLLAR.

Consumer Price Index (CPI)
An index covering a range of consumer goods’
prices. The impact tends to be medium, the main
focus is the Core CPI reading as it eliminates the
highly volatile energy and food components and is
believed to be a more accurate representation of
prices. If CPI is BETTER THAN EXPECTED then it
is POSITIVE FOR THE DOLLAR. If CPI is WORSE
THAN EXPECTED then it is NEGATIVE FOR THE
DOLLAR.
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HIGH IMPACT EVENTS

Eurozone
The Eurozone is made up of nineteen different countries so
any economic news coming from the bloc has a significant
impact on the economy. The largest economy in the economic
area is Germany, so data tends to have a higher weighting
than other countries. Each country shares a common
currency as part of the membership of the monetary union,
so all financial transactions are denominated in Euros.
Results Impact Euro Pairs.
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HIGH IMPACT EVENTS

IFO German Business Climate Index
A report which summarises the sentiment of business
executives on a monthly basis. The indicator is forward
looking and can give a snapshot of future business conditions
as executives have access to new order and productivity
data and base their responses on this information. The
impact is clearly high.
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HIGH IMPACT EVENTS

Retail Sales
A measure of consumption in the Eurozone which has been
historically low as a result of the Sovereign Debt Crisis of
2009. The indicator summarises sales in a range of retail
units. The impact is medium to high, as consumer spending
accounts for over 60% of GDP. Any significant deviation
from estimates will have an impact on the Euro.
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HIGH IMPACT EVENTS

Consumer Price Index (CPI)
As addressed previously, a measure of a basket
of consumer goods price rise or falls providing a
snapshot of demand in the Eurozone. Results can
influence the European Central Bank’s forward
guidance policy (whether they decide to raise or cut
rates).

Gross Domestic Product (GDP)
A measure of all economic productivity for the 19
different nations, although some of the members will
release reports individually, although these reports
tend to have limited impact.
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HIGH IMPACT EVENTS

EuroZone Unemployment
This gives a summary of the percentage of unemployed
individuals however, the data is often known ahead of
time which diminishes its impact, yet, it still provides an
indication of economic health. As with all the Eurozone
major economic data, it is released monthly.
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HIGH IMPACT EVENTS

Japan
The Japanese yen is the most heavily traded currency
in Asia. The Japanese economy has experienced
long periods of low growth barely climbing above
2% in the 10 years starting in the 2000s. As a result,
interest rates have been close to zero and at times,
negative, in a bid to stimulate demand in an ageing
population that has a propensity to save. The Bank
of Japan is also known to sell the yen, to lower the
value of the currency in order to maintain a trade
surplus (exports outweigh imports).
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HIGH IMPACT EVENTS

TANKAN
The most important business confidence report
in Japan, where business executives complete a
survey which provides insight into their forecast for
future economic conditions. The report is released
quarterly which increases the weight of the result as
business sentiment can summarise economic growth
prospects.
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HIGH IMPACT EVENTS

Household Spending
This index provides details on consumers’
expenditures and information on the current income
of households. The index is released monthly and
can identify trends in consumer spending and the
subsequent impact on inflation.

Eco Watchers Survey
Provides an indication of consumer sentiment from
employees working mainly in the services sector,
in other words, “the man on the street.” Consumer
confidence reports are important as they provide
insight into how consumers are feeling about
current economic conditions and most notably,
their finances. It also gives an indication of inflation
expectations. The report is released monthly.
And of course CPI and GDP data.
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HIGH IMPACT EVENTS

United Kingdom
The British Pound is also closely watched as London
is a major financial centre and provides a good
centre point between the U.S., the Middle East and
Asia. Also known as Sterling rates, it is the fourth
most traded currency after the U.S. Dollar, the Euro
and the Japanese Yen.
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HIGH IMPACT EVENTS

Retail Sales
Assess the volume and value of retail trade in the
U.K. covering a range of items from household goods
to food. Given the fact that the U.K. economy relies
heavily on consumer spending, the impact is perhaps
higher than other economies. The data is released on
a monthly basis.
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HIGH IMPACT EVENTS

Industrial Production/Manufacturing
Production
This report includes information regarding mining
and energy sectors giving an insight into the impact
of current conditions on U.K. exports. Although
Great Britain has become less of a manufacturing
nation in recent years, the sector still contributes
significantly to GDP. Further, the largest companies
by market capitalisation on the FTSE 100 are mining/
commodities companies therefore any impact on the
sector will have an impact on the country’s largest
index, and hence its position as a major economy
in the global arena. The report is released once a
month.
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HIGH IMPACT EVENTS

Consumer Price Index (also known as Harmonised
Index of Consumer Prices (HICP))
Formerly known as the Retail Price Index, it was renamed
and rebased in 1956. The Bank of England currently have an
inflation target of 2% annual growth. The governor of the bank
meets once a month with the Treasury Committee to address
policies related to managing inflation and the strategy is
presented at the Inflation Hearings.
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HIGH IMPACT EVENTS

U.K. Unemployment
The unemployment rate also measured by Claimant
count, indicates the number of individuals in the U.K.
seeking unemployment benefits. Further, the Average
Earnings Index gives an indication of the number of
Britons contributing to taxes and wage inflation.
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INTRODUCTION TO TECHNICAL ANALYSIS

Technical analysis is a statistical representation of emotions or psychology
that we covered in the previous fundamentals section. Any experienced
trader uses both fundamental analysis and technical analysis in combination.
We identify trading opportunities with fundamentals and we set up entry and
exit points using technical indicators.
However, in order to accurately use technical analysis, we must understand
basics of financial charts.
One of the most basic requirements for each trader from a technical
perspective is the ability to identify trends. Is the market in an uptrend, a
downtrend or is the asset trading ‘in range?’ The ability to identify these
market scenarios informs trading, generating buy or sell opportunities as
markets shift in the opposite direction or as markets indicate the current
trend will continue.
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TREND ANALYSIS

What is it? The foundation to any opinion that we take on the market. In order
to understand where prices may go for a given asset, we might want to look
at what happened in the past. We can make a prediction about how a market
may react to certain news by how they have reacted previously or we may
identify seasonality (a trend that continuously repeats at specific times of
year, such as a spike in oil prices during winter months).
There are three main trends in the markets: an uptrend, a downtrend and a
ranging market (a market that appears to be moving sideways). Let’s take a
look at each in detail.
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AN UPTREND

In this trend, the overall direction is upward with
higher lows and higher highs in price action. As you
will see in the Eurodollar chart below, each peak is
followed by a higher peak. It is important to pay
attention to the timeframe that we are looking at,
as trends will differ if you are looking at a 1 minute,
1 hour, 1 week or 1 month time frame. Depending
on what our investment horizon is, perhaps it is
three months, you would want to know where
prices have been in the last three months. Why?
Because we would like to avoid buying at the
top of a market or selling when prices have fallen
below average for that period. We need to know
where we are in the trend.
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A DOWNTREND

Let’s have a look at a downtrend, where price
overall has a downward direction. This type of trend
takes place when price action takes a pattern of
lower lows and lower highs. Each trough is lower
than the previous, sending prices in a downward
direction. We can see an example of this in the
USD/CHF chart.
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A RANGING CHART

There are some currency pairs that are historically
known to trade in a specific price range. The
AUD/USD chart below is an example of a ranging
market. Ranging markets tend to trade between
two price levels and oscillate between those levels
in what looks like a horizontal move.
Identifying chart patterns will not provide 100%
certainty in where the security is headed, we are
looking for chart patterns to signal certain high
probability moves in the asset based on historic
trends in price patterns.
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CANDLESTICK

Now let’s understand how to read specific details on a chart. Most traders
use candlestick charts in their trading due to the fact that a candlestick can
provide a lot of information about trading activity in that currency pair at that
time. Each candlestick consists of a period of data or information and what
happened during that period. Each candlestick on the chart below represents
1 hour of information about how market participants were trading. We know
the highest price the asset reached during that period, we know what price
the asset opened the session and closed the session at and we can even tell
how traders were investing.

Closing Price
Opening Price

Bearish
(RED) candle

Upper shadow
(highest price reached)

Bullish
(GREEN) candle

Lower shadow
(lowest price reached)
Closing Price
Opening Price
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CONCLUSION

Forex trading is now more accessible than ever. The largest financial
market in the world offers a world of opportunity for investors who take
the time to understand it and learn how to mitigate the risk of trading here.
For additional information, take a look at our Forex Intermediate
Guide or other information at our Global Trade Room.
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FULL DISCLAIMER

Anzo Capital (SVG) LLC is registered by St Vincent & The Grenadines Financial Services Authority
(SVGFSA), Company Number 308 LLC 2020.
Risk Warning: Leveraged trading in foreign currency contracts or other off-exchange products on
margin carries a high level of risk and may not be suitable for everyone. We advise you to carefully
consider whether trading is appropriate for you in light of your personal circumstances. You may
lose more than what you invest. Information on this website is general in nature. We recommend
that you seek independent financial advice and ensure you fully understand the risks involved
before trading. Trading through an online platform carries additional risks. Please refer to Anzo
Capital’s full Risk Disclosure.
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