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Overview of the Forex market and how it works 
 

What is the Forex Market? 

The Foreign Exchange (Forex or FX) market is the largest and most liquid 
financial market in the world, where currencies are traded 24/5. It facilitates 
global trade, investment, and financial transactions by allowing participants 
to exchange one currency for another. The market operates through a 
decentralized network of banks, financial institutions, corporations, and 
retail traders. 
 

Key Features of the Forex Market: 

1. Decentralized & Over-the-Counter (OTC): Unlike stock markets, 
Forex is not centralized. Trading occurs electronically via a network of 
financial institutions, brokers, and traders. 

2. 24-Hour Market: Open 24 hours a day, five days a week, spanning 
major financial centers across different time zones (Sydney, Tokyo, 
London, and New York). 

3. High Liquidity: Trillions of dollars are traded daily, making it easy to 
enter and exit positions. 

4. Leverage: Traders can control larger positions with a small amount 
of capital, increasing potential profits (and risks). 

5. Volatility: Prices fluctuate due to geopolitical events, economic data 
releases, and central bank policies, providing opportunities for 
traders. 
 

How Forex Trading Works 

Forex trading involves buying one currency while simultaneously selling 
another. Currencies are quoted in pairs, where the first currency is 
the base currency, and the second is the quote currency (e.g., 
EUR/USD). The exchange rate tells how much of the quote currency is 
needed to buy one unit of the base currency. 
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Types of Currency Pairs: 

 Major Pairs: Most traded, including USD (e.g., EUR/USD, GBP/USD, 
USD/JPY). 

 Minor Pairs: Less liquid, exclude USD (e.g., EUR/GBP, AUD/NZD). 
 Exotic Pairs: One major currency with a developing market currency 

(e.g., USD/TRY, GBP/ZAR). 
 

Market Participants: 

1. Central Banks & Governments: Influence currency value through 
monetary policies and interventions. 

2. Banks & Financial Institutions: Facilitate large transactions and 
provide liquidity. 

3. Corporations: Engage in Forex for international trade and hedging. 
4. Retail Traders: Individuals trading through brokers using platforms 

like MetaTrader 4/5. 
 

Trading Strategies & Analysis 

1. Fundamental Analysis: Evaluates economic indicators (GDP, 
interest rates, inflation, employment data and geopolitical events. 

2. Technical Analysis: Uses price charts, candlestick patterns, and 
indicators (Moving Averages, RSI, MACD) to predict future price 
movements. 

3. Sentiment Analysis: Gauges market sentiment by analyzing trader 
behavior and positions. 
 

Forex Trading Sessions 

 Asian Session: Low volatility, dominated by Tokyo, Sydney. 
 London Session: High liquidity, overlaps with New York. 
 New York Session: Major movements, overlaps with London. 
 Overlap Sessions: Most volatile periods, best for day traders. 
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Forex Trading Risks & Considerations 

 Leverage Risk: High leverage amplifies both profits and losses. 
 Market Volatility: Sudden price changes can lead to unexpected 

losses. 
 Economic & Political Events: News releases can cause rapid 

market movements. 
 Broker Risks: Choosing a reliable and regulated broker is crucial. 

 

Conclusion 

The Forex market offers immense opportunities but requires proper 
education, risk management, and a well-defined strategy. Traders need to 
understand the market structure, apply effective analysis, and manage 
risks to succeed in this highly dynamic environment. 


