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~ -~ There----musfal~ays be---so -Ule"'ffnancIihPress-w6uld~ha·ve-=o..us"'b-e1iev~-:~-:.an ~-explanation-"of-why--- .. -
the stock market did what it did on any given day. St. Patrick's Day, 1989, for example, will be 
headlined as the day the market fell out of bed in response to a 1% rise in producer prices. Any 
mention by us technical folk of such things as a high being tested or a short-term overbought 
condition will be shouted down by the conventional wisdom. In any CRse, there has emerged. over 
the past few weeks. a new, or not-so-new. explanation for stock-market behavior which can take 
its place along with interest rates, economic statistics, and the trade deficit. That 
explanation is program trading. 

A couple of weeks ago, The Wall Street Journal headed a story, "They're back! Program 
Traders Regaining Stock Market Clout." The article did note that such activity was a shadow of 
what it had been in pre-crash days, but went to quote un-named "traders" as saying that the 
February 24 fall "reminded them of pre-crash days". It should not have done so. Memories are 
short, and, indeed, we, ourselves. were jolted when, reviewing what we had written in early 1987. 
we read our own description of the market of January 23 in that year. "The Dow", we said. 
"moved over a IOO-point range within an hour, and volume reached a record 302 million shares. 
Most readers will have seen the chart. produced by an on-line computer service. which shows the 
index up 64 points just before 2 o'clock, down 50 points a hour later, up 10 points and then, 
finally. down 44 points. 11 Those were the days when men were men and program trading was program 
trading. 

As a background for our discussion of that market, we referred to a study of market 
volatility and subsequent price behavior, and we updated that study on April 10, 1987. The study 
examined all market days between 1974 and late 1986 on which the spread between intra-day high 
and intra-day Iowan the DJIA was more than 3% of the close.=,Ot had been 7.22% on January 23.) 

-We---.---alscoVere~fssort 0(voiat1I1iyhad foreshadowea-a-hig~market six months later oc.n""'-'-''----I 
111 of 120 occasions, i.e., 92.5%, of the time. This was despite the fact that, taking all of 
the 3000-plus days in the 1974-1986 period, a six-month rise had occurred only 63.6% of the time. 

Needless to say, over the two years since that time, we have been keeping an eye on this 
particular statistic. There have occurred, not surprisingly, 67 more days where the high-low 
spread has exceeded 3%. Of these, eight were part of a string in April, 1987, six of which 
pre-dated October 19, 1987 by just over six months, and two of which did not. These two figures 
were coupled with a string of eleven high-volatility days occurring at various points between 
May, 1987 and October 16. A total of thirteen signals, therefore, were spectacularly erroneous. 

However, for any day starting with October 19, it is a fact that the market has 
after a six-month interval. Forty-five such days produced a 3%-or-greater spread. 
for the indicator, therefore, now stands at 165 correct calls and 22 wrong ones. 

been higher 
The record 

To return to our discussion of volatility, however, the relevant fact is that the last time a 
3% spread between the Dow's intra-day high and low occurred was on May 31, 1988. Indeed, since 
that time, in 201 trading days, there have been only 36 in which the spread has exceeded 2%. 
Only seven of these have taken place in 1989. 

By contrast. we have, of late, been setting records for lack of volatility. Just a week 
ago, on March 9, the 23.75-point spread between the Dow high of 2306.61 and the low of 2282.86 
constituted only 1.04% of the close. There are only 63 lower figures in a 3722-day history. A 
spread of under 1% occurred on January 16, one of only 33 such cases in fourteen-plus years, and 
the 1988 pre-Christmas holiday figure of 0.87% was the fifth lowest instance in the record. 

1t is certainly quite proper to worry about a resurgence of the sort of market conditions 
which preceded the October, 1987 crash, but we are demonstrably a long way from anything 
resembling that sort of environment at the moment. 
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