3 Forex Brokerage Part 1 

We need brokers to accomplish our task of extracting pips from the forex market, learn as much as you can about them and make them your friend.

Safety of Funds 

A 100% insured brokerage account is possible. You must open a brokerage account with a Canadian Broker but the account restrictions are like very low leverage 50:1 or even less. The Account is held in US dollars.

It is also possible to get an account with a UK based broker for what is called a “segregated account” so if the broker goes under your money is kept in a separate account from the brokers operating account.

For USA based brokers some offer a “fidelity bond” which protects the customer funds from broker malfeasance and electronic hacking of funds by employees. USA based brokers now have net capital requirements set at $5 million, a requirement that became effective Dec. 22, 2007 and could go much higher.

CIPF Link 

http://www.cipf.ca/c_home.htm
FSA Link 

http://www.fsa.gov.uk/
CFTC Net Capital Link

http://www.cftc.gov/marketreports/financialdataforfcms/
Whats the bottom line?? If you decide to go with a broker outside of the USA, UK or Canada and someday you lose all of your funds all I can say is don’t say you were not informed!!!

Cash Management

Since almost no spot forex brokers pay interest on your idle unmargined cash never give a broker too much. If you trade with a broker that uses 200:1 leverage and you open the account for $7,000 when the account balance reaches $10,000 take $3,000 out and put it in a good performing money market or short term bond fund at an A rated bank or brokerage (Fidelity, Schwab, Bank of America, Citibank). And just continue to repeat the process.

If you have $100,000 to trade with you would never send all of it to the broker. You would keep the vast majority of it in a safe account. Over time you will learn how to deploy funds and take withdrawals.

When you first start out with real money trade microlots and I doubt if you will need more than a $2,000 total deposit at the outset to trade 2, 4 or 6 microlots.

Order Types and Placing Orders

A market order is not the price posted when you place the trade, it’s the next available price. Slippage means you get a different price than when you clicked your mouse.

Limit orders – I do not recommend using limit orders in the forex to enter trades. Also I don’t recommend them to exit unless the pair you are in is oscillating or you know where the next stiff resistance or support is in the trend or oscillation cycle.

Partial Limit Orders -I strongly recommend the use of partial limit orders and also recommend embedded alarms. 

Example: If you open up a 6 minilot buy trade on the EUR/USD at 1.4100 you set a partial limit order to close out 3 minilots at 1.4140 (+40 pips) and set a price alarm at the partial limit execution price of 1.4140. This price alert tells you to reset the stop to breakeven on the remaining 3 lots. Or just do it manually. This is a “no lose” situation.

Entry orders – An entry order is a pending order, it is an unexecuted order that will be executed when a certain market price is reached. Also referred to as buy stops or sell stops, for some experienced traders you can use these on entries, I have a separate training archive for this, titled “Semi Automated Entries’ Lesson 34. 

Stop orders - An order to exit the trade at a specific price to minimize losses or to capture gains, a stop order is placed below a buy or above a sell and can be moved to capture pips. I use hard stops and do not use or teach the use of trailing stops.

Slippage - Sometimes when you enter a market order on a pair you don’t get the bid or ask price you clicked on, this is slippage and to some extent is acceptable since a market order is the next available price.

Requotes – On some platforms like metatrader you may not get an execution when you place a market order, you may get a “requote” and it can happen several times and be frustrating. You can adjust the slippage and enable the deviation from the price quote. This is adjustable or allowable slippage. Guaranteed execution brokers are covered later.

Read your brokerage agreement and fill policies, including stop execution policy, gap policies and executions around news, when spreads might be widened, bad fills and order challenge procedures. Speak to your broker before opening an account and get a written policy statement on how order challenges will be arbitrated before you get into this situation on any potential bad fills. The only thing that matters is what you have in writing. If you get into a challenge with a broker and you are nice about it you always get better results. Calling them up and yelling at them wont get you much.

Guaranteed Execution Broker - Some brokerages offer guaranteed executions ( or nearly so) so when you click the button you are in the trade, no requotes.

ECNs- An electronic communications network offers variable spreads, but generally very tight spreads most of the time. A variable spread broker is not necessarily an ECN. An ECN offers a true level playing field where all market players are visible including the amounts of lots they are willing to trade and there are actually only a handful of brokers that qualify as a true ECN. If a broker advertises variable spreads this does not mean that they are an ECN.

With a true ECN all of the bids and asks are displayed with the dealing volume along with the highest bid and lowest offer, this is what creates the spread, which varies.Retail traders are side by side with the Bank of Japan and Deutche Bank.

Fixed Spread Broker – Majority of brokers offer fixed spreads. On the major pairs most of them are fine, notwithstanding brokers that issue “requotes” or situations where they might widen the spreads. Fixed spread means the broker manipulates one side of the bid and ask to keep the spread the same.

Do you need an ECN or a fixed spread broker?? If you hang onto your trades a long time it doesn’t matter. If you want to trade the exotics an ECN makes sense even if you don’t trade them but once a week. My answer is likely yes for level 4 traders. Having two or three brokers is not a problem and should be considered by all traders.

Brokerage related training slides are located here

http://www.flickr.com/photos/24447896@N08/
