Forex Market Correlations

Introduction
A market correlation is a mathematical equation that describes how individual trading instruments, markets or domestic or international markets move in comparison to each other.  An individual currency or currency pair also has correlations to other currencies or pairs.
Correlations are always in the range of -1.00 to +1.00. A negative reading suggests that one instrument consistently moves up while the other moves down.  Conversely a positive reading suggests there is a tendency for the instruments move together in the same direction or move in tandem. A correlation coefficient very close to 0.00 means there is no correlation. Correlations may vary considerably over different time periods. The 1 day correlation could be negative and the 6 month correlation could be positive between two markets or instruments.
Example General Financial Correlations
Individual US stocks versus US stock market index
US stock market index versus US Bond Index
US Dollar versus gold
US Dollar versus oil
US stock market index versus international stock index
Example Forex Correlations  
Australian Dollar versus Gold
Canadian Dollar versus Oil
Euro versus British Pound – any combination of two single currencies (variable correlation)
US stock market index versus JPY exotics (negative correlation)
This knowledge would be helpful to any trader who has mutual funds, commodity mutual funds, commodity traders, stock traders, and to some extent forex traders.
However if you have no knowledge of any of this you can still trade the forex using a trading plan, knowledge of the primary trend and The Forex Heatmap ™, following no outside markets. The forex market is much larger than the other markets anyway. The forex is 10,000 times bigger than the US stock market.
If various markets are in synch the markets are generally trending, if the markets are out of synch where the short term correlations are the opposite of the long term correlations you can have a non trending or choppy market
But once again if you know none of this you can still trade the spot forex just fine. Just drill down the charts daily with multiple time frame analysis and use the heatmap on your entries for short term or long term entries and you will be fine.
This material was presented to acknowledge the relationships between the forex and other markets if you want to go deeper into this just go to wikipedia and do some web searches and start overlaying charts of various markets. This is your choice but don’t expect more pips.
The forex is the largest and most efficient market and trading it does not require this outside knowledge. It just extra financial knowledge for those of you who want to go deeper into the subject.
 

