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The following is our monthly correlations update for January. As we have previously mentioned, correlations between different currency pairs shift over time, therefore it is of utmost importance to regularly follow changes in correlation. We have also included the 3 month and 1 year correlations to give traders a better sense of historical trends and added 6 month trailing correlations as further confirmation of the correlation results. 

In order to be an effective trader, it is also important to understand how different currency pairs move in relation to each other. There are a few reasons why this is significant, but most importantly, it allows traders to understand their exposure. That is, having a portfolio that consists of the EURUSD and NZDUSD is different from having a portfolio that consists of the EURUSD and USDCHF. As indicated in the tables below, over the past six months, the EURUSD has had a strong positive correlation (+0.94) with the NZDUSD and a strongly negative correlation with USDCHF (-0.85). Therefore having a long EURUSD and long USDCHF exposure would generally lead to negated or nearly zero profit or losses because when the EURUSD rallies, USDCHF will sell off the majority of the time. Of course, these two currencies have different pip values, so the P/L may not be exactly zero. On the other hand, holding long EURUSD and long NZDUSD exposure is similar to doubling up on the position since the correlation is so strong. Furthermore, we can tell from our tables that correlations shift with time. Although the EURUSD and GBPUSD have had a strongly positive correlation over a longer-term basis (ie. 6 months and 1 year), the correlation has not been as prevalent over the past month (-0.18). Having this knowledge will allow traders to effectively diversify and manage their portfolios. 

Shifts such as these can be partially explained by changes in the severity of monetary policy or changes in unique domestic conditions. For the UK, their sharp shifts in monetary policy bias towards the possibility of lowering rates has prompted carry traders to rush out of long GBPUSD trades, exacerbating the movements in the currency pair and causing a breakdown in its correlation with the EURUSD. 

Regardless of your trading strategy and whether you are looking to diversify your positions or find alternate pairs to leverage your view, it is very important to keep in mind the correlation between various currency pairs and their shifting trends. 


FX Correlations (data as of 01/03/05) 


[image: image1.png]USDAPY | EUR/USD | AUD/USD | GBP/USD | NZD/USD | USD/CHF | USD/CAD

1 Month 089 039 054 097 091 073

3 Month 0.95 0.90 0.93 087 097 0.90

6 Month 0.90 084 067 073 093 0.74

1 Year 0.73 0.78 0.48 069 0.62 058
GBP/USD | EUR/USD | AUDMUSD | USDAPY | NZD/USD | USD/CHF | USD/CAD

1 Month 093 044 054 081 087 071

3 Month 096 088 0.93 088 095 0.8

6 Month 071 0.62 067 035 0.76 031

1Year 0.64 049 0.48 061 063 063
NZD/USD | EUR/USD | AUD/SD | USDAPY | GBP/USD | USD/CHF | USD/CAD

1 Month 092 038 097 081 093 076

3 Month 094 096 087 0.88 0.92 0.93

6 Month 0.90 091 073 035 033 071

1 Year 087 077 069 061 071 0.80
USD/CHF | EUR/USD | AUD/SD | USDMPY | GBP/USD | NZD/USD | USD/CAD

1 Month 098 037 091 087 093 0.16

3 Month 0.99 0.95 097 0.95 0.92 096

6 Month 0.97 091 093 0.76 033 0.10

1Year 091 045 0.62 063 071 0.80
USD/CAD | EUR/USD | AUDUSD | USDAPY | GBP/USD | NZD/USD | USD/CHF

1 Month 086 042 073 071 076 0.16

3 Month 0.96 0.98 0.90 0.88 0.93 096

6 Month 0.89 0.90 0.74 031 071 0.10

1Year 0.80 047 058 063 0.80 0.80

Date EUR/USD_|AUD/USD[USD/JPY[GBP/US D[NZD/USD|USD/CHF [USD/CAD|

12/0372003 - 06702/2004] 6m Ti 078 | 058 | 047 084 | 093 | 071
1/02/2004 - 07/02/2004] 6m T 075 | 058 | 004 086 | 081 | 0.5
{08/02/2004 - 02/03/2004] 6m T, 066 | 051 | 087 086 | 074 | 060
[13/04/2004 - 09/02/2004] 6m T, 008 | 022 | 064 069 | 088 | 063
P4/02/2004 - 10/02/2004] 6m T, 085 | 074 | 047 084 | 092 | 081
[15/04/2004 - 11/03/2004] 6m T, 085 | 074 | 047 084 | 092 | 081
6/03/2004 - 12/03/2004 6m Trailing | 096 | 090 | 0.71 090 | 097 | 089
Average | 070 | 061 | 064 083 | 088 | 0.4





  

