Lesson 8 - Parallel and Inverse Analysis

Parallel and Inverse analysis can be used 2 ways, to analyze the market, then for entry management. Her are the basic parallel and inverse groupings:

http://www.theforexheatmap.com/ 

lets review parallel and inverse basics.

http://www.flickr.com/photos/23993556@N02/ Parallel and Inverse Basics

What is a driver and what is a passenger?? Each currency pair has two sides, when one particular side of the pair within the basic groupings is consistently moving in the same direction, this is a driver. Its driving the market, the other pair is the passenger

http://www.flickr.com/photos/23993556@N02/ Switching Drivers

Throughout the trading week sometimes you can get a “slingshot effect” when a currency pair has a dual driver, ong group is strong and the other is weak.

Example….If the EUR is strong across the board and the JPY is weak across the board the EUR/JPY will “slingshot” and move higher at a much faster rate. Even a lower volatility pair will move pair will move at least 100 pips under these conditions.

http://www.theforexheatmap.com/
Do drivers and passengers switch places???? YES

Once again each currency pairs has two sides, so either side of the pair can be driving the movement. If you can identify what parallel and/or inverse group is driving the market you can successfully trade every day. When do the drivers switch??? They switch drivers during consolidations. Review slides again.

http://www.flickr.com/photos/23993556@N02/ Switching Drivers

An intermediate or longer term trend can be created by the dynamics of the market. As an example if the USD/JPY starts an intermediate to long term uptrend and continues through that trend. The driver could be the USD strength or the JPY weakness on a day to day basis because the market dynamics can change day by day. Very few traders, probably 1% can explain what a trend really is on the forex. This is because they do not understand parallel and inverse analysis. A trend is a long series of continuous market dynamics on both sides of the pair that favors one direction.

http://www.flickr.com/photos/23993556@N02/ Trend Dynamics

In a tight ranging market the drivers (market dynamics) change almost daily. One day the AUD is strong the next day the CAD is weak and the next day the USD is strong, etc. In a trending market the market dynamics change less frequently. 

This is why you should review the condition of the 20 pairs daily in your analysis routine and drill down the charts. You may not even trade some of the pairs you analyze but you will know what is going on in the market. As a trader that is your job, to know the condition of the market.

When you analyze the market always analyze pairs as a group, not individually. Analyze all of the USD pairs together, analyze all of the JPY pairs together. I a particular group is of pairs is all doing the same thing the market becomes a heck of a lot easier to trade. It is also very easy to spot choppiness. 

It will make a lot more sense when to stay in your trades, for example if you buy the AUD/CAD and the AUD/JPY and AUD/USD are also trending up make an effort to stay in for a longer period of time.

Entry management with parallel and inverse analysis. ---- After you analyze the market you write a trading plan, then set your price alarms, when the alarms go off parallel and inverse analysis can be used for entry management.

http://www.flickr.com/photos/22815639@N07/ Heatmap Examples With Indicators 

http://www.flickr.com/photos/14544898@N06/ Live Heatmap Tutorial Slides

This contains examples of when to get in, when to stay out, and when to look at another pair. The forex heatmap website has examples also. Remember that the forex heatmap is an entry management tool, nothing more, it does not analyze the market, it only verifies the entry.

99% of forex traders don’t even know what parallel and inverse analysis is, much less use it. I am asking everyone to become experts at parallel and inverse and use it to analyze the market and at the point of entry. 99% of forex traders will never realize the real profits of the market until they become experts at parallel and inverse analysis, it drives the entire market every day.
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