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CIF & PAIRS - Stock Market Models

What is CIF?

CIF stands for Crowd Interest Factor. The philosophy behind this model is that the sum effect of all factors moving the stock price is the crowd sentiment. So if we can get a measure of this sentiment, we can pro-rate the price accordingly. When crowd loves or hates a stock, it shows distinctive pattern in its prices (open, close, high, low) and volume, which can give a sentiment indication. This can tell us when & where the crowd is really interested and in what direction. More importantly it can sense the shift in sentiment before any appreciable change in price.

This indicator filters the noise & chaos in the daily/Intraday prices and detects these profitable trends. 

This is a short term trading model, with signal periodicity ranging from a few days to a few weeks for daily data, and a few hours to a few days for intra day data.

How does the CIF Model work?

The first step is a statistical profile, which determines if this chart will suit this model. If it is found to be unsuitable (for e.g. a high volatile stock which does not trend) it is rejected. This increases the probability of good trades. If the chart qualifies, further processes determine which sub-model suits it best. Then the models generate the buy/sell/short/cover signals.

The variable, which we can input, is the Averaging period time frame. This will decide the speed of response of the model. A large period will make the signals slow, and a small period will make it respond to market noise. A time period between 10 and 15 is usually a good compromise.

Ideally this model will scan all the stocks daily, and sort out the best ideas. More importantly we get the CIF curve not only for each stock, but also for the entire market, which has proven itself to be right on the mark, repeatedly. This way we can keep track of the market pulse, thus making it very easy to detect the market turns. This is the single most important feature of this model.

How do we trade using this model?

The primary indicator of this model is CIF. The basic idea is to be on the right side of the trade when the CIF is making a move. When the CIF starts rising, it indicates that this stock is getting a lot of interest from the buy side crowd. We take a long position. The CIF will gradually build as this stock gets more attention. After some time, the bulls will get tired, the buying fury will decrease, and the CIF will start going flat at the top. At this point we exit the trade, and keep the profit.

The reverse is true when the CIF starts going down. We take a short position when the CIF is in a decline, hold it as long as the slope is steep. When the CIF starts to flatten out at the bottom or starts rising we cover our exposure, and keep the profit again. 

Using the CIF for the entire market, the market tops and bottoms can be easily detected. And these are the most profitable regions to open/close positions.

At the same time we can use the Reversal Detector to hunt out those stocks, which are victims of hysteria or panic. Here the idea is to open position, just when it starts recovering. Such stocks usually recover very fast, and thus can lead to quick profits.

What is Pairs?

The Pairs trading strategy involves taking positions in two stocks which are moving opposite to each other. So we open long position in one and short in the other. This has the advantage of reduced volatility (i.e. risk) as against outright positions. Usually such stocks are related to each other – which can be easily detected by their historical correlation and sector. This engine can detect statistically poor/well-correlated stocks, which can also help us to build diversified portfolios or detect sector rotation.

What is Lighthouse?

Lighthouse is the trading signal system built on the CIF/Pairs model. It downloads daily/Intraday data, scans them and highlights the best ideas. It generates the following indicators –

· CIF
· Strength

· Long Zone
· Early Warn

· Short Zone
· Sync

· Reversal

· Trend


· Volatility

Here are some of the screen-shots from the Lighthouse application.

Traders can set-up portfolios to be scanned.
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These are the basic criterions:
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These are the advanced criterions:
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The data period, frequency can also be customised – 
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After scan, the signals are listed in a table – 
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What does the Lighthouse Indicators look like?

The charts below are generated by Lighthouse. These signals are generated using 1 year of daily data and 13 day time period for stock 4902, traded on TSE, Tokyo.
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CIF - This indicator is a measure of crowd’s real interest in the stock. It rises when the buy side crowd interest increases, and goes down when the sell side crowd interest increases. A very large change in stock price, without a corresponding change in CIF usually indicates a divergence.

Long Zone - This signal indicates that we are entering the go-long area. Time is appropriate for taking long positions. 

Short Zone - This signal indicates that we are entering the go-short area. Time is appropriate for taking short positions. 

Strength - This signal measures the quality of the Long/short signal. This allows the trader to fine-tune his trades. Once a stock goes into Long/Short zone, this signal becomes valid. However this is a secondary signal, and should be used with caution.

Warn - This is an early warning signal, valid only after we have taken a position. This usually indicates an early profitable exit points. This is a secondary indicator, to be used with care.
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Sync - This indicates if the price and the CIF are synchronized. It ranges between 100 & -100.

Volatility - This is a measure of near term volatility.

Trend - This indicates if the stock is in a trend. The higher it gets, the stronger is the trend.

For Intraday data ( in this case 30 minutes bars) , the signals are more frequent.
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Reversal Indicator

The reversal indicator is designed to spot those stocks that are having extraordinary rise or fall, usually due to hysteria, panic, liquidation etc. It looks the past price, volatility, trend and tries to spot drastic shift in sentiment, which indicates market inefficiencies, and opportunity for us. The peaks of this indicator point to a reversal in progress. This can be used to scan for reversals and open positions accordingly.
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Pair Stocks

These are stocks that are currently moving in opposite direction. The trader has to choose the list of stocks from the portfolio screen – e.g. Topix100 or S&P500. The engine then tries to find pairs of stocks from this list that meet the traders criteria (volume, price, correlation, volatility etc.) and are currently on the move.

It also does a historical simulation, the result of which indicates the quality of the pair.
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The first chart shows the prices of the two stock and the long/short signals. The second chart shows their moving correlation and relative strength.
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