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How to Use Leverage Wisely in CFD
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CFDs have become a popular method for bringing people who enjoy financial markets up close
without necessarily owning the asset. Another attractive but dangerous aspect of using
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leverage in CED trading. it magnifies the gains significantly when properly used and,
unfortunately, becomes a source of grievous losses when misused.

Thus, the present article seeks to help beginners how to use leverage in trading responsibly
to safeguard capital.

Learn more about trading basics at tradewill.com

v/ TIP: Approach leverage with caution and respect—it can multiply your profits but also amplify
your losses. Start with a thorough education before putting real money at risk.

Understanding Leverage in CFD Trading

Leverage in CFD trading can be conceived, for the simplest part of it, as controlling a position
vastly bigger than what the money in your trading account will afford, using margin, which is a
fraction of the total trade, to do that.

For instance, with a leverage ratio of 10:1, one can control $10,000 worth of any asset without
having it on their account, but it costs them only $1,000 as initial capital. However, it also needs
to be understood that profits and losses are calculated on the full position value and not on just
the margin amount since capital is reduced to much lower levels than in traditional trading.

How to use leverage in CFD trading?

High Leverage Low Leverage

Allows control over larger Reduces risk by controlling
positions with less capital smaller positions with more
but increases risk of capital.
significant losses.

In brief, it means you borrow capital from your broker to open bigger positions. Because of that,
any price changes will have a much more severe impact on your trading account, positive as
well as negative.

Margin Requirements and Leverage Ratios

A trader must know margin requirements as well as the leverage ratios to use leverage
effectively. Margin requirements are a percentage of the total trade value that must be deposited
to open a position.

Margin requirements may differ based on:
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Type of asset being traded

e \olatility in the market
e Policies of the broker
e Regulatory requirements

v/ TIP: Choose your stop-loss type based on market conditions and your risk tolerance. In
volatile markets, paying extra for guaranteed stops may be worth the additional cost.

CFD trading has this form of a leverage ratio: the ratio between total position value and required
margin. The common ratios include:

e 1:5 (needing the 20% margin)
1:10 (10% margin)
e 1:30 (needing roughly 3.33% margin)

What you deposit as margin is security against loss, which, at the end, when the position closes,
is generally refunded to you unless the loss incurred goes beyond the amount of your initial
deposit.

The CFD Leverage Risks and Rewards

The charm of leverage lies in its ability to create greater returns, while CFD leverage risks and
rewards go hand in hand. Here is a situation:

You invest $500 as margin with a leverage of 1:5 to control $2,500 worth of shares. When the
share price rises by 10%, your profit comes to $250, or $2,500 x 0.10, which means a 50%
return on your $500 margin—more than five times the return without leverage.

However, if the price falls 10%, you would incur a loss of $250, or 50% of your initial margin.
The loss would be magnified, which is the risk of leverage.

Furthermore, traders should be aware of margin calls. This happens when the equity in your
account falls below what is required for the maintenance margin level, thereby causing your
broker to call for more funds or close your positions to minimise further losses without any bad
benefit.



Understanding Leverage Risks in CFD Trading
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v TIP: For every trade, calculate both your potential profit AND potential loss before entering.
Never risk more than you can afford to lose, regardless of how confident you feel about a
position.

How to choose the right leverage ratio?

You will find that broker offer you different leverage ratio for CFD trading, and each carries
specific implications:

Higher leverage builds potential for huge profits from tiny price changes, but that equally
translates to huge losses through margin calls.
Lower leverage protects you from potentially huge losses but restricts your profit expectations.

The leverage you can access depends on:
e The underlying asset (major currency pairs carry higher leverage limits, since they are
more liquid and less volatile)
e Different jurisdictions' regulatory restrictions
e Your level of trading experience and account type

The Australian Securities and Investments Commission (ASIC) has implemented product
intervention measures limiting leverage ratios for retail clients.
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Adhering to a few best practices will help novice traders effectively use leverage in trading. If
one is to enable effective leverage for trading for beginners, a few principles should be followed:

1. Establish a Defined Trading Plan

A trading plan is an extensive document and should include:
e Set financial goals
e Entry and exit strategies
e Risk tolerance for each trade
e Familiarity with the specific market being traded

2. Trade Small

Beginners should practice using a smaller leverage ratio, such as 1:5 or 1:10. Doing so will help
you comprehend market moves as well as the effects of leverage while exposing you to less
risk.

3. Follow the 1% Rule

Keep your risk for each trade small. The majority of professional traders abide by the 1% rule,
they will never risk more than 1% of their total capital on any one position to stay clear of
overexposure.

4. Use A Demo Account First

Using leverage with CFD trading should first be exercised on demo accounts. This gives you
first-hand practice of leverage and builds your confidence without putting you at financial risk.

5. Leverage must be aligned with strategy

It's not about maximising your leverage ratio but aligning leverage levels with your trading
strategies, risk appetite, and available capital. A conservative approach often works sustainably
for long-term success.

CFD Trading Strategies with Leverage

The different CFD trading strategies with leverage can be applied:



Day Trading
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Day trading is the act of opening and closing trading positions within the same trading day to
generate small intraday price fluctuation profits. For instance, a trader may apply leverage of
1:10 on a currency pair to gain from very small price movements throughout the day.

Swing Trading

Swing trading is maintaining a position for days to some weeks to benefit from more significant
price movements. Moderate leverage, for example, 1:5 on a stock CFD, may be worked on to
capture an anticipated short-term trend.

News Trading

It is the utilisation of price fluctuations near major economic or corporate announcements. A
trader may, for example, use a 1:15 leverage on a stock CFD based upon earnings
announcement, hoping for a sizeable price reaction after an announcement of earnings.



Hedging

Employ leverage in strategies for hedging by opening offsetting positions to cover current
investments. Consider, for instance, an investor who has a long-term position in a particular
stock and uses leverage to short-sell a CFD on the same stock to minimise the risk of possible
loss during a decline, albeit short-lived.

The level of leverage that you employ, thus, should be weighed up very scientifically or
judiciously, depending on the timeframe of your strategy and the volatility of the underlying
asset. Short-term strategies with higher volatile markets might consider slightly increased
leverage, with sound risk management principles always applied alongside it.

Leverage Strategy Based on Timeframe and Volatility
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v/ TIP: When using CFDs for hedging, calculate the correlation between your primary position
and the hedge carefully. Use just enough leverage to offset your risk without creating new

exposure



Essential Risk Management in CFD Trading

Effective_risk management in CFD trading becomes imperative when using leverage to
safeguard your capital. Several critical techniques help to minimise the possibility of losses.

Position Sizing

Find out the size of trade to choose, as well as an adequate amount of capital to allocate for
each trade. This will usually not go above 1-2% of total trading capital.

Management of Margin Calls

Be aware of the margin call conditions and establish a proactive plan for dealing with them,
such as keeping cash on hand or closing positions at predetermined levels.

Diversification: From one market to the next

While diversification may reduce risk when taking positions in assets from different classes,
beginners with limited financing must learn one market well before venturing elsewhere.

v/ TIP: For beginners, mastering one market before diversifying is safer than spreading yourself
thin. Quality of knowledge trumps quantity when it comes to leveraged trading.

Risk-Reward Ratio

Assessing the risk-reward ratio must become an unwavering habit: always favour potential profit
over loss (preferably with a ratio of 1:1 or more).

And remember, in leveraged trading, risk management is not just about limiting losses; it is
about preserving capital so that you can put it to good use in future trading opportunities.

Importance of the Stop-Loss Order

Stop-loss orders in CFD trading are indispensable in managing leveraged positions in CFD
trades. A stop-loss order closes a position automatically at a price level predefined by the trader
to limit losses ensuing from market movements against you.

v TIP: Never enter a leveraged trade without a stop-loss in place. Consider the cost of stop-loss
orders as an essential insurance premium protecting your trading capital.

Types of Stop-Loss Orders
There are many types of stop-loss orders; among them are:
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Basic stop-loss: It will simply close a trade at a set price for you.
Guaranteed stop-loss orders (GSLOs): Some brokers may offer GSLOs for a fee. The
trade will be guaranteed to close at the specified price regardless of huge gaps in the
market.

e Trailing stop-loss: This type of stop-loss will adjust itself automatically as the price
moves in favour, helping to lock in profit while limiting risk.

When determining where to place stop-loss orders, consider market volatility and your trading
style to set appropriate levels that admit some normal price fluctuation while remaining
reasonably close to the entry price.

After all, in leveraged trading, stop-loss orders are of primary importance because a seemingly
tiny price movement against the position may take away a large percentage of the margin put
up. It becomes an automated safety net that shields the trader from emotional decision-making
that might lead to disastrous consequences on one's account.

Conclusion: The Balanced Approach of Novices

CFD trading for beginners should be all about the knowledge of leverage—how it works, its
advantages, and its inherent dangers. Be respectful of leverage; it can be a powerful tool, but it
requires lifelong commitment to learning.

Begin with a lower leverage ratio; outline a solid trading plan, and make risk management the
utmost priority while navigating the hurdles of this market. These, along with reduced but
persistent use of stop-loss orders, for sure will certainly provide very vital levels of protection for
traders' capital against more severe circumstances when market volatility goes overboard.

v/ TIP: Success in leveraged trading comes from consistency and discipline, not from
occasional big wins. Commit to continuous learning and treat your trading journey as a
marathon, not a sprint.

Today, Make Your First Step

The journey begins with practice, perhaps without pressure, for successful CFD trading. Open a
demo account today and put leverage mechanics to the test without risking any of your money.
Try various strategies, learn how margin requirements work, and build confidence for your
real-market trading.

Remember, those who use leverage most successfully are not those who do so indiscriminately;
rather, those who employ leverage intelligently and with responsibility.



Ready to get started on your path?_Open a free demo account now to use these leverage
principles in practice!
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