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Major Currency Pairs

The Titans of Trade: Understanding Major Currency Pairs in Forex

The foreign exchange market, or Forex, is the largest financial market globally, where ftrillions
of dollars are exchanged daily. At the heart of this bustling activity are the Major Currency
Pairs, often referred to as the “Majors.” These pairs form the foundation of Forex trading for
many, from beginners to seasoned professionals. This article provides an essential guide to
understanding these Forex Majors, their characteristics, and why they hold such a central
position in the world of currency trading.

What are Major Currency Pairs?

Major Currency Pairs are those that include the US Dollar (USD) paired with one of the other
most frequently traded and liquid currencies in the world. The US Dollar's dominant role as the
world’s primary reserve currency and its involvement in the vast majority of global trade
transactions underpins its presence in all major pairings.

The commonly recognized Major Currency Pairs are:

EUR/USD (Euro / US Dollar) — Nicknamed “Fiber”

USD/JPY (US Dollar / Japanese Yen) — Nicknamed “Gopher” or sometimes “Ninja”
GBP/USD (British Pound / US Dollar) — Nicknamed “Cable”

USD/CHF (US Dollar / Swiss Franc) — Nicknamed “Swissie”

AUD/USD (Australian Dollar / US Dollar) — Nicknamed “Aussie”

USD/CAD (US Dollar / Canadian Dollar) — Nicknamed “Loonie”

NZD/USD (New Zealand Dollar / US Dollar) — Nicknamed “Kiwi”

These pairs represent some of the largest and most influential economies globally, making
them the most traded currencies.

Key Characteristics of Forex Majors
The Forex Majors share several distinct characteristics that contribute to their popularity:

e High Liquidity: This is their most significant attribute. Due to the enormous daily
trading volume in these pairs, there are almost always buyers and sellers available.
This high liquidity ensures that traders can generally enter and exit positions quickly
and efficiently, even with substantial trade sizes.

e Tight Bid-Ask Spreads: A direct benefit of high liquidity is narrower bid-ask spreads.
The spread is the difference between the buying and selling price of a currency pair
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and represents a primary transaction cost. Tighter spreads mean lower costs for
traders.

¢ Lower Relative Volatility (Generally): Compared to minor (cross-currency) pairs and
exotic pairs, the Majors often exhibit smoother and somewhat more predictable price
movements. While they can certainly be volatile, especially during significant economic
news releases, their deep liquidity tends to absorb shocks better than less-traded pairs.

e Extensive News Coverage and Analysis: There is a wealth of readily available
information, news updates, economic data, and technical/fundamental analysis from
numerous sources for these USD currency pairs. This aids traders in their research
and decision-making processes.

e Greater Predictability (Relatively): Due to the extensive analysis and participation,
major pairs sometimes follow technical patterns and react to fundamental news in a
more ‘textbook’ fashion than less liquid pairs.

Why are Major Currency Pairs So Popular for Trading?

The characteristics mentioned above make trading major pairs appealing for several
reasons:

¢ |deal for Beginners: The high liquidity, tighter spreads, and abundant educational
resources make Majors a common starting point for those new to Forex trading.

e Lower Transaction Costs: Reduced spreads mean that price movements don’t need
to be as large for a trade to become profitable.

e Accessibility of Information: The ease of finding relevant news and analysis helps
traders stay informed.

e Suitability for Various Trading Styles: Whether a trader is a scalper, day trader,
swing trader, or position trader, the liquidity and diverse movement characteristics of
the FX Majors can accommodate various strategies.

Factors Influencing Major Currency Pairs

The value of Major Currency Pairs is influenced by a confluence of factors related to both the
US economy and the economy of the counter-currency:

e Economic Data Releases: Key indicators such as Gross Domestic Product (GDP),
inflation rates (e.g., Consumer Price Index — CPI), employment figures (like the US Non-
Farm Payrolls — NFP), retail sales, trade balances, and manufacturing/services
Purchasing Managers’ Indexes (PMIs) from both economies involved.

¢ Central Bank Policies: Interest rate decisions, monetary policy statements, forward
guidance, and press conferences from the US Federal Reserve (Fed) and the central
bank of the other currency (e.g., European Central Bank (ECB), Bank of Japan (BoJ),
Bank of England (BoE), Reserve Bank of Australia (RBA), Bank of Canada (BoC),
Reserve Bank of New Zealand (RBNZ)) are critical drivers.

* Global Risk Sentiment: The USD often acts as a “safe-haven” currency. During
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periods of global economic uncertainty or geopolitical instability, demand for the USD
can increase, impacting all USD currency pairs. Conversely, in “risk-on”
environments, currencies like the AUD and NZD might strengthen.

e Commodity Prices (for AUD/USD, USD/CAD, NZD/USD): The Australian Dollar,
Canadian Dollar, and New Zealand Dollar are often referred to as “commodity
currencies” because their values can be significantly influenced by the price
movements of key export commodities like iron ore, base metals (AUD), oil (CAD), and
dairy products (NZD).

e Political Stability and Geopolitical Events: Significant political developments,
elections, or geopolitical tensions in either the US or the country of the counter-
currency can lead to volatility.

A Quick Look at the Individual Forex Majors

¢ EUR/USD: The most traded currency pair globally, often seen as a barometer of EUR
vs. USD strength.

e USD/JPY: Known for its high liquidity and often influenced by risk sentiment and
interest rate differentials; the JPY is a traditional safe-haven.

e GBP/USD: “Cable” can be quite volatile, heavily influenced by UK economic data and
Bank of England policy.

e USD/CHF: The Swiss Franc is another traditional safe-haven currency, making this pair
sensitive to global risk appetite.

e AUD/USD: Often moves with commodity prices and risk sentiment, influenced by the
Australian economy and RBA policy.

e USD/CAD: “Loonie” has a strong correlation with oil prices due to Canada’s
significant oil exports.

e NZD/USD: “Kiwi” is also influenced by commodity prices (especially dairy) and RBNZ

policy.
Conclusion: The Core of Forex Trading

Major Currency Pairs are undeniably the backbone of the Forex market, offering unparalleled
liquidity, tighter spreads, and a wealth of information for traders. Their characteristics make
them a popular choice for many, particularly those new to currency trading. While trading
major pairs presents a more stable and accessible environment compared to minors or
exotics, it's crucial to remember that all Forex trading involves substantial risk. A solid
understanding of market dynamics, coupled with robust risk management strategies, remains
essential for anyone looking to trade these most traded currencies successfully.
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