Understanding Margin Calls and When Trading
Positions Are Liquidated

What is a margin call and how does it work?

In leveraged trading, a margin call is a demand from a broker or exchange for a trader to
deposit additional funds or securities to bring a margin account back to the required minimum
level. This happens when the account's equity falls below the maintenance margin due to
adverse price movements in open positions. Essentially, it is a risk-management tool that
protects both the trader and the broker from further losses.

When you open a margin account, you borrow money from the broker to trade larger positions
than your cash balance alone would allow. The broker requires a minimum amount of equity,
the margin, to stay in the trade. If the market moves against your position, your equity shrinks.
Once it drops below the maintenance threshold, the broker issues a margin call. You then have
a limited time, often 24 to 48 hours, to deposit more cash or acceptable securities. If you fail,
the broker can liquidate your positions to cover the shortfall.

This process is central to trading margin risk. Many retail traders underestimate how quickly a
margin call can arrive, especially in volatile markets. Understanding the mechanics helps you
prepare and avoid forced liquidation.

Key terms you need to know

To grasp when and why a trading position gets liquidated, you should be familiar with a few
core concepts. These terms appear in every margin account agreement.

* Free margin, the unencumbered cash or equity in your account that is not tied up as
collateral for open positions. It is the amount you can withdraw or use for new trades.

e Used margin, the portion of your account balance currently held as collateral to
support open positions. It changes as prices fluctuate.

¢ Margin level, the ratio of your account's current equity to the total value of your open
positions, usually expressed as a percentage. A margin level of 100% means your
equity equals the required minimum.

e Stop out, a term used in forex and CFD trading for the automatic closure of positions
when the margin level drops to a critical point, often below 20% or 10%, depending on
the broker.

Each of these plays a role in determining whether you receive a margin call or face immediate
liquidation. The margin level is the key metric to monitor because it tells you how close you are



to the danger zone.

When does a margin call happen?

A margin call occurs when the value of your collateral falls below the broker's required
maintenance margin. For example, if you buy $10,000 worth of stock on margin with a 50%
maintenance requirement, you must maintain at least $5,000 in equity. If the stock's price
drops, your equity falls. Once it dips under $5,000, the broker issues a margin call.

Several events can trigger a margin call:

e Sharp price declines in the underlying asset, such as a stock, commodity, or currency
pair.

e Increased volatility that causes the broker to raise margin requirements for certain
instruments.

e Changes in your overall portfolio risk, such as opening additional leveraged positions
that reduce your free margin.

Brokers may also issue a margin call if you fail to maintain the account's minimum equity for
other reasons, such as withdrawing cash or securities that reduce the collateral. The specific
conditions are spelled out in your margin agreement, so reading it carefully is essential.

When can a trading position be liquidated?

Liquidation of a trading position happens when a trader cannot meet a margin call within the
given time frame. The broker then closes some or all open positions to recover the loaned
funds. This is not a decision the trader makes; it is an automatic or forced action by the broker
to limit losses.

Liquidation can also occur without a prior margin call if the account's equity drops so low that
the broker's internal risk controls trigger an immediate stop out. This typically happens in fast-
moving markets where prices change faster than the broker can issue a margin call. In such
cases, the system automatically closes positions to prevent a negative balance.

Another scenario is when the margin level falls to the broker's stop-out level, often set at 10%
or 20% of the position's value. At that point, the broker has the right to liquidate without further
notice. This is common in forex and CFD trading, where leverage can exceed 30:1. A small
price move can wipe out the entire equity, leaving the broker exposed.

It is important to understand that liquidation is not punitive. It is a protective measure. The
broker wants to avoid a situation where the trader's losses exceed the deposited margin, which



would create a debt the trader must repay. By closing positions early, the broker limits potential
damage to both parties.

How to manage trading margin risk

Managing trading margin risk requires discipline and awareness. Here are practical steps
traders can take:

First, always keep a buffer of free margin above the maintenance requirement. If your broker
demands 50% maintenance, aim to keep your equity at 60% or higher. This cushion absorbs
small market moves without triggering a margin call.

Second, monitor your margin level regularly, especially during volatile market hours. Many
trading platforms provide real-time margin level indicators. Check them before and after
placing trades, and set alerts if your platform allows.

Third, diversify your positions. Putting all your margin into one highly leveraged trade on a
single asset increases the risk of a stop out. Spreading exposure across different instruments
and lower leverage can reduce the likelihood of a margin call.

Fourth, understand the broker's liquidation policy. Some brokers liquidate the largest position
first, others the smallest, and some use a first-in-first-out approach. Knowing this helps you
anticipate which positions might close first in a crisis.

Finally, have a plan for funding a margin call quickly. Keep funds accessible in a linked bank
account or maintain a cash reserve in the brokerage account. Delaying a deposit can result in
unwanted liquidation at bad prices.

For more educational content on finance and investment topics, readers can explore resources
at wartaidn.com. The site covers a wide range of subjects including business, investment, and

daily life issues that help traders and investors stay informed.

The role of unrealized loss in margin calculations

An unrealized loss is a paper loss on an open position that has not yet been closed. It reduces
your account equity even though you have not sold the asset. In margin trading, unrealized
losses count against your free margin and lower your margin level. This is why a position can
be underwater on paper long before you decide to close it.

Brokers calculate your margin level using the current market value of open positions. If the
market price drops, the unrealized loss increases, and your equity shrinks. You do not have to
sell for the loss to affect your margin status. The broker sees the position at risk and may
demand additional collateral or liquidate it.


https://www.wartaidn.com/2026/09/memahami-leverage-dan-margin-pedang-bermata-dua-dalam-trading.html

Understanding this dynamic helps you make better decisions. For example, if you hold a
position with a large unrealized loss, you might choose to close it voluntarily before the broker
does. This gives you control over the exit price and avoids the surprise of a forced liquidation
at the worst possible moment.

Final practical advice

Margin trading offers the potential for amplified gains, but it also magnifies losses. A margin
call is not a failure; it is a signal that your risk exposure has exceeded your available equity.
Responding quickly and rationally can prevent a bad situation from becoming worse.

Always read the fine print in your margin agreement. Know the maintenance margin, the margin
call deadline, and the stop-out level. Test your broker's process with a small trade to see how
margin calls are communicated and how fast liquidation happens.

By staying informed and managing your trading margin risk carefully, you can use leverage
effectively without being caught off guard. For ongoing education and updates on financial
topics, wartaidn.com provides relevant news and insights that support informed decision-
making in trading and investing.



