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                        In finance or business, the term “leverage” refers to the strategy of using borrowed funds to
                            acquire assets rather than your own equity or capital. The funds are borrowed with the
                            expectation that the asset purchased will generate higher profits for the borrower.
                        

                    

                    
                        In trading, “leverage” is a facility offered by brokers, which allows traders to acquire more
                            financial instruments than the amount of capital they have in their trading account. In
                            other
                            words, this facility allows traders to use funds borrowed from the broker to increase their
                            market exposure or trading position, with the expectation of increasing the returns on
                            investment.
                        

                    

                    
                        When using leverage, the trader needs to invest only a fraction of the total position. The
                            remaining sum is borrowed from the broker to take a preferred position in a trade. There is
                            no
                            interest charged on the additional funds offered by the broker. Essentially, there is no
                            cost of
                            capital. It is however important for traders to be aware of how leverage trading works in
                            order
                            to use it effectively and manage the associated risks.
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                        While leverage trading is hugely popular, especially among forex traders, it has pros and
                            cons.
                            By increasing exposure, a trader not only increases possible profits, but also potential
                            losses,
                            depending on the direction in which the market moves. Leveraging is a key trading strategy
                            and
                            is part of the standard offering of forex brokers. In order to understand how leverage
                            trading
                            works, it is important to explore the pros and cons of this investment strategy.
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                        This trading strategy allows traders to use only a small deposit amount to take a higher
                            position
                            in the financial market. The ratio between the value of the trade position and the
                            investment
                            required is known as the leverage. The percentage of the trade position that a broker is
                            required to have in their trading account is referred to as the margin.
                        

                    

                    
                        While leverage trading is often used synonymously with margin trading, these terms look at
                            the
                            equation from different sides. While leverage defines the maximum exposure you can get with
                            one
                            unit of your capital, margin defines the amount of funds needed in your trading account to
                            open
                            a specific position. For instance, if the leverage ratio is 20:1, it means you can open a
                            trade
                            that is 20 times your initial investment. This also means that you need only 5% of the value
                            of
                            the deal in your trading account. In simple terms, leverage allows traders to increase their
                            buying power.
                        

                    

                    
                        Different brokers offer different leverage amounts and have different margin requirements.
                            Here’s
                            a quick look at the common leverage ratio and margin that brokers offer.
                        

                    


                    
                        Leverage allows traders to gain greater exposure in the market and is an industry standard
                            with
                            respect to forex trading. It can be used for trading various
                            financial instruments, such as forex, commodities, indices, cryptocurrencies and more.
                        

                    

                

                
                    
                        Understanding Leverage Trading
 with an Example
                        

                    

                    
                        Let’s say you wish to open a position on the popular currency pair EUR/GBP, when the rate is
                            0.9031. You expect the British pound to appreciate against the euro and your broker allows
                            you
                            leverage of 100:1. What does this mean? It means if you invest £100 in this currency pair,
                            you
                            can get exposure of £10,000.
                        

                    

                    
                        Now let’s say the market moves in the direction you expected and the pair advances by 100
                            pips.
                            This means the exchange rate rises from 0.9031 to 0.9041. When this happens, you make a
                            profit
                            of £100. So, just by investing £100, you have made a profit of £100! This equates to a
                            return on
                            investment of 100% (£100 profit on £100 investment).
                        

                    

                    
                        To fully understand what just happened, let’s say you decided to trade without any leverage.
                            In
                            such a scenario, you would have invested £100 instead of £10,000. When the currency pair
                            moved
                            100 pips, your profit would have been £1 and your return on investment would be just 1% (£1
                            on
                            £100). That doesn’t sound exciting! So, you decide to invest the complete £10,000 on your
                            own,
                            without using leverage. Now, when the currency pair moves higher by 100 pips, you’ve booked
                            a
                            profit of £100. Before you begin feeling happier with the higher profit, let’s look at the
                            return on investment. It is still only 1% (£100 on £10,000)!
                        

                    

                    
                        What if your broker offers leverage up to 30:1? This means by
                            investing
                            £100, you could gain exposure of £50,000. With the same 100 pips movement in the currency
                            pair,
                            your profit would be £500 and your return on investment will be 500%.
                        

                    

                    
                        While all this may sound extremely exciting, what you need to remember is that leverage not
                            only
                            magnifies your profit potential, but also increases the exposure of your trading capital. If
                            the
                            market moves against your expectation, you will book higher losses than what you would have
                            without leverage. The use of leverage should be done with great care, with an understanding
                            of
                            it critical for those who are looking to start trading.
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                        One of the main benefits of leverage trading is that it gives you access to additional funds
                            for
                            a particular trade position. This means you can gain much more exposure to the financial
                            instrument of your choice than was otherwise possible for you.
                        

                    

                    
                        While you have access to more funds, there is no interest to be paid on them. If you were to
                            take
                            a loan to purchase any other asset, there would be a cost of capital (the interest payable).
                            However, when trading with leverage, your broker offers you the facility of accessing more
                            funds
                            to acquire a financial instrument without charging any interest on the sum borrowed.

                        

                    

                

                
                    
                        Leverage magnifies your profit potential. As seen in the examples above, it is possible to
                            gain
                            exposure of £10,000 or even £50,000 by investing only £100. Provided the market moves in
                            your
                            favour, your profit increases manifold.
                        

                    

                    
                        You can begin trading with as low as £100. With leverage trading, even this is good enough
                            for
                            gaining exposure to larger positions and more expensive instruments, as you do not have to
                            pay
                            the full price for them.
                        

                    

                    
                        Instead of keeping a meaningful amount in your trading account, you can divert the funds to
                            other
                            investments. This is because you are required to have only a fraction of the value of your
                            trade
                            position in your trading account.
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                        There are two sides to every coin and the same holds true for leverage trading. While it can
                            magnify your profits, it can also magnify your losses. For instance, consider the above
                            scenario
                            where you take a trade position on the EUR/GBP currency pair with a leverage of 100:1. Here,
                            you
                            use an investment of £100 and gain exposure to £10,000 at an exchange rate of 0.9031, with
                            the
                            expectation of the British pound appreciating in value.
                        

                    

                    
                        However, in this example, the market does not move in the direction you expected, and the
                            exchange rate declines from 0.9031 to 0.9021, or 100 pips. In this scenario, you would book
                            a
                            loss of £100.

                        

                    

                    
                        You could potentially lose more than the amount in your trading account. If your losses
                            exceed
                            the balance in your trading account, your broker can initiate a margin call to ask you to
                            transfer more funds into your account. Due to trade losses, your account can become
                            negative,
                            unless you choose a broker that offers negative balance protection. In the absence of this,
                            your
                            broker can either demand a specific amount to cover the losses you have made or ask you to
                            close
                            some of your open positions. If you are unable to fulfil the margin call requirement, the
                            broker
                            may go ahead and close all your positions.

                        

                    

                

                
                    
                        As a trader, it is important to understand your risks along with profit potential. Seasoned
                            traders not only adopt various risk management strategies but are also aware of events that
                            can
                            lead to heightened risk, such as data releases, geopolitical tensions, or regulatory
                            updates.
                            For instance, the US NFP (non-farm payroll) is probably the most market-moving economic data
                            release. Some traders choose to close positions a day before the release and wait for the
                            market
                            to settle after the release before opening positions again. News updates on the US-China
                            trade
                            tensions or the Brexit negotiations have also caused volatility in various asset classes.
                            Being
                            aware of such events is important in making better trade decisions, even if you are using
                            technical analysis to determine entry and exit points.
                        

                    

                    
                        Your broker may offer high leverage, but you need to choose the amount of leverage you wish
                            to
                            use with each trade. This will depend on your financial goals and risk-taking capability. If
                            you
                            are not well versed with the workings of leverage trading and the associated benefits and
                            threats, you may end up forgoing profits or taking on too much risk.
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                        The amount of leverage you choose depends on a number of parameters. If
                            your aim is to take positions in short-term trades and gain small profits, you can opt for
                            low
                            leverage and achieve your objective. However, if you are aiming for slightly longer-term
                            trades
                            and bigger profits, you may need to opt for higher leverage. However, high leverage brings
                            high
                            risk with it. So, if you wish to use leverage for even longer-term trades, it may be a good
                            idea
                            to choose less leverage, so that a sudden price movement does not wipe out your gains.
                        

                    

                

                

                

            

        

    




    
        

            
                
                    
                        It is also important to consider your risk appetite. If you are averse
                            to
                            risk then it is probably better to be very conservative when opting for leverage. On the
                            other
                            hand, if you are using capital that you don’t mind risking, you may choose slightly higher
                            leverage.
                        

                    

                

                
                    
                        There is no right or wrong answer when making this decision. Finally,
                            your
                            financial circumstances, experience as a trader, and performance to date will play a key
                            role in
                            the decision. Moreover, not all trades need to be placed with the same leverage. You can
                            vary
                            the leverage according to your portfolio.
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                        The global financial market presents incredible trading opportunities. However, one cannot
                            take
                            advantage of these opportunities without assuming some degree of risk. Often the potential
                            for
                            higher returns is accompanied by higher risk. For instance, when there are wide price
                            swings, a
                            trader has the potential of making a larger profit, but also runs the risk of losing more
                            than
                            they would have in a stable market.
                        

                    

                    
                        Same is the case with leverage. The higher the leverage you use, the higher the profit
                            potential,
                            as well as the associated risk. So, one of the ways of limiting risk is to limit the amount
                            of
                            leverage you use.

                        

                    

                    
                        The asset class also makes a significant difference. There are some assets, like gold, which
                            are
                            less prone to price swings, while other assets, like cryptocurrencies such as Bitcoin that experience wide
                            movements.
                            As leverage magnifies the impact of price movements on a trader’s bottom-line, a way to
                            limit
                            risk is to use lower leverage for assets that have steeper price swings.
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                        On the other hand, in case of asset classes that are typically less volatile, using adequate
                            leverage makes it possible to increase the position size and market exposure and, therefore,
                            book gains even from low levels of price fluctuation.
                        

                    

                    
                        Knowledge and experience play a critical role in the effective handling of leverage trading.
                            While reading and watching videos can help, there is no substitute for actual experience.
                            You
                            can gain hands-on leverage trading experience by opening a demo account and practising in
                            live
                            market scenarios. The only difference is that you gain experience with no-risk virtual
                            money.
                            Once you understand the workings of leverage trading and its pros and cons, you can proceed
                            to
                            live trading.
                        

                    

                    
                        Novice traders sometimes use all the leverage that their broker offers. The best way is to
                            begin
                            gradually, taking low leverage initially and increasing it as you see it working for you.
                            Once
                            you’ve got a few successful leveraged trades under your belt, you can increase your leverage
                            and
                            market exposure.
                        

                    

                    
                        Limiting risk is not just about by lowering leverage. Good risk management strategies can
                            help
                            lower the risk profile of a portfolio. The most important risk management technique is to
                            place
                            stop loss and take profit orders with every trade position. A stop loss order will contain
                            your
                            losses in case the market moves in the opposite direction to what you had expected. Stop
                            loss
                            will close your order before prices swing too much, keeping your losses to a minimum. A take
                            profit order will ensure you book gains in time, before the market starts moving in an
                            unfavourable direction.
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                        Before you begin leverage trading or any kind of trading at all, ensure that your broker is regulated by one of the leading regulatory authorities
                            like the FCA (the UK’s Financial Conduct Authority), the CySEC (Cyprus Securities and
                            Exchange
                            Commission) or the ASIC (Australian Securities and Investments Commission). These regulatory
                            authorities require the broker to have segregated accounts, which ensures that the broker
                            has no
                            access to the funds in your trading account. The regulatory authorities also have stringent
                            checks in place to prevent financial malpractices.
                        

                    

                    
                        The impact of delayed trade execution is also magnified when using leverage. To avoid such
                            delays, choose a broker that promises ultra-fast execution (under 40 milliseconds). Also,
                            make
                            sure your broker has a reputation of low latency, minimal slippages, high liquidity and no
                            requotes, so that you do not miss out on critical pips in the time between your order
                            placement
                            and the actual order execution.
                        

                    

                    
                        Another thing to verify is that your computer and internet connectivity are stable and have
                            good
                            speed. The choice of trading platform is also important. The most popular choices are MT4
                            (MetaTrader 4) and MT5 (MetaTrader5) platforms, which are robust and fast. Trading CFDs on
                            these
                            platforms has the added benefit of risk management features that enable you to manage
                            leveraged
                            trading positions more effectively.
                        

                    

                    
                        This is where it is important to understand the concept of slippage, which means there is a
                            difference between the price at which you expect to book a trade and the actual price at
                            which
                            the trade gets executed. This can occur during periods of low liquidity in the market. It
                            may
                            not mean that you record a loss, but you don’t want to be unsure of the amount at which your
                            trade gets executed. The best way to avoid low liquidity is to check the difference between
                            the
                            bid price and the ask price. If this difference is low, you can rest assured that there is
                            enough liquidity. You could also choose a broker that ensures top-tier
                                liquidity and tight spreads. You can also look for award-winning, reputable brokers
                            to
                            be assured of the best trading conditions.
                        

                    

                    
                        Once you have chosen a forex broker, the most important factor to consider when using
                            leverage is
                            volatility – both of the overall financial markets and the asset class in which you are
                            considering taking a leveraged position. While volatility presents exciting trading
                            opportunities, it also brings heightened risks, and the impact of both is magnified with
                            leverage. Remember to diversify your trading portfolio and taking positions on a variety of
                            assets. Trading CFDs in cryptocurrencies can be offset by a stable currency pair such as the
                            EUR/USD.
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                        Avoid having too many open positions at the same time. Doing so while using high leverage
                            puts
                            your trading account at significant risk. Too many open positions for too long increases the
                            risk profile. It’s a good idea to open only as many positions that you can monitor and
                            manage
                            easily. Experienced trading also place a variety of order types. You will not see them
                            always
                            shorting a stock with stop-loss orders part and parcel of every risk management strategy.
                        

                    

                    
                        Stay updated with market news and events. Some news releases can change the direction of the
                            market and not being in touch with these events when you have open positions using leverage
                            can
                            have an adverse impact. Of course, the best way to prevent your trades from being overly
                            impacted by such events is to open stop loss orders with every trade. However, if you are
                            aware
                            of a key government policy decision or economic data release is scheduled for that day, you
                            may
                            want to reduce your open positions or completely close them.
                        

                    

                    
                        Avoid taking trade positions in assets that typically have low liquidity. When an asset has
                            less
                            liquidity, you may not get a fair chance to exit the trade position at your preferred price,
                            when the situation demands. It’s a good idea to trade in popular financial instruments and
                            stay
                            away from more exotic ones, like the EUR/TRY (Euro/Turkish Lira) or the USD/ZAR (US
                            Dollar/South
                            African Rand). As these are not so regularly traded, they have low liquidity.
                        

                    

                    
                        As a margin trader, your calculations become even more important, as minor inaccuracies have
                            a
                            more meaningful impact on the actual profit or loss each trade makes. Take into account all
                            costs charged by your broker, including commission, holding charges and transition fees.
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                        CFDs (contract for differences) are financial instruments that are used for trading price
                            movements without buying or selling the underlying asset and without considering the asset's
                            underlying value. CFDs are leveraged products and offer much higher leverage than
                            traditional
                            markets. This means they offer great potential returns with a lower capital outlay for the
                            trader, although this comes with a higher risk.
                        

                    

                    
                        CFDs have gained immense popularity as they offer trading opportunities in both rising or
                            falling
                            market.
                        

                    

                    
                        CFDs can be used for trading various asset classes, including forex, indices, commodities,
                            and
                            cryptocurrencies. Seasoned traders often use leveraged CFDs to hedge their existing
                            portfolio,
                            which may include physical shares or gold EFTs.
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                Leverage allows traders to gain more exposure to
                    financial instruments with minimal capital investment, which increases the profit potential. At the
                    same
                    time, leverage also increases the chances of losses, which is why it is important to be disciplined
                    in
                    risk management when trading with this approach.
                

            

            
                It also helps to keep your emotions in check, as
                    price fluctuations create a higher impact in leverage trading.
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                DISCLAIMER: This material on this website is intended for illustrative purposes and general information only. 
                    It does not constitute financial advice nor does it take into account your investment objectives, financial situation or particular needs. Commission, interest, platform fees, dividends, variation margin and other fees and charges may apply to financial products or services available from FP Markets. 
                    The information in this website has been prepared without taking into account your personal objectives, financial situation or needs. 
                    You should consider the information in light of your objectives, financial situation and needs before making any decision about whether to acquire or dispose of any financial product. Contracts for Difference (CFDs) are derivatives and can be risky; 
                    When trading CFDs you do not own or have any rights to the CFDs underlying assets.
                

                

                FP Markets recommends that you seek independent advice from an appropriately qualified person before deciding to invest in or dispose of a derivative. 
                    A Product Disclosure Statement for each of the financial products, as well as our TMD (Target Market Determination), are available from FP Markets and can be obtained either from this website or on request from our offices and should be considered before entering into transactions with us. 
                    FP Markets is a group of companies which include First Prudential Markets Pty Ltd (ABN 16 112 600 281, AFS Licence No. 286354), a company authorised and regulated by the Australian Securities and Investments Commission (ASIC), 
                    Registered Address: Level 5, 10 Bridge Street, Sydney, NSW, 2000, Australia and First Prudential Markets Ltd (registration number HE 372179), 
                    a company authorised and regulated by the Cyprus Securities and Exchange Commission (CySEC Licence number 371/18, Registered Address: Griva Digeni, 109, Aigeo Court, 2nd floor, 3101, Limassol, Cyprus. 
                    FP Markets does not accept applications from U.S, Japan or New Zealand residents or residents from any other country or jurisdiction where such distribution or use would be contrary to those local laws or regulations.
                

                
                * Winner of ‘Best Global Forex Value Broker’ at the Global Forex Awards 2019 & 2020 

                ** Data acquired from our server shows our EURUSD spread to be 0.0 pips on average 63.56% of the time from 01-12-2022 to 31-12-2022 (available for our RAW Spread trading accounts only).

                 ^ For MT4/5 only. Terms and conditions apply 

                * The median order execution time between the trade being received, processed and confirmed as executed by us is 29 milliseconds. As observed from our bridge provider between 01-12-2022 to 31-12-2022. FP Markets was rated by Investment Trends as the Best for Quality of Trade Execution 2019  

                 ** Terms and conditions apply. 
   
                ^^ Sat & Sun 08:00am to 16:00pm (GMT+2) 
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                * Winner of ‘Best Global Forex Value Broker’ at the Global Forex Awards 2019 & 2020

                ** Data acquired from our server shows our EURUSD spread to be 0.0 pips on average 63.56% of the time from 01-12-2022 to 31-12-2022 (available for our RAW Spread trading accounts only).

                ^ For MT4/5 only. Terms and conditions apply
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                Thank you for visiting FP Markets

            

            
                The website www.fpmarkets.com is operated by First Prudential Markets PTY Ltd an entity that is not established in the EU or regulated by an EU National Competent Authority. The entity falls outside the EU regulatory framework i.e. MiFID II and there is no provision for an Investor Compensation Scheme. Read T & Cs

                Please confirm, that the decision was made independently at your own exclusive initiative and that no solicitation or recommendation has been made by FP Markets or any other entity within the group.
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