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PRESIDENT'S ADDRESS

This year has marked some major achieverments for our
Association,

Our membership base has continued to grow as well as the

levels of services that we are now able to provide. These
includeprominentspeakersfromaround Australia andoverseas
guest speakers, an expanding technical video library for
members, discounts on selected seminars, and a richly
informative newsletter.

News just to hand is that our successful campaign to host the
next available IFTA conference has paid dividends for our
nomination as host city for 1995. This will be a tremendous
opportunity forus all tomeet with fellow analysts and traders
from around the globe, exchange views and ideas, and extend
a warm Aussie welcome of course.

We will be releasing the results from our Data Survey early
next year. It has been circulated to all known data providers in
Australia. Thepurposeofthe survey wastocollectinformation
relevant to analysts to determine a suitable source of market
data, and enable new traders to view the options available.

Many traders and analysts have been attempting to pick tops
onour localsharemarketinthe past 12 months, shorting nearly
every MINOR timae and price square. Whenthe time is ripe for
a top, the opportunity has then passed to those in ‘tune’.
Darwinoncesaid that the most effective life forms blended into
their environment and adapted to changing conditions. We
must also adapt to changing market conditions and become
part of the frend oncea MAJOR squaring has been identified,
and follow through when confirmation is established. In this
way atrader can leamn to SEE, and guarantes his own success
and survival.

Oneofthegreatest lessons L havelearned over the years trading
themarketsisto“‘externalise”anyhopes, fearsand expectations,
and maintain a high level of ACTIVITY. Youneed to MAKE
things happen. The removal of fear can only occur when we
face the dangers constantly. Through this process will comea
level of UNDERS TANDING, one that will open doors foryou
that you once thought were locked or non-existent.

Wishing vouand your families a prosperous, richly rewa.rdmg,
and peaceful Chnstnas holiday.

Charles Balas
President.

WELCOME |

- Welcome to the following new members:

Mr Lawrence Hulse Greensborough ViC
MrJames  Mc Gregor  Point Piper NSW
Mr John Den Hollander Sydney NSW
MrMichael Slaughter Moe . VIC
Mr Andrew . Masson New Lambton NSW
Mrlouis  Kovan Deec Why NSW
MrDavid  Jackson French'’s Forest NSW
MsMarcia Capel Grays Point NSW
Mrlvars . Bergamanis Warrandyte VIC
MrME Braithwaite Melbourne vic
Mr Ben Wells Glenoric NSW
Mr Simon  Jackson Sydney NSW
MrPhillip  Smith Sydney NSW
Mr Collie  James Kew VIC
Mr Ross Druitt North Rocks NSW
Mr Gracme Bibby Birmingham Gdns NSW
MrBruce  Bamard Auckland NZ

" VIDEOTAPE LIBRARY

The ATAA is building up a collection of videotapes that wili be
available for members to borrow.

Currently twelve tapes are available:

“What it Takes fo be a Great Trader” Thisis an address given by

_“Stochastic” .

Jack Schwager to the US Market Technicians Association. It is

based on the observations he made when compiling his popular
book “Market Wizards”. The tape was reviewed in our January
1993 Newsletter on page 38.

“Technical AnalysisinJust 32 Minutes” by Dr, AlexanderElder,
a professional trader, teacher of technical analysis and practising
psychologist. The tape provides abroad introduction to technical
analysis. It includes basic chart patterns, trendlines, support and
resistance, computerised analysis, trend following indicators (focus
on moving averages) and much more. The tape was reviewed in
our September 1993 Newsletter on page 28. '

“MACD and MACD-Histopram” MACD measuresthe intensity

-of buliish or bearish pressure and helps you trade in the direction
of the dominant market group. Divergences. between MACD-
Histogram and prices identify important tops and bottoms.

_ One of the most popular technical indicators,
Stochasticidentifies shori-term tops andbottoms. It helpsyoufind
buying points in upirends and shorting points in downirends.

“Relative Strength Index (RSIY”  RSI confirms trends and helps
to forecast their reversals by measuring closing prices, which are
the most important prices of the day. You learn RSI trading rules
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and hear comments by professional traders.

“Directional” This systemanswers twoessential questions: Isthe
market in an uptrend, a downtrend or a trading range? Ifitisin
atrend, isitmoving fast enough to warrant using a trend following
method? Directional also helpsyou catchvery youngbull markets.

“Williams%R” Thissimple, butpowerful indicator measuresthe
power of bulls and bears to close prices near their edge of the daily
range. It belps you decide when to pyramid winning positions,

. “ElderRay” Thisnewindicator shows whetherbullsor bearsare
in control and whether they arebecoming stronger orweaker. You
canuse Elder Ray as a stand alone system, or as a pin point entry
technique with many other systems.

“TripleScreenTrading System™ Howtocombineoscillators with
trend following indicators, so that their negative features cancel
each other out, while their positive features remain undisturbed.
How to analyse markets in more than one time frame and find
better trades. This is Dr Alexander Elder’s own trading method,

“Dav Trading with Gerald Appel” Gerald Appel shows how he
trades S&P500 futures, but stresses that his methods do not apply
to other markets and longer time frames. His technique is based

on channels, tick volume, spreads between S&P futures and cash

and other factors.

These videotapes are in VHS format and are available for loan to

ATAA members free of charge. You are only asked to pay the

postage (maximum $2.80) and packing (No 1 Awustralia Post
padded postbag 75 cents) to return them promptly when you have

finished watching them.

We lend these videos on a first-come-first-served hasis and
maintainawaitinglist. Thevideosare posted toyouas soonas your
turn comes around.

Inorderthat the maximumnumber of members may take advantage
of the library, you are asked to view the video tape and return it
within one week., Members consistently taking too long to return
video tapes maybe dropped to the end of the waiting list for further
borrowings.

While we will place you on the waiting list for more than one video
tape, you will only everbe sent one atatime, Itis administratively
too complex to record orders of preference when asking to be
placed on the waiting list for several videos. Eachone will be sent
to you when your turn for it comes around.

Forthelasteight videotapes, availability of which were announced
at the Sydney October meeting, special conditions were applied to
ensure an orderly distribution. All requests made at that meeting
were selected randomly for placement on the waiting lists. In
addition, no one requesting a video tape at that time will receive
a second tape until everyone has received at least one tape.
Interstate members who telephone Colin Nicholson before the
 15th of December will be added to this list so that they too will
- receive one of their choices before those at the Sydney meetmg
receive a second tape.

If you would like to borrow any of the videotapes, contact Colin
- Nicholson at Sydney meetings or on (02) 436 1610, to be placed

on the waiting list.

. INTERNATIONAL MARKETS

TECHNICAL DANGER SIGNALS FLASHING

" Like many other technical analysts, I did not expect the world’s
stockmarkets to expand into the bubble of recent weeks. In fact I
thought that it was possible for reversals to occur during my
absence overseas in September/October. However, now that sharp
rises have taken place, the scene is set for sharper reversals than

" would haveordinarily been the case. The probability forimminent

correction is high,

I'have included the table of my investment model which indicates
strong signs of change in bonds and stock indices and indications
of higher short term interest rates internationally. The model is
based on similar techniques to that of my falk to the AT.AA

Sydney in April {See Newsletter July 1993). ROC represents rate

ofchangeascalculated by myFIRMROC method. RARIrepresents

the multiple of my weighting percentage of indicators and SPEC _
ROC. DOUBT/OPPOS indicates that moving averages and ROC

signals are not in alignment, DOUBT 50/0 indicates markets in
which my weighting is less than 50% and/or ROC is less than +
zero. You might recall that my speculative parameters were 65%
+/-10). SOB does not stand for Son of a Bitch, but Short term Over

Boughtasmeasuredby CutlerR.S.Ion weekly data. Similarly, SOS
is not the international distress signal, but the Short term Over Sold
signal. Iam reluctant to take new positions when markets, witha
volatility above 1.0 are overbought or oversold. The plus/minus
signals on SOB/SOS indicate that the markets are retreating from
overbought/oversold levels, so that reversals are ither under way
orimminent. The CL sign represents a cluster signal on the weekly
averages, whichhasbeenexplained, at Sydney meetings, anumber
of times by Dawn Bolton-Smith ®.

Up until November 1, the preferred investments were in stocks in
‘Hong Kong, New Zealand, Australia and the UK, with some

diversification in 90 day Euroyen lending, and US T-Bonds. In the
week ending November 5, the markets showed a marked change.
I have had sell s:gnals in Hong Kong (50%), New Zealand,
Australian (50%) and UK stocks, As well as US T-Bonds. US
Eurodollars are showingsignsof increased short terminterest rates.
German bonds and Euroyen markets are holding but with warmng
signs.
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My preferred investment at time of writing would be in US dollars
on call or short termdeposit and in Buroyen 90 day notes, possibly
50-50. New Zealand bonds will be harmed by the election result,
and should reverse on next model assessment.

One always hesitates to forecast doom and gloom, but the
investment model indicators have proved consistently reliable
since 1986, and were in fact short goinginto the 1987 stockmarket
crash. ’

The investment clock suggests that the next move internationally
is from paper assets to commeoditics, and my investment model

suggeststhat thismove will commence in the coming three months

(probably before Ximas). It is definitely time to urgently review
investment strategies, even if you do not agree with my market
warnings, and pay close attention to markets as the. November 17
NAFTA and December 15 GATT deadlines approach.

- Will Slatyer - November 8, 1993

Editor's Footnote :
® A cluster signal occars when all three moving average lines (D

B-S uses 5/15/30) converge with price. Thisisusually followed by
an explosive move,
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Thisisthe textof atalk givento the Sydney meeting
in August 1993 by Russell Lander; Technical
Analyst at Dicksons Securities Ltd, Fellow of
Securities Institute of Australia, regular columnist
(since 1967) and radio commentator. This report
prepared by DW Hunt.

“An analyst’s role Is to find out how he or she can
analyse thestockmarket or commodities withouthaving
any grounds to confise.” Russell Lander.

I come before you tonight, really asa hereticIthinlk, in the
pure technical mould. I am not able to make a living purely
on charts, unlike some other members of the gathering here
tonight. I'vealways mixed fundamentals with charting on the
basis that if you get the fundamentals right you should get
the charting right and vice versa. In the last 12 months I've
done 75 company interviews with senior management in my
role as an analyst at Dicksons, but I've always kept a foot in
the charting camp as well.

I’'ma heretic on a number of grounds, actuatly. I've discarded
Elliot Wave some years ago as being a hindrance to analysis
and cannotuseit. Infact the last Elliott discussion Thad with
a serious follower, and Pve no doubt some people use it
successfully, was on a table napkin at a restaurant,. The
conversation went something like this “Well, if thisisa3,

then thisfollows, see. But if its not, then this follows, Buton
the other hand if its this, its that, you see”. It wasa
kaleidoscope of lines that I've kept for years, because to me
it typifies the difficulty in Elliott Analysis.

T’ve also discarded Patterns, basically, as a valid form of
charting and Ifind supportand resistance, as a concept, never
works in practice: You canlook at the lines and say "it should
dothis",butitneverdoes. Youmightsay"What’shegotlefi?".
Kondratieff Wave theory has gone long ago.

1Iook at basic trends and moving averages and that’s my lot.
1 know that there are many other things you can look at. I've
looked at many ofthem, not all of them. I think that Coppock
Indicatorg have their moments and I think On Balance
Volume hasits moments. I’'mleft intheend with permutations
around moving averages and trends, but Ithink somepatterns
areintriguing. I think long base patterns with a break out are
intriguing and I think they are probably the most reliable
patterns in the market. Idon’t think patterns tend to work out

in the stock market, as they used to, because of the speed of

transactions and the speed of the market.

So, what I thought I would do tonight is showyou some of the
trends that I think are relevant at the moment, in markets
around the world. And then to throw it open to discussion on

A STROLL THROUGH WORLD MARKETS

thebasis thatT"ve got alllisted Australian stocks in my system here
onmonthly, weekly or daily charts mostly, but certainly weekly or
daily. Ican give Price range and Volume and a few indicators as
well. So, rather than have along talk, Ican give a short run through
the charts I see as interesting at the moment, and you can say what
you think are interesting and we can throw them up on the screen
and have a look at them.

Justasa matter of interest, Istarted my charting career sitting along
side Ivor Jones. Ivor Jones used to work for Ord Minnett and he

" came aboard in 1964, He was South African. He’d been to New

Yok and he’d picked up some Technical Analysis in New York.
Nobody really knew much about it (charting) except for Dr
Garretty. Dr Garretty, was running his Trendex in those days. It
was regarded by most people at Ords in those days, hopefully not
so today Cam (Gorric), as being interesting but not applicable,

Ivor saw some very interesting patterns in 1964, which he thought
were base patterns. He was going to project them upwards, which
he did. But there was a serious drought in that year and all the
patterns broke down. So it turned out it was a tép and a number of
people wereretrenched in the subsequent slump and he was one of
them. So he went back to South Africa and started up his own
brokerage firm. Fle was the foundational thinker in Equinet. So
there’s Ivor Jones, all that way back , and you've got Equinet asa
result of his being pushed back to South Africa in hard times.
Interesting the way the worm furns. So the moral of the story is:
Younever fallout with people youare working withincase you end
up working for them.

 INTEREST RATES: BULL’S ENGINE ROOM

I"dliketoshow someofithe Interest Rate marketsaround the world,
You've got 30 Year Bond rates at their lowest levels ever in the
States, as far as I know, and you’ll notice that it is still falling.

T’ve been confronted, in the stock broking world, for the last 18
months, by people who say interest rates can only go up now
because they’ve fallen so far. Butthe trend is still down now right
across the world, as far asT can see.

Look at T-Bills in the St:afes, this is a weekly chart over five and

 ahalfyears:
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Then, we go to Germany. Germany is a late starter in the interest
rate stakes, but rates are still coming off the boil there. Youcan see
they are under 7% coming down to 6.5% now and they must come
down.

There is some indication that they have fallen as far as they will,
Whenyou see rates around 3.0%, then itis possible that they have
bottormed, but that the slope of the yield cuve will come down a
bit.

We comme now to Swiss Eurodollar Rates. The falling trend is still
well established there. :

The Euro-Dollar yen rates looked as though they’d bottomed, but
they are now again falling and look as though they might come
under 3%.

Proiiew |

So, then welook at Japan and wefind that 10 yearBond Yields had
a bit of a rally, but they are starting to fall again. The yield is just
under 4%. They are going to come down a little bit frther yet.

Thelast of this particutarbracketisthe SterlingEuroDeposit rates.
Itiooks like a consolidation pattern. I think they are going to come
. off further. Currently, they are vielding about 5.8%.
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(When asked about the possibility of a double bottom at 4.7%
with the low in the early 1970’s Russell replied “Do you think
people have memories that long?™)

What about in Australia? 10 Year Bond yields in Australia were
5.4% when Ijoined the industry and I remember getting a Housing
Loan at 3.875%, and I’'m not that old. Ithink we are going back to
that. I think we could se long term bond yields in the mid 5%s.

In 180 daybank bill vields, you may have said they had bottomed a
fewmonthsback, Infact, theyarestill falling and weare goingdown
towards 4.5%. ' '

The first thing I’'m pointing out is that interest rates are falling
around the world and the trend is intact.

I might show you one other market which is worth showing :
New Zealand 10 Year Bond Yields.

Youmight laugh at things New Zealand, but actually they have
beenleading us downthehill. They havebeen leading Australia
insomewaysfor thelast 18 months. Ratesthere areapproaching
6.5% at the moment.

STOCKMARKET INDICES

I think we might leave interest rates there and move the focus
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to stock market indices, because they are the other side of the
interest rate story. First, the Dow JonesIndustrial Average, which
we shall put into a log scale:

The Major Market Index (which I think is made up of about 15
leading American stocks) looks a little bit like the Dow.

: Overthe last 2 years or so, what I hear, from Technical Analysts, ,
,' is that the Dow has topped and it is wedging out. Idon’tbeliecve  TheDowJones hasreallystalled, if you relate it to the performance
it. I have always thought it was in an uptrend. Itis not guilty yet,  of some of the other markets, as you well know.
it-is going om. ' - - T
The UK market has taken on a new lease of life. It had a bit of a
" correction, but it is onits way again. So, you’re looking at all time
highs in the FT-100:

The Transport index is in a similar mode, having had a slightly
different pattern in the period running up to the end of 1989.

3 The Utilities Average is responding very well 1o interest rate
trends.
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T know some analysts are saying that we’ve seen arally in a bear : ' _ _ B )
market. Infact, I've got a friend who’s saying the Nikkei is going ' . ' '
downtovirtually nothing. I"dbe moreinclined to say it has broken
its downtrend, as a frend watcher, and it is now following other
markets in an upward move. Idon’t know how far up its going
fo move, but Thave to say it has come out of downtrend. Ifit goes
above its recent high it must be very difficult to argue that it is
simply a correction in a bear market. That theory becomes
uncomfortable the further time goes on,

I want to show you how many major markets, not necessarily in

- - geographic order, are in primary or secular uptrends at the
moment. This is the Hang Seng very close to reaching all time
highs: '

European markets have been under performing for the last two
years. They are now comingout of down trends. The Swiss market
is a late starter:

It would not take much to blow the DAX into new high t;erritory.
_TheFrench market has had a good rise. I think it is actually at an
all time high:

The Netherlands, for example, is at all time highs:

EAVIES

Belgium is probably not regarded as a major market, but it isworth
looking at. It is at an all time high: '
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The Italian market is labowring but it is out of its downfiend.

If'we look at Canada you’ve got a market that is very close to its
bestlevelssince the crash. The Toronto market is very close to its
all time high.

Nearer to home you’ve got a raging bull market in Singapore . It
seems that all the markets around China are really getting a head
of steamup atthemoment. TheMalaysianmarketisinaclearbull
trend at the moment.

That’s theIndonesianmarket, whichhasbeen a terrible graveyard
forBritishcapital. Iremember goingtoEnglandabout 3 yearsago:~
All the institutions had gone info Indonesian stocks and the
market immediately halved. Tt is justcoming out of it now. Ifwe
go to the Philippines, you've got a market at all time highs.

Then we talk about New Zealand. New Zealand was, of course,
the market which Ied the world down before the crash by about &
months. '

New Zealand is outperforming the Australian market at the
moment,

We come to our own market: the All Ordinaries. If you Iook at the
long term chart going back 25 years in log scale, we are coming

out of the longest base patiern we've ever had since Captain Cook
trod these shores: '

I think it is a very bullish situation weare Iédking at in Australia.
On fundamentals, I take the point that a lot of stocks are on very
high Price Earnings ratios, certainly on prospective earnings.
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If you go back to the peried 1982/3, it is amazing how low share
prices were then in relation to subsequent years. I think the
fundamentals are going to improve dramatically in Australia in
thenext 2 to 3 years. And P/Es, which appearhlgh now, are going
to appear low.

SEravin

The beautiful thing about the Proview system, at the moment, is
that the crash has fallen off the weekly chart. The Crash of *87 is
no Ionger with us and we can get on with serious investing.

That’sthe AllOrdsonadailybasis, it wentup 14 points foday. Just

locking at some of the sectors there, though it is not worth looking

at many sectors of the All Ords, because they are dominated by a_
single stock. The Bank Index is a very good example of what’s

happening. TheBankIndexisinfactveryclosetoan all timehigh,

because a number of the bank stocks themselves are in that

position. Forexample, National Australia Bank, AdvanceBank,

Bank of Melbourne and Metway Bank.

The one that, of course, is the odd man out at the moment is the
gold sector, which is undergoing a correction and nobody seems
tonowwhattodo. Ayoungfellowinmy officetodaysaid “IThave
aclientwho doesn’t know whether he wantsto sell his gold shares
here ornot”. Heasked me whatI thought. Idon’t knowwhat you
would have said, but I told him why don’t you tell him to sell half

and then you are not wholly wrong. I couldn’t think of anything

else to say to him. What would you have said Merril? Merril
Armstrong replied “Yes, exactly the same thing.” Sell half, we
need the brokerage. Laughter.

COMMODITIES

Then, just to round this out, and look at what’s going on in the
world, I've got a few commaodity charts.

The first one is Crude Oil which is a classic example of suppoxt
levelswhich don’twork whenyouneed them. The Azabshave gone
to sleep on the job and the price is going to fall. I suppose ali you
could say on the charts is that there may be a minor rally in the
making there. Oil is historically low. It’s probably going to have
a rally for reasons we don’t understand and probably never will.

Gold Gold Gold

it

My view on gold is that this spike that we’ve got at the moment, is
thefirst shot in the dark that Gold is going to turn. Thisis the first
sign of it. We may go back to $360 or less, but it is going to come
again, That’smytheory, IsupposeI’ve got an eye on South Aftica,
what is happening there. I"'m tainted by fundamentals. I think that
gold will benefit ffom improving fundamentals around the world
for gold jewellery.

ATAA Newsletter November 1993 .

WAV L[

L1o.com

- Page 12


http://www.fastio.com/

the mining industry. If youlook at the other major metals, they are
suffering from the end of the cold war. Somuch metalis not going
tobe used any more for hostile purposes. They are going to be re-
cycling all the old weapons. Solead is still in trouble. Zinc, Iwould
say, is in deep trovble.

There must be pent up demand for gold jewellery. SoIthink gold
has had its first rally in a longer term move. Now the daily chart | .
smacks of overselling with a gap forming there, Icanremember many mining companies comingroundand saying

) “Zing is the metal of the future, Zing is it. That is where we are
steering ourselves”, MIM hasbeen guilty of saying that in recent
years. “Cars are going tobe smothered inzinc to stop them rusting
out. There is going to be seven year puarantees™. All of this stufl
and the market says “wedon’tlike it very much andits going down
because of the end of the Cold War.”

1 think the gap on the way up is closed and I'd be happy to settle
" with that as a full correction of what we’ve had, but it may takea
few weeks to sort out. -

So, P'mactually a silentbull on gold, silver and platinum. I’mnot
very bullish yet on the other metals, because Ican’t ses any real
Tight, but T’ d reallyliketo. Copper isjustcompleting a minor rafly,”
an intermediate rally, whatever you like.

Nowwelookat Nickel. Sameproblem, avery nasty looking chart.
If we put it into log scale it makes it look even worse. If anybody’s
feeling strange with vertigo we can invert the chart.

If you put Zinc into a daily chart, it is a well of tears.

Ifyou look at Aluminium, it is a Iittle bit better, but not that much
better. Aluminium is, at best, forming a base and maybe has still
got some down side. If you really want to get encouraged about
metal prices have a look at the tin price. There it goes heading
South at a great rate. So, there is not much joy inthe metals. If you
wartt excitementI'd recommend you go into Orange Juice, Itis not
for the faint hearted. '

And it seems to me it is still open ended in depth, as they say in
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Anotheronethat took myeye was Cotton. I supposeyoucould say ‘ i . ‘

it is forming a base, although it doesn’t look very encouragingon ~ EastmanKodak, an American stock, W_I“Ch,lthOUghﬂWkedeen}’

2 daily chart at the moment. good. Thaven't gota monthly chart ofit. There seems tobe a nice
base. It does not look too bad on a Point & Figure Chart. '

There are so many stocks that are now goingup in a near vertical

fashion, that it is very hard to say much about them on a chart,
except to say that itisstill in trend. It is much more comfortable to
beabletosay: “Hereisa stock that isbreaking out. It has got a lot
of good base work in it and it has got some upside potential”,
United Technologies is ancther one which looks good in the States
at the moment.

In Australia, Tthink thebest looking chartjsthisfellow- Challenge
Bank; .

And of course Wool. Everybody wants to know about wool,
because you’ve probably all got properties. Wool prices are still
on the way down and the bottom has not et been seen,

INDIVIDUAL STOCKS

1 thought T'd now show to you a few indi\ridixal stocks which . .
appear, to me, to be forming good bases. T . -.That's a monthly chart. . .
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Itis a very good turn around situation and a clear trend reversal.
I you put the monthly chart into a Point & Figure I suppose it is
quite a nice little base.

There are a couple of others that may appeal to you for a turn
around. This one turned around in the nick of time, I think you'll
agree, just right on the wire.

And that's a daily. The daily chart is fairly typical of the banks.
I think Challenge is a really very good chart. .

I think Equitilink shapes up as a good chart. I have to confess to
having bought sorne for myself,

Kern Property Fund, a turn around, for those that don't like high
priced shares.
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Tyndall Australia, which some will remember from the boom as
Clayton Robard. You probably want to forget about it as Clayton
Robard, but it is certainly in a turn around situation.

I don't want to give you the impression there aren't some terrible
things happening in the market. Therearca fewstockson the skids
at the moment, like Voxand Brash's. I don't want to give you the
impressionitis all beerand skittles. CSRwas down 30 centstoday,
sothey'vehad another leg downand, if you were a pattern follower,
you'd have them on about $3.75 on first stop.
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BHPis ina long term uptrend. BHP shows you the virtue of not
buying and selling, just getting on with it and holding quality
stocks. I'm tellingthisagainst thebroking industry, webadly need
brokerage. Itpaysyouprobably not tosclt some stocks. BHP'slong
term chart shows a secular uptrend. It has under performed the
market in recent times. So, if you weigh it up against the All
Ordinarics, }'oil find it has lost its momentum since the end of
1991. It hasreally lost its way. This ties in with what we know:
That second and third line stockshave made therunning inthe last
vear ardl a half or so: the rats and mice.
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COMMENTS ON STOCKS

Russell then threw the discussion open and talked on stocks

requested by the audience. The following is a summary of the
exchange.

All the insurance stocks are looking good at the moment and FAT
"probably looks the most interesting, Here is another stock that just
fell off the deck at just the right time. It starts to look a bit like the
price of gold, I'm not saying there's any other similarities there, Its
broken the long term down trend and is now moving ahead and I
guess there is some morevalue in jt. Iam nota holder of the stock.

Pionieer International is a great stock for people who don't fike
excitementin their livesand there are peoplelike that. It maybreak
outfrom thatpattern, butmybetting is it won't - itis a boring stock.
Foster'sisthe same- thereis nohead onFoster's. ifyouoverlay Lion
Nathan it is the same. Power Brewing is a mystery - Ron Brierly
is fairly astute but I don't kmow why he would buy it.

Orbital on a weekly chart: You could say it is in reverse gear. On
a daily chart it is just showing the first sign of breaking that
intermediate trend from February.

On Keycorp, I'd say its reached its target and I'd say sell half.
Laughter.

ANZ is a heavy chartand its turned over. SELL HALF: L'aughter.

If you look at BHP on a daily chart, it has got nothing much to be
ashamedof, and itlooksasthough itmight break out intonew high
ground in the next few months.

1982 waswhen to buy BHP -notonebroker recommendedit.. The
NRMA.used toput outa questionnaire to 6 broking firms, on what
they should do with their portfolio. And if all the brokers agreed
they'd go and doit. They are good performers these days because
they've reatised they shouldbe doing the opposite. The stockstend
to go ex-broker circular, they tend to fall after circular. Thereisa
book on it "Where are the Customer's Yachts?"

Advance Bank just keeps on getting betier and better. T admit it
looksveryheady. What goesupmust comedown and all those sort
of things, but at the moment these stocks are trending very
strongly. Ibelieve Advance Bank isunderpinned by itsprospective
dividend yield in the range of 5% to 6%, which is going to look
pretty good in the current interest rate regime. So, I think banks,
although they are historically highin price, are not going to come
down in a screaming heap. You don't want to be in banks that do
the taking over, you need to be on the receiving end,

The Aussie Dollar is really battling at the moment. - Perhaps still
in a long term downtrend and on the daily chart it is not that much
better. - .
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The weak currencies at the moment are the Swiss Franc and the
British Pound.

Fve always thought it was a waste of time chasing currencies
overseas. I've actually tried trading currencies, its really very
nerveracking. Ttkeepsyouupatnight and affectsyour digestion.
I'm really not made for' it. You've got the all time high in the Yen
against the US Dollar. '

So, don't give up on that holiday at the end of the year: British
Musuem and all that stuff, B

‘The DEM against the Japanese Yen (DEM/PY) is in a pretty
definite down trend. '

169

In fact it is the best down trend I have ever seen, you could almost
say it was contrived.

The French Franc against the US Dollar is weal

MOVING AVERAGES ' )

I look at simple things such as 13 week and 26 week moving
averages onweekly charts and use the trade off between them, Most
people usually look for non-conformities. Look at gold, everyone
of the downward dips. Ithink everyone of those downward dips
has been at a higher plane than the preceding one, except for the
one that is a misfit That really says to me that the downward
momentum in the commodity is slackening,
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This non-conformity is the primary reason tolook at it for a trade.
Tknow some people trade on trends in the Oscillator rather than
the underlying stock, but I am working for a broking firm that is
really very conservative and Thave to try to make a living. I've got
to talk to a Ievel ‘that is acceptable in their eyes. Most people are
interested in charts now at Dicksons, but they are not interested in
going to the next generation or systems. So you keep it fairly
simple. OndailychartsI thinksomethingarbitrary like 8 or 9 days
and 30 days, Quite a wide spacing. Itis a matter of personal
preference.

IlikeMoving Averagesthatiell astory, Lookatastocklike AGL:
Someyearsago AGL had averybad namebecause they went into
property development and Oil exploration and things got very
meky., Tt took alotof persuading to tell someone that the tide had
turned. Ifyou looked at a moving average you'd seg it coming out.

Comalcohasbesnanexdremelyboring stock. Eventhemanagement
are not very bullish on the outlook for the metal price so the only
thing going for it at the moment is some ‘cost cutting and a weak
Australian Dollar. It is really on its five year average.

Santos is in a revival phase, I think it is in an upfrend. My
preference is to invest in Sagasco, which could catch the eye of
Santos at some stage, I think it has a more attractive exploration
programme dollarfor dollar. Thebest oil stock hasbeen Ampolex.
It just keeps on improving - the last pattern shows it is a bit tired,
but will continue. Bridge seems to be a trnaround situation,

Y use trend lines as mental stop losses. Dicksons don't take stop
losses, Itisnotworthit. Do Ord's tzke stoplossorders Cam? Cam
Gorrie: “No".

AWA. is coming out of a dark period. Ttis abuy, Itis suffering
from the end of the Cold War, the need for ifs war equipment is
diminishing. They have some very good accountants on board.
They make a profit, but a cash flow loss. Thesearethe thmgsyou
should have a look at.

ANZ vs Westpac: ANZ is now leading the charge.
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I don't think that the payment of dividends influences the levels of
stocks. Itmakes itsound moreedifying tobuyfora dividend-you've
done it for a reason. Many high performing stocks do not pay a
dividend and may never pay a dividend.

ThePrice/Earnings multiple is one of the most difficult conceptsto
grapple with for investing. If the P/E is low it can either be that the
stock is nnrecognised and is aboutto performorit isabout to gointo
Josses and the market doesn't like it. ¥fthe P/E is high it could be
the earnings are paltry orbecause theyare going to getbetter. I think
that to look at a market P/E is better.

This run in the market is happening with the market P/Eat 15. All
the fandamental tomes say that is too high. P/Es were quite high
in the 1960's, when inferest rates were low. T can rememiber
Woolies at 2 25 P/E in the old days. Its very difficult touse P/E s
and dividends.

To determine if this great bull run is over you must know that one
market will break first. In 1987 NZ broke first. Idon'tknow where
it will be - probably in the currently strong Asian markets. When
that happens look to take profit here. Within our market, look at
the performance of individual stocks. Adsteam broke ifs trend in
April 1987 signalling the end. I have no claim to calling the top
in 1987. When I lookback, these were the signals. Markets may
top out in the next 6 months, but in my eyes there are no signs yet.
Itis as big a crime, in my eyes, to call it too early, as to call it too
late, This is particularly true in stockbroking.

Brokers don'tnormally putout wholesaleselling recommendations,
because ultimately they are wrong. They might say sell some or
swiich: to getdoublebrokerage. Langhter. They do thisbecausethe
client could take the money and invest it with another broker.

Itisimpossible to ron abrokerage without a positive outlook on the
market. We don't tell clients when to sell because we don't know.

- Ithink the concept of selling halfis good because it does something

about the problem. We areall adults in this room and we don't rely
on brokers to tell us what to do. DO WE? MUCH LAUGHTER.
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MARKET SYMMETRY

MORE GANN TECHNIQUES FROM NICK FLAMBOURAS
When studying a market using the Gann technique, we are primarily concerned with time and price balancing. To balance time and
price we have learned to square the high, the Iow and the range, These are our basic tools for identifying trend change dates. However,
there are other ways to woilk with time and price to find these important balance points: 2 time and a price objective,

With this mefhod, we balance the Impulse wave (the wave in the major direction of the trend) with the corrective wave or waves. Thus,
ifan Impulse wave registers 442 ticks® in 82 days, we would expectan A-B-Ccorrection to work out 442 ticks in 82 days. This doesn’t
mean it has to be exact, although sometimes itis. Close should be good enough. We would then look for one of our reversal pattems
to enter the market.

Take an example using the 1993 December T- Bonds to illustrate the point. Note that the corrective waves A-B-C add in price fo 428

(the impulse wave was 442) 14 ticks off. As the Impulse Wave was 82 and all three waves added to 54 days, time was 28 days off.
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The move from May 24, 1993 to Sept. 9, 1993 was 451 ticks in 73 days, adding pricé and time gives 524. The impulse wave from Nov.

06, 1992 to Mar, 1993 was 442 ticks in 82 days addmg price and time gives us 524t A PERFECT BALANCE BETWEEN BO'IH _

DMPULSE WAVES.

To pro]ect to where the wave that started on Oct. 15,1993 should terminate we take the followmg steps firstly for PRICE:
1) Look at the last Impulse wave which was 451 in 73 days.

2) Adding A-B gives us a total of 264 ticks in 28 days.

3) Subtract 264 from 451 and are left with 187 ticks.

4) Subtract the 187 ticks from the Oct. 15, top at 122-06 to get a pru:e ob jective of 116-11.

Secondly, to to find our TIME objective we take the following steps:
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1) Subtractthe 28 days (whichencompassed the A-B wave)
fromthe73 days (which madeupthe last Impulse wave)
ie45 marketdays. Now 45 market daysare approximately
65 calendar days.

2) Add 65 calendar days to Oct. 15, and we get a time
objective of Dec. 19, 1993.

We now have a rough estimate of a price and time objective. That

is, wearelooking for 116-11byDec. 19, 1993. Thistypeofanalysis
takes time and study to fully grasp, so use your own charis to study
and you will be amazed at the results. Good Trading.

NickFlambouras.  October, 21 1993

Gann Research Educators 330 South Wells Suite 700 Chicngo
Ilinois USA 60606

Phone (312) 987 9057 Fax:(312) 987 9049

Footnote
® atick is 1/32 ofa percent andisthe minimum price fluctuation
in the CBOT 30 Year Treasury Bond Futures Contract.

EDITOR'S ERRATA FROM
SEPTEMBER 1993 NEWSLETTER.

PAGE 4 COLUMN 2

Apologies to Mr Flambouras forthe date missing in his
arficle for the forecast October Top in the CBOT 30
Year US Treasury Bond Futures. Itwas omitted in the
rearranging of the Forecast Table to fit into our
Newsletter. It was Oct. 18 1993, just I marketday from
the ALL-TIME HIGH so far (aweekend intervened). 4
nice call, Mr Flambouras: two and a half months in
advance. Apologies to the readers who like My
Flambouras's methods. Congratulations to those who

picked our typo and asked for the date. Hope you got
short on it. !

A MESSAGE FROM A GANN OLD TIMER

The following is a letter received that confirms Mr Flambouras's credentials as a Gann teacher and trader.

My nameisRobert Courter. Iworked with W.D. Gannfrom 1944-

1952. Our relationship went further back than this, as my Father
and Mr. Gann were friends. My Father was a Master Astrologer
as was Gann. Both tanght me the art af a very young age.

As I reflect back on my youth. I can honestly say that my
Astrological teachings and my love of Charting price action in
the Soybean markets, afforded me a way to support my family -
handsomely.

My otherlove wasIce Skating. Itrained stadentsin 1940and 1952
who went on to compete in the Winter Olympics representing the
United States. I opened my own rink in 1961 but still continued
my other Iove, trading. Although my trading has slowed down
considerably over the past few years due to my health and age (I
recently celebrated my 80thbirthday) I still trade when my health
permits .

Nick Flambouras was introduced to me in 1978 through a mutual
friend. At that time I was impressed with Nick’s extended
knowledge of Gann's geometrical forecasting methods. He told
me he had been studying astrology for the past 3 years as he
believed thiswas the foundation of Gann’s work. Iagreed, saying
Gann was without a doubt one of the best Astrologers I had ever
met,

I believe at the beginning of our friendship I tanght Nick to
understand the reasons and the methods used by Gann to forecast
the Grains. Overtheyears hehasbegunio teach me how to apply
the same methods to the Treasury Bond markets .

We have never stopped communicating and at the time of writing
this we speak to one another at least once or twice week.

Itismy bellef that Nlck is def'uutély onhis Way to becommgone
of the best Financial Astrology analysts I’ve ever met,

T'm writing this letter because Nick told me he was travelling to

Australia early next year to teach a course in both the Gann
Method of Trading and Financial Astrology. It is my sincere
belief that anyonefortunatcenough tostudy underNick Flambouras,

- will benefit themselves 10 fold over the coming years.

Sincerely;

AL X @c,_,aﬁb

Rabert Courter
Members should have already received a brochure on the WD
Gann courses Mr. Flambouras will present in Sydney in
February 11-13 1994 (WD GANN FORECASTING & TRADING
WEEKEND) & February 18-20 1994 (WD GANN ASTRO-
FINANCIAL COURSE}. Ifyou haven't received a brochure or
would like more information call (02) 545 2605,
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- BUSINESS CYCLES AND THE NUMBER 56

The second in a series of articles dealing with the 56 year
cycle, by David McMinn.

‘One of the greatest pains to human nature is
the pain of a new idea’  Walter Bagehot.

The understanding of business cycles has remained Iimited,
despifemuch research over the past 150 years. However, financial
crises, which are the most dramatic phase of the business cycle,
occur preferentially in patterns ofthe 56 year cycle established by
Funk, 1932 & McMinn, 1993. Eleven principal 56 year sequences
of crises have persisted in US and Western Furopean economic
history since at least 1760. These sequences comprise 10 foundin
. the36year sub-cyclesbased on multiples of 9 years(i.e.: 9, 18, 36,
54) and Sequence 09 (1769, 1825, 1881, 1937, 1993) McMinn
1993]. The sequences have been numbered C1 to 56 with 1761,
1817, 1873, 1929, 1985 being designated Sequence 01. The
ensuing discussion examines therelationshipbetweenthis 56 year
cycle and business cycles.

THE ECONOMIC CYCLES

There are commonly considered to be four economic CYCICS )

determining busm%s activity:

The Juglar cycle consists of prosperity, crisis and liquidation and
persists for 7 to 11 years, with an average time span of about 8
years. This is partly based on the sub-cycles inmultiples of 9 years,
which are associated with the 56 year cycle.

The Kuznets cycle of about 15to 25 yearsis derived from growth
rates rather than absolute expansion and contraction in economic
activity. Thiscyclewasmainly associated with the US construction

industry before 1914, but was also found in German, UK and.

Frénch economic growth rates prior to World War L It is not

relevant to 20th century business trends. The Kuznets cycle was__

derived fromanalysisof population changes,buﬂdmgoonsimctlon,
capital formation, income, efc.

The Kondratieff wave of 45 to 60 years duration is found in
economic history of capitalisteconomies. It isdirectly linked with
the 56 year cycle.

The shert term Kitchin cycle averages about 40 months and was
deduced from commeodity prices, bank clearing interest rates, etc
during the 1880-1922 pericd for the USA and the UK. Since
World War I, a Kitchin cycle of. four years and another of 40

months has been evident in Western Europe and the USA.

respectively.
THE KONDRATIEFF WAVE

In the 1920°s, Professor Kondratieff (1935), the famous Russian

economist, studied price trends and raw material productionlevels
in capitalist countries. According tohis moded, capitalism was self-
regenerating after long periods of economic decline. His thesis on
long waves hypothesised that Western economies fluctuated with
major peaks every 45 to 60 years. Kondratieff believed his long
waveaveraged 54 years, which closely approximates to the 56 year
cycle. His theory incorporated two phaszs;

The Rising Wave: Thisisa long expansionary period of20 to 30
years which contains numerous years of prosperity. This growth
phase experiences expanding investment in capital goods and
implementation ofnewtechnologies developed during the preceding
downwave. Escalating inflation and rising interest rates are also

evident. Furthermore, in thisexpansion phase, advanced economies - -
- require raw materials and new markets for their increased output.

This fosters the development of new territories and stimulates
growth in lagging economies,

TheDownward Wave: A peakin pricelevelsis apparént, which
coincides with rampant inflation, speculatlon, high commodity
prices and war;

1814: War of 1812

1864: The American Civil War
1920:; World War I

1974; Vietnam War

Thesepeaksarefollowed bya ‘primaryrecession’ and a subsequent
plateau stage, during which inflation slows, unemployment rises,
the finance sector’is buoyant and temporary political stability is
achieved. Thereisalsodecliningcapital investment, alevelling out
in labour productivity and a falling return on investment. This
plateauphaselastsfor 10 to 15 years. A major slumpis experienced
leading to a “secondary depression’. There is little investment in
physical capital and the agricultural sector is chronically depressed.
Technological inventions are made, the benefits from which are
only fully felt in the ensuing up wave. Real take home pay of the

average worker may actually increase for those with employment.

This strong contrgctionaxy phase persists for up to 25 years.

The Iong waves for the US economy are;

Kondratieff Trough Peak Endof Trough Duration
" Wave ' ' plateau
I 1788 1814 1819 1843 55 years
1§ 1843 1864 1873 189 53 years
I 1896 1920 1929 1949 53 years
v

949 1974 7. ?

Years in italics oceur in the 36 year sub-cycles
- (Series 1 & 2) (Table 1, McMinn, 1993).
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Kondratieff Long Wave Cyties
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sdaptaiion and update of materlsl originally presentsd in Medls Coneral Finenclal Weekly
(P.0. Box 36S4S, Rictmond, YA 202611, Sea fssons /21712 and 813178, The bower wiock .|
¥ market poction of this chert is an adeptation snd update of material orj presented

1 Cycles Magaring, issun of February 195 (Foundation for the Study of Cycles, 120 S,
Highlang, Pittsburgh, PA 15206). Tha series vaed for the stack markst chert is: 179%-

101 Bagk & Insursnce Companies, HX1-1954 Clevaisnd Trumt Reil Stocks, 1951371 g
Cloment-Burgmes Composita lndex, 1571-1097 Cowind Index of Industrial Stacks, 1M7-1M5

Dow Jorws Industrial Average, and 1565145 New Yerk Siock Exchange Composite index.

}
'Il Il 1 II 1 !l !’l‘” lil 1974 l'}ﬂ Ill.—;'-l. :Ol;-

11‘!11 1

-SOURGE: Growth Fund Guide, Growth Fund Research, inc., Box 6600, Rapid City, S.D. Copyright 1985.

Time spans for these long waves differ according to reference  Many eminent econormists do notbelieve such long waves existin
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source and also from country to country. Even so, the broad 45 to
60 yéar trend of expansion, peak and downswing applied

consistently over the past 200 years. Kondratieff noted a high

degree of parallelism in the long cycles experienced in capitalist
economies in the USA and Western Europe. This parallelism
applied topriceindexes, wage levels, interest rates, trade, production
and consumption.

US and Western European economic history (Michaels et al,
1581). Kondratieffbased his theory on only 2.5 cycles, which was

_ inadequateto confirm its validity. Paul Samuelson, once described

as the dean of US economists, believed Kondratieff waves were
‘nonsense’ anda “statistical ghsurdity’. Withthisthe distinguished
economist CharlesKindlebergeragreed stating “Kondratieffis like
astrology’. . _ e :
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The 11 principal 56 year sequences may be numbered 01, 03, 05
09, 12, 21, 32, 41, 48, 50 & 52. On the rising wave, economic
growth is recorded, with recessions and depressions of short
duration. The principal 56 year sequences occurred infrequently
in this phase (notably Seqs 32 & 41) and thusrelatively few major
crisesareevideni Additionally, theKondratieffpeaksforthe USA
altfell in a narrow range of the 56 year cycle between Sequenm
46 and 54

1814: Seq 54
1864 & 1920; Seq 48
1974: Seq 46

These take place around the ‘cluster” of principal Sequences 48,
50 & 52,

Thebeginning of the “secondarydepression’ ismarked by a major
panic:

1819: Seq 03 : e

1873: Seq 01
1929: Seq 01

. This secondary depression was protracted, because five of the 11
principal 56 year sequences occurina 12 year time span (Seqs 01,
03,05, 09 & 12). Further severe depressions were precipitated by
the 1837 and 1893 crises (both int Seq 21), priorio the Kondratieff
lows for the USA of 1843 and 1896. The 1949 low fell in Seq 21,
although some sources believed this low to have taken place in
1938 after 1937 (Seq 09).

Extrapolating from previousKondratiefwaves, thecrash of 1987
(Seq03) could have been expected fo have ushered inadepression
in the late 1980°s (1987 & 1989: Seqs 03 & 05), with a recovery
intheearly 1990°s and another crisis/downturn in the mid 1990’s,

Panic Seq US Depressions

1819 03 1819-21 (Seqs 03, 05) and 1825-29 (Segs 09, 12).

1873 01 1873-79 (Segs 01, 03, 05) and 1884-85 (Seq 12).

1929 01 1929-33 (Segs 01, 03, 05) and 1937-39 (Seq 09).

1987 03 Not followed by downturn. ? Crisis/downturn mid
1990°s.

Thistrend wasnot repeated in the current Kondratieff wave, with
aUSrecessionoccurringin 1990after 1989 (Seq05). Whether the
predicted crash of 1993 (Seq 09) and downturn eventuates
remains tobeseen. Simple extrapolations from historic trends are
tenuous, as history never repeats 1tself with a high degree of
certainty. .

Kondratieff (1935) regarded the rising waves to be ‘considerably
richer in big social changes in life of society” than are periods of
the down waves. According to Snyder (1984), mass psychology
progressively changes through the Kondratieff cycle. At the
beginning of the rising wave (The current wave: 19507s),
conservatism, social/political stability and a strong work ethic
prevail. Near the top of the wave (The current wave: 1960°s &
1970°s), there are major social upheavals and radical changes in

lifestyles. Optimism prevails and there is discontentment with

traditional values with new sexual ‘mores emerging. The plateau
seestheriseofsocial andpolitical conservatism. However, ,euphoria
pervades the economy, as people speculate and over extend
themselves witheredit (192058 1980°s). This overoptimismends
in a major panic as in 1819, 1873 and 1929. At the beginning of
the Kondratieff' secondary depression, the initial problems are
viewed as temporary phenomenza rather than profound changes in
economic trends. As the depression persists, disillusionment is
increasingly apparent, shattering people’s risk free view of the
world which prevailed in earlier decades. Unions strengthen as
workers seck to maintain their living standards while social unrest
is aimed at insulating people from economic hardship. Laws are
passed to protect the well being of the populace and conservative
values and lifestyles are adopted. The sexual excesses of the up
wave give way to modestyand romance withless tolerance towards

 aberrant sexual behaviours. (Previouscycles: Victorian morality of

the 1870°s/90°’sand Hitler senthomosexuals tothe gasovensin the
1930°s/40°s) This does not mean that old mores necessarily return,
as many freedoms established on the up wave are maintained.

Due to the hard times, the work ethic is emphasised as concern
about security prevails and there is a willingness to settle for less,
with value being placed on work, success and saving. On the
positive side, a sense of community emerges in the face of a
coriumon enemy (depression) andpeoplebecome more co-operative
and accommodating, Religious fundamentalism and political
extremism (both right and left) resurge in a clamber for radical
solutions. Racism increases as scapegoats are sought to vent
frustrations. (Previous cycles: Anti-semitism in Europe during the
1870°s/80’s and 1930°’s/40°s.) Lastly, socialism becomes more
popular with the masses as there isa reaction against laissez faire
capitalism, whichis widelyblamed for the adverseconditions. The
conservatism and work ethic remain through the beginning of the
subsequentup waveand social stab:llty permsts durmgthls growth
phase.

Significantly, Kondratieff only covered the period after the late
1780’s. Prior US trends diverged markedly from the Kondratieft
model. Theinflationary peak of 1780 happened within 34 years of
the subsequeni peak of 1814 - a much shorter time span than in the

+ Tollowing waves. The 1780 peak did not have an ensuing plateau

phase, as the 1780’s were depressionary. The English ‘wave’ of

- 1745-1788 had no inflationary peak although there was a general

upward movement in price levels during the period. As for the
USA, the UK similarly recorded continued inflation after the 1974
peak, in contrast to the strong deflationary trend following the
peaks of previous waves. Despite such discrepancies, long cycles
are valid, but the classic Kondratieff wave of expansion peak,
plateau and depression need not persist in economic history. The

== 56 year cycle, and thus presumably the Kondratief§ wave, is

envisaged as changing progressively and never repeating itself
exactly.

Various researchers have extrapolated Kondratieff waves back
into earlier centuries (Goldstein, 1988). There are also some
indicationsthata 50yearcyclein warsand inflationwas experienced
in ancient Rome. Theoretically the 56 year cycle should persist
throughout human history, althoughmeaningful analysisisrestricted
by poor information for earlier eras,
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Thebig question arises whether the Western economies will soon
experience the harshreality of aprotracted Kondratieffsecondary
depression. The exactiining of this major down tumis impossible
to predict. The Kondratieff wavc, at best, is only abroad general
trend in cconomic life and leaves much to be desired in its
predictability.

THE 56 YEAR SEQUENCES & WAR

Kondratieff (1935) considered that ‘wars originate from real,

especially economic, circumstances and take place during the
expansion phases of the long waves’. It has also been noted that
warstend tomanifestnear thepeaksand troughs of the Kondratieff
waves:

Peaks:

1814: War of 1812
1864: US Civil War
1920: WW I

1974: Vietnam War.

Troughs:

1843: US-Mexican War
1896: US-Spanish War
1949: WW II & Korean War

The 56 year sequences have some refevance to wars, as many

financial crises arerelated to revolutmn and to the beginning and
ending of war.

War years in the 36 year sub-cycles:
Year Seq War
1745 41 Jacobite rebellion. (English crisis: December}
1756 52 Beginning of the Seven Years® War
1761 01 Ending of the French and Indian War
1763 03 Ending of the Seven Years” War (English &
Amsterdamn crises: September)
Ending of US Revolutionary War (US deflation)
French Revolution (English panic: Janvary 1793)
1801 41 Peace of Amiens Crisis (Europe)
1812 52 War of 1812 (US depression)
1848 32 Year of Revolutions (Continental crisis: March)
. Ending of the US-Mexican War
1864 48 US Civil War (French crisis; Jan; US panic: Apr)
1866 50 Anstro-Prissian War (European panics: May)
1913 41 Second Balkans War (US & European crisés)
1940 12 World War I (US near panic)

1781 21
1792 32

There may be a time lag for a crisis to mamfest after a war
(Kindleberger, 1989), as foliows:

1857 41 Afer the 1854-56 Crimean War
1866 50 Afier the American Civil War
1920 48 After 1914-18 World War

Kindleberger also commented that a major crisismay occurabout

10 years after the ending of war. For example:

War Ended Seq Crisis Seq
Seven Year’s War 1763 03 1772 12
Napoleonic Wars 1815 1825 Q9
Crimean War 1856 1866 50
US Civil War 1863 1873 01
World War T 1918 1929 01

Goldstein (1988) believed that ‘thelong wave upswing periods are

- characterised neither by more warsthan on the downswings norby

wars that Iast longer, but by much bigger wars. (These) are more
costly, more destructive and have greater political and economic
impact.” Furthermore, from the 17th century on, ‘mostofthemajor

-inflationary periods appear to be connected to wars’. Usually the

peak war occurred at the end of the expansionary phase of the long
wave, although World Warll wasthe notable exception, manifesting
near-the low of the wave,

Tnterestingly, periods of hyper inflation in US and European

economic history have always been associated with revolution and
war asin: :

USA:Late 1770%s. Revolutionary War. Overissue of Continental
bills of credit. These were virtually worthless at
the end of the war.
France: 1790’s. The French Revolution. Over issue of assi gnats.
Anstria: 1811. Napoleonic Wars.

USA: 1860’s. Confederate paper moniey becam:e worthléss at the
_end of the Civil War.

Germany, Austria, Poland & USSR: Early 19207s. After WWIL

Hungary: After World War I and World War IX.

“Eastern Europe: Early 1990°s. Collapse of communism.

Although war-induced financial crises happened fairly frequently
in economic history, a definitive 56 year cycle linked directly to
wars could not be established.

LINKS BETWEEN MAJOR/MINOR CYCLES

Interrelationships between the 56 year sequences and the 9 year
sub-cycleshas been established by McMinn (1993). The existence
of such links between the major/minor business cycles have been
discussed exfensivelyingoonomicliterature, Kitchin{1923) believed
that Juglar cycles were merely aggregatesof usually two, sometimes
three, minor cycleseachlasting about 40 months. The Juglar cycles
averaged about 8 years, but ranged in duration from 7 to 11 years,

Koiidratieff (1935) believed that the long wave and the shorter
cycleswereinterrelatedin some manner and that ‘theintermediate
cycles are strung on waves of the long cycles’. During the rising
waves, these intermediate cycles were characterised by brevity of
depressions and intensity of theupswings, while for the downward
waves the opposite applied with intense depressions and shorter
periods of growth. Schumpeter (1939), a famous economist,
thought tire spans of these economic cycles were related as
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follows:

One Kondratieff wave equals 6 Juglar cycles.
One Juglar cycle equals 3 Kitchin cycles.

One Kondratieff wave equals 3 Kuznets cycles.
(The latter was not mentioned by Schumpeter).

Thisview Is oversimplificd. Nevertheless, the short and long term
cycles are interrelated.

The Juglar cycle and Kondratieff wave are linked as crises
manifest when the 56 year sequences intersect the 36 year sub-
cyclesbased on multiples of 9 years (McMinn, 1993). Analysis of
the Jaglar cycle has regarded the following crisis years as major
twrning points in economic trends:

1810, 1818, 1825, 1836, 1847, 1857, 1866, 1873,
1882, 1890, 1900, 1907, 1913, 1920, 1929.

Theyears presented in ifefics fall in the 36 year sub-cycles Series
1 &2 (Observed: 7. Expected frequency: 2.7). Theyears 1825 and

1881 fall in principal Sequence 09. Importanﬂy, the major crisis

years of 1818, 1836 and 1847 “merge’ with the years 1319, 1837
and 1848 respectively, all of which are found in the 36 year sub-
cycles: ,

Years Seq Crisis

1818/1819 03 US (November 1818 - June 1819)

1836/1837 21 English (Dec 1836). US (May 1837)
1847/1848 32 English (October 1847). French (March 1848)

Since 1929, business fluctuations are genetally regarded by
econormists as being offset by povernment anti-cyclical policies,
which havethus prevented major crisesfrom.occurring, However,
this may be a result of good fortune rather than good planning and

dueto undetermined very long term trends associated with the 56. ~

Interestingly, forearly crises, the periodicity of Western European
crisesbetween 1551 and 1866 wasroughly 10years (Kindleberger,

1984), a pattern which may be dependent upon sub-cycles of 9

years.

The Kuznets cycle could, at least in part, be based on the sub-
cycles associated with the 56. Although there was some variation
from one measure of economic activity to another, Kuznets dated
troughs in his cycle at 1878 and 1896, with peaks at 1873, 1892
and 1913 Thelatter three yearsapproximate toa 20 year sub-Cycle
between Sequences 01, 21 and 41 respectively. After World War

I, Kuznets viewed the following peak as 1921 and trough as 1931

{Seq 03).

The Kitchin cycle, a short term cycle, could not be related to the
56 even though some connection probably exists.

The four main economic cycles are viewed as expanding and
contracting by as much as -20% to +25% from the ideal. In

contrast, crises in the 56 year cycle occur in specific sequence

years. The 56 is very influential in economic frends, indicating
when major market turns for the worse are likely to be evident,

THE SECULAR TREND

Discussion of very long cycles appears to be generally ignored by
economists, as it is hardly relevant to short-term economic
forecasting, which is their main area of concern. The poor records
for earlier periods also make it difficult to assess the preat waves
of economic activity which persisted over hundreds of years. Such
cycles have been postulated to exist in European economic history
by Gaston Imbert and J G Kretchmann (Braudel, 1984), with four
great waves being evident since the 13th century:

1250 -(1350) - 1507/10  About 260 years duration
1507/10 - (1650) - 1733/43 About 230 years duration
1733/43 -(1817) -1896  About 160 years duration
1896 -(1974) - ? Unknown duration

Braudel regarded the first figure of 1250 to be contentious and that
the beginning of the 12th century may be more accurate. The first
and last dates ofeach line represent thetroughsofeach wave, while
the peaks are as follows:

1350 Black Death and resultant economic decline,
1650 Peakfollows the ‘extended’ 16thcentury. Amsterdamrose
-to economic pre-eminence, (For Spain and Italy, this
peak could be placed as early as 1600).
1817 Peak is approximate and varies from country to country.
1974 This is widely regarded as the peak of the current
-~ Kondratiefl wave.

Theupward sectﬂartrendischaracterisedbye:q)andmgproducﬁon,
population, trade, culture, money supply, etc. Social order prevails,
capital accumulates and government is stable and able to govern.
These factors are favourable to ALL economies. The downward
secular trend shows up with heaithy economies being only found
in the centre of the world economy. Peripheral nations suffer
stagnation or decline, Hostilitiesincrease due to the difficult times
and population levels may remain static or fall. Strangely, culture
may flower on the downside in contrast to the general demise. For
example:

Italian Renaissance: 15th century
Spanish Golden Age & the court of Louis XIV: 17th century
Romanticism: 19th century

According to Braudel, a nation tends to become divided against
itself (as in wars of religion) during the rising portion of great
waves. Conversely, the down wave brings different parts of a

~ country together, aresponsetothe difficult timesbeingexperienced.

The problem arises in giving validity to the secular trend, because

of the verylong time spansinvolved and only four great waves have
beencited since 1250, Thus, thistrend is difficult toestablish. Even
50, the concept of great waves appears plausible, particularly given
the long periods of economic expansion and contraction found
throughout European history at least since Roman times.

The Kondratieff waves have bezn linked with very long cycles.

_ According to Braudel (1984), by adding fo their movements tothe

upward or downward secular trend, the Kondratieff waves either
reinforce itor attenuate it”. The 56 year cycle could alsobeexpected
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to superimpose on the secular trend. Nevertheless, the study by
McMinn (1993) only gave meaningful data for the post 1760 era.
This prevented appraisal of the great economic waves and their
possible relationship to the 56 year cycle.

Of concern is that the secular trend indicates that the European
economy could soon expetience a centuty or more of chronic
economic decline. Such a scenario could arise from various
causes: disease, war or environmental collapse, all difficuliies
causing increasing concern i the late 20th century. However, the
time spans within the secular trend are pc:orlar deﬁned and open
to speculation.

THE AUSTRALIAN EXPERIENCE

Australia was first settied by Europeans in 1788, but it was not
untilthePastoralBoomofthe 1820’ sthat thiscountry experienced
its first business cycle. During the ensuing 170 years, Australian
economic activity has often diverged strongly fiom trends in
Western Europe and the USA. Long term Kondratieff cycles
appear nof to be valid for Australia. Pope (1985) concluded that
‘theclaimforafull scale Australian 40-50 year Kondratieffinreal
output and prices over the last century or 50..... is not sustained at

. this time’. Only a few Australian crisis years align with the

CliyPDF

principal 56 year sequences on the Atlantic as follows:

Year Seq  Crisis .
1208 48 Crists. US trade embargo. o
1812 52 Liquidity crisis.

1828 12 End of the Pastoral Boone.
1866 50 Panic (Queensland: July).
1893 21 Bank Crisis (May).

1920 48 1920-21 recession.

1929 01,03,05 Australian 1929-33 depression,

1937 12 Recession.

1960 32 Horror budget (November). —
1987 03 Black Tuesday (October 20).

1989 05 Real estate collapse. -

A S6yearcyclewasnotoonfirmed and problems aroseinassessing
Australian financial trends because: '

Lowpopulatiunlevel's‘following the first European settlement in
1788 meant that early economic data need not reflect mass

psychologyandthereforethe 56 yearcycle. (Thenon-Aboriginal

population reached 1 million in 1358).

Thereis limited historical data (post 1820)onwhichto  basethe
56 year sequences.

The Long Boom (1860-90) completely countered cycles in ther

USA and Western Europe.

Australia has had few major panics and only three great
depressions, commencing 1840, 1890 and 1929. Thus there
were few comparative dates on which to base the 56.

CONCLUSIONS

The 56 year cycle does have a majorrimpact on the:

45 10 60 year Kondrafieff wave.
20 year Kuznets cycle.
9 year Juglar cycle.

This implics that these three cycles may arise from one very
complex cycle and are directly interrelated. Unfortunately, no link
conld be confirmedwith the short term Kitchin cycleof three tofour
years. However, the 56 year cycle only indicates when crises may
occur and doesnot give market fops or bottoms, Furthermore, the
56 year cycle has, to date, only been at a very elementary stage of
refinement andthmscannot give detailed resultsorprecise forecasts.
Muchobjectiveresearchneedstobe donefodetermine the intimate
relationships between the 56 year, sun-moon cycles and the four
main cycles of economic literature. '

COPYRIGHT 1993. All Rights Reserved.
David McMinn (066)89 1278
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Note: The diagramon Kondraueﬁ‘Long Waves reproduoed in this
article was sourced from the ‘Growth Fund Guide’ published in
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that Growth Fund Research Inc are no longer in existence, or have
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 diagramis without intent to infringe any copynght that may reside

in it.

ATAA Newsletter November 1993

- wwvvwy fastio.com

Page 27


http://www.fastio.com/

ChhPDF

LES HOSKING ON FUTURES '-

Les Hosking, Chief” Executive Officer of the Sydney Futures
Fxchange, addressed the Sydney meeting of the ATAA on July 19.
1993, The following is a transcript of his address, prepaved by
Colin Nicholson.

Before I get on to what I think are some of the things you are
interested in like new products, it is important to go over the
functions and development of an exchange, It is important to
understand this, if we are to understand where futures markets are

going in the next five years, including whether we will ever see”

things like greasy wool futures again.

I have no intention of forecasting for you what are going to be
successful futures contracts in the next five years. I feel rather
inadequate to addressyou asfar asforecastsand technical analysis
areconcerned. Ialso cannot tell you what willbea proﬁtabletrade
on the futures exchange in the next five years.

The preceding presentation of Super Charts (see September
Newsletter) does hone in on one very important area of the futures

markets and that is technical analysis. The direction of futures

markets is very much along the lines of technology in providing

more opportunities in our markets because of the type of data that -
we can provide on line very quickly for you to interpret and trade

against. Theirony isthat, whileit is very important tokeep futures
markets operating to give you that source of data, some of the
biggerbusinessis goingoff-markettoplaces wherethereisno data
available. Iis going into black holes that you cannot actually find
out about. . .

Technology is as much a part of the futures industry now as

anything ¢lse. Back in the days when Will Slatyer and T were

trading along with others in this room (we were in the gallery of
2 O’Connell Street, 5 O’Connell Street and 6 Australia Square)
we could actually sit there and leisurely draw point and fipure
charts of markets as they moved. Youcould do it quite accurately

and draw your trend lines as you went. These days, there are’

maybe, in the Three Year Bond market on the Sydney Futures
Exchange, up to twenty people onthebid and twenty people onthe
offer. Itisvery hard forusto tell you whether 05 traded before 06
and backto05. Theaccuracy ofcapturing the data inthese massive
marketsisvery difficult and thatis part of the reason why I say that
technology will eventually govern what i is available to you as far
as products are concerned.

What Is A Futures Market?

It isthe inherent nature of futures markets that they do provide you
with data dissemination very quickly. You can see what is
happening on the trading floor very quickly. Thatisbecausethere

is sufficient price discovery on the trading floor. There is this

liquidity on the floor that doas not corrupt the market intelligence

that is flyi d ing thi ket infe tion. Sothisis =7 ) .
atis flytng around creating the market information. So thisis “some of them have now failed, like wool, cattle, gold and why some

the value of Futures markets. They do that better than any ather
market in theworld. They discover price, they are moreliquid and

they disseminate the data morcaccuratelyand more efficieiitly than
anyother market that [know of...eventhe stock market....even with
SEATS. '

Now, this is probably part and parcel of the history of futures
markets and why people tend to distrust them. Let us take an
example: It is just coming up to ABC news time and I can picture
the news reader saying that there was chaos in the financial markets
of Australia today. Guess what will be in the background: The
Sydney futures Exchange trading floor. That is what it is depicted
as: chaos. And so my mother and maybe all of you, from the very

~ first time that we started to think about technical analysis, looked

at futuresmarkets and thoughi: Abitofa mystery that one.... highly
risky, highly speculative and soon. So, despite all the substantial
economic and social benefits that we provide, futures markets have
always had this bad image: this speculation, this mystery, this
intrigue. -

Futures markeis are controversial. The whole markef operates on
the necessity for people to speculate. You cannot have just a wool
grower meeting a wool processor, without having a whole heap of
speculatorsin there ready to transfer the risks from one to the other.
The wool grower may perceive that he wants to hedge in the
morning, whilethe wool processor perceives that he wantsto hedge
inthe afternoon, Inthe meantime who createsthe price all day? Not
the futures broker, because he will not do it for nothing, but the
speculator. heisthe one whotrades. So, futures markets have this
pervasive role of speculation. It is their inherent efficiency, their
inherent price discovery, it is the thing that actually makes the

. market tick.

AsIsay, the television news will show the trading floor with these
guysintheircoloured jackets, the localsdownthere thatare trading
away. Some have even got charts under their arms, looking at the
- SPIchart while theyare trading the market. Tt looks like chaos. So,

- when the financial futures markets came along, the banks and the

institutions, at the first blush, looked at them and thought that

- cannot be a serious market place, not what those guys do. Sothere

was a problem that we had fo overcome with that.

You have got films like *“Trading Places”, vou have got press

reports about triple witching hours, I cannot even go home any
more, because people don’t trust me.  Admittedly, yes, there has
been some colourful history to futures markets since the Civil War
in the United States, when they started over there. And, of course,
in Australia at the Sydney Futures Exchange, we have had our
moments in the market place: cattle squeezes, bull squeezes, Will
and] havebeen involved in a few, on the defensive side I might say,
rather than the aggressive side. But they have been there and they
have given us a problem.

Why [ am saying all this is because it does tie in with the very thing

that isimportant for you peopleand thatis pricediscovery, liquidity,

datadissemination and the way a futures market functions and why

of them are still operating, like bank bills and treasury bonds. Itis
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theability toreport trades and todoitaccurately. Thereisnoother
market in the world where you can see thebest bid, the best offer,
the last trade and, in many cases, the size of the trade, identifies
the seller and the buyer, gives you the best of the market in some
marketsifyon are connected fo a broker and it is disseminating as
it happens. You think about it. There is no market in the world
that provides that sort of service, only fitures markets doit. And
yet, ironically, they have that aura of suspicion.

At 11:30am exactly, when the balance of payments figure comes
across the desk, you will see it on the news: people are on their

mobile telephones and saying what the latest figure is and within -

seconds, on the futures exchange trading floor, it has been
interpreted and disseminated around the world in a reaction. Itis
5o fast that people think that they must have got the information
at 11:29am, It is nof, it is because the information is transferred
throughtothereaction so quickly and soefficiently that it happens
that way. It goes back to this end: we are reliant on that sort of
information.

_ The other thing about futures markets which. is important as far

ClibPD

as peopleunderstanding them and actually using them is that, not
onlyisthe information fed into the pit as quickly as that, but when
it getsin the pit, there isno order of priority becanse you have been
there a long time or because you have more business to do than
somebody else, or that you are abigger local, or better capitalised
like a bank or soon. The order of priority is who is there first and
what is the price. So there is an absolute efficiency about the
operation of the market Icanbid fiveforonelotand have priority
over the Commonwealth Bank who is bidding four for twenty
millionlots. They haveto getme ont of the wayfirst. They cannot
jumpover the top of moe and trade with the Commonwealth Bank,
you cannot trade preferentially. Every trade in the pit is done on
a fair and open basis, with no discrinvination because of size,

As a matter of fact, that has led to some people being suspicioas
of the markets again. We have had farmers suspicious that
speculators have preference on the floor as opposed to their
hedgers. We have had institutions suspicious about fitures
markets and the preference shown on the floor because of the
locals being there as opposed to the genuine capital raising
business. But the futures markets have this level of clean
efficiency.

Whatisall thisleading to? Why am Isayingall this? Itisbasically
because, in the future, we are going to see those sort of markets
under considerable threat. 1 just thought that I should raise the
issue. At the moment, futures markets are very efficient price
discoveryvehicles, butthey arealso veryexpensive torun, because
they are very capital intensive. In the trading floor area, $20
million is being tied up and most of the floor members of the

exchangeare onlyearningadollar orsoincommissions pertrade.
So theyarevery difficult marketstocontinue with. Whereasthere .

are massive over the counter markets which have developed in
many, many products, including agricultural products, though
more particularly in financial instruments, where you will never
hear about the prices. It is very difficult to discover what is the
acmal traded price of gold, because what is in the newspaperis not
a true reflection of what it has been priced at all through the day.
In other words, the public auction system is virtually being by-

passed. Itis either going to be by-passed into the over the counter
markets, where there is no disclosure, or into regulated futures
markets where the marketinformation is disseminated the way we
doit . : .

‘What has caused that isbasically financial futures markets. They
have sped the whole game up. All of the major banks and
institutions and so on, look at whether it is necessary to go through
a futures market or whether it is more advantageous for them to
trade over the counter, with corporate treasurers or growers, with
undisclosed prices. They can get a better margin ouf of that. There
is atendencytowardsundisclosed prices. Technical analystscould .
whither on the vine ufless prices are provided to them.

There is a saviour in all of this. ¥have given you the gloom. Now

Twill give you the good news. Itisthat, if there are people out there

who are providing a service to a grower via a forward option ora
veryexotictype of overthe counter product, they in turn have arisk.
It is those people who in turn are coming and using the futures
market. So it is the banks who are now our major users.

Inthe good old dayswhen gold wasking on the SFE, that wonderful
little 50 ounce Australian dollar denominated gold contract that we
had, 85 to 88 percent of SFE turnover was retail ie. private client
business. It shified down to about 70 percent as the back months
started to go up in premium because how many banks can knock
back a thirty percent return on their gold if they sold the distant
months and held the gold in storage? But predominantly, at their
peak, the wool, cattle and gold fitures markets, were around 80 to
85 percentretail. Today: four percentof SFE businessis transacted
by private clients...and falling. In the US market: the same.
Whereas the US markets were the playground of the doctors and
dentists in pork bellies, not any more. The way a private investor
gots into the US market these days is via a Commodity Trading
Adviser or fund manager or a pooled management fund or
something like that. Very few have direct accounts unless they are
very, very large.

So, the game has changed as well and that is part of the reason why
agricultural futures may never comeback, why the typesof products
we knew before may never be back. Maybe itis why COMEX has .
not reallyresponded to whatisa steep rise in the gold market. You
would have thought that the turnover on that exchange would have
increased quite considerably, butit hasnot. There hasbeena little
bitof aflutter, butitisnot going up, becanse the game has changed.

Twill give you a couple of statistics that will enhance that. Fn 1992,
there were §5 trillion in interest rate swaps open around the world.
In the same year there were $4 trillion in interest rate futures traded
around theworld. ‘This relationship is very reflective of the way the
futuresindustry and derivative markets work these days. Theyboth
back what I said about the banks taking the risks,

The swaps market is what we call the over the counter derivatives

market. Sobanksare writing swaps with their corporate customers
and with other banks that are almost as standardised as the futures
markets. Forjust about every one of those swap deals that are going
on in the OTC derivatives market, there is now a futures trade
occurring on the firtures market. So, keep that in mind when we
get back to whether energy contracts will survive or whether cattle
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or wool contracts will develop in the next couple of years.

We have actually done the same thing at the Sydney Fotures
Exchange. That was global. The SFE is now the seventh largest
exchangeintheworld. Thelargestinthistimezone. Qurbusiness
isontheyieldcurve onlyand, asIsaid, ourturnoverispredominantly
banks and institutions: 85 to 90 percent of it.

_ Thatiscdmparedtoymmago,wheh,'inthegoodolddays,"itwas'

corn and it was soya beans and it was gold etcetera. To give you
a better feeling for how it has changed, the following are some of
the comparisons thatI can giveyow. Iam sureyou donot perceive
these markets to be as big or as small as they are.

‘First of all the SFE contracts. We have three contracts in the
interest rate futures, Thatis, the 90 day bills, the three yearbonds
andthetenyearbonds. Andwehave the SPL. Eachoneofthethree
interest rate contracts trade in excess of 20,000 contracts a day,
which coverts to about five million contracts ayear. The SPIvery
zarely goes over about 2,000 contracts a day. We think the SPTis
an illiquid contract, which is one reason why we are trying to
reduce it down to about a quarier of its current size.

Who would have thought that the bank bill contract at 20,000
contracts a day would be bigger than gold on COMEX, silveron

COMEX, wheat on Board of Trade, fifilcen timeslarger than pork
bellies, hogs, the British pound and live catile on the CME. The

SPIcontract is twice aslargeas the cotton confract, the heating oil |

contract and the soyabean meal coniract. Now, all of these huge
agricuitural contracts in the US which peopleperceive asbeing big
overthereareall smallerthan anyone ofour interestrate contracts,

To put it in perspective, last year the SFE traded 15 million
contracts in financial instruments, while the Chicago Board of
Trade traded 120 million contracts in US treasury bonds alone, so
we are still not any where near as big as any of the majors. The
CME traded 40 million contracts in eurodollars. The S&FP 15
million, the deutschmark contract 12 million,

So the day of the agricultural contract is almost gone as a
commodity that can bereadily adapted toafistures marketand may
never come back. Where does that leave us? That leads into:

What will be the instruments of the future? -

On the SFE, certainly our life blood is going to be financial
instruments, We think it will survive a few more yearson the back
of fixedinterest. However, asIdo notneedtotell you, fixed interest
ispretty flat at this point intirne, and the yields are not quite as good
astheyusedtobe. Sothereisabitofdiversificationinmind. Where
is it going to go asfar as the major investor is concerned? Isitgoing
to gointo gold? Isit going to go info equities? Is it going to go into
epergy? Oris it going to go into commodities?

“Well, we think that it will go, in the first flush, into equities, not

because of anything other than that it is the market in which we see
thefastestarea of liquidity creation. It iseasy to convert interest into
liquid markets in the equities area. There are already markets pre-
designed and the infrastructure is already there. The stock market

- is able to readilly respond to a resurgence of interest in equities. It

is there, it has been bleeding to death waiting for us.

The over the counter area of the market easily responds to a
resurgence in equity trading and there are obviously fundamental
reasons why equities might be a good bet for the time being.

So, there may be this move from predominantly fixed interest
investment by institutions down to a little bit more equities
investment. The old ratio many years ago used to be 60% fixed
interest and 40% equities. Then it turned around the otherway and
these days it is not easy to gauge. We hear from the institutional
users of our market that they are still a little bit frightened about
moving too far away from fixed interest, because although the
yields on fixed interest are not as good as they used to be, they are
waty of the stock market. How long is this market going tolastand
how far is it going to'go down when it turns? There is still 2 little
bit of reservation there -

In fact, although I have given the OTC market a little bit of a
bagging in the sense that the futures markets in some way lose
business there in the style of trading that goes on, they are also a
good barometer and a good measure as to what is the most active
investment these days.... 'you can find who is trading what,

The gold market is afairly active market in the local London area.
It is a quite active market in Hong Kong in the cash market. Itis
not being translated info an active market at COMEX, but who
knows, it might as the price movesup. So, weare seeing that gold

_ market activity out there and making our decisions as to whether
_the next step is to put a gold contract back on the SFE.

Now indoing so, it bnngs me toa point where we ask how do you
measure whether these contracts will survive and be successfulon
afutures market? What are the ingredients in saying: Alright, we
have got this little wish list out here - Gee we would ike to have a
gold market. Gee wewould liketohave asilver market. Geewasn’t
it good when we traded the cattle market? Gee wasn’t it good fun
when we traded the wool market?

‘Wool

Well, let us take them in reverse order, the wool market: Would that
bea successful futures contract now? The initial reaction I got from
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ABCjournalists and God kmows whoelseayearago was that there
is no more Wool Corporation, there is no more floor price. Ttis
going to be volatile for every body, there are going tobe volatile
prices. )

Rubbish. Theonly thingthat happened when the Wool Commission
walked away from the floor price was that they handed the whole
risk tothe grower. The mug grower got itagain. They havebeen
copping it on the chin for the last few years at the front end and
now they have just walked away and banded them therisk, Why?
well, if you are a mill or a wool buyer selling forward, what risk
haveyou got? You have got three million bales of wool there and
so, asamill, you havenorisk. Asabuyersellingforward, youhave
no risk.

The price is not going to goup. David Clarke and the Australian
‘WoolRealisation Committeearesittingtherelikevulturesina free
waiting for the damn thing to moveup ten cents and they will sell
the lot. So, who has got the risk? The wool grower. So, in that
sort of a market, why do you need a futures market?

The futures market is supposed to be a risk transfer mechanism,
When the wool grower perceives that he has got a risk if the price
is going to fall, he trades with a wool mill, who perceives that he
hasariskiftheprice goesup. And they aresupposed to meet there
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occasionally andirade, If they don’t, the likelihood is that the wool
grower runs the risk for a little while and so does the wool mill,

So, until they get rid of that stockpile, until there are a few other
peoplein the train that want to take arisk fromhere tohere tohere,
thereis nouse listinga wool contract asfarasTamconcemed. The
wool market will not survive on just the wool growers. They have
never used our market place, never understood our market place,
We havespent millions of dollarstrying to educate them, We sent
Will Slatyeraround the countrysideyearinand yearout. Hebusted
his gut trying to get growers tounderstand. Itisoneofthosethings:
the market place will not survive on just one sector,

The most efficient markets in the world are the ones like the US
TBonds contract, the CME Eurodollar contract, the S&P 500, the
SFE financial instruments. They are so efficient becansethere are
multiple risk takersand transferrersinthe system. Thatisthe sort
of market we want. :

Live Caitle
Now, the live caftle market. The big concern we have about live

cattle is, depending upon what type of cattle you have got, that the
cattle market now is vertically integrated. The Japanese own the

farms, the cows, the processing sections in Australia, the shipsthat
take them up fo Japan and the supermarkets in Japan. So, where
istheriskforthem? When the Japanese decide to stepback or when

" “the Americans decide to flood the market with their beef, the only |

people that again have got a risk are the growers. And we cannot
put markets up just for them.

What needs to be done is that there has got to be some risk

peroeptionin themarketplace, justaswithwool. Youhavetohave

banks or institutions or brokerage houses or something gotothe
farmgateand buythe cattlefrom the growerand he may, ifhe trades
options or something, takes a forward contract or whatever,
perceive he does not have to manage hisrisk. The person who has
bought these things and then does not have any place to sell them,
needs a risk transfer mechanism. If they goand sell them forward
to someone else, they will need a risk transfer mechanism. Once
that chain starts to roll, then maybe we will have the justification
for a futures contract.

Gold and Silver

So, that bringsusbackto gold and silver. Well, actually Tam alittle
bit more encouraged there, because I read in the papers that the
producer has in fact written forward contracts though Macquarie
and other banks and are now, because gold is going up, deciding
to unwind those forward contracts and let the market run abit and
therefore rununcovered. Thatisa suckerplayif ever there was one,
but that is what they are doing, '

It is as though the textbook was never written or was thrown out the
window thirty years ago. Hereare these gold producers, that have
probably paid some pretty hefty margins fo get set directly over the
counter with the banks. Itis probably likelife insurance, if youcan
get out of it, unwind the forward sales early, you will have to pay
a penalty. So, they are now unwinding those long distance
production hedges and they are running the gauntlet of the gold
market continuing to rise. And they will do that rather than trade
in goldfutures contracts, with a$2,000 initial deposit, $1.17 feeand
about $5 a trade. L o

' Tamencouraged tohear that they are doingthis, because surely that

has got tobe a justification for a gold market. That is what it takes,
people prepared to take a risk and others prepared to take the
opposite side. The more people that are in the chain taking risks,
the more I am encouraged.

The gold producer is now in the chain taking the risk. Macquarie
Bank has said: Yes we will unwind our hedge, but they have
probably got themselves back to back anyway and need to unwind
themselves. So thereisa chain reaction. The more of those links
in the chain, the more active a market you have got and the more
Justification there is for a standardised product.

So, itisnotscoopnews, but the SFE is seriously consideringputting
a gold contract back on itsfloor and it will probably do it, we prefer
to doit, linked to the major Hquidity provider in COMEX, because
the more unified the 24 hour market we will have, the safer it will
be perceived by the larger users and therefore the more they will be
willing to take on this risk transfer mechanism futures provide,
Also, the other thing T have not touched on at all here and I won’t,
is the counterparty risk elimination that futures provide.
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The gold market may come back in the form of futures trading
either on COMEX and on SFE or just on COMEX, because it is

the cstablished market, but it will only do so if there is a

continuance of this risk taking that is now going on in the mariet
place. Also, if the gold price keeps going up. If gold falls, well,
we are back in the same old boat again I suppose.

Share Price Index
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And finally, SPI. Well, it has been a real sleeper for a long time
hasn’tit, inthesensethatever since the 1987 crash, there hasbeen
very little interest in. the retail sector as far as equity markets are.
concerned. Particularly taking risksin the equity markets. There
hasbeenmore significant investment in the fixed interest markets,
So, there hasbeen no willingness for peopleto speculate, take the
risk, or even have a bit of perceived risk transfer.

QOur Share Price Index contract has been ticking over through
locals on the floor, whoarecapable of getting the finest margin out

ofthatmarket. Theycanstand thereand buyat 1701 and hopefully .

itwill goup to 1702 and they will make $100, but ifit doesn’t, they
are in the safest position on ihe floor 1o trade out at 1700.9, 0.8,
0.7, 0.6 ete. T

Going back to these locals, I have really got to emphasise that
futures exchanges are reliant on that population to provide these
. efficient markets. We do not have enough of them in Australia.
On the Chicago markets, all the ones that I said to you before are
successful, are heavily populated in the pits by local traders,
- individuals prepared to take this risk transfer mechanism from
one hedger to the other hedger. The more of them, the more
Hquidity, the more stability in price and the less volatility you are

likely toexperience. Someofthemarketsin Chicago: porkbellies,

live cattle and grains would not be in existence today had it not
been for the fact that for 75 to 80% of their existence, they have
been priced by individuals on the floor, thatis locals. The hedgers
intermittently use these markets. _

To give you a better comparison: How many markets have never
beenvery properly priced cashwise? Thewool market for instance:
supposedlyyouknowthetruevalue of wool inwhat I'would describe
as a public auction place when the wool auctions are on between
2.00pmand 5.00pm on Tuesday to Thursday. The restof thetime:
guess. There is no public market. The AWC tries to publish an
indicator price, but it is about as useful as a hip pocket in a singlet.
That sort of inefficiency is still in many, many cash commodity
markets around the world. '

That sort of inefficiency is another factor that is inhibiting liquid
futures markets, becausel am not prepared totake a riskas a futures
trader unless I know where that cash market is. Icandoit on the
SPIbecanse the ASX is determining the cash price. Icandoitin
bank bills because the interbank market is determining the rate. I
cando it inbonds because there is a cash bond marketbeing widely
disseminaied. So, where there is live cash data that is regularly
trading and widely disseminated, you can trade the futures easier,
That is why futares markets on financials have been so much more
successful in that sense. So, there is another reason why the
agricultural markets are not going to go anywhere until they catch
up o this global market place we have now, where whatever you
say is reported by Reuters and Telerate and is interpreted by the
market practitioners within seconds.

I suppose you are getting the drift here that I am a little sceptical
towards agricultural marketsand even gold. Wholnows what the
real price of gold is? Is-the fix in London a trustworthy vehicle to
tell you what the price of gold is, compared to how bond markets
trade? Doalithe goldbullion housesaround the worldevery second
of the day tell some centralised place that I have just traded gold at
$US360 an ounce? You do not get this in gold, but you do in
financial markets. You can see on Reuters the US T Bond rate and
you can irade the US futures in T Bonds, but gold is a little bit
different. There is an inside edge there that discourages people
from trading.

Summary

What T have just tried to do is say that the futures markets of the
future are not going to change very much, they are just going to get
bigger in the area of financial instruments. If there are some
opportunities in metals or some other cash commodity markets,

_ they may evolve into active futures markets, but T am a bit sceptical
*-because of the cash market pricing,

Thatis another reason why I think the equity markets will see more
meaningful business done. That is because there is a propetly
functioning cashmarketwhich is giving you price information that
allows you to trade proper functioning futures markets which are
giving you insfant price information.

Price Data
Instant pﬁce information is what the markets these days demand.
Technical analysis is useless in many of these commodity markets

because-they are not giving you enough prices.

T could tell you some horror stories about some of the data that is
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actually disseminated out of futures markets. I caution you into
finding out how data is captured and disseminated on certain
futures markets, because you might be geiting fairly corrupt data.
Unless you have got pretty good systemsto filter it, this datacould
cause an awful mistake, So, there are some dangers in that area.

The Future

So, in the next five years, I think we are going to see a stronger
concentration by futures exchanges, not on futures products, but
on the liquidity they have got, on more accurate reporting of data,
on extending trading hours and on creating more hqudely and
efficiency in the biggest products.

Why I say that goes back to who are our biggest users: the
institutions that demand that sort of liquidity and the major
commodity trading advisers who manage about $US30 billion of
futures funds in the US. Those people are demanding that sort of
information.

The CTA industry in the US spends about $US15 million a year
buying tick data from the Chicago Board of Tiade and the CME.
The SFE eamns about half a million dollars ayear selling tick data
to those CTAs. Thatis the name of the game: accurate data that
can then be massaged by the users.

Icannotforecastfor you any newcontractsthat are coming around
the corner. I see some growth in our SPI contract because I really
believe that a twenty five times the index product will provide a
more liquid market, allow more people to take risks and allow
more people an opporiunity to trade. It will not just be an
institutional market. It will be alocals market, a retail customers
market, a stock broker matket, an arbitrage market and an
institutional market. So, there will be an efficiency there that we
have already got in our interest rate markets.

I do not think a wool market will come back for many months, if
not years, becausz of the stockpileand the lack of risk being taken.
Hopefully we can work outa cattle market, because there are some

risks outthere. Itisamatter of howyou specify itand we havedone

quite a bit of work on it.

Thename of the gameisthat the futuresexchanges are, all around
the world and the SFE in particular, concentrating on very clean

toprovideyou with three very liquid futures markets with integrity
of price, than ten little ones trading a couple of thousand contracts
a day because it would be nice to trade them.

Trading Floor Versus Screens

How long is the SFE trading floor going to stay thers? Well, we
experimented with screens and you might perceive that a screen
market gives faster data, faster price distribution and might be
even more efficient. Some of you may be devotees of computer
screensand thinkthat they solve allills. Well, itis notright. There
is an old saying among die hard floor traders such as myself, that
the only difference between the Loch Ness Monster and a good

screen dealingsystem isthat two people haveactually seenthe Loch
Ness Monster

So, I'think that futures maﬂcettradmgﬂoors will be therefor many
manyyears, ong of the reasons being that we create the liquidity we
havebeen talkingabout. The market floor has the ability to provide
liquidity which has not been evidenced yet in screen dealing
systems, because there are no locals in screen dealing systems yet.
Theprice discovery mechanism is still inefficient. IIwanttotrade
1000 lots at a price in a screen dealing system, I have to getin a
queue. There isa preference shown, they do discriminate against.
youon a time basis. Whereas, on the trading floor, everyone has
equal go, we all trade at once. Many screen dealing systems make
you wait, 50 you can hear the news, but because you keyed in a
nanosecond later than a little old lady in Blacktown with one lot,
youwait. Or, you have to drive the price over the top, which creates
the volatility we do not want in markets. Until we fix all that up,
and wehavebeenworking onways ofdoing it since 1989, we cannot
replicate a trading floor and I do not see it seeing the light of day.

Questions

Itis not always possible on the tape to identify the questioneror fa
hear the question asked. However, the answers seemed to be of
sufficient inferest to reproduce on their own.

Answer: You would be surprised at how many people do have the

perception that a smaller (SPI} contract is more expensive. It has
been very hard for us to explain to people that, although we are
reducing the contract size to a quarter and the perception of the
institutions is that they are going to have to pay three more fizes, they
will actually save. We estimate that an institution with 2 hundred
lot order has a slippage of one big point at least on the way in and
on the way out. Therefore, for each contract they trade, they are
losing $100 in slippage on the way in and on the way out, or $200
on around trip. Yetthey arecomplaining about three times $1.17.

Answer:  The (SPI) contract is inefficient, that is the fact of the
matter and it has got to be changed.

Answer: We are going to announce that, until the contract trades
at a daily average basis of 10,000 lots, we will not charge any fee
at all.....this says that we are serious, doesn’t it? They will accept
that ifa contract is that liquid, it isworth $1,17, so we are not going
to collect any money until it is. '

Answer: The commissions are negotiable and most of the brokers
have said simply: Well, when the SPI had $100 tick movements,
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we had to charge a commission which reflected the risks that we
were taking over night. So, lets say the average commission was
$10, all the brokers I have spoken to have said that they will be
either halving or even quartering their commissions, toreflect the
lowerrisk........Jcan giveyouthe name ofafewbrokersifyou want.

will Slatyer: You did notmention the individual stock confracis?

Answer: Certainly weare moving along that track. Wearelisting
individual equity futures contracts, that is futures on individual
stocks. Thiswastried in 1984 by the Australian Financial Futures
- Miarket, but it was not successfl, which is not surprising in that

wewould not besuccessful trading BHP sharesonthe SFE, sothey

would not be successful trading BHP futures on the AS3(

Wehavebrokerswho specialissinfutures, we havetheinfrastrutture
for trading, we understand price discovery, but they don’t. They
know how to sell equity in stocks.

Weare in the process of finalising the most difficult aspect, which
is how to handle the delivery of the share futures contracts, which
Texpectwillbe throughthe registry of the delivery company. Once
we have solved that, which will be within two weeks, we will then
be seeking to list these contracts through the usual regulatory
channels and we have an anticipated start date of mid January
1994,

We are doing three companies only. This news broke in the
Australian Financial Review about two weeks ago and T have had
several letters from major companies asking whether their shares
could be listed as share futures, because they realise the benefits
of having the enhanced tradeability their shares will have with
institutions and others if there was a futures contract.

Derivative markets doenhance boththe holderof equity portfolios

as well as the tradability of those shares. So, at least they have
learned that out of derivative markets and how futures are a much
more efficient and cost effective way of portfolioc management
thanareoptions. The likes of AMP and National Mutual are very,
verykeenforindividual share futures. Theywouldliketosee them
on the range of stocks in their portfolio, but they accept that they
will enhance the liquidity of only a few stocks in the first place.

Dawn Bolton-Smith: That should give us fime to gef our
charts all in working order.

Les Hosking: Well, lets hope the equity markets are still moving
upwards at the time of listing.

Dawn Bolton-Smith: Does it really matter?

Answer: No. I suppose it goes back to the wool market. Timing
is everything. We went out and did an intensive marketing
campaign on the wool growers as to why they should hedge their
wool. Some ofthem did actually hedgeand guesswhat? The wool
market went up and went up and went up and here they were, all
short futures and long wool and having to pay margins to those
roften firtures brokers. So, I don’t want fo have people hedging
their portfolios with futures and seeing the All Ordinaries go
through the 2000 barrier with no stops and us calling margins. In

some ways, it might be better if we introduced these contracts on
a bear market.

Question: What are the three companies?

* Answer: BHP, News Corp and National Bank. The majorcriterion

is that they must be quite active in the London market becauss we
believe that we will get quite a bit of business out of the London
market after the ASX has closed.

Answer; Thefifty leadersconfract wasan absclutedisaster. Iblame
myself becanse T listened 1o the institutions who said they would
trade that in preference to the SPIand never did. We have spent
at least nine months analysing the smaller SPI contract and going
to each position holder and asking in the market place. We expect
that the existing users of the market, the AMP and all the
institutions, plus the locals, will continue to use the market, only

- they will do it twice as much or four times as much. Plus, because

we have a smaller size contract, we will get new business that has
never come near us before. Also, if we get to an optimal level of
about 5,000 contracts a day the huge Commodity Trading Adviser
poot inthe US will come and trade the market. Theirfirst measure
of a liquid firtures market is, no matter what the contract size, no
matter what else, if it does not do more than about 5,000 a day and
an open position of about 30,000 a day, they won’t go near it.

So, over all, we think the iiquidity will evidence itself on the floor
in the pit as opposed to at the moment where there has been an
inherent liquidity there, but itisjust not meefing each otherbecanse

. of the cost and the size of the contract. That is, the important part

about designing futures contracts is, not so much the risk transfer
‘element, but you must have a chain of risk and also you have got

- to have as many players as possible to trade those markets in all

sectors. So, you can’t have just a growers market.

Adtypicalexampleiswhen westarted off currency futures (Australian
Dollar versus US Dollar) the major banks were saying to us that we
had to havea $5 million contract, because that is the parcel that they
trade. Butwesaid, wellno, we are actually going to havea $50,000
contract, because we want the littlest investor, the speculator, in
there. Because, in those days, they said, look: get those damned
speculators out of the way, that is they just did not understand that
futures markets havethis wide cross-section and until they do, they
will not be successful markets.

Question: There are now a lot of index funds. Would they not
support a fifty leaders contract? '

Answer: Yes, we have spoken to those people and I think the SPI

~ will benefit from that as opposed to the fifty leaders contract. Itwas

a dead mistake to list the fifiy leaders. It was too close to the SPI.
We did not have enough evidence of liquidity in the SPI to list
anotheroneanyway. So, weshot ourselvesin the footand weshould

_ have known, because we agonised about whether we would list a

three year bond as well as a ten year bond for ages and only did so
when we were certain there was sufficient liquidity and additional
arbitrage in the market to trade both sides of the yield curve. And
herewe were saying we would list both an All Ordinaries and Fifty
Leaders contract. They looked exactly the same and we were only
doing 1,500 trades a day in the SPI It was crazy.
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Dawn Bolton-Smith: The Twenty Leaders Options has also been
a disaster, they do not even publish the figures in the Financial
Review any more.

Answer: [think the explanation I gave you on the Fifty Leaders
has told you why. Once one is there, then you may as well
concentrate onthe liquidity in that, do all you canon that one and
forget about hedging about the place.

It is one of the reservations I have about Gold in that, whilst
COMEX is there and ultimately COMEX is going to be a twenty
four hour market through GLOBEX screens, it will be a market
thatwili be available to youin this time zone live. Thenitis going
tobe hard forusto compete with that. That is why we think, well
why don’t we get back into bed with COMEX now and provide
the liquidity here and have them flow it on to us.

Weate thinking the same on oil. Wewould like to trade the West
Texas Crude here in Australia on behalf of NYMEX. NYMEX
and the SFE happen to have the same screen dealing system, so
we might link them together,

So, there is only one liquid market and that is now in New York
With technology the way it is going, it is quickly going to go
through the rest of the world via screen dealing or something like
that. Wearereallyabit suspiciousabout spending our hard earned
dollars in listing things that may fail for the usual traditional

" reasons; There is already one there. -

I believe that is another reason why the SFE going into individual
equity futures is an exciting move in a different direction. ¥itis
successful, then we might see an IBM on the floor. You may see
the top Japanese stock or the top British stock. Just one, thatis all
youneed, dragged along with the indicator, and you may be able
totrade those markets in Australia. That seemstometobeamuch
more promising new venture than digging up the old bones and
trying to dust them off.

Question: Wouldforeign stocks have fo be denominatedin foreign
currency?

Answer: Well that is a question I am not yet convinced on:
‘Whether itshouldbe their currency or our currency. There are two
sides to this argument. The gold market really liked our Aussie
doilar gold contract and it depends on where you are directing
someofthe businessand whether there issufficient hedging there.
I tend to believe that you trade it in your own local currency and
let themarket place sortout its currency hedge asopposedtotrying
1o give people an invested currency problem.

Basically we start with the question of whether there is any risk out
there. If there is none or insufficient risk, it is not even worth
looking at.

Answer: You mean the trading on the floor itself? The Iocal has
equal ranking with the employee of the bank or anyone else as far
aswhoever has the bestprice is entitled totrade and it is the seller’s
preference as fo who he trades with.

Answer: The futures markets are traditionally set in eight sided
tiered pits, like a litfle amphitheatre, So, we all stand around in a
circleand eyeball each other, At8:30amthebell rings and, if Twant
to sell ten lots of SPT at 1700, I shout out “Ten at 00”. Just the last
two numbers and the quantity. And I push my hands out like that.
If someon¢ wants to trade with nie, he just says “But it”.

Now, if 200 people are doing that, it might sound a bit chaotic, but
it worksina sense that, before the bell rings, we go through this pre-
market phase of saying “Well, I am going to be at the bid at 97,

Another fellow will say “I am going to be at the offer at 98”. So,

we get a market between us, an indicative market, so that when the
bell rings, there are poing to be sellers at 98 and there are going to
be buyers at 97. Now, someone may jump in and actually offer at
97, to try to getthejurop onothers. That will happentoday, butlet’s
see what he does fomotrow and the next day. The pit culture sorts

itself out, since you have got to live with these fellows, to deal with

them every day.

So, the market opens, and from there on it is the true open outcry
price discovery market. The best price is shouted to all in the pit
and all the pit have an opportunity of trading with the seller and it
is the seller's discretion as to whom he trades with. Not on thebasis

of credit risk though, it ismerelyonthebasisof efficiency more than

anything else.

This is why screen dealing markets are not as efficient as floors,
because let us say, as is typical in the bank bill market, there will
be blocks of 500 go through. The trader will say “500 at 2”. The
pit will be in uproar to accept: “Buy 100, buy 20, buy 50, buy 200,
buy 500....." Now, some of the smarter ones will not say “Well,
you can have 2 and you can have 3 and you can have 5 and so on™,
because that meansthatyon haveto writeout all thesedamned chits,
So, if somebody says “Buy 500", he will say “You” and leave the
1est alone, because it is one chit. . :

Now, onascreen dealingmarket, itis like you are in the queue with
a2 anda 10 and a 20, down to the 500. You just have to sit there.

These open outery types of interchanges just cast the business
through somuch fasterthan ascreen dealingsystem, itis phenomenal.

Answer: Thetechnical descriptionis an openoutcry two way public
auction. Most public auctions are one way, I am the seller and you
all put the numbersup. Whereas thisis twoway: youall telk me what
youwanttobuyat and I tell you whatT wantto sellat simultaneously.
Itis very efficient. =~ ' "

Rob Gray: How can you go about educating private traders
when you say that they should come in ai the smaller SP]
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contract?

Answer: Itis almost compulsive that the SFE puts out a lot more
private trader educational informationinto the market place with
the introduction of the smaller SPI and, more particularly, the
IEFs as we call them, the equity futares. So, upon the formal
announcement of the SPI and when it is going to be listed, there
is poing to be quite an intense private client education program.
There are going to be a Iot more sessions down at the exchange at
the auditorfum and a lot more information available from the
exchange as far as contracts and how to trade them. The brokers
are fully behind thisand they are quite hungry for these contracts,
because the margins in the inferest rate products are dovwn to such
lean and finelevels, they want something new. So, Ithinkyou will
find you will be readily accommodated with education programs
on how to trade fistures.

Question: You mentioned a few markets we should stay
away from because of corrupt data?

Answer: LME. Others? We all now, as exchanges, provide
information to what is called the FuturesIndustry Institute, which
is an organisation in the US set up by the Futures Industry
Association. That organisation will only take data from what it
believesto be exchangesthat properly capture theinformationand
dissemninate it. Alsothe giant CTA Industty in the US will not go
anywhere clse, they will not get data except from that place,
though some of them come direct to us because they know us.

It is very hard for me to say that any exchange outside of the top
tenprovide sufficient liquidity togive you reliable trading data and
price discovery. I think SIMEX in Singaporeis thetwelfth onthe
list of top futures exchanges, whereas we are the seventh. They
are a very reliable market. Imust say that when you get down to
thelevel of theHongKongFuturesExchange theintegrity of their
data is starting to slip. It is not very well captured and not at all
filtered and they do not spend the money that we spend attempting
to ensure that whatever is traded in the pit is properly recorded as
far as sequence of trades and volumes.

It is quite a tricky arca. Back in the good old days, you could sit
there and do it manually as you heard it, but you have got to trust
usthesedays. The SFE’srecord turnover day was 210,000 earlier
this year. Af 11:30 when the major furnover was happening,
because the of the balance of payments figure, we traded 60,000
contracts in seven minutes. The price changes in that period of
timewere very, very rapid. Nowifwedo notcollect that accurately
and there are people who rely on tick data information, it isnota
very fice sitiation. Beyond the top ten fitures exchanges that can
afford to do it, the integrity of the dafa starts to fall away.

Answer: YesIacceptthat (the SPToptions)isan inefficiency. The
new options display unit software is being worked on now. Itis
an inefficient market. I think the schedule for the new software
to be on the floor is first of August.

Question: Why was the SPI opening fime moved from
9:30am to 10:00am?

Answer: I am trying to remember the reason, I think it was

because people believed that the price discovery efficiency was not
adequate for the full half hour before the stock market opened.
Therewas aburstofactivity at 9:30am and then therewasvery litile
that went on from 9:30am to 10:00am. You had half an hour of
inactivity, which is asbad as having no quotes. Futures markets
look best and are most efficient when they are actively pricing, just
thesame asanyauction. So, until we geta genuine halfhour of guts
before theASXopens we will reduce it downtowhat isan optimal
level.

Answer: I am totally against that (the break in trading for lunch),

but it is tradition, history. The lafestexcuse that I have been given

is that the only time we see our clients is when we take them out to

lunch. Now, in the US market, they start at 7:30am and trade until

2:00pm and then they go and talk to their clients. They give
continuous markets and then stop early, We could do the same and

then go to SYCOM,

We experimented‘r We tried Aussie dollars dun'hg the lunch hour,
but they just won’t accept it.

Zoran Gayer: Why do you trade the SPI ten minutes before
and gfter the ASX?

Answer: Oh, just so we can get a bit of business out of the ASX.

Zoran Gayer: You talked about technical analysis and
charts, how do you devise a half hour chart in a day which
has two hours forty minutes in the morning?

Answer: I have never been told about it. I will have a look

Answer: That is a concern to me because we try to filter that a little
_ bit better than that. First of all, the volume adjustments are to line

up the accurate submitted chits with what the price reporter is
estimating the volume that is going through the pits as it is
happening. So, asall of these trades arebeing shouted out, the price

_reporter is calling into the microphone the bid, ask, last trade and

estimated volume. Every half hour, there is a comparison of what
has been submitted by trading chit versus what the actual volume
is to see whether we can get...... unfortunately, we have not got
anything more than compulsory submission ofchitsfor the morning
session and the afternoon session, so we do not finally line up the
actual volumc with the estimated vqume until 12:30 and 4:3 0.

Very soon we are going to go to balfhour time bracketing, whereby
al{ trades done between 9:00 and 9:30 must be in the hands of the
exchange by 10:00. That way you will get much closer ahgnment
of the volumes.
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HORSES FOR COURSES!

At the Sydney meeting of the ATAA on Qctober 18 1993, Chris
Talbot gave a very interesting address on the psychology of
trading. The following is an outline of that talk, which Chris has
kindly prepared for us.

We are all interested in “getting more” out of the markets. This
means many things to different people:

The intellectual satisfaction of getting things “right”.

Theabilityto trade (or if we are non-trading analysts, enabling
other people to trade) more effectively and, by definition,

Achieve a consistently enhanced market performance (make
more money) with 2 minimum of anxiety and stress.

Getall ofthe above with 4 sense of satisfaction and, if youlike,
& sense of emotional achievement,

Thereare, of course, many factors which gointo getting all of these

things from the market and there is quite obviouslya limit to what _

canbedealt withinalimitedamountoftime. Also, thereare issues
which, at times, are best dealt with on a one to one basis,
particularly when they deal with matters personal or specificto the
individual analyst or trader. However, in my experience, one of
the major keys to getting the most from our participation in the
markets and their analysis is:

MATCHING THE ANALYSIS APPROACH AND TRADING
SIGNAL GENERATION WITH THE PERSONALITY
STRUCTURE OF THE TRADER.

This is the case whether you are acting as a trader/analyst, or as
a pure analyst providing market intelligence to other individuals
whouseyour informationas part oftheir decision making process.
Itis acomplete waste of time generating information which is nat
going 1o be used. ~
Therefore, it is necessary to match the analysis oufput to the sort
of input that effectively enables the trader to trade better. Whilst
this may sound like a selfevident statement once ithasbeenmagde,
very often it is not consciously or effectively built into the design
of the analysis approach.

Another way of saying the same thing is “make the analysis and
itsoutput fitthe trader, don’ttry to make the trader fit the system”.
Trying to make the trader (¢ven if the analyst is the same person)

operate with an mappropnate system Wwill have two particular
effects:

Atbest, you will have a trader who suffers high anxiety when they
are in or, according to the system, “ought” to be in the market.

The traderwill not takeall of the signals and, indeed, will probably
ignare the “system”, of whatever type, as soon as the going
inevitably gets a “bit rough”. This, of course, causes even méie

anxiety.

Itis thisphenomenon which, together with the “over curvefitting”
approach, explains why there is ofien a “performance gap”
befween historical testing/paper trading results and the results ofa
system operated live in the market. It is also the reason why one
trader can enjoy excellent results from a system and another
perfecilycompetent trader may notbe abletoreplicate anything like
the same performance. In the latter case, there may be absolutely
nothing “wrong” with the “under-performing” trader, although
that is often the erroneous conclusion which will be reached.

So, what are the personality traits whichinfluence the suitability of
a system for a particular trader? There are many and the most
important arebriefly discussed below. However, before proceeding
todiscossthem, it mustbe clearlypointed out that there isno perfect
trader and that even the most extreme personality types can and do
makevery effective traders, provided theyreceive the “right” input
from the analysis fimction.

The first and probably most fundamental issue to be considered is
whether the trader is suited to an OBJECTIVE ora SUBJECTIVE
trading system.

An objective system, often referred toas mechamcal” isone that
generates clear, inflexible trading signals. For example, buywhen
the close is above the, say, 23 day moving average....no ifs, buts or

maybes!

to make a decision which may be based ona collec’uon of vanable
data, such as recent market volatility, the level of, say, the 14 period
RSI and the day’s volume, coupled with a feel for sentiment. Ttis
interesting that, in mywork coaching traders (thisis, of course, not
aparticularly scientifi¢ study mind you), [have observed that many
individuals consider that cbjective systems are not intellectually
“macho”. To which I respond that it is even more macho to drive

aFerrariwith theproceeds oftrading, ifan cbjective systemis going
to produce better results with more equanimity. Objective traders
often place the creativity into the system design process and then

. move on to the next challenge.

Neitherbasicapproach isinherently supetior, unless, of course, you
askan individual traderand then you will discover that most traders
will favour one or the other type of system. As things seem to be,
most traders tend to operate with a mixture of both approaches, but,
in my experience, almost all traders become “more comfortable”
as they operate a system which is close to the particular extreme
which suits their personality. It is almost pathetic to observe a
personwhoisstrongly biased toward mechanical systemsattempting
tojudge a numberofintangible factorsbefore “putting ona trade™.
Equally, it is something to behold when a subjectively inclined
trader is supposed to sell a market because the moving averages
havecrossed, but when he“knows” that the market isoversold and
is “certain” to rally. The thing to bear in mind is that both types
of systems can produce consistently excelient results when in the
hands of the “right” type of trader.

Thenext important feature of any system or approach s the activity
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tevel which is required to properly operate in the market. Some
systems require the monitoring of very short term data and
probably relatively frequent trading. Others require, and indeed
rely on, only long term periodic data and infrequent trading.
Simply, a personbetter suited to infrequent marketaction will “go
crazy” and no doubt feel considerable stress and dissatisfaction,
ifattempting to trade on Stochastics calculated on 15 minute price
plots, Conversely, ask apersonwho favours ahighlevel of activity
(who needs to be kept busy) to trade only when the weekly close
crosses the 35 period moving average and you will have a very

-frustrated trader, who will probably not be able to keep his hands

away from the felephone. There will be a constant search for
Justification to modify, refine and fiddle with the basic position,
Toftenheartraderstell methat thisisjust the waythey areand there
is nothing that they can.do about it, which, of course, is quite true
if that is what they belicve. There are ways of dealing with this
issue, although I don’t have the time to deal with it now.

Thethird factoris whatI referto as the “convincerstrategy”. This

is simply what is necessary to convince atrader to act ona trading
signal (objective, subjective, high or lowactivity) and then to keep
taking the signals consistently over a period of time, even when

the “system” experiences a run of losses. This is a most ~

fascinating issue, because there is a wide variety of factors which
go into making any one person sufficiently confident to follow a
set of criteria.

For some, it maybeas simple asfollowing theadviceofarespected
individual whoenjoysa good reputationfor accurate and tradeable
market calls. Imust comment, though, that I do not, for a variety
of reasons, think that thisis a good basis for a trading system: at
the end of the day, each trader is best served by having his or her

“own” trading support system, even if it includes the advice or

opinions of another person as one of the criteria,

Other traders may require a large volume of data extracted from
exhaustive analysis of past market history and not until they have
complied and fully analysed the results of their own research, will

they be able to take a position in the market with any degree of |

equanimity.

Some, regardless of the course of the data, need to have written
rules, whilst, to others, the idea of having to abide by a series of .

rules is impossibly restrictive and even repugnant.

It often takes traders a great deal of time to figure out by trial and
error what best suits them in a trading system. Uil a suitable
system has been established, the trader will almost certainly
experience considerable anxiety in trading and most likely a
distinct lack of discipline in the application of the system. Whilst
a disciplined approach to trading has many factors to support it,
there is no doubt that a “comfortable” system which supports

rather than confronts an individual’ snatural personality structure

. is one of the comerstones of a satisfactory and workable trading

systern. A system which continually challenges a trader’s
persenality structure will almost certainly lead to a lack of
discipline and results which fall short of expectations.

Thelogicwhich canbe derived fromall of the above isthat careful
consideration should be given to the type of system which the

trader needs to dovetail info his own personality structure and
preferences. It isthena matterof going tolook forthe type of system
thatfits. Thereisa widevariety of theoretical analysis approaches
and an infinite range of variations on each theme which are
available to be moulded into a system that suits the individual; and
each individual is a “one off”.

The old saying “never fit a square peg into a round hole” is

. nowhere moreappropriately applied than inthebusinessof trading.

The individual may be thought of as the square peg and the variety
of approaches which we have available to us these days means that
there is just no excuse for not creating the square hole. If you go
fo the trouble of defining the shape you are looking for, then there
is a great deal better chance that you will find it. Althoughitisa
lot casier if profisssional help is sought, even using some common
sense introspection and conscios trial and error, the result will be
amuch shorter path to finding a system which provides what most
of us are looking for: fangible rewards and a sense of personal
satisfaction from our participation in the markets, the definition of
which will vary from person to person, just as systems do.
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MEMBERSHIP APPLICATION FORM

Name:

Company;

Address: e e

Suburb: State: Po_stcode:
Phone: Bus: Home, . Fax_

There are 2 classes of membership: Full & Associate. _ o
= Full Membership is for those who use Technical Analysis for trading decisions or recommendations.
« Associate Membership is for those with an interest in Technical Analysis

Membership Applied for: (please tick) : 3 Fuil 7 Associate

Pleage describe your use of, or interest in Technical Analysis:

Membership is $100 00. For membership purposes our year runs from 1 July to June 30, -

There are special concessions for new members joining part way through a year. If they join'between July 1 and December, 31, they
receive copies of all newsletters published to date in the year. If they join after December 31, the initial $100 fee will in effect, relate

to the NEXT vear. For more information call Charles Balas - President on (02) 522 5220 David Hunt - Secretary on (02) 545 2605 or
Paul Simmons (03) 497 3551. -

Please Mail Application Form with $100 cheque to

The Secretary
ATAA

GPO Box 2774

Sydney NSW 2001
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THE AUSTRALIAN TECHNICAL ANALYSTS ASSOCIATION

The aims of the Ausualian.Technical Analysts Associau'on (A.T.A.A) are:

"To establish personal contacts between analysts both inside and outside of Australia thh aview to promoting the theory and
practice of technical analyms

To help raise the level of community awareness and respect for technical analysis.

To provide meetings and encourage the interchange of materials, ideas and information for the purpose of adding to the
Inowledge of its members. ,

To encourage the highest standards of professional ethics and competence among its fechnical analysts

The A.T.A.A is affiliated with the International Federation of Techmml Analysts helping us to keep abreast of international markets

and techniques.
Founded by a small group of technical analysts that met on a regular basis, the association was officially launched on 26 April 1990.

Membershipisvaried inemployment, geography, marketinterestand approaches to the markets. It isopen to two classes of individuals,
regular and associate. Regular membership is reserved for those persons whose professional efforts are spent practising financial
technical analysis for investment or trading decisions or recoromendations. Associate membership is for those simply interested in
technical analysis. Current mcmbers include corporate treasurers, fund managers bank analysts and  traders, stockbrokers, private and
~ local traders and investors.

Benefits include; monthly meetings and a bi monthly newsletter providing a forum for discussion and new ideas to improve the level

of knowledge of technical analysis. In addition, members have access to a video tape library and discounts on various techmcal,

psychology and trading courses and books.

Meeungsarchcldeachmonth exoeptDecemberandIanuaxy In Sydney, meetings are held on the third Monday of cachmonthat 6.00pm
vsually in the Jean Garling Room of the State Library of New South Wales, Macquarie Street Sydney. In Melbourne, meetings are hetd
on the third Wednesday of each month at various venues. These are advised in advance by mail. Alternatively, contact the Prcsndcnt,
or Secretary in Sydney, or Paul Simmeons in Melbourne. Informal meetings are held In other states at various times.

Subscription can be obtained bj' filling in the membership application form on the reverse side and mailing it to;

The Australian Technical Analysts Association
GPO Box27H
Sydney NSW 20061,

For further information call the President Charles Balas on.(02) 522 5220, the SecretazyDade—Iunt on (02)691 3192, or the Victorian
Chairman Paul Simmons (03) 497 3551. . )
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