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Forex Broker Selection Criteria Forex Retail Forex Traders
Introduction
This article is for any forex trader to assist them with properly evaluating what forex broker they should be using for their retail trading needs. As forex traders we need forex brokers to facilitate accomplishing our task of extracting pips from the forex market. We hope that this hub is comprehensive enough to help any forex trader learn as much as you can about the selection criteria for forex brokers and how to make them your friend. 

After many of the sections of this article we will provide you with a list of questions to ask your broker, and also to ask yourself. This article is primarily for US citizens but the majority principles can be used by any retail forex trader worldwide.

The Goals And Objectives of Forex Brokers Versus Traders 
Brokers are are in business to make money. Forex traders want to trade profitably and the vast majority of forex traders lose money.

This is a real problem because to some extent these are competing goals. Brokers are rightfully concerned about how many accounts they sign up and how many trades are made by their clients each month and how much money they have in customer assets. Brokers are concerned with profit, that’s it and nothing else. And I dont blame them one bit because this is the same objective as the traders. Brokerage firm owners took large financial risks in funding and running the brokerage firm and they are entitled to get a reward for their risk.

If you try to find a broker that wants to make their clients a success you wont find one because thats is not the business they are in. If a broker opens up 200 live forex accounts and 100 people blow up their account and they keep 100 accounts active this is the statistic they use to measure their success. They opened up 100 "net" new accounts. The 100 people who lost their is not their concern and never will be. I personally feel like at some point this will change but many years from now not anytime soon. 

Its time for forex traders to be realistic about the role of their broker, they are a middleman trying to make a profit and nothing more. Forex traders must accept this reality and stop presuming that the technical indicators on their forex brokerage platform will somehow lead them to successful trading. Now that retail forex trading has been available for nearly 8 years and everyone has lost money, it should be easy to get traders to accept this now.

Safety of Funds In Your Forex Trading Account 

A US citizen can have a 100% insured forex brokerage account if they would like. You must open a brokerage account with a Canadian Broker but the account restrictions are like very low leverage like 50:1 or even less. The Account is held in US dollars. Recently some US retail forex brokers began offering FDIC type insurance of up to $100,000 per account.

It is also possible for a US citizen to get an account with a UK based broker for what is called a “segregated account” so if the broker goes bankrupt your money is kept in a separate account from the brokers operating account. The FSA regulates these accounts and the amount of safety was approximately $75,000 as of this writing but fluctuates with the GBP/USD exchange rate.

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 $20 million as of this writing. Link to broker net capital amounts is also below.

Listed below are three useful links to the Canadian Investors Protection Fund, the FSA and the CFTC. You can review insurance criteria and broker net capital information here. 

Link to CIPF 
Link to FSA 

CFTC Net Capital Link 

If you are a US citizen you can have your brokerage funds at a NFA registered broker, FSA regulated broker, or Canadian Insured broker we dont see the risks, however if you decide to puy your brokerage funds at a unregulated firm, first of all it is not necessary at all and second we do see risks.

First off, any US Firms have to be regulated now. As far as I know there are no major US brokers that aren't CFTC and NFA regulated. If the money goes off shore and the firm is completely unregulated, you are at their mercy for pricing and fills. There are no auditing or trading standards. In addition if the firm is not well capitalized you will not know it and if they get in over their head and have to close up shop, there is no protection for your money. 

Questions for your broker:

Are your accounts Insured?? yes/no

Are customer funds segregated from the operations ??

Where are the customer funds held??

Are you registered with the NFA?? registration number

Who is the entity that regulates you??

These are yes/no questions, get straight answers and get the brokers information or link to this information in writing.

Cash Management In Your Forex Trading Account
Since almost no spot forex brokers pay interest on your idle unmargined cash or the ones that do pay so little, never give a broker too much. If you trade with a broker that gives you 100:1 leverage or better and you open the account for, lets say $7,000 when the account balance reaches $10,000 take $3,000 out and put it in a good performing money market fund or short term bond fund at an A rated bank or brokerage firm. And just continue to repeat the process. Decide how much you want to keep in your account and give yourself room to maneuver then manage your cash effectively.

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 the correct percentage of your funds to a forex brokerage accountand take withdrawals.

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

Questions for your broker:

What are the minimum amounts to open an account?

Can I trade microlots??

How do I withdraw funds and what are the fees??

Forex Brokerage Order Types and Placing Orders
Lets start by discussing four types of forex brokerage orders.

Market Order - 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. I recommend market orders but please read the full discussion below.

Limit orders – A limit order is the maximum price you are willing to pay or minumum price you are willing to accept. I do not recommend using limit orders in the forex to enter or open new trades. Also I don’t recommend full limit orders to exit unless the pair you are trading is oscillating in a defined range or you know where the next stiff resistance or support is in the longer term trend or current oscillation cycle.

Partial Limit Orders - A partial limit order is the same is a limit order but only for a portion of the lots you own. I strongly recommend the use of partial limit orders for exiting profitable forex trades and also recommend embedded alarms with them. 

Partial Limit Order 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 an embedded price alarm at the partial limit execution price of 1.4140. What this does is that when the price alarm hits it acts as an execution alert and you can then 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. Entry orders are also referred to as buy stops or sell stops. Entry orders should only be used by experienced traders and under a specific set of stable market conditions. i have specific training for using this type of order for veteran traders in the Forexearlywarning.com training package of 35 lessons, which are all free, by the way!!

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 execution price or above a sell execution price and can be moved to capture pips or moved to breakeven to completely eliminate risk. I use hard stops and do not use or teach the use of trailing stops. Trailing stops are for brokers, inexperienced traders, and traders wh dont have reliable systems or any knowledge of support and resistance. I do not recommend training stops and dont use them because they teach so many bad habits.

Sunday Night Gaps at the Market Open
The forex market opens on Sunday ahead of when most brokers will allow trading. If some news or something unexpected happens over the weekend price gaps can occur at the brokers market open on Sunday to reflect any difference between the market opening prices and broker platform open.

If the overall financial markets are unstable gaps occur frequently and can be large. If markets in general are stable price gaps can be very small or just a few pips. 

When the US financial markets, banking, and real estate market crisis hit in 2008 Sunday evening price gaps were very large. Also when the G8 or G20 has their weekend meetings there can be gaps on Sunday nights market open.

Please consult your broker to see how they handle stop execution on these gaps. Get their written execution procedures for price gaps and make sure you fully understand how stops will be executed in the event of a price gap.

Questions for your broker:

Do you have partial limit orders?

How are stops handled in the event of a price gap?? 

May I have a written copy of your policy on this?

Further Discussion of Market Orders 
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 you may not get an execution on a market order when you place the order, you may get a “requote” and it can happen several times and be frustrating. You can also adjust the slippage and enable the deviation from the price quote. This is adjustable or allowable slippage. This situation is unacceptable and any broker who gives you alot of requotes should be abandoned.

Immediate Executions and Fills
Guaranteed Execution Broker - Some brokerages offer guaranteed executions ( or nearly so) so when you click the button on the market order you are in the trade, no requotes.

ECNs- An ECN is an electronic communications network. 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 is variable. Small retail traders are side by side with larger players and banks and brokerages and all orders are visible. ECN brokers generally charge a commission on trades. I dont have a problem with that and neither should you. Everyone should experience an ECN brokerage environment for comparison to other variable spread or fixed spread environments.

Fixed Spread Broker – Many 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. This is not necessarily bad.

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 higher level traders. Having two brokers is not a problem and should be considered by all traders so you get all of the features you need and have a backup account.

Question for your broker:

Are all of your market orders executed immediately??

ECN Displays
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With an ECN the market creates the spread, its the highest bid and the lowest offer. 
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With an ECN the market creates the spread, its the highest bid and the lowest offer. 
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Deal Desk Brokers
The debate between forex traders about using a deal desk versus non-deal desk broker continue to this day. This is much ado about nothing. I quite frankly dont care if a broker runs a deal desk or not. All I care about is if I am making alot of pips.

A deal desk broker takes the opposite side of your trade. For example if you buy the AUD/JPY the deal desk broker sells it immediately because they presume that you will lose money. Deal desk broker are usually right because when traders lose money then they make money, in aggregate, across all trades. Morally some traders dont like this and I fully understand.

In real life if you have a trading system that works you will be taking their money. If you have a trading system that is a loser you will lose all of your money anyway.

Spreads
Once again spreads are an area that forex traders, mostly newbies, continue to discuss. Its somewhat nauseating to listen to this discussion because you would think that forex traders would be much more concerned with finding a forex trading system that actually works, so the spreads are somewhat insignificant.

When all you do is scalp the EUR/USD and GBP/USD all day the spread is important, however all of the scalpers eventually lose their account. For traders who have winning systems like Forexearlywarning.com that trade many different pairs they can practically disregard the spread, because the system they are using will pay for all of their spreads anyway. Broker selection seems important if you are a scalper but you should not be scalping in the first place. 

So if you scalp the EUR/USD and GBP/USD all day with technical indicators at this point you might be questioning what I am telling you But if you actually have a forex trading system that works across 25 different pairs please take my advice and ignore the scalpers. 

You should not be scalping the EUR/USD and the GBP/USD, you should be swing trading and position trading the best trends on the market every day using systems that work, not technical analysis.

If you will trade this way then any pair with a spread less than about 8 pips is on your target list. When trading with exotic pairs with a spread of 8 pips are higher its best to start to shop around between different brokers. For example if you like to trade exotics like the GBP/CAD some brokers have a spread of 6 pips and some have a 17 pip spread. This is the area that you should focus on.

If you position trade the AUD/USD and make 199 pips versus 200 pips because the spread is one pip higher at another broker who cares.

This is another example of forex brokers focusing on the wrong thing. Stop scalping with technical indicator s and stop worrying about the spread on the EUR/USD. Find a trading system that works with swing to position trading and trade the top 25 pairs on the market. 

Experiencing fixed spread brokers versus variable spread brokers versus and ECN will assist in determining your personal taste on executions.

Leverage and Margin 
Leverage to trade the spot forex is available from 30:1 all the way up to 400:1. for leverage above 100:1 you would need to go to a forex broker not based in the USA. Leverage means that for each dollar you put up you get $100 of value. For example to buy 1 minilot ($10,000 worth of) the EUR/USD you would put up $100 because $100 x 100 = $10,000.

How much leverage do you need?? I believe 50:1 to 100:1 is adequate but once again if your trading system is a loser it doesnt matter because you will lose all of your money anyway. You dont need more leverage you need a forex trading system that works. However most brokers with overseas operations can get you leverages higher than 100:1.

In the slide below we compare margin amount for different leverages for a one microlot trade, a one minilot trade and a one regular lot trade.

Leverage Table
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Comparison of Different Leverages 

Price Alarm/Alert Systems
There are several types of forex price alarm/alert systems. To monitor support and resistance and price movement price alarms are necessary and most brokers now have alert systems built into their execution platforms.

The most basic setup is desktop price alarms that will sound an audible alert on your computer desktop. The image below shows a basic desktop price alarm setup on a metatrader platform. If you have a basic setup like this and a WIFI unit at your residence you can move your laptop around your residence.

There are other more exotic price alarm systems available from alot of brokers. Some examples are like price alarms to your cell phone or wireless devices, email price alerts (which can be delayed by the email process)

Price alarms are very important for trade planning and monitoring the market, don’t spend all day looking at the forex.The forex market is a support and resistance market and you must have a price alert system that fits your lifestyle.

Questions for your broker:

What platforms do you offer with price alarms??

What types of alarm systems are available ??

Below is a snapshot of a basic desktop alarm system on a metatrader platform and how to set the alarms.
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basic metatrader desktop price alarms and how to set them. 

Trading with Microlots 
A microlot is 0.1 minilots. Trading real money microlots are the intermediate step I recommend as a bridge between papertrading and trading large amounts of real money. Trading 2 microlots to start then 4-6 microlots of real money for a period of time when starting with real money trading has been widely reported to me to be very successful at getting traders a strong feel for the forex including how leverage works and gaining them valuable money management and profit taking skills.

Don’t be greedy, papertrade, then trade microlots first then progress to the larger amounts of lots when you are ready. It works. Trading with microlots and a 50 pip stop and a trading plan is on of the greatest teachers on the forex. Knowing the direction of the primary trend and using a strong entry management system will get you there.

FInd broker with microlot trading to facilitate this important step in your progression as a forex trader.

Rollover Interest and Swaps
This is the daily amount of interest paid into or subtracted from your account based on the positions you hold and the prevailing interest rates. Most brokers pay at 500 EST and the amount triples on Wednesday to account for Saturday and Sunday. It can be paid in dollars and cents or as an adjustment to the lot price.

The swap payment amounts vary widely from broker to broker. Some brokers pay a lot of swap interest on one pair and another broker may charge for the exact same pair. Do alot of research here it adds up by year end.

One broker may pay 50 cents per day on a pair and another broker will pay $15.00 a day on the same pair for buying or selling one regular lot. In my opinion having a broker with good swap payouts will literally pay for the spread of every trade if you use swing and position trading and is more important that having a spread that is one pip lower than another broker. 

I have only seen two brokers post their daily rollover interest on their website. The rest of the brokers hide it so here is what you do

Questions for your broker:

Can you email me a copy of your current daily rollover interest rate payments for the pairs you trade??, or send me a link to its location on your website??

Pip Payout/Pip Cost 
This is the amount of money you are paid for one pip of movement. If the USD is on the right in a currency pair the pip payout is $1 for for one pip of movement for one minilot or or $10 for one pip of movement for one regular lot. This is for pairs like EUR/USD or GBP/USD are examples. 

For all other pairs payouts range from about $0.65 to about $1.50 for the 25 most frequently traded pairs comprised of the top 8 currencies for one pip of movement for one minilot and it varies slightly over time. 

For example if you are up 50 pips on the USD/CHF on a one minilot trade and your profit is $40 then the payout is $40 divided by 50 pips which is approximately 80 cents per pip.

Papertrading and Demo Accounts
Most brokers offer demo accounts that last 30 days. This is bad because they are discouraging holding on for the long term, trading with any long term trends that are available, and encouraging more frequent trading, which at the end of the day benefits them. 

A couple of brokers offer permanent demo accounts that you do not have to keep re-registering every thirty days. When the long term trend is in place you must have a way to test holding on for the long term and demo accounts like this will facilitate this.

Questions for your broker:

How often do your demo accounts expire ??

Do you have demo accounts that dont expire ??

Communicating With Your Broker 
Brokerage Agreements - Read your brokerage agreement and order fill policies on market orders and stop orders, 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 and the documentation you have. 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 the service representative wont get you anywhere.

Role of Phone, Live Chat Email Representatives - Their job is to assist you with platform questions, opening and close orders, moving stops, and give out account information. They do not provide any advice of any kind on what pairs to buy or sell nor can they tell you what trading systems work to make you alot of pips. Be realistic about their roles they dont make the rules and they dont own the brokerage firm. Many representatives done trade the forex because the firms dont allow it.

Broker Phone Etiquette and Order Challenges - Put your brokers phone number on your cell phone, especially if you have a real job and have to manage trades away from the computer. At some point when the lights go out you will need it. Speak to your broker in advance about how to call in an order and to get instructions on phone etiquette when closing out trades or moving stops. You can move stops and close out lots or partial lots by phone.

Always trade with a stop in case the lights go out!! 

If you get a bad fill on an order you can contact the broker and issue an order challenge. If you have not read the brokers agreement about challenging a fill don’t even bother calling them. All that matters is what you have in writing and the procedures are governed by the brokerage agreement that you signed. 

If you think you got a bad fill on an order take screenshots of a price chart and the order screen and the time of the fill. This is your documentation also document the time of the trade. Do it immediately after you believe you got the bad fill, dont wait. Contact the broker and have them check the fill. If it is an obvious error they will issue an immediate adjustment. If there is still a problem you may have to go to a manager but hopefully it wont go that far. Keep your documentation handy but don’t mention it unless needed. Also be nice to the broker yelling and screaming wont work either. Keep your emotions in check this is money and business. The person with the best documentation and proof will win this one, just make sure its you.

Broker Marketing and Websites
We live in a society where slick marketing can overpower anyone into coughing up their money. Also for people who do not diligently research things like forex brokers you are likely to be "marketed" into opening up a live account with a broker that may not be right for you. You will read things like this on forex brokers websites. 

“We are the number one rated broker according to ______” 

"Spreads as low as 2 pips on pair X"

My response to all of this is "who cares". Until you have traded at least a demo account with them or live money with them for several months you will not have enough information to see if you really like them. Dont be afraid to continue to evaluate brokers and make a switch until you are trading comfortably and profitably.

Once you get past the marketing, I find that most broker websites, because they are regulated, are excellent sources of information about the individual brokers. Dont go to a forex brokerage site expecting to learn how to successfully trade the forex, expect to learn how to enter trades, learn about what execution platforms they offer, order types, deposit and withdrawal procedures, charting systems customer service options, etc. 

Remember this is their job. it is not their job to give you a forex trading system that makes pips. brokers do not have any of this.

Charting Packages Provided By Brokers 
Some forex brokers have very low quality charting packages, some have charting packages that are functional to good, and some have outstanding charting packages loaded with incredible features at no cost just for opening an account with that broker. Some brokers go so far as to charge a monthly fee for their charts. This is not necessary even for a full time professional trader.

Remember if you trade through one broker who has great executions you can use the charting package from a different broker, this is not a bad thing, you have the best of both worlds. Get the best charting package you can and you can use the brokerage function on that account as well if your primary account is down for any reason

Higher end charting packages cool features like fresh crossover alerts on EMAs, trading off the charts, various alert systems, and full end user customization. 

The technical indicator packages provided to traders by brokers are the cause of millions of dollars in losses each week by forex traders. Technical analysis does not work and you will be frustrated for years if you try to use it. 

When selecting a charting package you should look for a platform that has 10-15 different timeframes so you can setup simple exponential moving averages for muitiple timeframe anaslysis. Multiple timeframe analysis works on the spot forex and should be your basic market analysis technique. Combine this with price alarm systems on most charting packages and you have many of the components of a winning system.

Currency Options Brokers 
When choosing a currency options broker always choose one that offers plain vanilla puts and calls, the same type traded on the stock market and commodities market. Any normal and customary options strategy like protective puts and covered calls can be utilized with the proper options broker. If anyone emails me at Forexearlywarning .com I will send you a free link to a short course on trading currency options for higher level forex traders and traders with options trading experience from another market.

Introducing Brokers 
An introducing broker is someone who takes a fee every time you trade. They have an agreement with one of the major brand named forex brokers to sell their brokerage services, they are a second layer of middleman.If you are working with a forex vendor or service provides and they "encourage you" to trade with them, 90% chance they are an introducing broker. Almost none of the IBs are upfront about this and is seems as if they are almost ashamed to be an IB, or at least they try to hide it. Trading through an IB is just like trading through a broker directly, the only difference is that the broker pays the IB, the client is not involved and there are no additional risks of trading through an IB. Once again be very upfront and ask questions and understand the profit motives of the person "encouraging you" to trade with them, because they likely dont trade at all !!

Many of the smaller IB firms are gone a few years ago because the NFA has put forth new requirements on the IBs simultaneously with raising the net capital requirements on the brokers. Some companies never have or never will be an introducing broker, and do not accept compensation from brokers, instead they pass the IB fees onto their clients in the form of rebates. Companies like this are few and far between and have rebate offers that are the best in the business.

So you have three choices. Trade with a primary broker, an introducing broker, or a vendor that rebates all of the IB fees to its clients. The best financial option for any trader is to trade with a vendor that rebates all of the IB fees to its clients, like Forexearlywarning.com. Over the long haul it puts more dollars in your pocket.

Questions for your broker:

Are you an IB or a primary broker??

What primary broker do you represent??

Forex Broker Ratings Websites 
There are around ten websites I have seen that attempt to rate forex brokers. If they allow comments from traders almost everyone on these sites are just complaining, mostly newbies and people losing money. They are of nearly no value and you really dont know if the people listing the complaints are legitimate customers.Alot of web terrorists. Also these sites are set up as IB websites and for google ad revenue. I have not found a high quality one yet.

Use this article for your broker selection criteria and if you believe you have a potential broker that fits you open a demo account and see if the broker has the features and executions you want and the platform is something you would like to keep. Plan on opening around ten different demo and real trading accounts before you get settled in. Then you will be an expert based on experience not the recommendation of an IB who has a hidden profit motive. None of these sites are independent.

High Volume Traders
Naturally, most brokers offer programs for institutional and high volume traders. If you have a very large or institutional account and you plan on trading a higher volume of lots on each trade contact your broker for special programs, checking for lot limits on executions and extra liquidity requirements, and slightly lower spreads. Most brokers have special platforms for traders like you.

Who Should I Use For Broker?? 
This is a classic example of a forex trader asking the wrong question, likely a newbie or scalper. Forex traders dont get the right information because they do not ask the right questions. Try this question instead:

What forex trading method works consistently for profitable trading?? 

If you get this question answered correctly your trading becomes somewhat insensitive to who your broker is, or at least less sensitive. If you have a trading method that works your account will grow with any broker. If you have a method that works your account will continue to grow even though you have not optimized your broker selection. 

On the other hand if you have a forex trading method that does not work you will lose your entire account regardless of the broker you choose. I don’t know who the best broker is for each trader, and that is not the point of this article. This article will help you to start asking the right questions to determine what is best for you based on the amount of money you have, success level, experience level, personal experience, and personal preferences.

How many brokers should I have??These days likely one primary account and one backup account to get all of the features, charts, executions, pairs, swaps, etc, etc you want.

Is there a perfect broker?? No, there is not a prefect broker with 100% insured accounts, 400:1 leverage, embedded options trading, every alert system in creation, guaranteed executions and stops, the best charting package and best rollovers/swaps, it doesn’t exist, stop dreaming. 

To get the majority of what you want you will probably need two brokers anyway. You can set up a live account with the minimum deposit and use the features of some brokers without actually trading here if you need to. Most traders will wind up with more than one broker anyway. You need to have a backup broker anyway in case one brokers platform malfunctions. Just set everything up the way you like and and stop worrying about it.

Summary and Conclusions
Be realistic about the brokers objectives versus yours, and their role. Be aware that brokers dont have systems that successfully make pips, its not their job. Be prepared to open up many demo accounts before you can have the minimum experience to trade real money and even reasonably discuss brokerage with other traders. Experience counts and their is no substitute for experience. Be an expert at forex brokerage ans use this article to get you started.
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