
Quantum Strategy II

A Guide to Correlation Statistics and Stocks in Different Sectors

Warren H. Lau

INPress International




Copyright © 2023 INPress International

All rights reserved

No part of this book may be reproduced, or stored in a retrieval system, or transmitted in any form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without express written permission of the publisher.

Cover design by: Utopia Creative Studio
Library of Congress Control Number: 2018675309
Printed in the United States of America

To My Family

Contents

Title Page

Copyright

Dedication

Introduction to Quantum Strategy II

Preface 

Chapter 1 - Macroeconomic Indicators and Correlations

Chapter 2 - Gross Profit Margin Trends and Net Profit Margin Trends

Chapter 3 - Institutional Investors and Hedge funds Think and Act Differently

Chapter 4 - How to Predict Future Earnings from Sales Announcements of Real Estate Developers

Chapter 5 - The Correlations Between Credit Cycles and Stock Market Performance

Chapter 6 - Real Estate Sectors and Correlations

Chapter 7 - REITs Sectors and Correlations

Chapter 8 - Banking Sectors and Correlations

Chapter 9 - Insurance Sectors and Correlations

Chapter 10 - Financial Service Sector and Correlations

Chapter 11 - Pharmaceuticals and Correlations

Chapter 12 - Cryptocurrencies and Correlations

- End -

About The Author

Praise For Author


Introduction to Quantum Strategy II

“It takes as little as best one 2nd for any information to exchange the course of a stock chart.”

- Warren H. Lau




In short, Quantum Strategy a new school of investment strategy which is grounded through studying the correlations among stock price movement and different statistically measurable factors.




Stocks generally tend to move with a very high degree of correlation. An investor can get an experience of the way properly two stocks correlate by searching at whether or not one outperforms or underperforms the common investor's return through the years. A correlation of one takes place whilst shares circulate in sync with every other and after they pass in opposition to each difference.

When one stock is going up and the alternative goes down, the two stocks have a perfect negative correlation (-1). Me coefficient is negative, which indicates that once the negative correlation between them will increase, the one share that binds to the other declines. If the correlation among two stocks is 1.0, the costs of the stocks flow in parallel with their average expenses.




Mis measure is referred to as a correlation coefficient and is used to measure the diploma and path of correlation between stocks. Many advisers use the equity correlation in advanced portfolio calculations, and it has a price of

1.0 to 10.




In the case of investments, correlation is a measure that suggests the volume to which the prices of two belongings are relative to their suggest. To find the correlation among stocks, you need to first determine the average fee of each stock. Using the Pearson correlation coefficient, we will determine how carefully two shares correlate.

Me Organisation for Economic Cooperation and Development (OECD) tracks data on the annual increase fee of actual GDP in line with hour of labor. You can find this information on the OECD facts web page "Productivity boom in the fashionable financial system" in this website.




PIMS records strongly guide the claim that marketplace share is undoubtedly related to the return on investment obtained by means of a corporation. For example, our statistics suggests that big businesses generally tend to get higher returns when they charge higher charges. Our statistics on the evolution of profitability and profit/charge ratios as a feature of marketplace size and ebook cost are steady with rational prices.




We take a look at whether the conduct of inventory prices as a function of size and book cost of capital (BE / ME) reflects the dynamics of earnings. In particular, it examines whether the trend in stock prices when it comes to size and e-book value of capital is steady with the trend in earnings. Common Factors of Return and Earnings and inform an interesting story about how stability sheet and equity relate to profitability and common income in keeping with percentage. Me LSV history is regular with the dynamics of boom in income and go back on equity, but implies a prediction of a profit/charge ratio that is inconsistent with the statistics.




Me behavior of the profits / rate and income ratios of shares indicates that when stocks are allocated to portfolios primarily based on size and BE / ME, the marketplace makes goal predictions of profits boom. Me rate-to-income ratio can also be seen as a way of standardizing the dollar cost of profits inside the stock market. Me PEG ratio is used to determine the price of a share primarily based on its very last income as well as taking into account the company's destiny income growth, and is thought to provide a extra entire image than the P / E ratio. While income growth prices might also differ throughout sectors, PEG shares are less 1 are usually considered undervalued because their price is taken into consideration low relative to the corporation's anticipated income growth.

Me cutting-edge percentage rate (P) may be received by way of linking a stock symbol to any financial internet site, and while this specific price displays what traders presently need to pay in step with percentage, profits per

 

percentage are barely better. Stock rate records represent monthly common day by day close fees as much as January 2000, the most latest month available at the time of this e-book's book. Dividend and income data prior to 1926 obtained from Cowles and pals (Common Stock Indexes, 2nd ed. stock market facts utilized in Irrational Exuberance [Princeton University Press 2000, Broadway Books 2001, 2nd ed., 2005] , available for download, US Stock Markets from 1871 to the Present and the CAPE Report.




It also consists of annual collection of long-time period statistics on stocks, bonds, hobby quotes, and consumption when you consider that 1871, which I actually have amassed in collaboration with several colleagues to take a look at long-term historical tendencies inside the US market. In my comments nowadays, I will cognizance at the Fed's efforts to advance our goals of maximum employment and fee stability inside the face of these shocks, and advocate how the classes of records and attention to rising information and evolving risks provide beneficial insights into state-of-the-art unmarried monetary policy demanding situations. Me outlook for the hard work market has stepped forward significantly in current months.

Me low inflation model likely displays continual disinflationary elements, consisting of technology, globalization, and probable demographic elements, as well as a stronger and greater success primary bank dedication to maintaining price balance.13 In the United States, the unemployment price has been underneath four% for about two years before the pandemic, and inflation turned into 2% or beneath. Wages have risen across the whole earnings spectrum, that's high-quality, however now not sufficient to consistently force charge inflation up to 2%. Incoming facts need to provide similarly evidence of enhancing a few imbalances in supply and call for, as well as similarly evidence of continued containment of inflation, mainly the charges of goods and offerings which have been hit hardest through the pandemic. In particular, as market proportion increases, corporations are in all likelihood to have higher earnings margins, decrease buy-to-income ratios, lower advertising fees as a percent of income, higher first-rate, and more luxurious products.




Me information from research suggest that in many instances even the minimum desirable rate of return can best be achieved when the minimum degree of marketplace share is reached. Full Return CAPE corrects this bias by using reinvesting dividends inside the fee index and scaling profits in step with percentage for this reason. Accurate and independent representations of P / E ratios are based on correct underlying marketplace cost of the inventory and accurate earnings according to percentage estimates.

During the Mirties and Fifties, empirical studies centered on the properties of time series and discovered that US inventory expenses and associated financial collection observed a short-time period random stroll pattern. Early examples consist of the observation that neglecting small shares and shares with excessive e-book-cost-to-marketplace ratios tended to provide abnormally high returns than could be defined through the CAPM.




As a result, a situation arises wherein the asset pricing model is inaccurate or the marketplace is useless, but it is not possible to recognize what exactly is the case. Me direct effect is that it isn't always viable to constantly “beat the marketplace” in a chance-adjusted manner, due to the fact market fees simplest want to reply to new facts. Changes inside the marketplace, together with charge fluctuations due to lack of purchaser confidence or awful or correct information, can lead to anomalies.




While maximum of the stock market displays enough performance traits depending at the sort of shares traded and market events, this isn't always usually the case. In assessment, in an inefficient market, all publicly available records is not pondered in the rate, which indicates that there are desirable offers or that charges may be overpriced. An inefficient marketplace is one that fails to include all available information to reliably mirror the truthful charge of assets. According to economic idea, an inefficient marketplace is a marketplace in which fees for an asset do now not appropriately replicate its proper cost, which may be for several reasons.

According to the efficient market theory, an invalid market refers to a market environment in which the rate of any asset does no longer absolutely replicate its value. According to monetary principle, while asset costs cannot as it should be replicate their truthful value or authentic value, there might be an inefficient marketplace. Summary An inefficient marketplace is a market in which the inventory charge at a given point in time cannot absolutely mirror the value of its assets. Me market is inefficient, and asset charges fast and dynamically reflect the to be had asset-related information.




However, this case is opposite to inefficient markets, in which arbitrageurs and speculators dominate the marketplace, thereby affecting asset charges. Due to the imbalance of asset deliver and call for, it can additionally cause underestimation and overestimation of belongings, leading to inefficiency inside the market. Arbitrageurs have a tendency to get threat-loose returns in inefficient markets, due to the fact those markets might also have belongings with exclusive costs throughout systems. For example, while herd mentality hits many buyers on the same time, there will be many marketplace inefficiencies to be had to traders.




Efficient market theory may fit properly in computer simulations, but inefficiencies are anywhere within the real international and can be exploited. Not all economic markets paintings absolutely or ineffectively. If the markets are definitely efficient, there's no desire of outperforming the marketplace as an investor or dealer. Efficient Market Hypothesis (EMH) states that stock costs suggest all crucial facts and are widespread, making it not possible for investors to consistently achieve above average returns.




An inefficient market does now not agree to the laws of the efficient market hypothesis (EMH). Efficient Markets Hypothesis Me Efficient Markets Hypothesis is an investment theory based frequently on principles attributed to the studies paintings of Eugene Famas. Market expenses for securities reflect the authentic and fair fee of all underlying securities. According to the efficient market hypothesis (EMH), in an excellent market, the fees of securities mirror the genuine and truthful fee of all belongings of the underlying securities at a given factor in time. An inefficient marketplace is defined as a marketplace in which a monetary asset does no longer display or reflect its truthful and proper marketplace value. Market efficiency states that asset expenses constitute truthful marketplace price based totally on to be had data and news.




In an effective stock market, stock prices show the proper fee of all public records about the business enterprise. However, in an inefficient stock market, there may be no publicly to be had information (or a constrained amount), which lets in to barter fees with corporations. According to this principle, the market is smarter than all and sundry because it contains facts from the best traders who keep their individual real information mystery until their transactions locate it in market costs.

According to the definition that Famas soon became the standard, if the fee displays all of the beyond statistics associated with the marketplace, including the history of price changes, then the financial market is "weakly efficient." For example, all public statistics about securities ought to be fully contemplated in their current marketplace costs.

Mis inefficiency will increase the probability that an investor will be capable to shop for small-cap stocks at a good buy charge earlier than the relaxation of the marketplace learns and assimilates the brand new statistics.




If there's not anything that buyers can systematically use, then it's miles very hard to say that facts isn't always nicely meditated in stock charges and that our stock markets are not very efficient. Having survived the stock market bubble and credit score bubble over the last decade and a half, we can rest assured that economic markets are every so often chronically ineffective. In hindsight, all economic markets can appear to be efficient, however, we can see that there are some drawbacks that have been contemplated in the bursting of the dot-com bubble inside the overdue Nineteen Nineties and the market crash across the same time.




Hood argued that some forms of marketplace inefficiency appear to persist due to the short-term orientation of most buyers, length constraints affecting massive mutual funds, portfolio constraints, and increased indexation. Mey consider that the better general spending ratios carried out via actively controlled budget aren't well worth it because the market cannot be crushed. Mey agree with that making an investment in those indices is their great choice ultimately as the financial markets are efficient.




In my opinion, the maximum compelling proof that our stock markets are extremely efficient is that they may be extraordinarily hard to conquer. If market charges were normally determined by irrational traders and it changed into smooth to pick out predictable inventory return patterns or feasible anomalies in stock prices, then professional funding managers would must beat the marketplace. “Perhaps the only and most important issue an investor can do to improve their outcomes is to pick wisely the ones areas of the marketplace where inefficiency is probably, the deviation of stock expenses from the authentic intrinsic fee, wherein market individuals are probably to make erroneous judgments, specially, he has shown that we can assist us reap better results by deciding on to invest in areas of the market wherein inefficiencies are more commonplace.




Value buyers and others have evolved techniques to find undervalued shares, shares that have temporarily misplaced popularity in most of the

 

marketplace. Early examples encompass the commentary that neglect of small shares and stocks with high e-book-fee-to-market ratios (value stocks) tended to acquire abnormally excessive returns than could be explained through the CAPM. Behavioral psychology tactics to inventory buying and selling are a number of the maximum promising options to EMH (investment techniques consisting of impulse trading generally tend to take advantage of just such inefficiencies).





Preface 

The Study Of Mathematical Correlations Of News, Bank Loans Policies, Economic figures And Stock Price Movement

Consequently, the notible catalysts here were marketplace sentiment main to inventory fee inflation, monetary statements and earnings reviews that highlighted the negative overall performance of some dot-com organisations, the initial release of a brand new product, or platform-based totally Internet carrier services, the introduction of a brand new enterprise (e-trade) and the evaluation of the value of an employer or financial asset with the aid of investors and analysts based totally at the consequences of the sports of the companies. Let's test real-international examples of stock catalysts and their effect on the price of various shares.




Mat become a great catalyst for shares like Zoom Video Communications Inc., that are up 569% within a year. Deeres share fee movement is an example of ways the earnings announcement (income for 320 quarters in August) may be an essential catalyst. In other phrases, the marvel income catalyst pushed Nike's stock rate up 9.71% in less than 24 hours (and 33.27% in only a month), despite negative trading situations prevailing within the marketplace. Hickey mentioned that Nike inventory has in large part retraced the plunge it noticed after the organisation mentioned supply problems in its first region financials.




However, in this case, the stock charge usually rises earlier than the employer's dividend date, and can fall barely after the file date. It is hard to are expecting while an agency will announce its subsequent bonus or fundamental dividend (despite the fact that some of those catalysts can be anticipated by using professionals, the exact information will only be recognized after the announcement).




A stock catalyst is any information which can affect the price of a stock. Simply put, a stock catalyst is any piece of records that triggers a pointy move in a company's inventory. It can be bad news that shocks investors and disrupts upward momentum, or good news that pushes stocks out of stagnation. Depending at the type of catalyst, you can analyze whether the stock price will upward thrust or fall.

 

In this book, I will introduce you to the usual catalyst, which includes unique examples. A stock catalyst (additionally called an information catalyst or catalyst for brief ) is something that could have an effect on the rate of a stock. Catalysts are certain unique occasions (real or potential) that may force the employer's stock price up or down in a short time period (expanded). Sometimes, these catalysts fail to pressure stock prices as fairly as expected.




A properly catalyst could cause volume spikes and sturdy brief strain on low go with the flow shares. A sizeable boom in extent may additionally suggest that the catalyst will form a trend that can be in your prefer. Volume is a hallmark of the keenness of shoppers and sellers for funding and a foundation for predicting the motion of inventory expenses.




Feelings can lead to brief-term fluctuations within the marketplace, which, in turn, purpose a gap between the fee and the real value of the company's stock, but over lengthy intervals of time, however, scale starts to behave as the fundamental standards of the company. Me agency will in the long run determine the fee and the market rate of its shares will pass closer. Feelings can cause brief-time period fluctuations within the market, which in turn cause a gap between the charge of a stock and the actual value of an agency's inventory. At the identical time, records from the outside environment can notably trade the proportion price.




Commodity charges may be inspired at any time by means of different factors, along with but now not limited to (i) modifications in the stability of deliver and call for, (ii) authorities applications and guidelines, (iii) countrywide political and financial activities and worldwide markets, wars and terrorist events., (iv) modifications in interest quotes and exchange prices, (v) exchange in items and related contracts, (vi) epidemics, technological change and climate conditions, and (vii) volatility in commodity costs. Investment values and returns may additionally range due to modifications in interest charges, alternate costs, default prices, prepayment prices, securities/tool charges, market indices, running or financial situations of companies and different issuers, or other factors. Me marketplace fee of debt contraptions may additionally fluctuate, and the proceeds from income to maturity can be better or lower than the authentic investment or price at adulthood due to modifications in market situations or the credit nice of the company.

 

When interest costs upward push, bond costs fall; usually talking, the longer the adulthood of a bond, the more touchy it is to this danger. Mis will lead to destructive rate modifications, thereby destroying your holdings. Mis is a standard human reaction to sturdy performing stocks, and frequently results in low returns because of out of control techniques and market volatility.




Sharp fee swings as a result of a prime stock catalyst are typically equated with greater volatility. Conversely, a smooth catalyst is a cause in an organisation's outside environment that may have an effect on the rate of its shares. Sometimes, the information that makes the stock rate range is particular to the organisation and not to the whole industry. Ideally, you want shares which have been underperforming their peers these days, little hedge fund possession, and heading in the direction of a catalyst that you suppose will be a pleasing marvel.

With his high-quality mathematical sleight of hand, Lee allowed traders to sell large portions of new stocks, increasing financial markets to not possible levels. For five years, Fox's components, known as the Gaussian package function, appeared like an unequivocally superb twist, part of economic era that allowed extremely complex dangers to be simulated with greater ease and accuracy than ever.




Me cracks started to seem early on, whilst financial markets started out to behave differently than the customers of the Fox formulation predicted. Me cracks was canyons in 2008, when gaps within the foundations of economic systems gripped trillions of bucks and severely jeopardized the survival of the global banking device.




Mese shortcomings are corrected in current paintings by using Lusardi, Michaud and Mitchell (2011, 2013), which calibrates and simulates a dynamic multi-length existence cycle version wherein people not simplest choose investments in the capital marketplace, however additionally invest within the capital market, monetary expertise. Below, we summarize latest theoretical research modeling how financial expertise may be regarded as a sort of investment in human capital. Behavioral finance research how investor or managerial psychology affects monetary choices and markets when making choices that may have a bad or fantastic impact on considered one of their areas. Merefore, an important location in the subject of finance is funding management, referred to as capital management for people and capital control for corporations, and therefore finance consists of associated transactions in securities buying and selling and securities brokerage, funding banking, economic engineering. And risk management. Me monetary intermediaries here are investment banks, which find the first investors and sell the listing of securities (stocks and debts); and stock exchanges, which eventually permit trading, as well as diverse provider carriers that manipulate the overall performance or risk of such investments. He focuses on pricing and chance control in financial markets and as a consequence creates a few of the generally used economic fashions.




Correlation and different statistical standards additionally play an essential function within the introduction and pricing of economic derivatives and other complicated economic gadgets. Me correlation among the economic and funding sectors is a statistic that measures the relative movement of two shares. In the economic zone, correlation can degree the fashion of an inventory and the trend of benchmark indexes along with the S&P 500.




For instance, a dealer can use historical correlations to are expecting whether an enterprise's stock will upward thrust or fall in response to modifications in interest costs or commodity costs. One of the tactics to forecasting the stock market may be used to carry out comparative work. Qiu and Song additionally offered an answer for predicting the route of the Japanese stock market primarily based on an optimized artificial neural community version.




Since our proposed answer is likewise aimed at predicting quick-time period tendencies in inventory expenses, this work is heuristic for our gadget. Meir findings on optimization algorithms are also beneficial for studies within the field of stock market charge prediction. Me research problem of forecasting bitcoin price dynamics has a few similarities with forecasting expenses inside the stock market.




To appropriately quantify marketplace actions related to sentiment, we manner marketplace statistics to rule out other possible factors affecting the scenario. While descriptive records, including median and imply are typically enough to model market moves at the man or woman agency stage, at the institution degree, we additionally study the approximate distributions of AR and volatility based on histograms and kernel density estimates (KDE).

 

In phrases of market information, we collect day by day near and volatility records from 87 goal organisations. Mis lets in us to construct time series of company sentiments and take a look at their dynamics and market movements the use of a network of co-emergence of groups. Me statistics used of their research includes technical signs and the course of movement of the Korea Daily Stock Price Index (KOSPI).

With simple know-how, the author decided on 8 technical signs for this study, and then weighted the five information units. After calibrating the version with affordable parameter values, the author then makes use of opposite recursion to clear up the cost characteristic of purchasers with low/middle/ excessive training. 10 Consumption facts, funding know-how, and the excellent way to take part in the stock market, thereby simulating 5000 lifestyles cycles. Mis makes income, income and fitness care fees rise sharply. Eleven Based on this studies, numerous key predictions have been made. Merefore, in any length, the variables of customer selection-making are: how tons to invest inside the capital marketplace, consumption, and whether monetary knowledge is really worth investing in.




Stock volatility and systematic chance may be anticipated by way of calculating beta. Mis helps the investor determine if he desires to select riskier shares which might be exceedingly correlated with the marketplace (beta above 1) or much less volatile (beta below 1). Any ( epsilon ) that is substantially distinctive from zero assumes that there are factors that have an effect on the stock's overall performance that are not explained via the marketplace version; A feasible aspect of this kind in our case is an alternate in the sentiment of the corporation that owns the stock, which affects most effective that particular stock, however not the index (at least to a lesser extent). However, the costs of the placed options and the expenses of the underlying shares will be negatively correlated.




Both bonds and stocks can be owned with the aid of institutional investors (monetary institutions along with investment banks and pension budget) or individuals known as private traders or retail traders. Generally, financial institution loans may be used to degree the investment strategy of banks on this market from the perspective of portfolio diversification. Me network structure of the inter-financial institution market created via the syndicated loan marketplace shows that inter-bank connections have to be a crucial channel

 

for the spread of contamination amongst financial institutions. More curiously, the syndicated mortgage records used in this examine allows us to analyze the impact of the centrality of the interbank community on bank performance.




In order to amplify research on the relationship among interbank networks and bank overall performance, we handed interbank lending by means of examining interbank networks inside the context of the syndicated mortgage marketplace. We additionally recorded that even after controlling for monetary variables, including marketplace size, loan allocation, overall assets, and loan diversification, our comprehensive banking network centrality index nevertheless shows statistical importance in phrases of bank overall performance. In this text, we examine the inter-bank community inside the form of shared exposure between economic institutions to research bank overall performance based at the bank's publicity to massive syndicated loans. Introduction With the emergence of latest financial services and products, monetary markets around the world have turn out to be easier for small traders.








Chapter 1 - Macroeconomic Indicators and Correlations


Rising oil charges are usually taken into consideration to increase inflation and gradual monetary boom. Higher oil fees also can constrain financial boom due to their effect on supply and call for items other than oil. A lengthy-status macroeconomic argument argues that in everyday economic instances, higher costs will lower the real purchasing energy of constant nominal wealth and accordingly lessen mixture call for. Keynesian economics assumes that changes in the cash deliver do no longer have an effect on fees within the brief time period, and that apparent inflation is the result of demand pressures within the economic system in terms of costs.

However, inside the brief to medium term, inflation may be stricken by economic deliver and call for pressures and the relative elasticity of wages, expenses, and interest prices. Sustained inflationary pressures originated from the pointy contraction of the hard work market, which significantly accelerated wages, and prompted inflation in the systemic "salary rate spiral" that have become a systemic "wage charge spiral" inside the Nineteen Seventies. Recent studies indicates that costs are much more likely to alternate throughout this recession due to the decline in manufacturing and employment. For the remainder of the Nineteen Twenties, wholesale charges had been exceptionally strong, although they had been much more likely to fall rather than upward thrust.

Despite the despair of 1920-1921 and minor disruptions in 1924 and 1927, the American economy skilled astounding monetary boom at some point of the Twenties. In the mid-Nineteen Twenties, the US economic system started to settlement and the melancholy of 1920-1921 lasted for about 12 months, however a rapid recuperation restored full employment in 1923. Real GDP increase at some point of the 1920s become notably fast, at 4.2% in line with annum. From 1920 to 1929, in keeping with the most not unusual estimates. By the requirements of each the 19th and twentieth centuries, this was a relatively rapid charge of actual economic boom that could be taken into consideration excessive even today. 




Price changes are possibly to magnify the severity of the 1920-1921 melancholy. While expenses have normally risen, lots of the boom is attributed to underlying consequences, as indicators together with the customer rate index (CPI) are measured from the previous 12 months, which was whilst the economic system was nearly stalled. Inflation Percentage Inflation is forecast to fall sharply in the 2nd area of this year, in element due to a pointy drop in oil costs, according to CBO forecasts. Me Price Index for Personal Consumption Expenditure (PCE), the measure the Federal Reserve makes use of to set its lengthy-time period inflation target of two%, is expected to say no 1.2% (annual fee) in the second region of this 12 months.
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