Lesson 24  -   The Domino Effect
One or two currency pairs in an individual currency group move first in either of the two trading sessions and then the remaining pairs in the same group follows them in the same direction. The remaining pairs follow in the next trading session or possibly the next day.
When the first pair or pairs move its like the first  domino falling. When the other pairs in the same individual currency group follow the first pair its like dominoes lined up next to each other falling and knocking each other over. Each currency pair is a domino because you have leading and lagging pairs and their movement cycles.
The domino effect is hard to explain and understand for almost all forex traders. To my knowledge this is the only article about this subject, but it occurs weekly on the forex. This is not necessarily bad because  the highest level of forex traders can sink their teeth into it and be challenged by going deep into their forex knowledge and experience.
One problem with writing this article is putting into words exactly what I see in the charts and movement cycles that occur daily in the spot forex. It is important to find the next “first domino” in a sideways or choppy market, because this is how new trends can form. There is an example of this below.
The other problem is that 99% of forex traders do not use the methods we use at Forexearlywarning.com so very few forex traders, if any, would even want this knowledge.  They do not know what they NEED to know.
Having a deep understanding of parallel and inverse analysis and multiple time frame analysis is a prerequisite for trying to understand the domino effect. Less than 1% of forex traders even use these techniques. You wind up knowing more and more about something that less and less traders could understand or even begin to try to envision. So this article has a highly limited audience.
But we will give it a shot anyway in an attempt to show veteran traders who have a  deeper understanding of our methods as to the reasons why currency pairs move.
What Causes the Domino Effect To Occur ??
It occurs because the forex market is efficient, the largest and most efficient market in the world. More things happen on the spot forex in one day than the entire New York Stock Exchange in 90 days. The spot forex is such a massive market. All news items worldwide, political and economic, price levels,  and market movements are known to everyone, nothing is hiding and everything is priced in for retail and institutional traders.
The inefficiencies that occur in the forex daily must balance out at some point because the market is so large and efficient. When the first domino falls, if you can spot it, then the other currency pair movements will follow.
Forex Traders Miss A Lot of Things
Trader 1 – Wow look at that pair move !
Trader 2 – I wonder why that pair moved ??
Trader 3 – What pair is that ??  The CAD/CHF is a pair ?? Why would anyone trade that ??  I only trade the Euro.
Trader 4 – I see why that pair moved and I traded it profitably. Now I am pretty sure these other pairs will move next.
With trader 1-3 its the same old thing, scalping the EUR/USD with technical indicators and inability to see the larger picture due to having blinders on. Trader 4 is an experienced “domino” trader
Trader 4  is  unemotional, logical, and  pensive and takes the exact same information and leverages it for current profit and potential future profit. This is the exact same information that traders 1-3 saw and derived nothing from it. No pips and no increase in knowledge.
However, 99% of forex traders are stuck looking at one or two pairs with ineffective technical indicators.  They will never see the entire forex market as a series of dominoes, even though the charts are right in front of them on their computer screen. They cannot see the larger picture, only because they are not looking or not willing to look. The information is clearly available to them as well as any other trader.
Drilling down the charts on many pairs with multiple time frames and looking at many pairs movements daily on The Forex Heatmap ™ may help to bridge the gap and help any forex trader to understand how the dominoes fall.
Domino Effect Example Number 1
The situation is that all of the JPY pairs are oscillating in large ranges over ten day cycles. They are currently stalled at support and the expectation is for them to start to oscillate back to the upside.
AUD and NZD news comes out in the Asian session and then the AUD/JPY and NZD/JPY start to move up first.  Later in the European session the GBP/JPY,  EUR/JPY and CHF/JPY follow, and in the US session after the CAD news,  the CAD/JPY follows the other JPY exotic pairs to the upside.
The JPY exotics continue higher, then finally the next day the USD/JPY follows it up in last place, the last domino to fall. By recognizing this we are now introducing some level of predictability to the forex market, it now becomes plausible to predict movements. All of the JPY exotics go up and USD/JPY lags and follows them up last.  If you miss the first domino its still not too late to make pips.
Things like this happening are somewhat predictable as the inefficiencies in the market worked themselves out. The JPY weakness starts with some pairs and it spreads to others. Very logical. This example is for weakness in the JPY and the associated exotic pairs, but it happens weekly in all 8 major currency groups.
Domino Effect Example 2
The EUR/USD and GBP/USD rise, and also the USD/CHF  and USD/CAD fall in the main trading session. Later that day there is an AUD news driver in Asian session and the AUD/USD  rises after the news. The inefficiency once again  is corrected by the market, and the USD weakness finally hits all of the USD pairs.
Domino Effect Example 3
Support and Resistance and the Domino Effect
The EUR/USD and AUD/USD break important resistance and also during the same trading session  the USD/CAD and USD/CHF also break through to new lows. The GBP/USD is sitting at resistance, what happens next?? The next and final domino falls,  and during the next trading session the GBP/USD breaks through its resistance and “catches up” to the rest of the USD pairs based on USD weakness.
The inefficiency is corrected by the overall efficiency of the forex market and it occurred with some level of predictability. How much intelligence does this take to spot ?? None. Just thorough analysis with a set of very simple free trend indicators.
Domino Effect Example 4
All of the CHF pairs are moving sideways and somewhat choppy and directionless. The CHF/JPY breaks to the downside and is clearly moving. When you notice the move it seems odd.
What happens next ?? I dont know but at some point if the CHF/JPY continues down either alot of pairs will move based on either JPY strength or CHF weakness.  You don’t quite know at this point in time.
If you evaluate the market at this point you will start to increase your odds substantially in trying to detect which group of pairs will move next. You have likely found the first domino but you do not know what domino or dominoes will fall next, you just narrowed down your choices to various CHF or JPY pairs.
Information like this helps me to set price alarms to detect movement to assist in creating the Second Opinion trading plans at Forexearlywarning.com, and to spot new trends or potential new trends.


Trends and the Domino Effect
Spotting the first or first and second domino to move is important because in a non-trending market the first domino could initiate a new trend or series of trends in one or more pairs.  This is very powerful and since The Forex Heatmap ™ will spot every move on the market it is now your ally to find the next domino, along with complete market analysis.
How to Get Better at Spotting The Domino Effect
Full time traders should look at the whole market every day with multiple time frames and many pairs and it will start to make sense.  When you see a market movement that creates an inefficiency, take note of it and remember that at some point it will correct itself.  The Forex Heatmap ™ displays intraday movements and potential inefficiencies as well because once again you are looking at the entire forex  market. Be observant.
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