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Margin Trading is a form of leveraged trading that allows traders to operate with capital exceeding

their available balance.

In margin trade activities, both potential profit and risk increase with the amplified capital. Exchanges

and brokers offer margin accounts to enable this service for traders.

What Is Margin Trading?

Margin Trading, or trading by margin, refers to borrowing funds from a broker or exchange and using

them to buy and sell cryptocurrencies, stocks, or other tradable assets.

Traders repay the borrowed amount on a specified date, along with the agreed interest.

Types of Margin Trades

Introduction to Margin Trading, Its Calculation Method, and Common Terminology
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Margin trades can be executed as long or short positions:

Long Position: Buying an asset using borrowed funds;

Short Position: Selling an asset or currency based on an anticipated price drop.

Margin Trading Calculations

The Margin Level is a key metric used for percentage-based margin calculations. It determines

whether a trading account qualifies to receive margin.

Formula for calculating Margin Level:

Leverage Concept in Margin Trading

In margin trading, leverage involves depositing a portion of the trade value as collateral—this deposit is

known as margin.

Margin is the difference between the total investment value and the loaned amount. Leverage refers to

the ratio between borrowed funds and the trader’s capital.

Example: With 3x leverage, a trader can execute a $3 trade for every $1 of personal capital. While

leverage increases potential profits, it also magnifies potential losses.

Margin Level = ​ ×
Used Margin
Total Equity

100

How to Calculate Margin Level in Percentage for Margin Trades
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Advantages and Disadvantages of Margin Trading

Using margin trading increases capital and thus amplifies both profits and risks. Below are more pros

and cons:

Advantages Disadvantages

Access to leverage Interest payments to the broker

Increased profit potential Risk of margin calls

Flexible repayment terms Higher chance of losses

Difference Between Margin, Futures, and Spot Trading

Margin, futures, and spot trades differ in financial markets:

Margin: Uses loans to buy/sell assets

Futures: No physical exchange of assets; only bets on future prices

Spot: Direct buying and selling of actual assets

In the table below, you can see a complete comparison of margin, futures and spot trading:

Feature Margin Trading Futures Trading Spot Trading

Nature of

Trade

Real asset trading using

broker/exchange loan

Contract trading

without physical

delivery

Real asset trading

Leverage
Limited, varies by

exchange/broker

Often high (100x or

more)
No leverage

Costs Interest and trading fees
Usually includes

transaction fees

Includes transaction

fees

Expiry Date
No fixed expiry, long-term

positions allowed

Perpetual futures often

have no expiry

No expiry due to

physical settlement

Asset

Ownership
Actual ownership of asset

Ownership of futures

contract

Actual ownership of

asset

Liquidity

Risk

Quick liquidation if price

drops

Rapid liquidation with

loss mitigation systems

Liquid if buyers and

sellers are available
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Use Case
Capital expansion for asset

fluctuation gains

Quick trades exploiting

price movements

Asset trading and

price fluctuation

benefits

Key Tips for Margin Trading

Engaging in margin trading requires awareness of crucial tips to avoid major losses:

Use trusted exchanges

Start with small capital

Begin with demo trading before going live

Understand different order types

Withdraw profits incrementally

Monitor interest and fees

Combine technical and fundamental analysi

Common Terminology in Margin Trading

Understanding these terms is essential for navigating margin trade platforms:

Minimum Margin: The deposit needed to open a margin account, varies by exchange/broker;

Initial Margin: A portion of the asset's purchase price paid in cash when trading;

Maintenance Margin: The minimum balance required post-trade; falling below this triggers a

margin call;

Margin Call: Triggered when account balance falls below maintenance margin, possibly closing

positions;

Liquidation: Forced closing of positions by the exchange/broker to reclaim the loaned amount;

Free Margin: The remaining funds in the account available for new trades or withdrawal;

Used Margin: Already allocated Capital for open trades;

Isolated Margin: Funds assigned to a specific position only;

Cross Margin: All positions draw from a shared margin pool.

Key Practices for Successful Traders Using Margin Accounts
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Best Crypto Exchanges for Margin Trading

Choosing a reliable crypto exchange is crucial for margin trading. Top exchanges include:

Binance

ByBit

HTX

LBank

MEXC

Best Brokers for Margin Trading

For stock market traders, selecting the best margin broker is essential. Criteria include security,

commissions, spreads, and platform:

IG Broker

Interactive Brokers

Saxo Bank

CMC Markets

TD Ameritrade

Conclusion

Essential Terms in Margin Trading (Margin Trade)

Leading Crypto Exchanges for Margin Trading Activities
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Margin Trading Tutorial PDF

Click to download Margin Trading Tutorial PDF
Download PDF

FAQs

What is Margin Trading?

It refers to borrowing money from a broker/exchange to buy and sell assets like cryptocurrencies or
stocks.What are the types of margin trades?

They include long (buy) and short (sell) positions.

Why is margin trading risky?

Because increasing capital through leverage also increases potential losses.

Who should use margin trading?

Professional traders who apply advanced risk and capital management.

What is a margin call?

Occurs when account balance drops below a threshold, leading to position closure.
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