Dresdner Kleinwort Wasserstein's

PRICE INFORMATION ADVANTAGE

anks and financial insti-

tutions are increasingly

looking to leverage
their in-house market research
in the most effective way possi-
ble. The growth of the hedge
fund industry and competition
amongst prime brokerage serv-
ices means that greater value is
now attached to research out-
put. This has meant that more
institutions are now developing
their own proprietary research
tools in order to give their
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PIA Team, from left: Pavel Gronbjerg, Max Knudsen seated, Steve Lucas, Alan Collins

front- end services an edge over
the competition.

At Dresdner Kleinwort Wasserstein
in London, Max Knudsen, head of
capital markets technical strategy, has
developed PIA - Price Information
Advantage. PIA is DrKW's propri-
etary interactive sentiment forecast-
ing service designed to optimise the
timing of trade execution. The serv-
ice provides technically derived tim-
ing and trading recommendations via
a daily interactive email service. PIA
is based on an assessment of market
sentiment in the equity, FX and inter-
est rate markets made by Knudsen
and his three man team. Sentiment is
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assessed using a combination of tra-
ditional charting techniques including
Bollinger Bands, momentum and sto-
chastics.

Knudsen says the role of his team
is to translate their assessment of
market sentiment (majority bullish-
ness and bearishness) in each market
and to convert this into specific trad-
ing and timing advice consisting of a
forecast for the direction of senti-
ment and the most important prices.
"This is 75% a statistical and technical
process” says Knudsen, "with the
remaining 25% drawn from practical
market experience. Each member of
my team has around 20 years —
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Fixed income/MM

10-yr Treasury
BOBL

Bund

Euribor
Eurodollar
Schatz

Short Sterling
T Bond
Eurodollars

Table 1. PIA market coverage

market experience in either sales or
trading and | consider this crucial in
being able to accurately assess market
sentiment.”

PIA was developed in response to
comments from clients that they
received too much research, much of
which  looked indistinguishable.
Simplicity seems to be the key to
PIA. There is very little text; just
straight forward recommendations of
when to buy or sell and the 3 most
important support and resistance lev-
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Equities

FTSE
DAX
S&P 500
Eurostoxx
Nasdaq
Nikkei

els. "When we started developing
PIA 5 years ago" says Knudsen, "it
became clear that clients felt they
were already receiving too much
research. Our goal was to design a
research application that was both
reliable and very easy to interpret and
use".

PIA covers 6 major currency rates,
6 stock indices and 9 interest rate
markets (see Table 1.) DrKW may
extend the services to cover the cred-
it and commodities markets some-
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Figure 1. The PIA fixed income page for weekly Bunds
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time next year.

"By looking at price action and
price development we are able to
identify how sentiment is changing"
adds Knudsen. "We discern what cur-
rent sentiment is from a technical and
statistical analysis of price action
alone. This provides us with 75% of
the information we need. Our
assumption of the impact differing
price changes will have on current
market sentiment makes up the
remaining 25%. This allows us to
publish an implied confidence level
with each recommendation."” The
confidence levels range from 65% to
80% and reflect Knudsen's and his
team's assessment of the reliability of
each call. However as Knudsen
stresses, "This service is all about
market timing, we don't pretend to be
fortune tellers. The service is
designed to interpret, track and spot
changes in majority market sentiment
and to assess the likely impact on the
direction and timing of investor
activity".

PIA now has 1300 registered users.
Among them is Nick Gartside, a
European government bond fund
manager with Schroders in London.
"We get an awful lot of technical
research from various sources” says
Gartside, "although with each recom-
mendation that's published, the
degree of bullishness of bearishness
is seldom mentioned. PIA publishes
confidence percentages with its levels
and this helps compliment my own
technical research”.

Using candlesticks

Time periods covered by PIA are
intraday, weekly and quarterly. This
suits the DrkKW client base served by
Knudsen's team. Their clients range
from bank proprietary desks and
hedge funds to real money accounts,
corporates and central banks. Each
market and time period features up to
3 candlestick charts containing a min-
imum of conventional chart analysis
such as the plotting of trendlines and
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Figure 2. The PIA Cheat Sheet

pattern identification. This allows
price action to be clearly highlighted
without the clutter often associated
with price charts, although non-can-
dlestick aficionados may still yearn
for conventional bar chart analysis.
However, Knudsen is confident that
candlesticks provide the most practi-
cal charting method. "With candle-
sticks we are able to visually differen-
tiate the positive and negative periods
plus highs and lows by using contrast-
ing colours. Clients tell us this makes
our research that much easier to dis-
seminate than our competitors
research” he says. "We cannot achieve
this with bar charts. Furthermore, the
open and closing price of a market
have an important relationship to
market sentiment. They allow us to

21/05/01 -
12/07/05

Fixed income

Table 2. PIA hit rate

FX  Money markets

identify and track this relationship
more closely than would bar charts."

Figure 1. is a screenshot for a PIA
report on weekly Bunds showing the
trading recommendation (sell below
123.78) with its confidence level
(70%). Figure 2. is a PIA 'Cheat Sheet'
which provides an at-a-glance sum-
mary of all markets covered by the
service and its basic recommenda-
tions.

Not real-time

PIA is not a real-time service. Each
report is prepared the night before
the market opens and is published
and delivered by email that night.
Although the US FX market is still
open by the time PIA reports have
been written, the trading recommen-
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“PIA PUBLISHES
CONFIDENCE
PERCENTAGES WITH
ITS LEVELS AND THIS
HELPS COMPLIMENT
MY OWN TECHNICAL
RESEARCH.”

NICK GARTSIDE, SCHRODERS

dations are still valid for the next day's
trading. As Knudsen explains, "over
the past 4 years trading in the US and
Asian markets rarely has a detrimental
impact upon the calls we have made
for the following day in Europe. FX
activity is really centred in Europe so
it would take a significant event in the
US or Asia for us to alter our fore-
casts the following morning.
However when this does occur we re-
analyse sentiment and send out an
updated forecast as quickly as possi-
ble, usually by 8am London time.

Knudsen points out that PIA has
not been designed as a tip sheet. "I
have never considered this as my role
- that is trading." He concludes "My
goal from the outset was to offer
clients a consistently reliable call on
just two things: the direction and tim-
ing of sentiment changes. The results
of our efforts in the 4 years since we
started are a 73% hit rate from a total
of 11,908 calls. With these results we
can make a valuable contribution to a
client's decision of when and what to
trade.”

For more information contact:
max.knudsen@drkw.com
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