FOREX PROPENSITY INDEX
Thesis Statement
The flow of prices in a market may be considered as a topology.

Imagine a cube (See Diagram 1) or a three-dimensional state-space. The dimensions are: directional movement, volatility and time. All buyers have a propensity to exit the market as a function of those three dimensions; either by selling a long position or buying a short position. fB(dm, v, t), fS(dm, v, t).
In theory all potential buyers and sellers also have a propensity to enter the market given the same parameters. It may be postulated that past prices create a sieve to structure incoming orders and, therefore, future prices. Yes, friends, those so-called ‘Acts of God’ are, at least in theory, predictable!
When a high number of buyers and or sellers wanting in or out intersect in the state-space of directional movement, volatility and time a catastrophe type topology is formed with a definable and predictable behavior; the ubiquitous order imbalance. The number of intersections and the ‘shape’ of the intersection define both the catastrophe and the predicted price behavior and order imbalance resolution.
These catastrophes may be analyzed individually across (for example) multiple time frames or in the aggregate.
Propensity may be determined linearly by a curve-fitting methodology – or non-linearly using cellular automata models. It is highly likely that propensity is in fact non-linear.
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 Diagram 1 -The FOREX Propensity Paradigm      
Duane Archer

duane@goodmanworks.com
