Introducing the MUNDO -The Global Currency Index
(ICU – International Currency Unit)

Introduction

The Mundo is a synthetic global currency index invented by Forex trader Michael Archer in 2001 to facilitate his own trading. It is analogous to the S & P 500 and Dow Jones Industrial Average in securities. It can serve similar functions to Forex traders as a benchmark, for numerous analytical studies in conjunction with individual pairs and in concert with traditional indicators such as moving averages and relative strength.
The Mini-Mundo

To begin and for the sake of simplicity, we will define the Mini-Mundo as the unweighted average of the four most heavily traded currency pairs in Table 1: 
	EURUSD
	GBPUSD

	USDCHF
	USDJPY


Table 1
The rules to calculate the present value of the Mini-Mundo are quite simple:
First, the USD must be the quote or second currency in the currency pair. Therefore the reciprocals of both the USDJPY and the USDCHF must be calculated (divide the exchange rate into “1”).

USDCHF = 1.2393
CHFUSD = 0.8069
USDJPY = 117.23
JPYUSD = 0.008530
Next, all pairs must be converted to their pip values. Multiply the EURUSD, the GBPUSD and the CHFUSD by 10,000:

EURUSD Pips = 12753
GBPUSD Pips = 18872
CHFUSD Pips =  8069 The JPYUSD currency pair is special because of its wide parity rate. Multiply it by 1,000,000:

JPYUSD Pips = 8530 
Now add the total number of pips:

12753  +  18872  +  8069  +  8530  = 48224
Divide the sum of the pips by 4:

48224 / 4 = 12057
To convert from number of pips to the Mundo exchange rate, divide by 10,000:

10487 / 10000 = 1.0487
The author continues to refine the algorithm to smooth out the small discrepancies from using 
reciprocals and wide parity differentials.
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          Mini-Mundo OHLC Bar Chart

Differential Charts – A Simple Mundo Analytic
The most basic method for using the Mundo in conjunction with component pairs is the 

differential chart. Differentials would be the natural starting point for relative strength studies.
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Mini-Mundo Differential Chart (EURUSD)
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Mundo Differential Chart (GBPUSD)
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Mundo Differential Chart (CHFUSD)
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Mundo Differential Chart (JPYUSD)

Transitivity and Equilibrium

The premise of the differential chart is based upon transitivity, the crucial element in arbitrage which relies on the equilibrium formula to keep all currency pairs in balance with each other. The simplest form of transitivity occurs in triangular arbitrage which involves exactly three currencies in Table 2.
EURUSD  =  EURGBP  x  GBPUSD

An example of equilibrium involving all five major currencies is:

EURUSD  =  (EURGBP / GBPCHF)  x  (CHFJPY / USDJPY)

Note that each single currency appears exactly twice in the formula above.
Transitivity

The differential chart is experimental and still requires thorough testing. One observation is that when the scaled major currency pair exceeds an arbitrary number of pips above the scaled Mundo currency, an upward trend is indicated. The converse appears true for a downward trend also. 
Leader/lagger relationships (also called dominance and dependence) may also be detected by the use of the Mundo differential charts. The possibilities for further study are numerous as the astute reader can see.
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	USD Major
	Line Style
	Close

	GBPUSD
	Dots and Dashes
	275

	EURUSD
	Solid Line
	248

	CHFUSD
	Dots Only
	81

	JPYUSD
	Dashes Only
	-82


Composite Differential Oscillators

FOREX Beta

An important tool used by stock analysts is called the beta coefficient. A stock’s beta is a measure of the performance of a single stock against the performance of the overall stock market. Mathematically, the beta coefficient of a stock called XYZ is a ratio and can be expressed in Table -3 as:

	Beta( XYZ ) = Slope of XYZ Stock  / Slope of Overall Market


FOREX Beta
The slope of the single stock and the slope of the overall market are determined by performing an ordinary least squares linear regression of each over the same period of time. If that stock increased by a value of 12% while the overall market only increased in value by 10% during the same time period, then the stock’s beta would be 1.2.

This statistic assists the investor in the selection of a security based upon the investor’s predilection to the risk/reward factor. Typically, stock beta values range from 0.5 to 1.5 or higher. High betas imply greater risk/reward while low betas indicate that a particular stock is moving laterally and not keeping up the fluctuations of the overall market.
To calculate the Forex beta of the EURUSD pair, we use the following formula in Table 4:
	Beta( EURUSD ) = StdDev( EURUSD ) /  StdDev( Mundo )


Table 4 - Calculating FOREX Beta

A running calculation of this statistic using streaming data informs the Forex day trader which currency pairs are showing the highest volatility relative to the whole spot currency market. This identifies the pairs with the highest risk/reward factor. The order of these pairs may change throughout the day as central banks around the world open and close.
The following table illustrates the current standard deviation and beta coefficient for each of the ten currency pairs.

During this period analyzed, the Mundo exhibited a standard deviation of 352.70 pips (or 3.53 US cents).
	Currency
	Std Dev
	Beta

	EURUSD
	802.61
	2.28

	GBPUSD
	745.48
	2.11

	CHFUSD
	570.65
	1.62

	JPYUSD
	570.19
	1.62

	NZDUSD
	506.27
	1.44

	AUDUSD
	437.44
	1.24

	Mundo
	352.70
	1.00

	CADUSD
	253.73
	0.72

	NOKUSD
	124.65
	0.35

	DKKUSD
	109.26
	0.31

	SEKUSD
	94.43
	0.27


Mundo Standard Deviation

Thus, when compared to the Mundo, the EURUSD showed the highest beta coefficient and therefore carries the greatest risk/reward factor. In other words, for the time period examined, the EURUSD was 2.28 times more volatile than the average of all ten spot currency pairs.
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ICU/USD

The first aspect to note is that the Mundo has a lower parity rate than the USD, roughly 53 to 67 US cents. Secondly, slight changes in the same price direction in the ten underlying currency pairs may cause an exaggerated price change in the Mundo. This phenomenon is also partially due to the use of reciprocals in six of the currency pairs; a skew the author is currently considering in a new Mundo algorithm.
Clearly, money management, risk analysis and portfolio allocation are also areas open to Mundo analytics.

The Full Mundo
For the purpose of this study,  we will arbitrarily define the prevailing price of the Mundo is as the arithmetic average price of the ten most frequently traded major and minor USD currency pairs. 
	EURUSD
	AUDUSD

	GBPUSD
	NZDUSD

	USDCHF
	USDSEK

	USDJPY
	USDNOK

	USDCAD
	USDDKK


Full Mundo Components
All pairs are treated with equal weight which means six of the pairs must be adjusted so that the USD is the quote currency. Using the same rules given above, we sum the most recent values of these ten pairs and divide by 10 to calculate the current price of the Mundo.
The author has taken the liberty of giving the Full Mundo the symbol of ICU (International Currency Unit).
Volatility

Volatility is another important trading concept. We can now use an analogous coefficient to compare the volatility of a single currency pair to the volatility of the overall Forex market as described in terms of the volatility of the Mundo. 

Rather than using the ratio of the slope of a single currency pair and the slope of the Mundo, we will use the standard deviation of each instead. We can justify this change because of a major difference in the trading philosophies of stocks and spot currencies. Nearly all stock traders use a ‘buy and hold’ strategy in which they hope that their investment will more than better the current inflation rate over long periods of time. Thus stock traders hold a long position in their trades and, in non-leveraged positions, they own the shares of stock outright. 

Spot currency traders, on the other hand, are not buying shares in a corporation or a mutual fund. They feel equally comfortable on either side of a currency trade, long or short. A Forex trade is, in fact, the simultaneous buying of one currency while selling another currency. Spot currency traders (particularly scalpers) may initiate a long trade, follow a 5-minute rally, liquidate the long position at its peak and then initiate a short position in the same currency pair and follow that security’s decline to the next valley.

Therefore, spot currency traders are not particularly interested in the long-term slope of any currency pair. Instead they are more interested in the number of significant peaks and troughs that occur during their trading sessions. The standard deviation is therefore employed in our model for Forex beta; other models suggest themselves for further research including the author’s Market Environment (ME) methodology. 
The Future of the Mundo
The Mundo may have significant analytical and forecasting prospects for the trader. The above categories are meant only to pique the trader’s interest. The author believes relative strength studies of the Mundo against individual component pairs has especial promise.
The Mundo should also interface well with various methodologies for using FX correlation.

Mundo Software

A Mundo program for the MetaTrader platform the author developed, fxMUNDO encourages the trader to use a vast array of indicators to study the Mundo. Additional Mundo-based indices and analytical tools will be offered as add-ons soon.
Mundo Prices

The author’s website, www.goodmanworks.com offers more information on the Mundo including a Mundo Webcast. The Mundo price is updated daily on the GoodmanWorks homepage.

Trading the Mundo

Finally, the author hopes to encourage a FOREX broker-dealer or spread-betting firm to offer trading in the Mundo as a real-time trading instrument in the near future.
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