
Trading Foundations
MODULE 1:  UNDERSTANDING FINANCIAL MARKETS



Disclaimer

No one should
consider the information disseminated by TWP to be personalized investment
advice, a recommendation to buy, sell or hold any investment, an offer (or a

solicitation of an offer) to buy or sell any investment, or the provision of
any other kind of advice that would require TWP to register as a broker-dealer,
investment adviser or 
similar entity. No one associated with TWP is authorized
to make any representation to the contrary.
TWP provides information that its
customers may use to make their own 
investment decisions.

However, any customer
will be responsible for considering such information carefully and evaluating
how it might relate to that viewer’s own decision to buy, sell or hold any

investment. Such decisions must be based on that customer’s individual and
independent evaluation of his or her financial circumstances, investment
objectives, risk 
tolerance, liquidity needs, family commitments, and other
factors, not in reliance on any information obtained from TWP.

Statements by any person (whether
identified as associated with TWP or any other entity) represent the opinions
of that person only and do not necessarily reflect the 
opinions of TWP or any
other person associated with TWP.

It is possible that any individual
providing information or expressing an opinion on any TWP program may hold an
investment position (or may be contemplating holding an 
investment position)
that is inconsistent with the information provided or the opinion being
expressed. This may reflect the financial or other circumstances of the
individual or 
it may reflect some other consideration.

Customers of TWP
programs and consumers of its content should take this into account when
evaluating the information provided or the opinion being expressed.
Although 
TWP strives to provide accurate
and reliable information from sources that it believes to be reliable, TWP
makes no guarantees as to the accuracy, completeness, timeliness, 
or
correctness of any such information.

TWP makes no guarantee or promise of any
kind, express or implied, that anyone will profit from or avoid losses from
using information disseminated through TWP.
All 
investments are subject to risk of
loss, which you should consider in making any investment decisions. Customers
of TWP programs should consult with their financial 
advisors, attorneys,
accountants or other qualified professionals prior to making any investment
decision.

The risk of loss in trading options and
futures can be substantial. You should therefore carefully consider whether
such trading is suitable for you in light of your
financial 
condition. The high degree of leverage that is often obtainable in
options and futures trading may benefit you as well as conversely lead to large
losses beyond your initial 
investment. Past results are not indicative of
future results. No representation is being made that any account will or is
likely to achieve profits similar to
those shown.
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Financial Markets - Overview
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 Definition and Classification of Financial Markets

Capital Markets: Deal with the trade of long-term financial instruments, 
including stocks and bonds.

Money Markets: Focus on short-term borrowing and lending, involving 
instruments like Treasury bills and commercial paper.

Example:

Definition: Financial markets refer to platforms or systems where buyers 
and sellers trade financial instruments, such as stocks, bonds, 
commodities, and currencies.
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Capital Market:   The New York Stock Exchange (NYSE) facilitates the trading of stocks, 
allowing companies to raise capital by selling shares to investors.

Money Market:  The London Interbank Offered Rate (LIBOR) represents the interest rate 
at which banks lend to each other in the short-term money market.



 Distinction Between Primary and 
Secondary Markets

Primary Market:  

Secondary Market:  

Example:

Involves the issuance of new securities by companies or governments.

Investors buy directly from the issuer.

Involves the trading of existing securities among investors

Prices are determined by market supply and demand.
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Primary Market:  When a company goes public through an initial public offering (IPO), it 
issues new shares to investors.


Secondary Market:  After the IPO, those shares can be bought and sold on the 
secondary market, such as the NASDAQ.




 Overview of Organized Exchanges and Over-the-Counter 
(OTC) Markets

Organized Exchanges:  

Physical or electronic platforms that facilitate the trading of standardized financial 
instruments.

Instruments may be customized, and transactions are typically bilateral.

Over-the-Counter (OTC) Markets:


Decentralized markets where trading occurs directly between two parties without a 
centralized exchange.

Instruments may be customized, and transactions are typically bilateral.

Example:
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Organized Exchange:  The Chicago Mercantile Exchange (CME) is an organized exchange 
facilitating the trading of futures and options contracts.


OTC Market:  In the foreign exchange market, banks engage in OTC transactions 
directly with each other rather than through a centralized exchange.




Key Financial Instruments
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Key Financial Instruments

1 Stocks:  Ownership in companies, 
dividends, and voting rights.

2 Bonds: Debt securities, interest 
rates, and fixed-income 
investments.

3 Commodities: Physical goods as 
trading assets.

4 Options: Contracts granting the 
right to buy or sell assets at a 
predetermined price.

5 Futures: Contracts obligating the 
purchase or sale of assets at a 
future date.

6 Forex (Foreign Exchange): Trading 
currencies in the global 
marketplace.



Primary Functions of Financial Markets
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Facilitation Process:

Financial markets act as intermediaries connecting investors seeking avenues for investment with 
businesses and government entities in need of capital.

Investors provide funds through various financial instruments, and these funds are channeled to 
businesses for expansion, research and development, or government projects.

Investor-Business Relationships

Investors become stakeholders in the success of businesses, contributing to economic development 
and job creation.

Governments can secure funding for infrastructure projects, public services, and other initiatives.

Example:

A technology startup raises capital by issuing stocks in an initial public offering (IPO). The funds 
garnered from investors are used to develop new products, hire employees, and fuel company growth.
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Facilitating the 
Flow of Capital



Market Dynamics:
Price discovery is a continuous process driven by the interaction of buyers and sellers in the 
financial markets.

Supply and demand dynamics, influenced by market sentiment and fundamental factors, 
contribute to the determination of asset prices.

Transparency and Efficiency:
Transparent pricing ensures that assets are valued fairly, reflecting all available information.

Efficient price discovery allows investors to make informed decisions based on the most up-to-
date market prices.

Example:
In the real estate market, the price of a property is determined through the 
interaction of buyers and sellers. Factors such as location, demand, and economic 
conditions contribute to the fair market value.

©2022 Proprietary and Confidential. All Rights Reserved. 11

Price Discovery: 
Determining Fair 

Market Value



Definition of Liquidity:
Liquidity refers to the ease with which assets can be bought or sold in the market without 
causing significant price fluctuations.

Liquid markets provide participants with the ability to enter or exit positions with minimal 
impact on prices.

Market Depth:

Liquid markets have sufficient depth, meaning there are enough buyers and sellers to 
accommodate large trades without significant price changes.

Illiquid markets may experience greater price volatility and larger bid-ask spreads.

Example:
The stock of a large, well-established company is often highly liquid, with a high 
volume of shares traded daily. This liquidity allows investors to buy or sell shares 
without affecting the stock's price significantly.
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Liquidity Provision: 
nsuring Smooth Buying 

and Selling



Hedging Strategies:
Financial markets provide instruments like options and futures that allow participants to 
hedge against potential losses.

Hedging involves taking positions that offset the risk of adverse price movements in other 
investments.

Diversification as a Risk Management Tool:
Diversification involves spreading investments across different assets, classes, or 
geographic regions to reduce risk.

Investors can manage risk by holding a diversified portfolio.

Example:
An airline company may use futures contracts to hedge against the volatility of 
fuel prices. By locking in a set price for fuel in the future, the airline can mitigate 
the impact of rising fuel costs.
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Risk Management: 

Allowing Participants to 
Hedge and Manage Risk



Global Market Integration
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Exploration of Global Interconnectedness

Interconnected Financial Markets:

Globalization of Trading:

Example:

A U.S. investor can easily buy shares of a Chinese company listed on the Hong Kong Stock Exchange 
through an online brokerage platform, showcasing the interconnectedness of global markets

Global market integration refers to the interconnection of financial markets worldwide.

Financial instruments and transactions are linked across borders, creating a seamless flow of capital.

Investors can trade assets listed on various international exchanges.

Advances in technology have facilitated cross-border transactions and increased market 
accessibility.
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Economic Indicators and Global Markets

Influence of Economic Data:

Central Bank Policies:

Example:

The announcement of interest rate decisions by the U.S. Federal Reserve can lead to fluctuations in 
currencies, bond yields, and equity markets around the world.

Economic indicators, such as GDP growth rates and trade balances, have a profound impact on 
global markets.

Changes in economic conditions in one country can affect the performance of markets worldwide.

Monetary policies of major central banks influence global interest rates and currency values.

Decisions by central banks, like the Federal Reserve or the European Central Bank, can lead to global 
market volatility.
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Cross-Border Investment Flows

Portfolio Diversification:

Emerging Market Opportunities:

Example:

A European pension fund may allocate a portion of its portfolio to invest in emerging market equities to 
capture growth potential not readily available in developed markets.

Investors seek diversification by allocating assets across different countries and regions.

Cross-border investment flows contribute to capital mobility and portfolio risk management.

Investors may target emerging markets for potential growth opportunities.

Capital flows between developed and emerging markets impact asset prices.
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Summary

Financial markets, through their primary functions of capital allocation, price 
discovery, liquidity provision, and risk management, play a fundamental role in 
fostering economic growth, ensuring fair and efficient markets, and allowing 
participants to navigate the complexities of financial risk.

These functions collectively contribute to the stability and functionality of the 
broader economic system.
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