| FT@ TRADING & INVESTING

An Insider’s Guide to the Real World of
Forelgn Exchange Trading

Q}ﬁ?’slm

Peter Rosenstrelch

WISE PLC Exhibit 1018, Page 1




Lihran of Congn'ss Catalog :\'mnher: 2200221 (@Y7

I ithlislwr: Tilll \loone

Ewcuti\l - Editor: Jlll Bo\ll

Editorial \ssista 1: Kate K Strpliellson
\larketing \lanagn: \lartin Litkm,ski
Ilitt'rnatior lal \Ltrkt'ting \Ianager: Tim Calligan
(:mer Drsigikr: \lan <kl11(-Jits
\Llnagillg Editor: Giila Kanonsc
Project Editor: C:ltrish- Hackr-rd

(op_, Editor: (;,1\k Johllson

Indewr: Li"l Sl 1lpf

COlllpositor: Tollllan Creek Design
\L11111factming Hmrr: Dan L'llrig

] D 200S 1I\' Pearson Edllcatioil Tllc
| WY Prentice Hall SRS 1illg as Financial Tinws-Prenticr: 1lall
llpper Saddk RiHt. \p\'_fireY 07-Fi-,

Fillallcial TiHs-Pn nticP Hall offers 1-,cl'llent discounts 0111 is hook ,,hcilordered
il <hi,ntil\- for 11k purchases or special sales. For 1llor iiformatio 11. please contact
1'S. (:orporak and Cmemll wnt Sales. 1-\00-3ii:2-:3-t 1 J.

1-"tpsalrs (dpearsoiik cltgranp.coill For sales Ol itside the 1'.S. pl,-ase colltact

11k mational Sales at ilitcrnatiolllO'pearsoned.lull

(:ompam  and prodnct names 1lwnti<nlrd hensill an- tltc tradr'm.rks or n-gisll'rt'd
trelddcl11arb, of tltvir n-sprTti, <'m, ners.

Al rights resennL \:0 part of tltis hook Illa\" he rqlrodic((L in am &irlll or I\ am_
111,am. \\itl101 1t pernlissiOll in writing 0111 the pnhlisher.

Prlll<d il ti\(" I'nit<'d Statt's of .\rnerica
Tllinl Printing. J11h :2200h
NN H (1-1-6hYO-:\

P fN111 Edl 11-tio 11 LTD.

P, fN111 Edllcatio:l \mtralia PTY. Lilllikd.
F,-,,Nllt Ldllcatioll Singapore. Ptc. Ltd.
ITe,r,011 Edllcttioil"Vortli \sia. Ltd.

P, lisl11 Edllcatioll Cailada. Ltd.

P;r'111 lcllcaticnl de \!,-,il'o. S.\. de CY
Pe,1rst 111 Ed, 1catiol 1-J apan

I''aNnl Edm-atioll \!aL17~sia. Pte. Ltd.

WISE PLC Exhibit 1018, Page 2




24 FOREX REVOLUTION

and develop rich models, but that doesn’t fundamentally alter
the act.

Understanding this helps cut through the clutter, mispercep-
tions, and mystery that surround this market. Very little of what is
done in foreign exchange today is vastly different from how indi-
viduals have traded for thousands of years. The techniques and
tools have changed, but the simple exchange remains the same.

Because foreign exchange is in fact so old, it is important to
trace its roots, to explore how this market has evolved over the
millennia. Individuals—kings and emperors, traders and dealers,
common citizens and thieves—have employed all kinds of meth-
ods to use money and markets to their advantage. Their strategies
have resulted in success and disaster. But all contain examples and
lessons that will be helpful for the modern investor to understand
this market.

This chapter also looks at the nature of money, how it has been
used by different societies throughout history, and how its value

can fluctuate. What emerges is the story of a long struggle between

government and markets over who gets to control money—a strug-

gle that continues to this day.

Lessons of History

One of the most famous and vivid channels of foreign exchange
occurred along the fabled “Silk Road”—over which goods flowed
back and forth between Asia, the Middle East, and Europe. The
road started in Xian, a city in central China, and went by various
trails west. Centuries ago, traders prodded columns of camels
loaded with rugs, silks, and bags of aromatic spices that
Europeans needed to season their dishes and delight their palates.
Through the city’s alleys and in its open market spaces, goods
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CHAPTER 3 ¢ THrE HIisToRY OF FOREX (AND Wiy YOU StovLh CARE) 23

were inspected, values suggested, and deals struck. Money and
objects changed hands.

This kind of trade is the barter system, which is still the norm
in many parts of the world. However, the barter system had flaws.
For one, making individual trades was cumbersome and time-con-
suming. Each item had to be inspected and its worth determined
before haggling could even begin.

Two, it was inefficient. Goods didn’t always match up in value,
so bartering required an extensive number of items to make the
trade even. A bag of grain may not be exactly worth a lamb, so the
trader would have to add a bottle of wine to even things out. This
made things much more complex.

Three, the barter system could leave out vast parts of society.
What happens if the farmer wants meat but doesn’t need a pair of
shoes? The farmer trades his grain with the butcher. But the shoe-
maker, who needs grain as much as the butcher, is left out.

There is a solution to the problems of the barter system, and

many cultures developed it—currency.

The Roots of Modern Currency

Forget the idea that currency is a piece of colored paper with a pic-
-ure of someone famous on it. Paper money as it now exists is a rel-
atively new concept, and it probably won’t survive our lifetimes. In
cultural and historical terms, currency is something that any group
mutually recognizes as valuable.

For example, the Aztecs prized cacao beans, which were used
-0 make a delicious chocolate drink. Part of the beans’ value
derived from the fact that they were also practical. They could be
rransported relatively easily, were uniform, and made bartering sim-
sler. If a trade was uneven, a merchant could throw in a scoop or

-wo of beans.
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