FOREX is an Interbank market where currency price moves based on the flow of money around the world..

Either from Risk appetite or Risk aversion….and unfolds in waves of Optimism and Pessimism (
EURUSD  studies (this is a work in progress just sounding things out and learning in the process) (
 (found at cftc.gov) Chicago Mercantile Exchange
http://www.cftc.gov/marketreports/commitmentsoftraders/index.htm
COT reports: EURO futures contracts Commercial
Long: 80,283   Short: 143,118    

So short sentiment.

(3 month Eurodollars futures are short too---LIBOR)

We learn to understand the difference between larger
more “significant” time frames and when we truly have price movement in smaller time frame setups..

(EURUSD should be relatively opposite DXY our “filter” – this is called a negative correlation.
Daily chart below
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So the previous picture was Daily and tells us the over all more significant structure.

Now we check out the 60 min, to find out how the waves are unfolding. Also since the COT reports (Commercial-because businesses rely on knowing about future exchange rates to survive in the GLOBAL economy…and seem to have the best researchers and analysts)   (
Here is the 4 hour which to experts consider very telling of market sentiment

(The power of 4 hour…1st wave n a pullback…..ha…ha….love to Fam…)

(To those who haven’t heard the first wave n a pullback…it’s a song we are writing

About Forex trading….when we know more we can put it together ()

Here we remember that the widest leg of a triangle does not have to be wave a….

We will find out what happens here….the plot thickens….ha…ha…. (
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    So in the previous picture, we think a triangle is forming, and we remember that wave a does not have to be the widest leg, and we will wait for the pattern to unfold….if it does…we are learning here… ( How about our smaller time frames? Like 15 min….we need our more significant time frames to communicate sentiment….it can be confusing thinking that the 15 min has already ended a triangle, when it’s really a continuing consolidation or to Elliot wavists….a “combination or terminal” or something… (
We are learning….as price unfolds we will learn….
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O.K. so lets go through some Fundamentals…their so fun..tha mentals….ha..ha… :-)

So our LIBOR-OIS spread chart
Here’s one from Bloomberg…

http://www.bloomberg.com/apps/quote?ticker=.LOIS3:IND
we are interested in this because the difference between Interbank interest rates (LIBOR) fixed on a daily basis by the Brittish Bankers Association based on a filtered average of good credit banks around the world (larger loans- from 1 day to 1 year maturity) and
OIS which is the average daily interest rate paid by banks who decide to “swap” loan terms…..ex: fixed for a variable interest rate  (two banks enter into a contract to swap terms) 
This spread between LIBOR and OIS tells is about the sentiment between LIBOR and what the bank researchers are really finding going on regarding interest rates in the world…(
The tighter credit is the higher the spread of LIBOR-OIS (LIBOR than  is usually higher considering the credit worthy banks that BBA averages) this means that banks are shoing concern….this means risk averse…..remember that USD is considered “safety”, so crisis in the market showed in higher global interest rates should reflect in the Dollar index (DXY).
So the lower the LIBOR-OIS spread, the lower the risk (risk appetite)

Generally this is a way to understand the Flow or Money going on in the Forex market. Unless a country’s central bank needs to “intervene” to boost or lower a currency’s value for inflation or general economic policy reasons (ex: Japan relies on exports so, low interest rates allow the currency to have less value and invite other countries to use strong buying power to purchase all the cool automobiles and c.d. players and Transformers and Hello Kitty stuff…   (….
When listening to central bank announcements we can  try to understand whether the sentiment is to raise or lower interest rates, and inflation rate is a good gauge… 

(CPI and PPI too) This is why “event based volatility” happens when central bank announcements are made. 

(this is when price moves as a reaction to announcements)
The Fed meets 8 times a year to set interest rates for a more stable economy. (Monetary policy…Expansionary is lowering interest rates to fight unemployment and Contractionary raises interest rates to deal with inflation)
The representative may say “well we are going to help strengthen the currency” …which will mean higher interest rates translate to less borrowing (more costly to do so), and thus less money in the system.
http://www.investopedia.com/university/inflation/inflation3.asp

We understand an investor’s risk appetite or risk aversion as the condition of the flow of money between investment safety (USD—T-bills, CHF, and JPY) and BRIC (Brazil, Russia, India and China)
When global interest rates rise, we expect JPY to fall, and the interest rate differential will widen.

Risk appetite and risk aversion are our wave principle manifestations of swings from optimism to pessimism and the cycle goes on n on…..

Here is a link to world interest rates, so we can monitor the

Risk appetite and risk aversion.

http://www.fxstreet.com/fundamental/interest-rates-table/
Correlations (
Also we remember that USD, CHF and JPY are known as safe currencies. (JPY too because interest rates stay low) CHF has high positive correlation with gold , and GBP and CAD has good oil reserves
http://quotes.ino.com/chart/?s=NYMEX_CL.Z10.E
(ino.com has DXY  the dollar index which tells us about dollar strength --- risk aversion means a flight to “safety”…T-bills….and flows out of other higher interest rate investments in BRIC equity  markets)

Here is an article on correlations

http://www.fx360.com/commentary/kathy/2371/the-strongest-forex-correlations.aspx
(This compares 1 month and 12 month so good article ()
Monthly time frame
So we can check EURUSD and USDCHF as negative correlation. (moving opposite)
Wow USDCHF  against AUDUSD which confirms that gold has positive correlation with CHF and AUD.

Here’s one…. USDCAD vs. AUDUSD has high negative correlation.
AUDUSD and the S and P 500 have a very high positive correlation.

NZDUSD high positive correlation to AUDUSD
Positive correlation :  EURUSD and EURJPY





   GBPUSD and EURUSD





   AUDJPY and CHFJPY

Negative correlation : EURGBP and USDCHF

So here is an example of USDCHF the exact opposite since JUNE 2010…EURUSD was in a zigzag and now forming what we think is a triangle after a wave 2 zigzag where waves a and c show “equality” now…so we are expecting some sort of top? Well if the correlation between EURUSD and USDCHF is true then we will have a wave 2 in USDCHF.
Daily chart USDCHF 10-24-2010 
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Remember the market is open Sunday night to Friday night.

Daily EURUSD

[image: image6.png]2010  Feb  Mar Apr May _ Jun Jul Aug Sep. Oct
\ARBRRARA AR AANALI ARANARRS ARRANA WUAANRA RARARD AENRAN AAASRNRS ALARAAR) ARRSRSRS BB B T
EMA(EUR/USD.Close, 10): 1.38955

137]

=

T
7 N\ T e e
o510 T R R T S ST B T T T o
—
I < ||
0.500 1.35004 L ) Iy 2 | ‘
HH 0 i
ol ]
082 131128 A A

0.236 1.26332 Confirming Sth wave extension

T b -
]\\b s a J’H ) 0

11/27/2009
ATR(EUR/USD, 14)

03/01 04/07 05/14 06/22 07/29 09/06 10/13

1805

measures market volatilty

111

1.5000

1.4500

B

1.3500

1.2500

1.2000





Here is an article on interest rates
http://www.investopedia.com/articles/forex/08/interest-rates.asp

